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PART |
Item 1. Description of Business.
(a) General Development of Business

General

Philip Morris Companies Inc. is a holding comparyose principal wholly-owned subsidiaries, Philip e Incorporated, Philip Morris
International Inc., Kraft Foods, Inc. and Millerddving Company, are engaged primarily in the mariufecand sale of various consumer
products. A wholly-owned subsidiary of the CompaPkilip Morris Capital Corporation, engages in vas financing and investment
activities. As used herein, unless the contextiaigis otherwise, the term "Company" means Philiprigl@€ompanies Inc. and its subsidiar
The Company is the largest consumer packaged gmodpany in the world.*

Philip Morris Incorporated ("PM Inc."), which concts business under the trade name "Philip Morr& A", and its subsidiaries and
affiliates are engaged primarily in the manufactamd sale of cigarettes. PM Inc. is the largesdreite company in the United States. Philip
Morris International Inc. ("Philip Morris Internatial”) is a holding company whose subsidiariesafiliates and their licensees are engaged
primarily in the manufacture and sale of tobacamdpcts (mainly cigarettes); certain Latin Americaibsidiaries and affiliates manufacture
and sell a wide variety of food products. A submigiof Philip Morris International is the leadingited States exporter of cigarettes.
Marlboro, the principal cigarette brand of thesmpanies, has been the world's largest selling efggabrand since 1972.

The Company's food subsidiary, Kraft Foods, InKrgft"), is the largest processor and marketeretdit packaged foods in the United States.
A wide variety of grocery, coffee, cheese, confantry and processed meat products are manufacuncetharketed in the United States and
Canada by Kraft and by its subsidiary, Kraft Fobdernational, Inc. ("Kraft Foods Internationallf), Europe and the Asia/Pacific region.

Miller Brewing Company ("Miller") is the second st brewing company in the United States.
Source of Funds--Dividends

Because the Company is a holding company, its ip@hsource of funds is dividends from its subsidis. The Company's principal wholly-
owned subsidiaries currently are not limited bygidarm debt or other agreements in their abilitpay cash dividends or make other
distributions with respect to their common stock.

(b) Financial Information About Industry Segments

In 1995, the Company's significant industry segmerdre tobacco products (principally cigarettesydf products, beer, and financial serv
and real estate. Operating revenues, operating prafether with a reconciliation to operatingamee) and identifiable assets attributable to
each such segment for each of the last three gearset forth in Note 11 to the Company's constdiifinancial statements and are
incorporated herein by reference to the Compamyisi@ report to stockholders for the year endedebder 31, 1995 (the "1995 Annual
Report").

In 1995, operating profit from tobacco products \@pproximately 65% of the Company's total operagirafit (up from 62% in 1994), with
PM Inc. and Philip Morris International contribugi84% and 31%, respectively (compared with 33%28%, respectively, in 1994). Food
products, beer, and financial services and reatesiccounted for approximately 29%, 4% and 2%ees/ely, of the Company's total
operating profit in 1995 (32%, 4% and 2%, respetyivin 1994).

* References to the Company's competitive rankinigsi various businesses are based on sales damatioe case of cigarettes and beer,
shipments, unless otherwise indicated.



(c) Narrative Description of Business
Tobacco Products

PM Inc. is responsible for the manufacture, marigetind sale of cigarettes in the United Statedu(ireg military sales); subsidiaries and
affiliates of Philip Morris International and thdicensees are responsible for the manufactureketing and sale of tobacco products outside
the United States; and a subsidiary of Philip Mohiternational is responsible for tobacco produgtorts from the United States.

The industry continues to be subject to health eorcrelating to the use of tobacco products apdsxe to environmental tobacco smoke,
legislation, including tax increases, governmerggllation, privately imposed smoking restrictioggyernmental and grand jury
investigations and litigation, any or all of whicbuld have an adverse impact on the Company.

Domestic Tobacco Products

PM Inc. is the largest tobacco company in the Wh8tates, with total cigarette shipments of 221l b units in 1995 (an increase of 1.1%
from 1994), accounting for 46.1% of the cigaretigustry's total estimated shipments in the UnitedeS (an increase of 1.3 share points 1
1994). The industry's estimated cigarette shipmierttse United States decreased by 1.7% in 199%peoed with 1994, in line with the
United States industry's historical long-term agereate of decline of 1% to 2% per annum. The Vailhg table sets forth the industry's
estimated cigarette shipments in the United St&klnc.'s shipments and its share of United Statdisstry shipments:

Years Ended PM Inc.

December 31 Industry* PM Inc. Share of Industry*
(in billions of unit s) (%)

1995.. i 481.1 221.8 46.1

1994%% i, 489.6 219.4 44.8

1993 e 461.2 194.7 42.2

PM Inc.'s major premium brands are Marlboro, Ben&dtedges, Merit, Virginia Slims and Parliamens firincipal discount brands are B:
and Cambridge. All of its brands are marketed tsfediffering preferences of adult smokers. PM.lhas been the leading cigarette
company in the United States market since 1983.fithdeo is the largest selling brand in the Unitadt&s, with shipments of 144.9 billion
units in 1995 (up 5.2% from 1994, despite a limpedduct recall), equating to 30.1% of the Uniteédt& market (up from 28.1% in 1994).

During 1995, domestic cigarette industry volumettmred to shift from the discount segment, whichgists of "generic" and lower-priced
cigarettes that have a lower profit margin thampuen brands, to the full-price (premium) segme@g/of industry shipments in 1995,
compared with 67.5% in 1994). The shift from thecdunt segment began in the second half of 1998¢tiag a pricing strategy
implemented by PM Inc. in response to the doméshiacco market, which was becoming increasinglgepsensitive. Previously, the
discount segment of the industry had been growiagkedly and constituted as much as 40.7% of UrStadles industry shipments in the
second quarter of 1993, up from 30.2% in 1992. R&I'$ 1995 share of the premium segment was 5&bB%crease of 0.9 share points over
1994. Shipments of premium cigarettes accounte820f% of PM Inc.'s 1995 volume, up from 80.7% ®94. In 1995, United States
industry shipments within the discount segmentided| 9.2% from 1994 levels; PM Inc.'s 1995 shipraevithin this category declined 9.1'
resulting in a share of 26.6% of the discount segr(igp 0.1 share points from 1994). These developsrend their impact on the Company's
financial statements are more fully discussed imdigement's Discussion and Analysis of Financiald@mm and Results of Operations (the
"MD&A"), incorporated herein by reference to thermany's 1995 Annual Report.

* Source: The Maxwell Consumer Report (issued bye#thFirst Securities, Inc.).

** The increase in industry shipments in 1994 frd®93 was due in part to increased distributor byyin1992 (made in anticipation of
higher cigarette prices and the January 1, 19@8ease in the federal excise tax), which reduc&8 Ehipments.
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PM Inc. cannot predict change or rates of changedrrelative sizes of the premium and discountreeds or in PM Inc.'s shipments, market
share (based on shipments) or retail market share.

International Tobacco Products

Philip Morris International's total cigarette shipms grew 10.7% in 1995, to approximately 593.Rdpilunits. Philip Morris International's
share of the world cigarette market (excludingltimited States) was approximately 12% in 1995, omfapproximately 11% in 1994. Philip
Morris International estimates that world cigarétigustry unit shipments (excluding the United &satwere approximately 5.0 trillion units
1995, which represents a compounded annual incodagmproximately 1% per year over the last fivarge Philip Morris International
estimates that the American-style segment of thédwoarket (excluding the United States) has ineedaat a compounded annual rate of
more than 3% per year over the last five yeamslstt estimates that the American-style segmenttitotesi approximately 32% of the world
cigarette market (excluding the United States)df5l up from approximately 31% in 1994; shipmemt®hilip Morris International
accounted for approximately 36% of this segmeritda5, versus approximately 34% in 1994. Unit safdBhilip Morris International's
principal brand, Marlboro, increased 6.4% in 1996rdl994, to 276.7 billion units, more than 5%lu# tvorld cigarette market (excluding the
United States).

Philip Morris International has a cigarette mar$ieare of at least 15%--and in a number of instasgbstantially more than 15%--in more
than 30 markets, including Argentina, Australialgdém, the Canary Islands, the Czech Republic,dfid] France, Germany, Hong Kong,
Italy, Japan, Kuwait, the Netherlands, the Philigsi, Singapore, Spain and Switzerland. Philip Mdmriernational's leading international
brands are Marlboro, L&M, Bond Street, Philip MagriLark, Chesterfield, Parliament, Merit and Viigislims.

A subsidiary of Philip Morris International is theading United States exporter of cigarettes. jpogted 164.1 billion units in 1995, an
increase of 22.8% from 1994. These exports comstitd8% of Philip Morris International's total uadlume in 1995.

In 1995, Philip Morris International increased cgipaand improved productivity through various dapprojects. Philip Morris International
modernized and expanded a manufacturing plantirCtech Republic, began construction of a new ptahithuania, and undertook plant
renovations in Krasnodar, Russia, and in Kharkduraihe. It also began a program to increase caperchiolland, announced plans to
upgrade its tobacco- processing facility in Switzed and to build a new factory in Kazakhstan, cleteg construction of a leaf-processing
facility in Malaysia, and concluded an agreemertasrwhich a third party will contract-manufactur@fboro cigarettes in China for the
Chinese market. In February 1996, Philip Morriginational acquired an initial 33% share of Poktargest tobacco company, Zaklady
Przemyslu Tytoniowego w Krakowie S.A. ("ZPTK"). Wih the next three years, Philip Morris Internatibwill receive an additional 32% of
the company, provided it has completed certainstments in ZPTK's manufacturing facilities andwattstime is in compliance with other
contractual commitments.

Taxes, Legislation, Regulation and Other MattergdReéing Tobacco and Smoking

Cigarettes are subject to substantial excise taxée United States and to similar taxes in mostifin markets. The United States federal
excise tax on cigarettes, last increased in 129812 per 1,000 ($.24 per pack). During 1995, sgveeasures were proposed to increase the
federal excise tax on cigarettes. However, no hganvere held on any of these measures, and nanpasgaed by Congress. In general,
excise taxes, sales taxes and other cigareli¢ed taxes levied by various states, countidsnamicipalities have been increasing. These |
vary considerably and, when combined with the aurfederal excise tax, may be as high as $1.2@aek.

In the opinion of PM Inc. and Philip Morris Intetianal, past increases in the federal excise taixthe other taxes discussed above have had
an adverse impact on sales of cigarettes. Anyduhareases, the extent of which cannot be pratficteuld result in volume declines for the
cigarette industry, including PM Inc. and Philip iie International, and might cause shifts from phemium segment to the discount
segment.



Reports with respect to the alleged harmful phystfaects of cigarette smoking have been publicitednany years, and the sale, promotion
and use of cigarettes continue to be subject tea&sing governmental regulation. As a result, dlwacco industry, both in the United States
and abroad, is subject to increased governmerstilatons, decreasing social acceptance of smokirngeased pressure from anti-smoking
groups, unfavorable press reports, governmentakiiyations and substantial increases in excigstdr the opinion of PM Inc. and Philip
Morris International, these developments have had,continue to have, an adverse effect upon tobadastry sales. Since 1964, the
Surgeon General of the United States and the $egret Health and Human Services have releasedrdauof reports purporting to link
cigarette smoking with a broad range of health td&ancluding various types of cancer, coronamrhdisease and chronic lung disease, and
recommending various governmental measures to edithecincidence of smoking. The 1988, 1990, 199P1£894 reports focus upon the
purported "addictive" nature of cigarettes, thepouted effects of smoking cessation, the decreasmbking in the United States and the
economic and regulatory aspects of smoking in tlestédfn Hemisphere, and cigarette smoking by ademéscparticularly the purported
"addictive" nature of cigarette smoking in adolesze

The Comprehensive Smoking Education Act (the "SmgplEducation Act"), enacted in 1984, requires @garmanufacturers and importers
to include the following warning statements in tintg sequence on cigarette packages and in acemeists: "SURGEON GENERAL'S
WARNING: Smoking Causes Lung Cancer, Heart DiseBsgyhysema, And May Complicate Preghancy"; "SURGEEENERAL'S
WARNING: Quitting Smoking Now Greatly Reduces Seddrisks to Your Health"; "SURGEON GENERAL'S WARNENSmoking By
Pregnant Women May Result in Fetal Injury, Pren@aiirth, And Low Birth Weight"; and "SURGEON GENER/’S WARNING: Cigarette
Smoke Contains Carbon Monoxide." The Smoking Edoaict also covers the size and format of warniogsigarette packages and in
cigarette advertising, and prescribes a modifiediga of the warnings for outdoor billboard adv&gtnents. In addition to the warning
statements, pursuant to an agreement sanctiongek isederal Trade Commission (the "FTC"), cigaratheertising in the United States must
disclose the average "tar" and nicotine yielddefdadvertised brand or variety. It has been reddhat the FTC is considering changes to the
test method used to rate the "tar" and nicotinklgief cigarettes sold in the United States. &l80 possible that the FTC will promulgate new
regulations governing or restricting advertisingrarketing claims based on "tar" and nicotine gin

Cigarette manufacturers and importers are alsanextjto provide annually to the Secretary of Healthl Human Services a list of ingredients
added to tobacco in the manufacture of cigarettied the Secretary is directed to report to Congresserning the health effects, if any, of
such ingredients.

Most of the cigarettes sold by the Company's sidrses, affiliates and their licensees are solddantries where warning statement
requirements for cigarette packages have been edidpt markets where such statements are notyegajlired, the Company's policy is to
place the United States Surgeon General's waroingdl cigarette packages.

Studies with respect to the alleged health riskdiesmokers of diluted and modified cigarette smokien referred to as environmental
tobacco smoke ("ETS"), have received significartligity. In 1986, the Surgeon General of the Unistdtes and the National Academy of
Sciences reported that nonsmokers were at incre@kedf lung cancer and respiratory illness dug1®. In January 1993, the United States
Environmental Protection Agency (the "EPA") iss@ekport concluding, among other things, that ESI'& human lung carcinogen and that
ETS increases certain health risks for young céiidin June 1993, PM Inc. joined five other repnéstives of the tobacco manufacturing i
related industries in a lawsuit against the EP&ks® a declaration that the EPA does not havedtitieority to regulate ETS, and that, in vi
of the available scientific evidence and the ERailsire to follow its own guidelines in making tdetermination, the EPA's final risk
assessment be declared arbitrary and capriciousraieded withdrawn. The EPA report, as well as esb/@ublicity on ETS, have resulted in
the enactment of legislation and privately impolsmitations that restrict or ban cigarette smokingertain public places and some places of
employment. It has been reported that the IntavnatiAgency for Research on Cancer of the WorlditHeéarganization is conducting
research on ETS that may be published sometimagld896.



Enactments by regulatory agencies and other govartahauthorities, together with private initiaydave restricted or prohibited smoking
areas aboard certain common carriers, includingedtimand certain international commercial airfiights, in certain public places and in
some places of employment.

In April 1994, the United States Occupational Sa#etd Health Administration ("OSHA") issued a pregd rule that could ultimately ban
smoking in the workplace. Hearings on this propasge were held from September 1994 through Ma&%b1 The period for post-hearing
submissions on the proposed rule ended on Feb8ydi§96. OSHA has not yet issued either a fina oula proposed revised rule.

For several years, Congress has provided fundbéodevelopment of test methodologies and standantisd at measuring the propensity of
cigarettes to ignite upholstered furniture or negtsies. The Company cannot predict whether thesesefiill result in legislation or
regulation.

Television and radio advertising of cigarettesrizhibited in the United States and prohibited stnieted in many other countries. In June
1995, PM Inc. entered into a consent decree witbpartment of Justice, pursuant to which it agjteeeposition its brand advertising at
professional football, baseball, basketball andkbga@renas so as not to be inadvertently exposprbtainent television coverage.

In June 1992, the Alcohol, Drug Abuse and MentahlHeAct was enacted. This act requires statesopiza minimum age of at least 18 for
purchases of tobacco products and to establisktarayto monitor, report and reduce the illegal st®bacco products to minors in order to
continue receiving federal funding for mental hiealbd drug abuse programs. In January 1996, régrnsamplementing this legislation were
announced by the Department of Health and Humawic®s:

In June 1995, PM Inc. announced that it has volilptandertaken a program to limit minors' accessigarettes. Elements of the program
include discontinuing free cigarette sampling tasuomers in the United States, discontinuing thiildigion of cigarettes by mail to
consumers in the United States, placing a noticeigarette cartons and packs for sale in the UrSteales stating "Underage Sale Prohibited,"
working with others in support of state legislattorprevent youth access to tobacco products, gakieasures to encourage retailer
compliance with minimum-age laws, and independeditang of the program.

In August 1995, President Clinton announced, ardhited States Food and Drug Administration (fRBA") initiated, a rulemaking
proceeding purportedly designed to prevent minammfsmoking. In the proposed regulations, the FBgeged that it has jurisdiction over
nicotine as a "drug" and over cigarettes as a maktiievice" (a nicotine delivery system) under ievisions of the Food, Drug and Cosm
Act. The proposed regulations include severe gins on the distribution, marketing and adventisof cigarettes, and require cigarette
manufacturers to fund a $150 million-a-year campadgdiscourage minors from using tobacco produdis. period for public comment on
the FDA's plan initially ended on January 2, 19B6e FDA's assertion of jurisdiction, if not revedd®gy judicial or legislative action, could
lead to more expansive FDA-imposed restrictionsigarette operations than those set forth in timeeati proposed regulations. PM Inc., four
other domestic cigarette manufacturers and an asivey firm have sued the FDA, seeking a judiciatidration that the FDA has no autho
to regulate cigarettes and asking the court teeissuinjunction requiring the FDA to withdraw itoposed regulations. Similar suits have
been filed against the FDA by manufacturers of seteds tobacco products, by a trade associatioigafette retailers and by advertising
agency associations.

On March 18, 1996, the FDA placed in its rulemaldiogket statements from three former employeesvbfrie. concerning, according to the
FDA Commissioner, "the role of nicotine in the dgsand manufacture of cigarettes." As a resulbisfand unrelated developments, the F
has reopened for limited purposes for thirty déngsperiod during which the public may comment angtatements and two specific aspects
of its proposed regulations.

Legislation and other governmental action potelyti@fifecting the tobacco industry is proposed pdidally at the federal, state and local
levels. During 1995, members of Congress, the @iftdministration and state officials proposed nueas that would ban or severely res!
smoking in workplaces and in buildings with puldiccess and on international flights that have ais&ith the United States, require
additional health warning and product content infation on packaging and in advertising, eliminhtax deductibility of a portion of the
cost



of tobacco advertising, significantly increase ¢xeise and similar taxes on cigarettes, and auhdhie FDA to regulate tobacco products
above). In November 1995, Congress passed a mehsititgans or severely restricts vending machindsfae provision of free tobacco
products in federal buildings and on federal propén recent years various members of Congress hdxoduced legislation--some of which
has been the subject of hearings or floor debatg-vtould subject cigarettes to various regulatiomger the Department of Health and
Human Services or regulation under the Consumeaduete Safety Act, establish anti-smoking educatioampaigns or anti-smoking
programs or provide additional funding for govermtaé anti-smoking activities, further restrict thévertising of cigarettes, including
requiring additional warnings on packages and iregtsing, provide that the Federal Cigarette Ladgednd Advertising Act and the Smok
Education Act could not be used as a defense admibsity under state statutory or common lawdatlow state and local governments to
restrict the sale and distribution of cigaretted anther restrict certain advertising of cigarstte

A number of foreign countries have also taken stepsstrict or prohibit cigarette advertising gmmdmotion, to increase taxes on cigarette
control prices, to restrict imports and to disc@égraigarette smoking.

It is not possible to determine the outcome ofRB& regulatory initiative announced by Presiderint@in or the related litigation, or to

predict what, if any, other foreign or domestic gmymental legislation or regulations will be adaptelating to the advertising, sale or use of
cigarettes or to the tobacco industry generallyweleer, if any or all of the foregoing were to beplemented, the volume, operating revenues
and operating income of PM Inc., Philip Morris Imtational and the Company could be adversely inggaéh amounts that cannot be
determined.

PM Inc. has received requests for information inrezction with various governmental investigatiohthe tobacco industry.

In June 1995, The New York Times published an lertitat made allegations about PM Inc. documendssapposedly secret research
relating to nicotine. Following publication of thatticle, PM Inc. has received grand jury subpodraa the United States Attorney for the
Southern District of New York.

PM Inc. has received Civil Investigative DemandsIDs") from the United States Department of Justéziiring PM Inc. to produce
documents and respond to interrogatories relatirige possibility of “joint activity to restrain ogpetition in the manufacture and sale of
cigarettes, including joint activity to limit or s#ict research and development or product innowatl' Certain present and former employees
of PM Inc. have been deposed or have received Gtifising their depositions in connection with theeéstigation.

The United States Attorney for the Eastern Disofdiew York is reviewing the status of a grandyjinvestigation, begun in 1992, of
possible violations of criminal law in connectioitlwactivities relating to The Council for TobacResearch -- U.S.A., Inc., a research
organization of which PM Inc. is a sponsor.

PM Inc. has received grand jury subpoenas fronuthited States Department of Justice requestingrdeats relating to an investigation of
testimony provided by tobacco industry executivefote Congress.

PM Inc. has received a grand jury subpoena fronuthieed States Attorney for the Eastern Districkafginia requesting documents relating
to an investigation of Healthy Buildings Internaiad, Inc.

While the outcomes of these investigations canegiredicted, PM Inc. believes it has acted lawfully
Smoking and Health Litigation

There is litigation pending in various jurisdictiagainst the leading United States cigarette naatwiers and others seeking compensatory
and, in some cases, punitive damages for canceothed health effects alleged to have resulted fcaggarette smoking, "addiction" to
cigarette smoking or exposure to ETS. As of Decerthe 1995, there were 125 such smoking and heakhs pending in the United States
against PM Inc. and, in some cases, the Companthedé cases, 88 were filed in the state of Fl@aitthserved between April 28, 1995, and
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December 31, 1995. One hundred and nine of the ism@akd health cases, four of which purport to laescactions, involve allegations of
various injuries allegedly related to cigarette king. Eleven of the smoking and health cases, @intyone that purports to be a class action,
involve allegations of various personal injurielegédly related to exposure to ETS. Five of thesa®ending as of December 31, 1995,
involve states that have commenced actions seekinursement for Medicaid and other expenditutaisned to have been made to treat
diseases allegedly caused by cigarette smokinaddiition, a purported class action involving alkkmas of various personal injuries allege
related to cigarette smoking is pending in Canagénst, among others, an entity in which the Comgaas a 40% indirect ownership
interest, and another such action is pending irziBagainst a subsidiary of the Company, amongrsthe

Note 15 to the Company's consolidated financial staments, incorporated

herein by reference to the Company's 1995 AnnupbRgdescribes certain litigation pending agathstCompany and its subsidiaries and
related entities, including smoking and health sakem 3 herein describes certain subsequent@awv&nts in such litigation. Further
reference is made to such Note 15 and Item 3.

In March 1996, Liggett Group, Inc., a United Statemnufacturer and seller of cigarettes ("Liggetfinounced an agreement to settle the
Castano case described in such Note 15 and ItdineBagreement is subject to court approval. Ligglstt announced an agreement to settle
the Medicaid reimbursement actions brought by thtes of Florida, Louisiana, Massachusetts, Miggisand West Virginia as described in
such Note 15 and Item 3. As part of each settlenigéggett agreed to comply with certain aspectthefregulations proposed by the FDA, to
make certain payments and to cooperate in limitagswyith otherwise adverse parties in certain iigagons and lawsuits. The terms of the
settlements would be available to any other defentlet has a share of the Untied States domegacatte market of less than 30% if it
acquires or is acquired by Liggett, and each sedfd can be terminated by Liggett upon the occerai specified events. Liggett's sales
account for approximately 2% of the Untied Statemestic cigarette market. The major cigarette mectufers in the United States, incluc
PM Inc., have stated that they do not intend tesahy smoking and health litigation and that thély continue to defend all such actions
vigorously.

The Attorneys General of other states have annaliiay are considering filing Medicaid reimbursenaetions.
Distribution, Competition and Raw Materials

PM Inc. sells its tobacco products principally tbalesalers (including distributors), large retagi@nizations, including chain stores, vending
machine operators and the armed services. Subeglend affiliates of Philip Morris Internationaidatheir licensees market cigarettes and
other tobacco products worldwide, directly or tighwexport sales organizations and other entitiés which they have contractual
arrangements.

The market for tobacco products is highly competitcharacterized by brand recognition and loyaliyh product quality, price, marketing
and packaging constituting the significant metholdsompetition. Promotional activities include,dertain instances, allowances, the use of
incentive items, price reductions and other disturhe tobacco products of the Company's subgdiaaffiliates and their licensees are
advertised and promoted through various mediagatth television and radio advertising of cigareisgsrohibited in the United States and is
prohibited or restricted in many other countries.

PM Inc. and Philip Morris International's subsidgarand affiliates and their licensees purchaseedtimburley and flue-cured leaf tobaccos
of various grades and types each year, primaritioatestic auction. In addition, oriental tobaccd aartain other tobaccos are purchased
outside the United States. The tobacco is theregiazleaned, stemmed and redried prior to its géofar aging up to three years. Large
guantities of leaf tobacco inventory are maintaiteedupport cigarette manufacturing requirementdatco is an agricultural commaodity
subject to United States government controls, tioly the tobacco price support (subject to Congpassreview) and production adjustment
programs administered by the United States DepattofeAgriculture (the "USDA"), either of which caubstantially affect market prices.
PM Inc. and Philip Morris International believe teés an adequate supply of tobacco in the worltkata to satisfy their current production
requirements.



As of January 1, 1994, legislation became effeatdpiiring, subject to financial penalties, the akat least 75% American-grown tobacco,
which is more expensive than imported tobaccojgarettes manufactured in the United States. Aipion of the Uruguay Round
Amendments Act, enacted in December 1994, replddsdequirement with a tariff-rate quota systeiat thllows a specified quantity of
tobacco to be imported at current tariff levelshwadditional quantities subject to a significaritlgher duty. Due to the high content of
American-grown tobacco used in PM Inc.'s produntsthose exported by subsidiaries of Philip Moimiernational, the domestic purchase
requirement has not had, and the new tariff-ratetajgystem is not expected to have, a materialrae\adfect on the results of operations of
PM Inc. or Philip Morris International.

Food Products

Kraft's reporting and management structure cutyerghsists of Kraft Foods North America, which caisgs eleven business divisions
(including Kraft Canada), and Kraft Foods Interaoatl. Effective January 1995, the North Americandfbusiness was reorganized to fully
integrate the operations of the former Kraft U.SaAd General Foods U.S.A. The combined organizatiamed Kraft Foods, Inc., has begun
to streamline operations and improve effectiver@sscustomer response. In December 1995, Kraft$-badrnational was realigned to
capitalize on growth opportunities, and reorganiréo four separate regional business divisionsstét@ Europe; Northern Europe; Central
and Eastern Europe, Middle East and Africa; and/&scific.

During 1995, Kraft sold its bakery businesses &mdllorth American margarine, specialty oils, maratiows, caramels and Kraft Foodsen
distribution businesses and several small intevnatifood businesses. In 1994, Kraft sold The Afi&kican Gourmet Company, which
produced frozen meals and side dishes. The satbesd businesses are not expected to have aahaféect on the Company's future results
of operations and are expected to improve the tmadirgin of North American food operations.

North America

Kraft is the largest packaged food company in Néwmtterica. Kraft's principal products include readyeat cereals, coffee and other
beverages, desserts, cheese and cheese produzs, toppings, stuffing mix, syrup, vegetable a@ibéd products, such as salad dressings,
barbecue sauce, cultured dairy products, frozerapjgrocessed meat and poultry products, frozealbamd packaged pasta dinners. Its
principal brands include Kraft, Velveeta and CradBarrel cheese and cheese products, Miracle Walgd dressing, Philadelphia Brand
cream cheese, Cheez Whiz cheese sauce, Kraft &ed Seas pourable dressings, Kraft and Bull's-EBybdrue sauces, DiGiorno pastas,
sauces and cheeses, Light n' Lively, Knudsen ardk3tone's cultured dairy products, Tombstone,'slackl DiGiorno frozen pizzas, Oscar
Mayer luncheon meats, hot dogs, bacon, ham and wtbat products, Louis Rich luncheon meats, potdiltmgks, turkey bacon and other
poultry products, Lunchables lunch combinationguSken pickles, Maxwell House, Yuban, Nabob, SankaMaxim coffees, General Foc
International Coffees, Jell-O desserts, Post artiidda ready-to-eat cereals, Log Cabin syrups, Kad|-Tang, Crystal Light, Country Time
and Capri Sun beverages, Minute rice, Stove Tdfirsumix, Shake 'N Bake coatings, Good Seasoremdsdiiessing mixes, Lender's bagels
and Cool Whip toppings.

International

Kraft Foods International is responsible for mactiaing and marketing a wide variety of coffee, feationery, cheese, packaged grocery
processed meat products in Europe, the Middle Basta and the Asia/Pacific region. Approximat&$% of Kraft Foods International's
sales are made in Europe. International brandadech wide variety of the products sold by KrafNiorth America, as well as Milka, Tobler,
Toblerone, Suchard, Sugus, Freia, Marabou, Daitnelizs Callard & Bowser, Terry's and Cote d'Or femtions, Carte Noire, Gevalia,
Grand'Mere, Kenco, HAG, Jacobs Cafe, Jacobs Krgniaggiues Vabre, Night & Day, Saimaza and Splecafiges, Miracoli pasta dinners,
Dairylea processed cheese, Vegemite spread angwtad chewing gum.

In Latin America, certain subsidiaries and afféisiof Philip Morris International manufacture anarket a wide variety of food products,
including Kibon ice cream, various powdered soitkis and a number of the other products sold bytKra

8



Distribution, Competition and Raw Materials

Kraft's products in North America are generallydst supermarket chains, wholesalers, club stonass merchandisers, distributors,
individual stores and other retail food outletsodrrcts are distributed through distribution centsasellite warehouses, compangerated an
public cold storage facilities, depots and otheilitées. Selling efforts are assisted by natiomadl regional advertising on television and radio
and in magazines and newspapers, as well as by mamotions, product displays, trade incentivefrimative material offered to customers
and other promotional activities.

Products of Kraft Foods International are sold priiy through sales offices and agents abroad. g&aw distribution is coordinated from
offices located in Zurich, Switzerland; Vienna, &g and Cheltenham, England. The Asia/Pacifiaangerations are headquartered in Hong
Kong. Kraft Foods International's operations owdsiflthe United States and Canada are directedifsoneadquarters in Rye Brook, New
York. Advertising is tailored by product and coynto reach targeted audiences.

Kraft is subject to highly competitive conditiomsall aspects of its business. Competitors incladge national and international companies
and numerous local and regional companies. Its fmoducts also compete with generic products aivéigr label products of food retailers,
wholesalers and cooperatives. Kraft competes pifynam the basis of product quality, service, mairkg advertising and price.

Kraft is a major purchaser of milk, cheese, gresffee beans, poultry, meat cuts, wheat, cocoa,lihaise vegetable oil, fruits and berries, and
sugar and other sweeteners. Kraft continuously tamworldwide supply and cost trends of these codities to enable it to take appropr
action to obtain ingredients needed for production.

Kraft purchases all of its milk requirements argliastantial portion of its cheddar cheese requintsrieom independent sources, principally
from cooperatives and individual producers. Thegwifor United States milk and other dairy proguethases are substantially influence:
government programs as well as market supply anthdd.

The most significant cost item in coffee produstglieen coffee beans, which are purchased on watllets. Green coffee bean prices are
affected by the quality and availability of suppisade agreements among producing and consumii@neathe unilateral policies of the
producing nations, changes in the value of theddin8tates dollar in relation to certain other aucres and consumer demand for coffee
products.

The purchase price of poultry and meat cuts isrthgr factor in the cost of Kraft's processed npeatlucts. Poultry and meat prices are
cyclical and are affected by market supply and deimdeats for Oscar Mayer processed products angded primarily by full-lot quantity
purchases.

Kraft is also a major user of packaging materiaiccpased from many suppliers.

The prices paid for raw materials used in food pobsl generally reflect external factors such astheraconditions, commodity market
activities and the effects of governmental agrioalk programs. Although the prices of the princial materials required by Kraft can be
expected to fluctuate as a result of governmemreand/or market forces (which would directlyeaffthe cost of products and value of
inventories), Kraft believes such raw materialbéogenerally available from numerous sources ard@guate supply.

Regulation

Almost all of Kraft's United States food producisd packaging materials therefor) are subjectdalegions administered by the FDA or,

with respect to products containing meat and ppultre USDA. Among other things, these agenciesrenfstatutory prohibitions against
misbranded and adulterated foods, establish ingnésliand/or manufacturing procedures for certaindgtrd foods, establish standards of
identity for food, determine the safety of food st@imces and establish labeling standards andiontkébeling requirements for food produ
FDA regulations may, in certain instances, affbetability of Kraft's United States operating unitsievelop and market new products and to
utilize technological innovations in the processiigxisting products.

In addition, various states regulate the businégsaft's United States operating units by licegsitairy plants, enforcing federal and state
standards of identity for food, grading food proispecting plants, regulating
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certain trade practices in connection with the sélgairy products and imposing their own labeliaquirements on food products.

Many of the food commodities on which Kraft's Udittates businesses rely are subject to governhagrtaultural programs. These
programs have substantial effects on prices anpliespand are subject to Congressional review.

Almost all of the activities of the Company's fomgerations outside of the United States are suljdtie same kinds of regulation as Kraft's
United States businesses. Each of the operatiahbaations of these units is subject to local aational and, in some cases, international
(such as the European Union) regulatory provisidhg. rules and regulations relate to labeling, pgolg, food content, pricing, marketing
and advertising and related areas.

Beer
Products

Miller's brands include Miller Beer, Miller Lite, Mer Lite Ice, Miller Genuine Draft, MGD Light, REDog and Icehouse in the premium
segment; the Miller High Life family in the neargonium segment, including Miller High Life, Millerigh Life Light and Miller High Life
Ice; Lowenbrau, brewed and sold in the United Stateler license from Lowenbrau Munchen AG in thevebpremium segment; Meister
Brau, Milwaukee's Best and Magnum Malt Liquor ie thelow-premium segment; and Sharp's non-alcolest.b€ompeting in the specialty
segment are the Leinenkugel, Celis and ShipyanddstaNew products introduced in 1995 include MiBenuine Red, Leinenkugel's Honey
Weiss and Autumn Gold, Southpaw Light and Big Skpear-premium beer sold primarily in Wisconsinlidialso owns and operates
Molson Breweries U.S.A. Inc., the second largest lmporter in the United States, with more tharb2inds from six countries, including
Molson brands from Canada, Asahi and Foster's Laggr Molson Breweries U.S.A. products introduced 995 were Foster's Special Bi
and Molson Red Jack Ale. Shipment volume for Mjllacluding imports, exports and non-alcohol breegreased 0.5% in 1995, compared
with 1994, in line with the industry. The decreassulted primarily from reduced shipments of bejmemium brands, as well as Lite Ice,
Molson Ice and Miller Genuine Draft, partially offsby volume increases due to sales of Red Dognglits first full year in the marketplace
and improved sales of Miller Lite. Miller's premitend above-premium beer shipments increased by ih3%95. Premium and above-
premium brands accounted for 81.8% of Miller's sfgpt volume in 1995, up from 80.4% in 1994.

The following table sets forth, based on shipmehts,industry's sales of beer and brewed non-aldmh@rages, as estimated by Miller,
Miller's unit sales and its estimated share of gtidusales:

Years Ended Miller's

December 31 Industry Miller Share of Industry
(in thousands of barr els) (%)

1995 .. 198,554 45,006 22.7

1994 ..o 199,572 45,243 22.7

1993 .. 198,019 44,024 22.2

Internationally, Miller has formed a number of naliances with brewers and beverage companiesian]drazil, China and Great Britain.
Distribution, Competition and Raw Materials

Beer products are distributed primarily throughepdndent beer wholesalers. The United States madtrbge industry is highly competitive,
with the principal methods of competition beinggwot quality, price, distribution, marketing andradising. Miller engages in a wide vari
of advertising and sales promotion activities. Barhops, corn and water represent the princigakitients used in manufacturing Miller's
beer products and are generally available in the&kehaThe production process, which includes fertation and aging periods, is conducted
throughout the year, and at any one time Millertia®iand only a small quantity of finished produ€entainers
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(bottles, cans and kegs) for beer products arehpsed from various suppliers. Miller expects costdases for aluminum and other packa
and brewing materials as supply agreements expiiagi1996.

Regulation

The Alcoholic Beverage Labeling Act of 1988 regsigdl alcoholic beverages manufactured for satbénUnited States to include the
following warning statement on containers: "GOVERENT WARNING:

(1) According to the Surgeon General, women shauotddrink alcoholic beverages during pregnancy beeaf the risk of birth defects; (2)
Consumption of alcoholic beverages impairs youlitgldid drive a car or operate machinery and mayseshealth problems." The statute
empowers the Bureau of Alcohol, Tobacco and Fireaomegulate the size and format of the warning.

The federal excise tax is 32 cents per packag df2sounce containers. Excise taxes, sales taxes ardtattes affecting beer are also le\
by various states, counties and municipalitiegshé&opinion of Miller, increases in excise taxegehhad, and could continue to have, an
adverse effect on shipments.

Financial Services and Real Estate

Philip Morris Capital Corporation ("PMCC") invedtsleveraged and direct finance leases, other teented financing transactions and third-
party financial instruments, and also engages iiowva financing activities for customers and suggliof the Company's other subsidiaries.
Total assets increased to $5.6 billion at yeard98b, compared with $5.2 billion at year-end 1984lecting the net investment of an
additional $490 million in finance assets.

Mission Viejo Company, a wholly-owned subsidiaryRMCC, is engaged principally in land planning, elepment and sales activities in
Southern California and in the Denver, Coloradeaar

Other Matters
Customers

None of the Company's business segments is depemglem a single customer or a few customers, tbe ¢d which would have a mater
adverse effect on the Company's results of operstio

Employees
At December 31, 1995, the Company employed apprateiy 151,000 people worldwide.
Trademarks

Trademarks are of material importance to all tlokethe Company's consumer products businessesrampiaected by registration or
otherwise in the United States and most other ntaskbere the related products are sold.

Environmental Regulation

The Company and its subsidiaries are subject towsifederal, state and local laws and regulatcmmeerning the discharge of materials into
the environment, or otherwise related to environt@eurotection, including the Clean Air Act, thee@h Water Act, the Resource
Conservation and Recovery Act and the Compreheiisivironmental Response, Compensation and Lialflidy(commonly known as
"Superfund"). In 1995, subsidiaries (or former sdiagies) of the Company were involved in approxieta 185 matters subjecting them to
potential remediation costs under Superfund orratise. The Company and its subsidiaries expecoiicue to make capital and other
expenditures in connection with environmental land regulations. Although it is not possible todiceprecise levels of environmental
related expenditures, compliance with such lawsragdlations, including the payment of any remeédmatosts and the making of such
expenditures, have not had and are not expectieavi® a material adverse effect on the Companyidtsesf operations, capital expenditures
or financial position.
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Share Repurchase Program

In October 1994, the Company commenced a prograspdnd up to $6 billion to repurchase shares @dsimon Stock in open market
transactions over three years. The Company ismilyreepurchasing shares at an annualized rat@.6fHillion.

Forward-Looking and Cautionary Statements

The Company and its representatives may from tontarte make written or oral forward-looking statertse including statements contained
in the Company's filings with the Securities andtiange Commission and in its reports to stockhseldarconnection with the "safe harbor"
provisions of the Private Securities Litigation Brefi Act of 1995, the Company is hereby identifyingportant factors that could cause actual
results to differ materially from those containadany forward-looking statement made by or on Hatfahe Company; any such statement is
qualified by reference to the following cautionatgtements.

The tobacco industry continues to be subject wddedwo health concerns relating to the use of tobgroducts and exposure to ETS,
legislation, including tax increases, governmerggllation, privately imposed smoking restrictioggyernmental and grand jury
investigations and litigation. Each of the Compamperating subsidiaries is subject to intense eitiqgm, changes in consumer preferences,
the effects of changing prices for its raw matsraid local economic conditions. The performanceash of Philip Morris International and
Kraft Foods International is affected by foreigmeamies and currency movements. Developments irofthese areas, which are more fully
described elsewhere in Part | hereof and in Managé€mDiscussion and Analysis of Financial Condiamd Results of Operations on pages
19-25 of the Company's 1995 Annual Report, each otk incorporated into this section by referermoeild cause the Company's result
differ materially from results that have been oryrba projected by or on behalf of the Company. Tbenpany cautions that the foregoing

of important factors is not exclusive. The Compdogs not undertake to update any forwlamaking statement that may be made from tirr
time by or on behalf of the Company.

(d) Financial Information About Foreign and Domesdiperations and Export Sales

The amounts of operating revenues, operating paofitidentifiable assets attributable to each ef@bmpany's geographic segments and the
amount of export sales from the United States &@heof the last three fiscal years are set fortiate 11 to the Company's consolidated
financial statements, incorporated herein by refegeo the Company's 1995 Annual Report.

Kraft, Miller and subsidiaries of Philip Morris keftnational export coffee products, grocery produdieese, processed meats, beer, tobacco
and tobacco-related products. In 1995, the valuadl @xports from the United States by these sudases amounted to approximately $5.9
billion.

Item 2. Description of Property.
Tobacco Products

PM Inc. owns 9 tobacco manufacturing and procedsicigities--6 in the Richmond, Virginia, area,rRliouisville, Kentucky, and 1 in
Cabarrus County, North Carolina. PM Inc. owns asés other premises and facilities, including araons center, a research and
development facility and various administrativeiliies in Richmond and an engineering center imidert News, Virginia. Subsidiaries and
affiliates of Philip Morris International own, leasr have an interest in cigarette or componentufiaaturing facilities in 28 countries outside
the United States.

Food Products

The Company's subsidiaries have 60 manufacturidgpascessing facilities, 217 distribution centend depots and 178 various other
facilities in the United States, as well as 11&fpn manufacturing and processing facilities inc8dntries, and various distribution and other
facilities outside the United States. All signifidglants and properties used for production ofifpmducts are owned, although the majority
of the domestic distribution centers and depotdesrged.

12



Beer

Miller currently owns and operates 8 breweriesated in Milwaukee, Wisconsin (2); Fort Worth, Texasgen, North Carolina; Albany,
Georgia; Irwindale, California; Trenton, Ohio; a@tippewa Falls, Wisconsin. Miller owns

a majority interest in the Celis Brewery in Ausfirexas, and the Shipyard Brewery in Portland, Maitider also owns a beer distributorship
in Oklahoma, a hops processing facility in Wiscansind owns or leases warehouses in several losatio

General

The plants and properties owned and operated bgohgpany's subsidiaries are maintained in gooditiondand are believed to be suitable
and adequate for present needs. In the fourtheyuairtl 993, the Company provided for the costssfructuring its worldwide operations.
The charge related primarily to the downsizinglosare of approximately 40 manufacturing and ofheilities, of which 26 were downsized
or closed during 1994 and 1995. Writedowns of dachities included in the restructuring charge /8429 million, of which $141 million,
$211 million and $77 million related to tobaccopdoand beer facilities, respectively. The 1993ruestiring and its impact on the Company's
financial statements are more fully described snMD&A, incorporated herein by reference to the @amy's 1995 Annual Report.

Item 3. Legal Proceedings.

Reference is made to "Tobacco Produ@sieking and Health Litigation" under Item 1 and\tate 15 to the Company's consolidated finat
statements, incorporated herein by reference t€tmpany's 1995 Annual Report ("Note 15"), for aatiption of certain pending legal
proceedings. Certain litigation developments sitheedate of Note 15 are summarized below.

In October 1994, the trial court in the Engle cdsscribed in Note 15 granted plaintiffs’ motion détass certification. Defendants appealec
class certification decision and order to the EHarThird District Court of Appeal. On January 3296, the Court of Appeal affirmed the trial
court's order, with the modification that the sabjelass be restricted to Florida citizens anddesstis rather than United States citizens and
residents. On February 15, 1996, defendants filigdl thve Florida Third District Court of Appeal a tian for rehearing and a motion for
rehearing en banc. In both motions, defendantstgpirgthe alternative, an order remanding the ¢asbke trial court for a determination of
whether certification of such a class meets theagaability and superiority requirements of the il@Rules of Civil Procedure. Defendants
also filed a motion for certification of the casethe Florida Supreme Court. On March 4, 1996 nplfés notified the trial court that they
believe that the case is ready to be set for @alMarch 13, 1996, defendants filed a joint opfi@sito the notice of trial.

On March 1, 1996, the trial court in the State loiriela case described in Note 15 partially liftbe stay for the limited purpose of permitting
motions to dismiss to be filed. Oral argument @f thotions to dismiss is scheduled for May 28, 1996.

In February 1995, the court in the Castano caseritbesl in Note 15 conditionally certified the cldes certain issues, including fraud, breach
of warranty, intentional tort, negligence, strietility, consumer protection and punitive damagdéswever, the court declined to certify a
class on the issues of injury in fact, causatieliance, compensatory damages, the availabiligedfin affirmative defenses and on plaint
claim for medical monitoring. Defendants, includihg@ Company and PM Inc., appealed the decisidingdnited States Court of Appeals
for the Fifth Circuit. Oral argument has been scihed for April 2, 1996.

On March 18, 1996, in the Lacey case describedoite I5, the court denied plaintiff's motion to remahe case to the Alabama state court.
Also on March 18, 1996, the court denied defendamdsion to dismiss, which had been filed in May@49

On February 16, 1996, in the Moore case describétbie 15, the Governor of Mississippi filed a Beti for Writ of Mandamus and
Prohibition and for Declaratory Judgment with thes8issippi Supreme Court requesting, among othegshthat the court issue a Writ of
Mandamus and Prohibition requiring the Attorney &ahto cease and desist from actions for recovkEMedicaid funds until employed
and/or directed to do so by the
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Governor. On February 20, 1996, PM Inc. and therodefendants in the Moore case filed a Petitio'Wait of Prohibition and/or Mandamus
with the Mississippi Supreme Court requesting thatcourt instruct the trial judge to dismiss thpsetions of the Attorney General's lawsuit
that seek recovery of the Medicaid funds.

In October 1995, the court in the McGraw case dlesdrin Note 15 granted defendants' motion to fmiblprosecution of this case pursuant to
a contingent fee arrangement with private coumséhg that the Attorney General lacked the autlyd enter into such an agreement. On
January 23, 1996, plaintiff filed a motion for leato file an amended complaint to join the Publieffoyees Insurance Agency Financial
Board as a party plaintiff. In May 1995, the tgalurt dismissed eight of the ten counts of the dampfor lack of standing. In October 1995,
the court issued a final order entering judgmenbeimalf of defendants. On February 15, 1996, therAey General filed a Petition for
Appeal with the Supreme Court of Appeals of WesgWiia from the October 1995 order, requesting thatcourt reverse the trial court's
ruling that the Attorney General does not havedtihority to pursue the common-law and declargimtgment counts of the complaint. Oral
argument has been scheduled for May 30, 1996.

On February 6, 1996, in the Morales case desciibdlibte 15, plaintiffs, including PM Inc., amendixir complaint to include a request for
a declaration that the Attorney General has noagifthto enter into contingent fee agreements \piiliate attorneys. On February 23, 1996,
plaintiffs, including PM Inc., filed a motion forgptial summary judgment on counts | and Il of tteitrended complaint (which request,
respectively, a declaration that the Attorney Gahleas no authority under Texas law to seek reisgrent of Medicaid expenditures from
plaintiffs outside of the assignment/subrogatianedy provided by statute, and a declaration thema#signment/subrogation remedy is the
exclusive remedy for recovery of Medicaid expen@itufrom third parties).

On February 1, 1996, plaintiff in the CommonwealttMassachusetts case described in Note 15 serpeatian to remand the action to the
state court in which it was originally filed. Theotion to remand was orally argued on February 2061

On February 16, 1996, in the action against thee@uw of the State of Maryland described in Notgtt® plaintiffs, including PM Inc., filed
a motion for summary judgment on the grounds thgtantingent fee contract between the Attorneyeésainof Maryland and private
attorneys to be appointed assistant counsel fosthee and compensated in such a manner is invafldr Maryland law. On February 23,
1996, defendants filed a motion to dismiss orhmalternative, for summary judgment, arguing giaintiffs have no standing to assert the
challenges they make in the complaint and thaftherney General has the power under Maryland lavetain contingency fee counsel.

On March 13, 1996, an action was filed in Louisiatete court against the leading United Stategeigamanufacturers and others, including
the Company, by the Attorney General of Louisia@eking reimbursement of Medicaid and other expeanektclaimed to have been made to
treat eligible citizens of the State of Louisianadiseases allegedly caused by cigarette smolaggub, et al. v. The American Tobacco
Company, et al., 14th Judicial District Court, Barof Calcasieu, Louisiana, Case No. 96-1209. #ifaasserts various claims under
Louisiana law and seeks an injunction prohibiting sale of cigarettes to minors, an unspecifieduernof compensatory damages for past
and future health care expenditures by the Statapapecified amount of punitive damages, attorrfees, and prejudgment and legal
interest. The Company has not yet received senfitlee complaint.

On March 18, 1996, plaintiff in the Netherland cdsscribed in Note 15 filed a motion to amend thmglaint. The proposed amendment
would add a manufacturer of packaging materiaks ésfendant and would seek to expand the propdassl from individuals in the State of
Louisiana to all persons in the United States wieoevallegedly injured by cigarettes subject togtauct recall announced by PM Inc. in
May 1995. PM Inc. has filed a motion to strikeddss allegations.

On March 5, 1996, plaintiffs in the Tijerina cassdribed in Note 15 filed an amendment to the camplvhich limits the proposed class to
all people who have purchased and smoked withirsthee of Texas certain filtered products manufactiby PM Inc.

In August 1995, the trial court in the Lawrenceecdsscribed in Note 15 granted plaintiffs' motiondlass certification and, in December
1995, the court denied defendants' motion to anleedourt's class certification
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order to permit the Company to take an interlogutgopeal from that order to the United States Colukppeals for the Second Circuit. On
February 8, 1996, the Company filed a Petitionitsit of Mandamus with the United States Court ofp&pls for the Second Circuit
requesting the Court of Appeals to direct the w@iirt to withdraw its order granting class cectfion.

The Company and each of its subsidiaries namedateadant believes, and each has been so adwismriihsel handling the respective
cases, that it has a number of valid defensed litigation pending against it. All such cases,aed will continue to be, vigorously defended.
It is not possible to predict the outcome of tlitigdtion. Litigation is subject to many uncerté@s, and it is possible that some of these ac
could be decided unfavorably. An unfavorable outeaha pending smoking and health case could eageuhe commencement of
additional similar litigation. There have also beenumber of adverse legislative, regulatory, palitand other developments concerning
cigarette smoking and the tobacco industry. Theseldpments generally receive widespread mediataite The Company is not able to
evaluate the effect of these developing mattensesrting litigation and the possible commencemenidditional litigation.

Management is unable to make a meaningful estinfatee amount or range of loss that could resoltnfian unfavorable outcome of all
pending litigation. It is possible that the Companmgsults of operations or cash flows in a paldicquarterly or annual period or its financial
position could be materially affected by an ultimanhfavorable outcome of certain pending litigatigianagement believes, however, that
ultimate outcome of all pending litigation shoulot have a material adverse effect on the Compdimgiscial position.

Item 4. Submission of Matters to a Vote of Securitydolders.

None.

Executive Officers of the Company

The following are the executive officers of the Guany as of March 1, 1996:

Name Office A ge
Geoffrey C. Bible.......... Chairman of the Board and Chief Executive Officer 5 8
Murray H. Bring ... Executive Vice Preside nt, External Affairs and General Counsel 6 1
Bruce S. Brown Vice President, Taxes 5 6
Louis C. Camilleri......... President and Chief Ex ecutive Officer of Kraft Foods International 4 1
Katherine P. Clark......... Vice President and Con troller 4 7
Dinyar S. Devitre.......... Senior Vice President, Corporate Planning 4 8
Lawrence A. Gates.......... Senior Vice President, Human Resources and Administration 5 8
Marc S. Goldberg........... Senior Vice President, Worldwide Operations and Technology 5 2
G. Penn Holsenbeck......... Vice President, Associ ate General Counsel and Secretary 4 9
James M. Kilts............. Executive Vice Preside nt, Worldwide Food 4 8
George R. Lewis.... Vice President and Tre asurer 5 4
John N. MacDonough......... Chairman and Chief Exe cutive Officer of Miller 5 2
James J. Morgan............ President and Chief Ex ecutive Officer of PM Inc. 5 3
Robert S. Morrison .. Chairman and Chief Exe cutive Officer of Kraft 5 3
Steven C. Parrish.......... Senior Vice President, Corporate Affairs 4 5
Hans G. Storr.............. Executive Vice Preside nt and Chief Financial Officer; Chairman 6 4

and Chief Executive Officer of PMCC
William H. Webb............ President and Chief Ex ecutive Officer of Philip Morris International 5 6

All of the above-mentioned officers, with the extiep of Messrs. Holsenbeck and MacDonough, have kegployed by the Company in
various capacities during the past five years. lisenbeck was elected to his current
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position with the Company in January 1995. PreMigudr. Holsenbeck held various positions with Betiem Steel Corporation, including
Secretary and Deputy General Counsel from 199anaary 1995, Assistant General Counsel from 198982, and Assistant Secretary
from 1983 to 1992. Mr. MacDonough was Executivee/Rresident, Marketing, of Anheuser-Busch Inteamt, Inc., from 1991 until
September 1992, when he became President and @bézaiting Officer of Miller. He assumed his currposition in August 1993.

PART Il
Item 5. Market for Registrants' Common Equity and Related Stockholder Matters.

The information called for by this Item is herebgarporated by reference to the paragraph captitQedrterly Financial Data (Unaudited)”
on page 46 of the Company's 1995 Annual Repornzarde a part hereof.

Item 6. Selected Financial Data.

The information called for by this Item is herebgarporated by reference to the information appgannder the caption "Selected Financial
Data" on page 26 of the Company's 1995 Annual Repat made a part hereof.

Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations.

The information called for by this Iltem is herebgarporated by reference to the paragraphs captitvianagement's Discussion and
Analysis of Financial Condition and Results of Ggiems" on pages 19-25 of the Company's 1995 AnRegbrt and made a part hereof.

Item 8. Financial Statements and Supplementary Data

The information called for by this Item is herebgarporated by reference to the Company's 1995 &lrRReport as set forth under the cap
"Quarterly Financial Data (Unaudited)" on page A6 & the Index to Consolidated Financial Statemend Schedules (see Item 14) and
made a part hereof.

Item 9. Changes in and Disagreements with Accounté&on Accounting and Financial Disclosure.
Not applicable
PART IlI
Item 10. Directors and Executive Officers of the Rgistrant.
Item 11. Executive Compensation.
Item 12. Security Ownership of Certain Beneficial Qvners and Management.
Item 13. Certain Relationships and Related Transaans.

Except for the information relating to the execatofficers of the Company set forth in Part | aétReport, the information called for by
Items 10, 11, 12 and 13 is hereby incorporatecelgrence to the Company's definitive proxy statdrf@ruse in connection with its annual
meeting of stockholders to be held on April 25,8,9%nd made a part hereof.
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PART IV

Item 14. Exhibits, Financial Statement Schedulesnal Reports on Form 8-K.

(a) Index to Consolidated Financial StatementsSeitedules

Data incorporated by reference to the Company's 199
Annual Report:
Consolidated Balance Sheets at December 31, 1
1994 i
Consolidated Statements of Earnings for the y
December 31, 1995, 1994 and 1993 .........
Consolidated Statements of Stockholders' Equi
years ended December 31, 1995, 1994 and 19
Consolidated Statements of Cash Flows for the
ended December 31, 1995, 1994 and 1993 ...
Notes to Consolidated Financial Statements ..
Report of Independent Accountants............
Data submitted herewith:
Report of Independent Accountants............
Financial Statement Schedule--Valuation and
Qualifying Accounts .........cccceeeenn.

Reference
Form 10-K 1995 Annual
Annual Report  Report
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Subsequent to the last quarter of the period fachvthis Report is filed, the Company filed its @t Report on Form 8-K dated February 1,

(c) The following exhibits are filed as part ofgiRReport (Exhibit Nos. 10.3-10.26 are managememiracts, compensatory plans or
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4.1. Plan of Exchange and Atrticles of Incor
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4.9. First Supplemental Indenture dated as
between the Company and Chemical Bank,
4.10. Second Supplemental Indenture dated as
between the Company and Chemical Bank,
4.11. 5-Year Loan and Guaranty Agreement dat
therein and Citibank, N.A., as Agent.
10.3. Financial Counseling Program of PM Inc
10.4. Philip Morris Benefit Equalization Pla
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Amendments, as of October 25, 1989, to the Philip Morris Benefit Equalization Plan, as am ended. (9)
10.6. Automobile Policy of PM Inc. and the C ompany. (8)
10.9. 1982 Stock Option Plan, as amended. (8 )
10.10 The Philip Morris 1987 Long Term Incen tive Plan, as amended.(10)
10.12 Form of Executive Master Trust between the Company, Chemical Bank and Handy
Associates. (9)
10.13 Agreement, dated October 12, 1987, bet ween the Company and Murray H. Bring, as
amended. (2)
10.14 Agreement, dated November 1, 1989, bet ween the Company and Murray H. Bring. (9)
10.15. Agreement, dated March 8, 1989, betwee n the Company and James M. Kilts. (9)
10.20. Form of Employment Agreement between t he Company and its executive officers. (9)
10.22. Supplemental Management Employees' Ret irement Plan of the Company, as amended. (10)
10.23. The Philip Morris 1992 Incentive Compe nsation and Stock Option Plan. (11)
10.24. 1992 Compensation Plan for Non-Employe e Directors, as amended.
10.25 Unit Plan for Incumbent Non-Employee D irectors, effective January 1, 1996.
10.26 Form of Employee Grantor Trust Enrolim ent Agreement.
12. Statements re computation of ratios. ( 1)
13. Pages 19-47 of the Company's 1995 Annu al Report, but only to the extent set forth in Iltem s1,5,6,
7, 8 and 14 hereof. With the exception of the aforementioned information incorporated by reference
in this Annual Report on Form 10-K, th e Company's 1995 Annual Report is not to be deemed "filed" as

part of this Report.

21. Subsidiaries of the Company.
23. Consent of independent accountants.
24. Powers of attorney.

(1) Incorporated by reference to the Company'se&@iiReport on Form 8-K dated February 1, 1996.

(2) Incorporated by reference to the Company's AahReport on Form 10-K for the year ended Decertied 993.

(3) Incorporated by reference to the Company's fedion Statement on Form S-8 (No. 33-59109) dited 4, 1995.

(4) Incorporated by reference to the Company's Redion Statement on Form S-14 (No. 2-96149) distecth 1, 1985.

(5) Incorporated by reference to the Company's fegion Statement on Form S-3 (No. 33-36450) dateglist 22, 1990.
(6) Incorporated by reference to the Company's feion Statement on Form S-3 (No. 33-39059) datdutuary 21, 1991.
(7) Incorporated by reference to the Company's ®egion Statement on Form S-3 (No. 33-45210) dasediary 22, 1992.
(8) Incorporated by reference to the Company's fedion Statement on Form 8-B (No. 1-8940) datég I, 1985.

(9) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decertie 994.

(10) Incorporated by reference to the Company'suahReport on Form 10-K for the year ended Decer3thed 990.

(11) Incorporated by reference to the Company'syP8&iatement in connection with its annual meetihgtockholders held on April 23, 19!
filed on March 12, 1992.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

PHILIP MORRIS COMPANIES INC.

Date: March 27, 1996 By: /sl GECFFREY C. BI BLE

(Ceoffrey C. Bible,
Chai rman of the Board)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on the iddicated:

Signature Title Date
/sl GEOFFREY C. BIBLE Director, Chairman of the March 27, 1996
- Board and Chief
(Geoffrey C. Bible) Executive Officer
/sl HANS G. STORR Director, Executive Vice March 27, 1996
- President and Chief
(Hans G. Storr) Financial Officer
/sl  KATHERINE P. CLARK Vice President and March 27, 1996
- Controller

(Katherine P. Clark)

*ELIZABETH E. BAILEY, MURRAY H. BRING, HAROLD
BROWN, WILLIAM H. DONALDSON, JANE
EVANS, ROBERT E. R. HUNTLEY, RUPERT
MURDOCH, JOHN D. NICHOLS, RICHARD D.
PARSONS, ROGER S. PENSKE, JOHN S.
REED, STEPHEN M. WOLF, Directors

*By: /s/ HANS G. STORR March 27, 1996

(Hans G. Storr
Attorney-in-fact)
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REPORT OF INDEPENDENT ACCOUNTANTS

Our report on our audits of the consolidated finamrstatements of Philip Morris Companies Inc. haen incorporated by reference in this
Form 10-K from the 1995 annual report to stockhadd® Philip Morris Companies Inc. and appears agep47 therein. In connection with

our audits of such financial statements, we hase aiidited the related financial statement schdbiéel in the index in Item 14(a) on page
17 of this Form 10-K.

In our opinion, the financial statement scheduferred to above, when considered in relation tdddsic financial statements taken as a
whole, presents fairly, in all material respedig, information required to be included therein.

/sl Coopers & Lybrand L.L.P
COOPERS & LYBRAND L.L.P

New Yor k, New Yor k
January 29, 1996
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PHILIP MORRIS COMPANIES INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

For the Years Ended December 31, 1995, 1994 and 399

(in millions)
Col. A Col.B Col. C Co I.D Col. E
Additions
Balance at Charged to Charged to Balance at
Beginning Costsand  Other End of
Description of Period  Expenses Accounts Ded uctions  Period
() (b)
1995:
CONSUMER PRODUCTS:
Allowance for discounts ........cc.cooeevvveveee. L $ 15 $551 $-- $554 $12
Allowance for doubtful accounts .........cooceeee.. L 168 35 12) 28 163
Allowance for returned goods .......ccccoeveeeee. L 4 40 -- 41 3
$187 $626 $(12) $623 $178
FINANCIAL SERVICES AND REAL ESTATE:
Provision for loSSes ......cccocevcvvvvevveeveees $104 $-- $-- $3 $101
1994:
CONSUMER PRODUCTS:
Allowance for discounts.........cccoovvevcvevees L. $18 $538 $ - $541 $15
Allowance for doubtful accounts.........ccoceee. L 153 38 8 31 168
Allowance for returned goods........cccccevveee. L 4 100 - 100 4
$175 $676 $ 8 $672 $187
FINANCIAL SERVICES AND REAL ESTATE:
Provision for [0SS€S.....ccccovvvvcvevcviiicene $94 $10 $-- $-- $104
1993:
CONSUMER PRODUCTS:
Allowance for discounts ..........ccooeevveeeeeee $23 $572 $-- $577 $18
Allowance for doubtful accounts.........ccooceeee.. L 157 35 2 41 153
Allowance for returned goods .......cccceeveeeee L 7 134 - 137 4
$187 $741 $ 2 $755 $175
FINANCIAL SERVICES AND REAL ESTATE:
Provision for 10SS€s .....ccccocovevvevveeceee. $94 $-- $-- $-- $94

Notes:
(a) Related to divestitures, acquisitions and auaydranslation.
(b) Represents charges for which allowances werated.
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Exhibit 3.1
RESTATED

ARTICLES OF INCORPORATION
of
PHILIP MORRIS COMPANIES INC.

ARTICLE |
The name of the Corporation is "Philip Morris Comigs Inc."
ARTICLE Il

The purpose for which the Corporation is organisan transact any lawful business not requirebdegspecifically stated in the Articles of
Incorporation.

ARTICLE Il

The Corporation shall have authority to issue falliion (4,000,000,000) shares of Common Stockp&fvalue, and ten million (10,000,000)
shares of Serial Preferred Stock, $1 par value.

A. Serial Preferred Stock

1. Issuance in Series. The Board of Directors islhyeempowered to cause the Serial Preferred Stoitle Corporation to be issued in series
with such of the variations permitted by clausgs (&), both inclusive, of this

Section 1 as shall have been fixed and determiyg¢bdebBoard of Directors with respect to any sepigsr to the issue of any shares of such
series.

The shares of the Serial Preferred Stock of diffeseries may vary as to:

(a) the number of shares constituting such sesi@s the designation of such series, which shadiloh as to distinguish the shares thereof
from the shares of all other series and classes;

(b) the rate of dividend, the time of payment ahdumulative, the dates from which dividends shwglcumulative, and the extent of
participation rights, if any;

(c) any right to vote with holders of shares of afiyer series or class and any right to vote dassceither generally or as a condition to
specified corporate action;

(d) the price at and the terms and conditions oithvkhares may be redeemed;

(e) the amount payable upon shares in event ofuntary liquidation;

(f) the amount payable upon shares in event ofntaly liquidation;

(9) any sinking fund provisions for the redempt@rpurchase of shares; and

(h) the terms and conditions on which shares magobgerted, if the shares of any series are isauthdthe privilege of conversion.

The shares of all series of Serial Preferred Ssbeltl be identical except as, within the limitasaet forth above in this Section 1, shall have
been fixed and determined by the Board of Diregboiar to the issuance there:



2. Dividends. The holders of the Serial PreferremtiSof each series shall be entitled to receivand when declared payable by the Board of
Directors, dividends at the dividend rate for sgelies, and not exceeding such rate except taxteateof any participation right. Such
dividends shall be payable on such dates as shéikéd for such series. Dividends, if cumulativelan arrears, shall not bear interest.

No dividends shall be declared or paid upon oapatt for the Common Stock or for stock of any othlass hereafter created ranking jur

to the Serial Preferred Stock in respect of divilear assets (hereinafter called Junior Stock),nanshares of Serial Preferred Stock,
Common Stock or Junior Stock shall be purchasetbenmed or otherwise reacquired for a considerationshall any funds be set aside fc
paid to any sinking fund therefor, unless and uptilull dividends on the outstanding Serial Predel Stock at the dividend rate or rates
therefor, together with the full additional amouwequired by any participation right, shall havermeaid or declared and set apart for payment
with respect to all past dividend periods, to tkieet that the holders of the Serial Preferred IStye entitled to dividends with respect to any
past dividend period, and the current dividendqukrand

(i) all mandatory sinking fund payments that stml’e become due in respect of any series of thal $eeferred Stock shall have been m
Unless full dividends with respect to all past demd periods on the outstanding Serial PreferredkSit the dividend rate or rates therefor, to
the extent that holders of the Serial PreferrediStoe entitled to dividends with respect to anstipalar past dividend period, together with
the full additional amount required by any partatipn right, shall have been paid or declared abégart for payment and all mandatory
sinking fund payments that shall have become duespect of any series of the Serial Preferredkatball have been made, no distributions
shall be made to the holders of the Serial PredeBteck of any series unless distributions are ntadiee holders of the Serial Preferred Stock
of all series then outstanding in proportion to dlggregate amounts of the deficiencies in paynthrasto the respective series, and all
payments shall be applied, first, to dividends aedrand in arrears, next, to any amount requireanlyyparticipation right, and, finally, to
mandatory sinking fund payments. The terms "curd@ritlend period" and "past dividend period" meétwo or more series of Serial
Preferred Stock having different dividend periods @ the time outstanding, the current dividendogeor any past dividend period, as the
case may be, with respect to each such series.

3. Preference on Liquidation. In the event of dgyitlation, dissolution or winding up of the Corption, the holders of the Serial Preferred
Stock of each series shall be entitled to recdoregach share thereof, the fixed liquidation pfimesuch series, plus, in case such liquidation,
dissolution or winding up shall have been voluntéing fixed liquidation premium for such seriesaiify, together in all cases with a sum e

to all dividends accrued or in arrears thereonthadull additional amount required by any partatipn right, before any distribution of the
assets shall be made to holders of the Common $todlnior Stock; but the holders of the Seriafétred Stock shall be entitled to no
further participation in such distribution. If, upany such liquidation, dissolution or winding tipe assets distributable among the holders of
the Serial Preferred Stock shall be insufficienpéomit the payment of the full preferential amauafioresaid, then such assets shall be
distributed among the holders of the Serial PreteBtock then outstanding ratably in proportiothefull preferential amounts to which they
are respectively entitled. For the purposes of Sigistion 3, the expression "dividends accrued arii@ars" means, in respect of each share of
the Serial Preferred Stock of any series at aqudati time, an amount equal to the product of #gte of dividend per annum applicable to the
shares of such series multiplied by the numberafy and any fractional part of a year that stalehelapsed from the date when dividends
on such shares became cumulative to the partiimarin question less the total amount of divideadally paid on the shares of such se

or declared and set apart for payment thereon;igedy however, that, if the dividends on such shatall not be fully cumulative, such
expression shall mean the dividends, if any, cutiwuélan respect of such shares for the period dtat¢he articles of serial designation
creating such shares less all dividends paid inithr respect to such period.
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B. Common Stock

1. Subject to the provisions of law and the rigiftholders of shares at the time outstanding ofaBBreferred Stock, the holders of Common
Stock at the time outstanding shall be entitletet®ive such dividends at such times and in suaiuata as the Board of Directors may deem
advisable.

2. In the event of any liquidation, dissolutionvainding up (whether voluntary or involuntary) oktiCorporation, after the payment or
provision for payment in full for all debts and etHiabilities of the Corporation and all prefefi@hamounts to which the holders of shares at
the time outstanding of Serial Preferred Stockldekntitled, the remaining net assets of the @aton shall be distributed ratably among
the holders of the shares at the time outstandi@pmmon Stock.

3. The holders of Common Stock shall be entitledrte vote per share on all matters as to whicbckkblder vote is taken.
ARTICLE IV

No holder of capital stock of the Corporation of atass shall have any preemptive right to subedidbor purchase (i) any shares of caj
stock of the Corporation, (ii) any securities camiade into such shares or (iii) any options, watgaor rights to purchase such shares or
securities convertible into any such shares.

ARTICLE V

The number of directors shall be fixed by the Bywkaor, in the absence of a By-Law fixing the numltiee number shall be three.
ARTICLE VI

1. In this Article:

(a) "eligible person" means a person who is or avesector, officer or employee of the Corporatara person who is or was serving at the
request of the Corporation as a director, trugiagner, officer or employee of another corporataffiliated corporation, partnership, joint
venture, trust, employee benefit plan or otherrpnige. A person shall be considered to be seramgmployee benefit plan at the
Corporation's request if his duties to the Corporaalso impose duties on, or otherwise involverises by, him to the plan or to participants
in or beneficiaries of the plan;

(b) "expenses" includes, without limitation counfeals;

(c) "liability" means the obligation to pay a judgn, settlement, penalty, fine (including any eadix assessed with respect to an employee
benefit plan), or reasonable expenses incurrednethect to a proceeding;

(d) "party" includes, without limitation, an inddial who was, is, or is threatened to be made a&datafendant or respondent in a
proceeding; and

(e) "proceeding” means any threatened, pendingomipleted action, suit, or proceeding whether coriminal, administrative, or
investigative and whether formal or informal.

2. To the full extent that the Virginia Stock Coration Act, as it exists on the date hereof oregafter amended, permits the limitation or
elimination of the liability of directors, officersr other eligible persons, no director or offioéthe corporation or other eligible person made
a party to any



proceeding shall be liable to the Corporation ®stockholders for monetary damages arising oahgftransaction, occurrence or course of
conduct, whether occurring prior or subsequeni¢oeffective date of this Article.

3. To the full extent permitted by the Virginia SkaCorporation Act, as it exists on the date heoeats hereafter amended, the Corporation
shall indemnify any person who was or is a partgrty proceeding, including a proceeding broughbibiy the right of the Corporation or
brought by or on behalf of stockholders of the @oation, by reason of the fact that such persam i8as an eligible person against any
liability incurred by him in connection with suchqgzeeding. To the same extent, the Corporatiomisosvered to enter into a contract to
indemnify any eligible person against liabilityrespect of any proceeding arising from any actmiseion, whether occurring before or after
the execution of such contract.

4. The termination of any proceeding by judgmerdeo settlement, conviction, or upon a plea obramntendere or its equivalent, shall not
of itself create a presumption that the eligiblespe did not meet any standard of conduct that ieay be a prerequisite to the limitation or
elimination of liability provided in Section 2 oo his entitlement to indemnification under

Section 3 of this Article.

5. The Corporation shall indemnify under Sectiaof ghis Article any eligible person who prevailstire defense of any proceeding. Any o
indemnification under Section 3 of this Article (ess ordered by a court) shall be made by the Catipn only as authorized in the specific
case upon a determination that indemnificatiorr@per in the circumstances because the eligiblegpeinas met any standard of conduct that
is a prerequisite to his entitlement under Sec3iarf this Article.

The determination shall be made:
(a) by the Board of Directors by a majority voteaouorum consisting of directors not at the tiragips to the proceeding;

(b) if a quorum cannot be obtained under clausef(#)is Section 5, by majority vote of a committkdy designated by the Board of
Directors (in which designation directors who aagtigs may participate), consisting solely of twarmre directors not at the time parties to
the proceeding;

(c) by special legal counsel;
(i) selected by the Board of Directors or its corted in the manner prescribed in clause (a) ooflthis Section 5; or

(i) if a quorum of the Board of Directors canna dbtained under clause (a) of this Section 5 arwhamittee cannot be designated under
clause (b) of this Section 5, selected by a majmate of the full Board of Directors, in which setion directors who are parties may
participate; or

(d) by the holders of Common Stock, but shares ovinyeor voted under the control of directors whe atrthe time parties to the proceeding
may not be voted on the determination.

Authorization of indemnification and evaluationtageasonableness of expenses shall be made $ate manner as the determination that
indemnification is appropriate, except that if ttetermination is made by special legal counseh suthorizations and evaluations shall be
made by those entitled under clause (c) of thigi@®s to select counsel.

Notwithstanding the foregoing, in the event thems bheen a change in the composition of a majofityeoBoard of Directors after the date
the alleged act or omission with respect to whigteimnification, an



advance or reimbursement is claimed, any deterioimas to such indemnification, an advance or reirsément is claimed, any
determination as to such indemnification, advanaeionbursement shall be made by special legal eeluagreed upon by the Board of
Directors and the eligible person. If the Boardafectors and the eligible person are unable te@agpon such special legal counsel, the
Board of Directors and the eligible person eaclil skéect a nominee, and the nominees shall seledt special legal counsel.

6. The Corporation may pay for or reimburse thsoeable expenses incurred by any eligible persoth i@ a person referred to in Section 7
of this Article) who is a party to a proceedingpitivance of final disposition of the proceedinghar making of any determination under
Section 3 if any such person furnishes the Corpmrat

(a) a written statement, executed personally, ®fjbiod faith belief that he has met any standambofiuct that is a prerequisite to his
entitlement to indemnification pursuant to Sectdoar 7 of this Article; and

(b) a written undertaking, executed personallyrohis behalf, to repay the advance if it is ultielatdetermined that he did not meet such
standard of conduct.

The undertaking required by clause (b) of this ®ad shall be an unlimited general obligation he&d not be secured and may be accepted
without reference to financial ability to make rgpeent.

Authorizations of payments under this Section shalinade by the person specified in Section 5.

7. The Corporation is empowered to indemnify ortcast to indemnify any person not specified in 8 of this Article who was, is or
may become a party to any proceeding, by reastimedfct that he is or was an agent of or consuttathe Corporation, to the same or a
lesser extent as if such person were specifieth@asmmwhom indemnification is granted in SectiodBe provisions of Sections 4, 5 and 6 of
this Article, to the extent set forth therein, st applicable to any indemnification provideddwsdter pursuant to this Section.

8. The provisions of this Article shall be applitato all proceedings commenced after it becomies®fe, arising from any act or omission,
whether occurring before or after such effectivied®lo amendment or repeal of this Article shafbain or otherwise diminish the rights
provided under this Article (including those crehbg contract) with respect to any act or omisgioourring prior to such amendment or
repeal. The Corporation shall promptly take allrsactions and make all such determinations ancaattions as shall be necessary or
appropriate to comply with its obligation to makeyandemnity against liability, or to advance ampenses, under this Article and shall
promptly pay or reimburse all reasonable expenszsgied by any eligible person or by a person reéeto in Section 7 of this Article in
connection with such actions and determinationzroceedings of any kind arising therefrom.

9. The Corporation may purchase and maintain imegréo indemnify it against the whole or any portad the liability assumed by it in
accordance with this Article and may also procusarance, in such amounts as the Board of Direatagsdetermine, on behalf of any
eligible person (and for a person referred to iati®a 7 of this Article) against any liability astsd against or incurred by him whether or not
the Corporation would have power to indemnify higaiast such liability under the provisions of tAigicle.

10. Every reference herein to directors, officansstees, partners, employees, agents or consukhbatl include former directors, officers,
trustees, partners, employees, agents or consuliadttheir respective heirs, executors and adiratiss. The indemnification hereby
provided and provided hereafter pursuant to thegodwereby conferred by this Article shall not belagive of any other rights to which any
person may be entitled, including any right undaigees of insurance that may be purchased andtaiaad by the Corporation or others,
with respect to claims, issues or matters in retatd which the Corporation would not have the powweéndemnify such person under the
provisions of this Article.



11. Nothing herein shall prevent or restrict thevpoof the Corporation to make or provide for austier indemnity, or provisions for
determining entitlement to indemnity, pursuanth@ @r more indemnification agreements, IByws, or other arrangements (including with
limitation, creation of trust funds or securityentsts funded by letters of credit or other meapgyoved by the Board of Directors (whether
or not any of the directors of the Corporation khala party to or beneficiary of any such agregmeBy-Laws or arrangements); provided,
however, that any provision of such agreementsl.8ys or other arrangements shall not be effecfiaad to the extent that it is determined
to be contrary to this Article or applicable lawfdltee Commonwealth of Virginia, but other provistoof any such agreements, By-Laws or
other arrangements shall not be affected by anly datermination.

12. Each provision of this Article shall be sevdéeabnd an adverse determination as to any suchispra shall in no way affect the validity
any other provision.

ARTICLE VII

Except as otherwise required by the Virginia StG@ckporation Act, by the Articles of Incorporatiar, by the Board of Directors acting
pursuant to subsection C of (SS)13.1-707 of thegiwia Stock Corporation Act or any successor piowisthe vote required to approve an
amendment or restatement of these Articles of jmm@tion, other than an amendment or restatemanathends or affects the shareholder
vote required by the Virginia Stock Corporation Aztapprove a merger, share exchange, sale of slltistantially all of the Corporation's
property or the dissolution of the Corporation,|lsha a majority of all votes entitled to be cagtdach voting group entitled to vote on the
amendment or restatement.

Dated: March 1, 1990

(nycs):\bernstei\annualme\articles.pm



EXHIBIT 4.11
EXECUTION COPY
U.S. $8,000,000,000
5-YEAR LOAN AND GUARANTY AGREEMENT
Dated as of October 26, 1995
among
PHILIP MORRIS COMPANIES INC.
and
THE BANKS NAMED HEREIN

and

CITIBANK, N.A.,

as Agent
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5-YEAR LOAN AND GUARANTY AGREEMENT
Dated as of October 26, 1995

PHILIP MORRIS COMPANIES INC., a Virginia corporatiq"PM Companies"), the banks (the "Banks") lisbedthe signature pages here
and CITIBANK, N.A. ("Citibank"), as agent (the "Ag#) for the Lenders hereunder, agree as follows:

ARTICLE |
DEFINITIONS AND ACCOUNTING TERMS

SECTION 1.01. Certain Defined Terms. As used is fajreement, the following terms shall have théofeing meanings (such meanings to
be equally applicable to both the singular andgllfarms of the terms defined):

"A Advance" means an advance by a Lender to a Baras part of an A Borrowing by such Borrower dstirsg of A Advances of the same
Type from each of the Lenders pursuant to Sectioh 2nd refers to a Base Rate Advance, an Adjisi&ate Advance or a Eurodollar R
Advance, each of which shall be a Type of A Advance

"A Borrowing" means a borrowing consisting of sitameous A Advances of the same Type from eacheof &#mders to a Borrower pursuant
to Section 2.01.

"Adjusted CD Rate" means, for the Interest Peradeich Adjusted CD Rate Advance comprising patth@fsame A Borrowing, an interest
rate per annum equal to the sum of:

(a) the rate per annum obtained by dividing (i) thie of interest determined by the Agent to beatherage (rounded upward to the nearest
whole multiple of 1/100 of 1% per annum, if suclke@ge is not such a multiple) of the consensusat@determined by each of the Refere
Banks for the bid rates per annum, at 9:00 A.MwN@rk City time) (or as soon thereafter as praudile) on the first day of such Interest
Period, of New York certificate of deposit dealefsecognized standing selected by such Refereao Bor the purchase at face value of
certificates of deposit of such Reference Banknimmount approximately equal to
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such Reference Bank's Adjusted CD Rate Advance agsimg part of such A Borrowing and with a maturit§ual to such Interest Period, by
(i) a percentage equal to 100% minus the Adju§tBdRate Reserve Percentage (as defined belowhétr Isterest Period, plus

(b) the Assessment Rate (as defined below) for fuelest Period.
"Adjusted CD Rate Advance" means an A Advance whigars interest as provided in Section 2.07(b).

The "Adjusted CD Rate Reserve Percentage" forrterdst Period for each Adjusted CD Rate Advancepeising part of the same A
Borrowing means the reserve percentage applicabthefirst day of such Interest Period under ragoihs issued from time to time by the
Board of Governors of the Federal Reserve Systemn(p successor) for determining the maximum resesguirement (including, but not
limited to, any emergency, supplemental or othemgmnal reserve requirement) for a member bank effderal Reserve System in New
York City with deposits exceeding one billion doflavith respect to liabilities consisting of or limding (among other liabilities) U.S. dollar
nonpersonal time deposits in the United States avitiaturity equal to such Interest Period. The BAsment Rate" for the Interest Period for
such Adjusted CD Rate Advance comprising part efsiime A Borrowing means the annual assessmemstategated by the Agent on the
first day of such Interest Period for determinihg then current annual assessment payable by Kktibathe Federal Deposit Insurance
Corporation (or any successor) for insuring U.Sladaeposits of Citibank in the United States. Bujusted CD Rate for the Interest Period
for each Adjusted CD Rate Advance comprising pathe® same A Borrowing shall be determined by tlyert on the basis of applicable
rates furnished to and received by the Agent froenReference Banks on the first day of such Intétesod, subject, however, to the
provisions of Section 2.09.

"Advance" means an A Advance or a B Advance.

"Applicable Facility Fee Rate" means for any peréopercentage per annum equal to the percentag@tbebelow determined by reference
the higher of (i) the rating of PM Companies' ldegm senior unsecured Debt from Standard & Poat:Bs Group and (i) the rating of PM
Companies' long-term senior unsecured Debt fromdyisdnvestors Service, in each case in effect friome to time during such period:
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Long-Term Applicable
Senior Unsecured Facility
Debt Rating Fee Rate
AA- and Aa3 (or higher) 0.0600%
A- and A3 or higher,
but lower than AA- and Aa3 0.0750%
BBB and Baaz2 or higher,
but lower than A- and A3 0.1000%
Lower than BBB and Baa2 0.1750%;

provided that if no rating is available on any dateletermination from Moody's Investors Servicd &tandard & Poor's Ratings Group or
any other nationally recognized statistical ratinganization designated by PM Companies and apgdrioveriting by the Majority Lenders,
the Applicable Facility Fee Rate shall be 0.175%.

"Applicable Interest Rate Margin" means for anyehest Period a percentage per annum equal to therpgage set forth below determined by
reference to the higher of (i) the rating of PM Quamies' long-term senior unsecured Debt from Stah&ld&oor's Ratings Group and (ii) the

rating of PM Companies' long-term senior unseciredt from Moody's Investors Service, in each casmftime to time during such Interest
Period:

Long-Term Applicable
Senior Unsecured Interest Rate
Debt Rating Margin
AA- and Aa3 (or higher) 0.0900%
A- and A3 or higher
but lower than AA- and Aa3 0.1750%
BBB and Baa2 or higher,
but lower than A- and A3 0.2750%
Lower than BBB and Baa2 0.3250%;

provided that if no rating is available on any dafteletermination from Moody's Investors Servicd &tandard & Poor's Ratings Group or
any other nationally recognized statistical
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rating organization designated by PM Companiesaqmioved in writing by the Majority Lenders, theplipable Interest Rate Margin shall
be 0.325%.

"Applicable Lending Office" means, with respecetch Lender, such Lender's Domestic Lending Oifidbe case of a Base Rate Advance,
such Lender's CD Lending Office in the case of djusted CD Rate Advance, and such Lender's Eurmdodinding Office in the case of a
Eurodollar Rate Advance and, in the case of a Baikde, the office of such Lender notified by suchder to the Agent with respect to such
B Advance.

"Applicable Usage Fee Rate" means for any peripdraentage per annum equal to 0.1250%.

"Asset Disposition" means any sale, lease, transfén-off or other disposition ("Disposition") émy Person (including any shareholder of
PM Companies), voluntarily or involuntarily, of anythe Tobacco Assets (whether now owned or herea€quired) of PM Companies and
its directly and indirectly owned subsidiaries, \gded that "Asset Disposition" shall not mean

(i) any Disposition of Tobacco Assets to PM Comparor any subsidiary directly or indirectly whottysned by PM Companies, (ii) any sale
and lease-back of Tobacco Assets which, togethtradlisuch sale and lease-back transactions dogurom and after June 30, 1995, does
not exceed an aggregate amount equal to $500,@(0dvided that the lease term related to suahaad lease-back transaction has a
duration approximately equal to the useful lifesa€h Tobacco Assets, (iii) any Disposition of Talméssets in the ordinary course of
business and (iv) any Disposition which, togethih\all such other Dispositions (excluding all Disjitions described in clauses

(i), (i) and (iii) of this definition) occurringrbm and after June 30, 1995, does not exceed argag amount equal to $1,100,000,000 net
after-tax proceeds calculated in accordance witptiovisions of Section 2.05(b).

"Assignment and Acceptance” means an assignmerdaaptance entered into by a Lender and an Hidgibsignee, and accepted by the
Agent, in substantially the form of Exhibit C hexet

"B Advance" means an advance by a Lender to a Bemras part of a B Borrowing by such Borrower résglfrom the auction bidding
procedure described in Section 2.03(a).

"B Borrowing" means a borrowing consisting of sitankeous B Advances to a Borrower from each of #wders whose offer to make one or
more B Advances as part of such borrowing has beeapted by such Borrower under the auction biddingedure described in Section
2.03(a).
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"B Note" means a promissory note of a Borrower péy#o the order of any Lender, in substantially fibrm of Exhibit A hereto, evidencing
the indebtedness of such Borrower to such Lendertieg from a B Advance to such Borrower, togethih, if such Borrower is a
subsidiary of PM Companies, a guaranty of the Guarandorsed thereon, substantially in the forr&xdfibit A hereto.

"B Reduction" has the meaning assigned to that ter&ection 2.01.

"Base Rate" means, for any Interest Period or dngrgeriod, a fluctuating interest rate per anmsnshall be in effect from time to time
which rate per annum shall at all times be equé#théchighest of:

(a) The rate of interest announced publicly bylaitk in New York, New York, from time to time, agifank's base rate;

(b) 1/2 of one percent per annum above the ldtesetweek moving average of secondary market mgrmfiering rates in the United States
for three-month certificates of deposit of majorited States money market banks, such three-weelkngaverage being determined weekly
on each Monday (or if such day is not a Businesg Da the next succeeding Business Day) for theethiveek period ending on the previous
Friday by Citibank on the basis of such rates regobby certificate of deposit dealers to and philelisby the Federal Reserve Bank of New
York or, if such publication shall be suspendeteominated, on the basis of quotations for suobsre¢ceived by Citibank from three New
York certificate of deposit dealers of recogniz&ahding selected by Citibank, in either case adplish the nearest 1/4 of one percent or, if
there is no nearest 1/4 of one percent, to thelmgker 1/4 of one percent; or

(c) for any day 1/2 of one percent per annum allogd-ederal Funds Rate.
"Base Rate Advance" means an A Advance which betsest as provided in Section 2.07(a).

"Borrower" means PM Companies or any subsidiaryMfCompanies with respect to which a Notice of Ataace has been given, and
whenever in this Agreement the term "Borrower"sediin the singular, it shall refer to the apprafgriBorrower, or to all Borrowers, as the
context may require.

"Borrowing" means an A Borrowing or a B Borrowing.
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"Business Day" means a day of the year on whictkdare not required or authorized to close in NewkYCity and, if the applicable
Business Day relates to any Eurodollar Rate Advameevhich dealings are carried on in the Londdarlvank market.

"CD Lending Office" means, with respect to any Lendhe office of such Lender specified as its "IGihding Office” opposite its name on
Schedule | hereto or in the Assignment and Acceqgqursuant to which it became a Lender (or, ifuch office is specified, its Domestic
Lending Office) or such other office of such Lendersuch Lender may from time to time specify to @dMnpanies and the Agent.

"Commitment" has the meaning specified in Secti®1 2

"Consolidated Tangible Assets" means all assetsaplypappearing on a consolidated balance sheeWo€ompanies and its subsidiaries ¢
deducting goodwill, trademarks, patents, other iitangibles, and the minority interests of otherd®ns in such subsidiaries, all as
determined in accordance with generally acceptedwating principles, except that if there has beematerial change in an accounting
principle as compared to that applied in the prafiam of the financial statements of PM Companiebits subsidiaries as at and for the six
months ended June 30, 1995, then such new accgupriitiple shall not be used in the determinatbfonsolidated Tangible Assets. A
material change in an accounting principle is dra in the year of its adoption changes Consolilangible Assets at such year-end by
more than 10%.

"Debt" means (i) indebtedness for borrowed monefpothe deferred purchase price of property ovises, or obligations evidenced by
bonds, debentures, notes or similar instrumenjlgligations as lessee under leases which shak been or should be, in accordance with
generally accepted accounting principles, recoatedapital leases, and (iii) obligations underalioe indirect guaranties in respect of, and
obligations (contingent or otherwise) to purchasetberwise acquire, or otherwise to assure a tedgainst loss in respect of, indebtedness
or obligations of others of the kinds referredrteiause (i) or (ii) above.

"Domestic Lending Office" means, with respect ty aander, the office of such Lender specified agtomestic Lending Office” opposite
its name on Schedule | hereto or in the AssignraedtAcceptance pursuant to which it became a Lemdsuch other office of such Lender
as such Lender may from time to time specify to @dnpanies and the Agent.

"Eligible Assignee" means (i) a commercial bankamiged under the laws of the United States, or&tate thereof, and having total assets in
excess of $5,000,000,000; (ii) a commercial bagjanized under the laws of any other country which member of the OECD, or a politi
subdivision of any such country, and having tossets in excess of
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$5,000,000,000, provided that such bank is actingugh a branch or agency located in the countwhich it is organized or another country
which is also a member of the OECD or the Caymkamds; (i) the central bank of any country whistea member of the OECD; (iv) a
commercial finance company or finance subsidiarg obrporation organized under the laws of the ééhBtates, or any State thereof, and
having total assets in excess of $3,000,000,00@&r(insurance company organized under the lawseofnited States, or any State thereof,
and having total assets in excess of $5,000,000(00)Gny Bank; and (vii) an affiliate of any Leed

"ERISA" means the Employee Retirement Income Sgcilét of 1974, as amended from time to time arelrdgulations promulgated and
the rulings issued thereunder.

"ERISA Affiliate" means any Person who for purposéditle IV of ERISA is a member of any BorroweosPM Companies' controlled
group, or under common control with such BorroweP® Companies, within the meaning of
Section 414 of the Internal Revenue Code of 198@naended from time to time.

"ERISA Event" means (i) (A) the occurrence withpest to a Plan of a reportable event, within theamigg of Section 4043 of ERISA, unle
the 30-day notice requirement with respect thehetobeen waived by the PBGC, or (B) the requiresnehsubsection (1) of Section 4043(b)
of ERISA (without regard to subsection (2) of sgeletion) are met with respect to a contributingispo, as defined in Section 4001(a)(13
ERISA, of a Plan, and an event described in papdg(®), (10), (11), (12) or (13) of Section 4043¢EERISA is reasonably expected to oc
with respect to such Plan within the following 38yd; (ii) the provision by the administrator of @han of a notice of intent to terminate such
Plan, pursuant to Section 4041(a)(2) of ERISA (idahg any such notice with respect to a plan amemdmeferred to in Section 4041(e) of
ERISA); (iii) the cessation of operations at a liacof any Borrower or PM Companies or any of thERISA Affiliates in the circumstances
described in Section 4062(e) of ERISA,; (iv) thehditawal by any Borrower or PM Companies or anyheftERISA Affiliates from a
Multiple Employer Plan during a plan year for whitkvas a substantial employer, as defined in acet001(a)(2) of ERISA; (v) the
conditions set forth in Section 302(f)(1)(A) and @ ERISA to the creation of a lien upon propestyrights to property of any Borrower or
PM Companies or any of their ERISA Affiliates failtire to make a required payment to a Plan aisfigak, (vi) the adoption of an
amendment to a Plan requiring the provision of sgcto such Plan, pursuant to Section 307 of ERI8A(vii) the occurrence of any event
condition described in Section 4042 of ERISA thatstitutes grounds for the termination of, or thpantment of a trustee to administer, a
Plan.
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"Eurocurrency Liabilities" has the meaning assigtwethat term in Regulation D of the Board of Gawas of the Federal Reserve System, as
in effect from time to time.

"Eurodollar Lending Office" means, with respectitwy Lender, the office of such Lender specifiettsi$Eurodollar Lending Office” opposi
its name on Schedule | hereto or in the AssignraedtAcceptance pursuant to which it became a Lefagif no such office is specified, its
Domestic Lending Office) or such other office o€bu_ender as such Lender may from time to timeigpéx PM Companies and the Agent.

"Eurodollar Rate" means, for the Interest Periadefich Eurodollar Rate Advance comprising parhefdame A Borrowing, an interest rate
per annum equal to the average (rounded upwalttetogarest whole multiple of 1/16 of 1% per annifisych average is not such a multig
of the rate per annum at which deposits in U.Sadohlre offered by the principal office of eachtaf Reference Banks in London, Englan
prime banks in the London interbank market at 13(0. (London time) two Business Days before thstfiday of such Interest Period in an
amount approximately equal to such Reference Bahl'sdollar Rate Advance comprising part of sucBdrowing and for a period equal
such Interest Period. The Eurodollar Rate for thierkst Period for each Eurodollar Rate Advancepeiimg part of the same A Borrowing
shall be determined by the Agent on the basis pliegble rates furnished to and received by therAf®m the Reference Banks two
Business Days before the first day of such IntéPesiod, subject, however, to the provisions of

Section 2.09.

"Eurodollar Rate Advance" means an A Advance whiehrs interest as provided in Section 2.07(c).

"Eurodollar Rate Reserve Percentage” of any Lefatehe Interest Period for any Eurodollar Rate Adee means the reserve percentage
applicable during such Interest Period (or if mibr@n one such percentage shall be so applicalelelaity average of such percentages for
those days in such Interest Period during whichsaroh percentage shall be so applicable) undetatigus issued from time to time by the
Board of Governors of the Federal Reserve Systemn(p successor) for determining the reserve reqent (including, without limitation,
any emergency, supplemental or other marginal vesequirement) for such Lender with respect toillides or assets consisting of or
including Eurocurrency Liabilities having a termuadjto such Interest Period.

"Events of Default" has the meaning specified int®a 6.01.
"Federal Bankruptcy Code" means the Bankruptcy Refct of 1978, as amended from time to time.
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"Federal Funds Rate" means, for any period, afhtatg interest rate per annum equal for each dangl such period to the weighted
average of the rates on overnight Federal funas#etions with members of the Federal Reserve Byatenged by Federal funds brokers,
as published for such day (or, if such day is nBtiainess Day, for the next preceding Business bgyhe Federal Reserve Bank of New
York, or, if such rate is not so published for @&y which is a Business Day, the average of théatjoos for such day on such transactions
received by the Agent from three Federal funds érelof recognized standing selected by it.

"Fixed Charges" means, for any accounting periogl sum of (i) interest, whether expensed or capéd] in respect of any Debt outstanding
during such period, plus (ii) amortization of delkpense and discount or premium relating to anyt Detstanding during such period,
whether expensed or capitalized, plus (iii) sucttipp of rental expense as can be demonstrated tefresentative of the interest factor in
particular case, all as to be applicable to coimigpoperations and determined in accordance witleigdly accepted accounting principles,
except that if there has been a material change sxccounting principle as compared to that apptig¢de preparation of the financial
statements of PM Companies as at and for the siths@nded June 30, 1995, then such new accoyrimgjple shall not be used in the
determination of Fixed Charges. A material chamgan accounting principle is one that, in the yafats adoption, changes Net Income
Before Tax or Fixed Charges for any quarter in sgedr by more than 10%.

"Guarantor" means PM Companies.
"Guaranty" has the meaning specified in Sectioi.8.0

"Insufficiency" means, with respect to any Plamr, &mount of "unfunded benefit liabilities" (as defil in Section 4001(a)(18) of ERISA), if
any, for such Plan.

"Interest Period" means, for each A Advance conmmipart of the same A Borrowing, the period comaieg on the date of such A Advar
and ending on the last day of the period selecyedNd Companies pursuant to the provisions belove diiration of each such Interest Period
shall be (a) in the case of an Adjusted CD Rateaide, 30, 60, 90 or 180 days, (b) in the caseB#s®e Rate Advance, 1, 2, 3 or 6 months
and (c) in the case of a Eurodollar Rate Advanc®, 3 or 6 months, in each case as PM Companigsupan notice received by the Agent
not later than 12:00 Noon (New York City time) & third Business Day with respect to a Euroddtiaie Advance, on the second Business
Day with respect to an Adjusted CD Rate Advance@nthe Business Day with respect to a Base Ratarak, prior to the first day of such
Interest Period, select; provided, however, that:
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(i) the duration of any Interest Period which commges before the Termination Date and would othereied after the Termination Date sl
end on the Termination Date;

(i) Interest Periods commencing on the same daté fAdvances comprising part of the same A Borrayghall be of the same duration; ¢

(iii) whenever the last day of any Interest Peniazlild otherwise occur on a day other than a Busiibegy, the last day of such Interest Period
shall be extended to occur on the next succeedisinBss Day, provided, in the case of any Intd?esbd for a Eurodollar Rate Advance,
that if such extension would cause the last dasuch Interest Period to occur in the next followiradendar month, the last day of such
Interest Period shall occur on the next precedingifss Day.

"Lenders" means the Banks listed on the signatage® hereof and each Eligible Assignee that skabhine a party hereto pursuant to Se«
10.07.

"Major Plan" means, at any time, a Plan with anuffisiency of $25,000,000 or more.

"Major Subsidiary" means any subsidiary (a) moantB0% of the voting securities of which is own&aatly or indirectly by PM
Companies, (b) which is organized and existing ynalehas its principal place of business in, thetél States or any political subdivision
thereof, Canada or any political subdivision th&raay country which is a member of the Europeaori®mic Community on the date hereof
(other than Greece, Portugal or Spain) or anyipalisubdivision thereof, Sweden, Switzerland, Naywr Australia or any of their respect
political subdivisions, and (c) which has at amyditotal assets (after intercompany eliminatiomsgeeding $500,000,000. Notwithstanding
the foregoing, Mission Viejo Company (a Califoraiarporation) and any of its subsidiaries engagetiérbusiness of community
development, commercial real estate developmeaitestate investment or related activities shallb@a Major Subsidiary.

"Majority Lenders" means at any time Lenders hajdi least 66-2/3% of the aggregate unpaid priheipsunt of the A Advances then
outstanding, or, if no such principal amount istle@tstanding, Lenders having at least 66-2/3%®Qommitments (provided that, for
purposes hereof, neither PM Companies or any Baromor any of their respective affiliates, if ander, shall be included in (i) the Lenders
holding such amount of the A Advances or havindhsarmount of the Commitments or (ii) determining dggregate unpaid principal amount
of the A Advances or the total Commitments).

"Multiemployer Plan" means a "multiemployer plarg'agefined in
Section 4001(a)(3) of ERISA to which any BorrowePd1 Companies or any ERISA Affiliate is
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making or accruing an obligation to make contribng, or has within any of the preceding five plaang made or accrued an obligation to
make contributions, such plan being maintainedymamsto one or more collective bargaining agreement

"Multiple Employer Plan" means a single employamlas defined in

Section 4001(a)(15) of ERISA, that (i) is maintalrfer employees of any Borrower or PM Companiearor ERISA Affiliate and at least ol
Person other than any Borrower or PM CompaniestarieRISA Affiliates or (ii) was so maintained aimmdrespect of which any Borrower or
PM Companies or any ERISA Affiliate could have llap under Section 4064 or 4069 of ERISA in theeatvsuch plan has been or were ti
terminated.

"Net Income Before Tax" means, for any accountiagqal, income or loss from continuing operationssfach period, as determined in
accordance with generally accepted accounting iptees; plus total federal, state and foreign incdengs which have been included in the
determination of income or loss from continuing igiens for such period in accordance with gengadicepted accounting principles and
amounts which, in the determination of income @slrom continuing operations for such period, Haeen deducted for the items referre

in the definition of Fixed Charges in this Sectiercept that if there has been a material change eccounting principle as compared to that
applied in the preparation of the financial statete@f PM Companies as at and for the six montde@dune 30, 1995, then such new
accounting principle shall not be used in the deteation of Net Income Before Tax. A material chamgan accounting principle is one that,
in the year of its adoption, changes Net IncomeBxTax or Fixed Charges for any quarter in sucr fpy more than 10%.

"1993 Loan Agreement" has the meaning specifiégkeiction 3.05(a).
"Natice of A Borrowing" has the meaning specifiedSection 2.02(a).
"Notice of Acceptance" has the meaning specifieSeation 9.01(a).

"Notice of B Borrowing" has the meaning assignethtd term in
Section 2.03(a).

"Notice of Borrowing" means either a Notice of AfBmwing or a Notice of B Borrowing.
"Obligations" has the meaning specified in Sec8dil.

"OECD" means the Organization for Economic Coopenaand Development.

"Other Taxes" has the meaning specified in Se@iaB(b).
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"PBGC" means the Pension Benefit Guaranty Corpmraii any successor corporation thereto.

"Person" means an individual, partnership, corpongiincluding a business trust), joint stock comparust, unincorporated association, j
venture or other entity, or a government or anytigal subdivision or agency thereof.

"Philip Morris" means Philip Morris IncorporatedVaginia corporation wholly owned by PM Companies.
"Plan" means a Single Employer Plan or a Multiptegioyer Plan.

"Reference Banks" means Citibank, Mellon Bank NBarclays Bank PLC and Dresdner Bank AG.
"Register" has the meaning specified in Sectio@2(@).

"Significant Plan" means a Plan whose assets hauerant value in excess of $100,000,000.

"Single Employer Plan" means a single employer pardefined in

Section 4001(a)(15) of ERISA, that (i) is maintalrfer employees of any Borrower, PM Companies oERHSA Affiliate and no Person
other than such Borrower or PM Companies or artheif ERISA Affiliates or (ii) was so maintaineddaim respect of which any Borrower
PM Companies or an ERISA Affiliate could have lighiunder Section 4069 of ERISA in the event sptdn has been or were to be
terminated.

"Termination Date" means October 26, 2000, or tréier date of termination in whole of the Commitmtepursuant to Section 2.05 or
Section 6.01.

"Tobacco Assets" means all assets consisting efcimband tobacco related assets, including, witlimitation, all tobacco inventory, aging
warehouses, cigarette manufacturing facilitiegrithigtion warehouses, trademarks, tradenames aom-kiow and which relate to the
domestic and United States export business of PMpaaies and its subsidiaries.

"Type" means, with reference to an A Advance, ajusigd CD Rate Advance, a Base Rate Advance or@dBllar Rate Advance.
"Withdrawal Liability" shall have the meaning givench term under
Part | of Subtitle E of Title IV of ERISA.

Philip Morris $8 billion, 5 year Facility 107900MYL3



13

SECTION 1.02. Additional Definitions. For purpos#ghis Agreement, "subsidiary" means, with resgectny Person, any corporation of
which more than 50% of the outstanding capitallstwaving voting power to elect a majority of theaBo of Directors of such corporation
(irrespective of whether or not at the time capstakck of any other class or classes of such catjpor shall or might have voting power upon
the occurrence of any contingency) is at the titnectly or indirectly owned by such Person, by si&rson and one or more other
subsidiaries, or by one or more other subsidiaries.

SECTION 1.03. Computation of Time Periods. In thigeement in the computation of periods of timerfra specified date to a later
specified date, the word "from" means "from anduding" and the words "to" and "until" each meattstut excluding".

SECTION 1.04. Accounting Terms. All accounting ternot specifically defined herein shall be congdrineaccordance with generally
accepted accounting principles, except that ifdlers been a material change in an accountingiplereffecting the definition of an
accounting term as compared to that applied ipthparation of the financial statements of PM Conmggaas at and for the six months ended
June 30, 1995, then such new accounting princldél sot be used in the determination of the amassbciated with that accounting term
material change in an accounting principle is dra,tin the year of its adoption, changes the armassociated with the relevant accounting
term for such year by more than 10%.

ARTICLE Il
AMOUNTS AND TERMS OF THE ADVANCES

SECTION 2.01. The A Advances. Each Lender seveeghges, on the terms and conditions hereinaftdodh, to make A Advances to any
Borrower from time to time on any Business Day dgrihe period from the date hereof until the Teation Date in an aggregate amount for
all of the Borrowers not to exceed at any time taumging the amount set opposite such Lender's mantiee signature pages hereof or, if such
Lender has entered into one or more Assignment#\andptances, set forth for such Lender in the ®egimaintained by the Agent pursuant
to Section 10.07(c), as such amount may be redmeestiant to Section 2.05 (such Lender's "Committhenmtovided that the aggregate
amount of the Commitments of the Lenders shalldented to be used from time to time to the extetit@figgregate amount of the B
Advances then outstanding and such deemed use afjtiregate amount of the Commitments shall beeapp the Lenders ratably

according to their respective Commitments (each sigemed use of the aggregate amount of the Conemisnbeing a "B Reduction"). Each
A Borrowing shall be in an aggregate amount nat than $50,000,000 and shall consist of A Advanéése same Type made to
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the same Borrower on the same day by the Lendtaislyaaccording to their respective Commitments amel or more A Borrowings may be
made on the same day. Within the limits of eachdeg’s Commitment, the Borrowers may borrow, repagyant to Section 2.06, prepay
pursuant to Section 2.10(b), and reborrow under3leiction 2.01.

SECTION 2.02. Making the A Advances. (a) Each AmBuaiting shall be made on naotice, given not latenth2:00 Noon (New York City
time) on the third Business Day prior to the ddtthe proposed A Borrowing in the case of EuroddRate Advances, on the second Busi
Day prior to the date of the proposed A Borrowingtie case of Adjusted CD Rate Advances, and oBtissness Day prior to the date of the
proposed A Borrowing in the case of Base Rate Adganby PM Companies to the Agent, which shall giveach Lender prompt notice
thereof by telex or cable. Each such notice of éofrowing (a "Notice of A Borrowing") shall be liglex or cable, confirmed immediately
in writing, in substantially the form of Exhibit B-hereto, specifying therein the requested (i) dasich A Borrowing, (ii) Type of A
Advances comprising such A Borrowing, (iii) aggregamount of such A Borrowing, (iv) Interest Perfodeach such A Advance, and (v)
name of the Borrower. In the case of a proposedAdving comprised of Adjusted CD Rate AdvanceEwrodollar Rate Advances, the
Agent shall promptly notify each Lender of the aqgible interest rate under Section 2.07(b) orEakch Lender shall, before 11:00

A.M. (New York City time) on the date of such A Bowing, make available for the account of its Apable Lending Office to the Agent at
its address referred to in Section 10.02, in saayefuihds, such Lender's ratable portion of suchofr@wving. After the Agent's receipt of st
funds and upon fulfillment of the applicable coratis set forth in Article Ill, the Agent will mak®ich funds available to the applicable
Borrower at the Agent's aforesaid address.

(b) Anything in subsection (a) above to the conptrastwithstanding,

(i) if any Lender shall, at least one Business Defore the date of any requested A Borrowing, sidtiE Agent that the introduction of or any
change in or in the interpretation of any law gjuiation makes it unlawful, or that any central lban other governmental authority asserts
that it is unlawful, for such Lender or its EurodolLending Office to perform its obligations hengler to make Eurodollar Rate Advances or
to fund or maintain Eurodollar Rate Advances hedeunthe right of PM Companies to select Euroddlate Advances for such A Borrowi

or any subsequent A Borrowing shall be suspendébsuich Lender shall notify the Agent that thecaimstances causing such suspension no
longer exist, and each A Advance comprising sugaested A Borrowing shall be a Base Rate AdvanaehEender agrees that it shall

notify the Agent and PM Companies of any such hiction, change, interpretation or assertion refeto above promptly after such Lender
becomes aware of the occurrence thereof;
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(ii) if less than two Reference Banks furnish tigngiformation to the Agent for determining the Asljed CD Rate for Adjusted CD Rate
Advances, or the Eurodollar Rate for EurodollareRatlvances, comprising any requested A Borrowing right of any Borrower to select
Adjusted CD Rate Advances or Eurodollar Rate Adeanas the case may be, for such A Borrowing orsabgequent A Borrowing shall be
suspended until the Agent shall notify PM Compauied the Lenders that the circumstances causirgssigpension no longer exist, and
each A Advance comprising such A Borrowing shalbligase Rate Advance; and

(i) if the Majority Lenders shall, at least onei@ness Day before the date of any requested AoRadmg, notify the Agent that the Eurodollar
Rate for Eurodollar Rate Advances comprising suddofrowing will not adequately reflect the coststach Majority Lenders of making or
funding their respective Eurodollar Rate Advanaessiich A Borrowing, the right of PM Companies étest Eurodollar Rate Advances for
such A Borrowing or any subsequent A Borrowing khalsuspended until the Agent, after its receiptatice from such Majority Lenders
that the circumstances causing such suspensioongei exist, shall notify PM Companies and the legado such effect, and each A
Advance comprising such A Borrowing shall be a BRate Advance.

(c) Each Notice of A Borrowing shall be irrevocahled binding on PM Companies and, if the Borrowanad therein is not PM Companies,
such Borrower. In the case of any A Borrowing whicé related Notice of A Borrowing specifies iso comprised of Adjusted CD Rate
Advances or Eurodollar Rate Advances, PM Compaames if the Borrower named therein is not PM Congmrsuch Borrower severally
agree to indemnify each Lender against any losst,aoexpense incurred by such Lender as a rekattyofailure to fulfill on or before the
date specified in such Notice of A Borrowing fockuA Borrowing the applicable conditions set farthArticle 1ll, including, without
limitation, any loss (including loss of anticipateibfits), cost or expense incurred by reason efitfuidation or reemployment of deposits or
other funds acquired by such Lender to fund theahde to be made by such Lender as part of suchréloBimg when such A Advance, as a
result of such failure, is not made on such date.

(d) Unless the Agent shall have received noticenfeoLender prior to the date of any A Borrowingtthiach Lender will not make available
the Agent such Lender's ratable portion of suchofr@wving, the Agent may assume that such Lendentae such portion available to the
Agent on the date of such A Borrowing in accordanith subsection (a) of this Section 2.02 and tlger may, in reliance upon such
assumption, make available to the Borrower theoacsuch date a corresponding amount. If and texkent that such Lender shall not have
so made such ratable portion available to the Agerh Lender and such Borrower severally agreegay to the Agent forthwith
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on demand such corresponding amount together atighest thereon, for each day from the date suauahis made available to such
Borrower until the date such amount is repaid &Algent, at (i) in the case of such Borrower, titerest rate applicable at the time to the A
Advances comprising such A Borrowing and (ii) ie ttase of such Lender, the Federal Funds Ratecliflsender shall repay to the Agent
such corresponding amount, such amount so repalbcsinstitute such Lender's A Advance as paruchsA Borrowing for purposes of this
Agreement.

(e) The failure of any Lender to make the A Advat@be made by it as part of any A Borrowing shall relieve any other Lender of its
obligation, if any, hereunder to make its A Advawocethe date of such A Borrowing, but no Lendelldi@responsible for the failure of any
other Lender to make the A Advance to be made blg sther Lender on the date of any A Borrowing.

SECTION 2.03. The B Advances. (a) Each Lender sdlyamgrees that any Borrower may make B Borrowimgder this Section 2.03 from
time to time on any Business Day during the pefioth the date hereof until the date occurring 7sdarjor to the Termination Date in the
manner set forth below; provided that, following tinaking of each B Borrowing the aggregate amofititeoAdvances then outstanding s
not exceed the aggregate amount of the Commitnoéiitee Lenders (computed without regard to any BlUR&oN).

(i) PM Companies may request a B Borrowing undex $lection 2.03 by delivering to the Agent, by xebe cable, confirmed immediately in
writing, a notice of a B Borrowing (a "Notice ofBorrowing"), in substantially the form of Exhibit-B hereto, specifying the name of the
Borrower, the date and aggregate amount of thegsexpB Borrowing, the maturity date for repaymdrgach B Advance to be made as part
of such B Borrowing (which maturity date, in theseaof a Notice of B Borrowing delivered pursuantteuse (A) of this paragraph (i), may
not be earlier than the date occurring 7 days #itedate of such B Borrowing or later than theeasicurring 180 days after the date of such
B Borrowing and, in the case of a Notice of B Baritng delivered pursuant to clause (B) of this paapf (i), may not be earlier than the date
occurring 14 days after the date of such B Borrgwonlater than the date occurring 180 days affierdiate of such B Borrowing, and in no
event may the maturity date for any B Borrowingdter than the Termination Date), the interest payhdate or dates relating thereto, the
interest rate basis on which the Lenders may mé#kesao make B Advances to such Borrower (whicki®anay be a fixed or floating rate)
and any other terms to be applicable to such Bdaryg, not later than 10:00 A.M. (New York City &a)(A) at least two Business Days
prior to the date of the proposed B Borrowing,M Eompanies shall specify in the Notice of B Bormogvthat the rates of interest to be
offered by the Lenders shall be fixed rates peuanand (B) at least four Business Days prior todhte of the proposed
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B Borrowing, if PM Companies shall instead spedaifyhe Notice of B Borrowing the basis to be usgdhz Lenders in determining the rates
of interest to be offered by them. The Agent stmatlirn promptly notify each Lender of each reqdesta B Borrowing received by it by
sending such Lender a copy of the related Notidé Bbrrowing.

(i) Each Lender may, if, in its sole discretiohelects to do so, irrevocably offer to make onenore B Advances to the Borrower named in
any such Notice of B Borrowing as part of the pregmbB Borrowing at a rate or rates of interest ifigelcoy such Lender in its sole
discretion, by notifying the Agent (which shall giprompt notice thereof to the Borrower), beforédQ0A.M. (New York City time) (A) on
the Business Day prior to the date of such prop&Bdrrowing, in the case of a Notice of B Borrogidelivered pursuant to clause (A) of
paragraph (i) above, and (B) three Business Dafggdéhe date of such proposed B Borrowing, indhage of a Notice of B Borrowing
delivered pursuant to clause (B) of paragraphb@va, of the minimum amount and maximum amountgheB Advance which such Lender
would be willing to make as part of such propose@dBrowing (which amounts may, subject to the psowio the first sentence of this Sec
2.03(a), exceed such Lender's Commitment), theoratates of interest therefor and such Lenderigliéable Lending Office with respect to
such B Advance; provided that if the Agent in iépacity as a Lender shall, in its sole discret@ect to make any such offer, it shall notify
the Borrower of such offer before 9:00

A.M. (New York City time) on the Business Day priorthe date of such proposed B Borrowing, in thgeareferred to in clause (A) of this
paragraph (ii), and three Business Days beforeldibe of such proposed B Borrowing, in the casemadeto in clause (B) of this paragraph
(ii). If any Lender shall elect not to make suchoffier, such Lender shall so notify the Agent beft0:00 A.M. (New York City time) on the
Business Day prior to the date of such proposedBdBving, in the case of a Notice of B Borrowindidered pursuant to clause (A) of
paragraph (i) above, and three Business Days btferdate of such proposed B Borrowing, in the cdiseNotice of B Borrowing delivered
pursuant to clause (B) of paragraph (i) above,sarth Lender shall not be obligated to, and shallmake any B Advance as part of such B
Borrowing; provided that the failure of any Lendemive such notice shall not cause such Lendbetobligated to make any B Advance as
part of such proposed B Borrowing.

(iii) The Borrower named in any such Notice of BrRBaving shall, in turn, (A) before 12:00 Noon (N&erk City time) on the Business Day
prior to the date of such proposed B Borrowinghie case of a Notice of B Borrowing delivered parduto clause (A) of paragraph (i) above
and (B) before 12:00 Noon (New York City time) thrBusiness Days before the date of such propodgat®wing, in the
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case of a Notice of B Borrowing delivered pursuantlause (B) of paragraph (i) above, either
(A) cancel such B Borrowing by giving the Agentieetto that effect, or

(B) accept one or more of the offers made by anmydiee or Lenders pursuant to paragraph (ii) abovegiling notice to the Agent of the
amount of each B Advance (which amount shall beaktguor greater than the minimum amount, and etuat less than the maximum
amount, notified to such Borrower by the Agent ehdlf of such Lender for such B Advance pursuamiat@agraph (ii) above) to be made by
each Lender as part of such B Borrowing, and regjagtremaining offers made by Lenders pursuanatagraph (ii) above by giving the
Agent notice to that effect.

The acceptance of offers by such Borrower purstatttis clause (B) shall be on the basis of asegnrdites of interest contained in the offers
made by Lenders pursuant to paragraph (ii) abawsjiged that, in the event that two or more of saffers contain the same rate of interest
for a greater aggregate principal amount than theumt specified in such Notice of B Borrowing Iéss aggregate principal amount of all
such offers containing lower rates of interest thate been accepted by such Borrower pursuanistaltiuse (B), such Borrower shall have
sole discretion (subject to any minimum and maxinamount specified in any such offer) to acceptammore of the offers at such rate of
interest and to reject any remaining offers at gath of interest.

(iv) If the Borrower named in any such Notice oBBrrowing notifies the Agent that such B Borrowisgcancelled pursuant to paragraph
(iii)(A) above, the Agent shall give prompt notiteereof to the Lenders and such B Borrowing shatllbe made.

(v) If the Borrower named in any such Notice of Brwing accepts one or more of the offers madarhylLender or Lenders pursuant to
paragraph (iii)(B) above, the Agent shall in turomptly notify (A) each Lender which has made afeiods described in paragraph (ii) abc
of the date and aggregate amount of such B Borigpwaird whether or not any offer or offers made lyhduender pursuant to paragraph (ii)
above have been accepted by such Borrower, (B)leamtter that is to make a B Advance as part of 8iBorrowing, of the amount of each
B Advance to be made by such Lender as part of Busbrrowing, and (C) each Lender that is to malBAdvance as part of such B
Borrowing, upon receipt, that the Agent has reatfoems of documents appearing to fulfill the apgable conditions set forth in Article 111
Each Lender that is to make a B Advance as patich B Borrowing
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shall, before 12:00 Noon (New York City time) om tthate of such B Borrowing specified in the notieeeived from the Agent pursuant to
clause (A) of the preceding sentence or any latex tvhen such Lender shall have received notiaa titee Agent pursuant to clause (C) of
preceding sentence, make available for the acaxfutd Applicable Lending Office to the Agent ad Biddress set forth in Section 10.02 such
Lender's portion of such B Borrowing, in same dayds. Upon fulfilment of the applicable conditioset forth in Article Il and after receipt
by the Agent of such funds, the Agent will makelstunds available to such Borrower as soon as ipedate on such date at the Agent's
aforesaid address. Promptly after each B BorrowtiegAgent will notify each Lender of the amountioé B Borrowing, the consequent B
Reduction and the dates upon which such B Reducbamrmenced and will terminate.

(b) Each B Borrowing shall be in an aggregate arhoohless than $100,000,000 or an integral metgdl$1,000,000 in excess thereof and,
following the making of each B Borrowing, the Bamrer thereof shall be in compliance with the linitatset forth in the proviso to the first
sentence of subsection (a) above.

(c) Within the limits and on the conditions settfoin this Section 2.03, each Borrower may frometita time borrow under this Section 2.03,
repay or prepay pursuant to subsection (d) belod,raborrow under this Section 2.03, provided #hBtBorrowing shall not be made within
three Business Days of the date of any other Bd3ang.

(d) Each Borrower shall repay to the Agent fordleeount of each Lender which has made a B Advansadh Borrower, or each other
holder of a B Note, on the maturity date of eachd¥ance made to it (such maturity date being tpat#ied for repayment of such B
Advance in the related Notice of B Borrowing defis@ pursuant to subsection (a)(i) above or as geavin the B Note evidencing such B
Advance) the then unpaid principal amount of suchdBance. No Borrower shall have the right to pyepay principal amount of any B
Advance unless, and then only on the terms, sedify PM Companies for such B Advance in the rdlatetice of B Borrowing delivered
pursuant to subsection (a)(i) above and providederB Note evidencing such B Advance.

(e) Each Borrower shall pay interest on the unpaiiacipal amount of each B Advance made to it fitbwn date of such B Advance to the date
the principal amount of such B Advance is repaitlih at the rate of interest for such B Advanpedfied by the Lender making such B
Advance in its notice with respect thereto delidgparsuant to subsection (a)(ii) above, payabléherinterest payment date or dates spec
by PM Companies for such B Advance in the relatetidé of B Borrowing delivered pursuant to subsetija)(i) above, as provided in the B
Note evidencing such B Advanc
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(f) The indebtedness of each Borrower resultingrfemch B Advance made to such Borrower as parBoBarrowing shall be evidenced b
separate B Note of such Borrower payable to therasfithe Lender making such B Advance.

(9) Any notice given to any party under this Sett®03 shall be in writing, or may be by telephonéelex, in each case confirmed
immediately in writing.

SECTION 2.04. Fees. (a) PM Companies agrees togpagch Lender a facility fee on the principal amtoaaf such Lender's Commitment
(whether or not unused and without giving effecaty B Reduction) from the date hereof in the adssach Bank (unless otherwise agree
by PM Companies with such Bank) and from the eiffectiate specified in the Assignment and Acceptansuant to which it became a
Lender in the case of each other Lender until thievilnation Date at the Applicable Facility Fee Raieeach case payable on the last day of
each March, June, September and December unfilgtreination Date and on the Termination Date.

(b) For any period in which the aggregate princgrabunt of Advances exceeds an amount equal tod@Pe total Commitments, PM
Companies agrees to pay to each Lender a usaga fbe excess of (i) the average daily aggregatiatof Advances made by such Lender
outstanding during such period over (ii) 50% offsuender's Commitment at the Applicable Usage Fete Rn each case payable in arrears
on the last day of each March, June, SeptembebDandmber occurring during such period and on theniration Date, if applicable.

(c) PM Companies agrees to pay to the Agent tha@gfee, arrangement fee and competitive bid feaeéramounts and at the times set forth
in the engagement letter dated September 25, 1885the Agent to PM Companies, as amended from tiintiene.

SECTION 2.05. Reduction of the Commitments. (a) @dpanies shall have the right, upon five Busirzesgs' notice to the Agent, to
terminate in whole or reduce ratably in part thased portions of the respective Commitments ot raders, provided that the aggregate
amount of the Commitments of the Lenders shalbeoteduced to an amount which is less than theeggtg principal amount of the B
Advances then outstanding and provided furtherehah partial reduction shall be in the aggregateust of at least $50,000,000.

(b) In the event that there shall be an Asset Gigjom, the respective Commitments of the Lendbadl e reduced ratably by an aggregate
amount equal to 100% of the net after-tax proceédsich Asset Disposition. For the purpose of shissection (b) any net after-tax non-cash
proceeds or spin-off shall be valued at (i) theatgeof (x) the book value and (y) the fair mankaiue (as determined in good faith by the
Board of Directors of PM Companies) of the assebgext to such Asset Disposition, less (i) thehcas
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proceeds, if any, received as a result of suchtA3isposition. In the event that the purchase poicassets subject to an Asset Disposition is
subject to adjustment, as a result of which PM Camigs reasonably believes that the proceeds uétlyntt be received therefrom will be
reduced, then until such time as such adjustmdirtalized, for purposes of this subsection (b) thet after-tax proceeds" shall include only
the amount of those proceeds actually received\byCBmpanies or any affiliate of PM Companies, lessadjustment reserve in an amount
reasonably determined by PM Companies to be eanivéd such adjustment therein. As soon as sudistgnt is finalized, any further
reduction in the Commitments shall be made as apowéded in this subsection (b). Any reductionguant to this subsection (b) shall be
effective on a date selected by PM Companies baihynevent no later than the last day of the caeqdarter during which the Asset
Disposition occurs; provided that any reductionahhivould be in amount less than $50,000,000 sletlba made but shall be included in the
calculation of the subsequent reduction or redastjrovided for in this subsection (b) until theyeggate amount of any such subsequent
reduction shall be at least equal to $50,000,000,saich reduction shall then be made as abovedadn this subsection (b).

SECTION 2.06. Repayment of A Advances. Each Borrasheall repay the principal amount of each A Adwantade to it by each Lender on
the last day of the Interest Period for such A Atha

SECTION 2.07. Interest on A Advances. Each Borrostell pay interest on the unpaid principal amafrgach A Advance made to it by
each Lender from the date of such A Advance untihgrincipal amount shall be paid in full, at foBowing rates per annum:

(a) Base Rate Advances. If such A Advance is a Badge Advance, a rate per annum equal at all ttm#ése Base Rate in effect from time to
time, payable monthly on the 20th day of each moetld on the date such Base Rate Advance shadiderpfull; provided that any amount
of principal which is not paid when due (whethestated maturity, by acceleration or otherwise)ldiear interest, from the date on which
such amount is due until such amount is paid ih alyable on demand, at a rate per annum eqadlitahes to 1% per annum plus the Base
Rate in effect from time to time.

(b) Adjusted CD Rate Advances. If such A AdvancarisAdjusted CD Rate Advance, a rate per annuml ejadl times during the Interest
Period for such A Advance to the sum of the Adjdst® Rate for such Interest Period plus the Appliednterest Rate Margin, payable on
the last day of such Interest Period and, if su¢erést Period has a duration of 180 days, on@ke @ay of such Interest Period; provided
any amount of principal which is not paid when @wbether at stated maturity, by acceleration oentlise) shall bear interest, from the date
on
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which such amount is due until such amount is pafdll, payable on demand, at a rate per annunaleapall times to 1% per annum plus the
Base Rate in effect from time to time.

(c) Eurodollar Rate Advances. If such A Advance Eurodollar Rate Advance, a rate per annum edul #mes during the Interest Period
for such A Advance to the sum of the EurodollareRat such Interest Period plus the ApplicableregeRate Margin, payable on the last

of such Interest Period and, if such Interest Rignias a duration of six months, on the last dayefthird month of such Interest Period;
provided that any amount of principal which is patd when due (whether at stated maturity, by &cagbn or otherwise) shall bear interest,
from the date on which such amount is due untihsarmount is paid in full, payable on demand, aita per annum equal at all times to 1%
per annum plus the Base Rate in effect from timtinte.

SECTION 2.08. Additional Interest on Eurodollar &tdvances. Each Borrower shall pay to each Lerselgng as such Lender shall be
required under regulations of the Board of Govesrudithe Federal Reserve System to maintain resevith respect to liabilities or assets
consisting of or including Eurocurrency Liabilitiesdditional interest on the unpaid principal amafreach Eurodollar Rate Advance of si
Lender to such Borrower, from the date of such Awbeauntil such principal amount is paid in full gat interest rate per annum equal at all
times to the remainder obtained by subtractinth@)Eurodollar Rate for the Interest Period forhsAdvance from (ii) the rate obtained by
dividing such Eurodollar Rate by a percentage etjua00% minus the Eurodollar Rate Reserve Pergerdgasuch Lender for such Interest
Period, payable on each date on which interesdyalgle on such Advance. Such additional interest ble determined by such Lender and
notified to PM Companies through the Agent.

SECTION 2.09. Interest Rate Determination. (a) Haeference Bank agrees to furnish to the Agentlyiiméormation for the purpose of
determining each Adjusted CD Rate or EurodollareRas applicable. If any one or more of the RefegdBanks shall not furnish such timely
information to the Agent for the purpose of deterimg any such interest rate, the Agent shall deterauch interest rate on the basis of
timely information furnished by the remaining Refiece Banks.

(b) The Agent shall give prompt notice to PM Coniparand the Lenders of the applicable interestdatermined by the Agent for purposes
of

Section 2.07(a), (b) or (c), and the applicable,rditany, furnished by each Reference Bank forpilngose of determining the applicable
interest rate under Section 2.07(b) or (c).
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SECTION 2.10. Prepayment of A Advances. (a) No Bwear shall have the right to prepay any principabant of any A Advances other
than as provided in subsection (b) below.

(b) Any Borrower may, upon at least four Businesy® notice to the Agent stating the proposed dadeaggregate principal amount of the
prepayment, and if such notice is given such Boeroshall, prepay the outstanding principal amooh#s Advances comprising part of the
same A Borrowing in whole or ratably in part, tdgatwith accrued interest to the date of such preyat on the principal amount prepaid;
provided, however, that (i) each partial prepaynstwatl be in an aggregate principal amount nottless $50,000,000 and (i) in the event of
any such prepayment of an Adjusted CD Rate AdvaneeEurodollar Rate Advance, such Borrower shalbbligated to reimburse the
Lenders in respect thereof pursuant to Sectiond{B)hereof.

(c) If any Lender shall notify the Agent of anyrimduction, change, interpretation or assertionrreteto in Section 2.02(b)(i), or shall claim
payment of increased costs pursuant to Sectior{(@.bt (c) or payment of any additional amountsgidg pursuant to Section 2.13, PM
Companies may, upon at least five Business Day&eato the Agent stating that the Borrowers intemdepay the A Advances made by such
Lender and terminate such Lender's Commitmentjfawth notice is given the Borrowers shall forttiwion the date specified in such
notice, prepay in full all A Advances made by sueimder with accrued interest thereon to the datioh prepayment and all other amounts
payable to such Lender by PM Companies and the Bihveowers hereunder (including, without limitaticany amounts payable pursuant to
Section 10.04(b)), and upon such notice from PM games the Commitment of such Lender to make futhadvances, and the obligation
of PM Companies to pay facility fees to such Lendball terminate.

(d) In the event that there shall be a reductiothefCommitments pursuant to Section 2.05(b), theddvers shall on the date of such
reduction (or as soon thereafter as the Borrowansdo so without incurring liability to any Lendmursuant to Section 10.04(b)) repay or
prepay ratably A Advances made as part of the saBerrowings (together with interest accrued theremsuch date) to the extent neces
so that the aggregate principal amount of outstandi Advances made by each Lender shall not exseeld Lender's Commitment, as
reduced on such date.

SECTION 2.11. Increased Costs. (a) If, due to eifhehe introduction of or any change (other tizany change by way of imposition or
increase of reserve requirements, in the case pfstetl CD Rate Advances, included in the AdjustBdRaite Reserve Percentage or, in the
case of Eurodollar Rate Advances, included in thé&ollar Rate Reserve Percentage) in or in trerpnétation of any law or regulation or
(i) the compliance with any guideline or requasifi any central bank or other governmental
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authority (whether or not having the force of latligre shall be any increase in the cost to anyléeaf agreeing to make or making, funding
or maintaining Adjusted CD Rate Advances or EurladdRate Advances, then the Borrower of the affé&dvances shall from time to time,
upon demand by such Lender (with a copy of suchaseihto the Agent), pay to the Agent for the accadisiich Lender additional amounts
sufficient to compensate such Lender for such eemd cost, provided that before making any suchaddisuch Lender shall designate a
different Applicable Lending Office if such desigdioa will avoid the need for, or reduce the amoaifiptsuch increased cost and will not, in
the reasonable judgment of such Lender, be othemigmdvantageous to such Lender. A certificate #se amount of such increased cost,
submitted to PM Companies, such Borrower and thenfy such Lender, shall be conclusive and bintbngll purposes, absent manifest
error.

(b) If, in the case of any Adjusted CD Rate Advarthe Assessment Rate for the Interest Perioduch édjusted CD Rate Advance shall be
less than the annual assessment for such IntezdstiRctually paid by such Lender to the Fedesp @it Insurance Corporation (or any
successor) for insuring U.S. dollar deposits ohsuender in the United States, then the Borrowdhefaffected Advance shall, upon demand
of such Lender (with a copy of such demand to themk), pay to the Agent for the account of suchdegradditional amounts sufficient to
compensate such Lender for such increased assdsgwgattificate as to the amounts of such incrdassessment, submitted to PM
Companies, such Borrower and the Agent by such érrsthall be conclusive and binding for all purmysdsent manifest error.

(c) In the event that after the date hereof thdeémentation of or any change in any law or regafator any guideline or directive (whethe
not having the force of law) or the interpretat@mmadministration thereof by any central bank dveotauthority charged with the
administration thereof, imposes, modifies or deappicable any capital adequacy or similar requeettincluding, without limitation, a
request or requirement which affects the manniich any Lender allocates capital resources toatamitments, including its obligations
hereunder) and as a result thereof, in the sol@apbf such Lender, the rate of return on suchdeg's capital as a consequence of its
obligations hereunder is reduced to a level belwt which such Lender could have achieved butdoh ircumstances, but reduced to the
extent that Borrowings are outstanding from timértte, then in each such case upon demand fromttirtime PM Companies shall pay to
such Lender such additional amount or amounts @s&mpensate such Lender for such reductiontsafreturn, provided that, in the case
of each Lender, such additional amount or amoura$ sot exceed 0.15 of 1% per annum on such Len@ammitment. A certificate of su
Lender as to any such additional amount or amara$i be conclusive and binding for all purposéseat manifest error. Except as provi
below, in determining any such amount or amounth é&nder may use any reasonable averaging ailduéiin methods. Notwithstanding
the foregoing, each Lender shall take all
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reasonable actions to avoid the imposition of egiuce the amounts of, such increased costs, pithdé such actions, in the reasonable
judgment of such Lender, will not be otherwise dismtageous to such Lender, and, to the extenthp@ssach Lender will calculate su
increased costs based upon the capital requirerfaerits commitment hereunder and not upon theayeor general capital requirements
imposed upon such Lender.

SECTION 2.12. Payments and Computations. (a) PM2mies and each Borrower shall make each paymeetitnder not later than 11:00
A.M. (New York City time) on the day when due inSJdollars to the Agent at its address referrad ®ection 10.02 in same day funds. The
Agent will promptly thereafter cause to be disttdmilike funds relating to the payment of principainterest or fees ratably (other than
amounts payable pursuant to

Section 2.02(c), 2.03, 2.08, 2.10(b)(ii) or (c12.2.13 or 10.04(b)) to the Lenders for the actofitheir respective Applicable Lending
Offices, and like funds relating to the paymenany other amount payable to any Lender to such ¢refod the account of its Applicable
Lending Office, in each case to be applied in atance with the terms of this Agreement. Upon iteptance of an Assignment and
Acceptance and recording of the information corgditherein in the Register pursuant to Section7(@)Qfrom and after the effective date
specified in such Assignment and Acceptance, thenfghall make all payments hereunder and undeB tietes in respect of the interest
assigned thereby to the Lender assignee thereuwmutthe parties to such Assignment and Acceptsimak make all appropriate adjustments
in such payments for periods prior to such effectiate directly between themselves.

(b) Each Borrower hereby authorizes each Lendandfto the extent payment owed to such Lendestisnade to the Agent for the account
of such Lender when due hereunder, to charge firoen o time against any or all of such Borrowecsaunts with such Lender any amount
so due.

(c) All computations of interest based on the BRate shall be made by the Agent on the basis ebagf 365 or 366 days, as the case may
be, and all computations of interest based on ttjested CD Rate, the Eurodollar Rate or the Fedaratls Rate and of fees shall be mad
the Agent, and all computations of interest purst@$ection 2.08 shall be made by a Lender, oésés of a year of 360 days, in each case
for the actual number of days (including the fialy but excluding the last day) occurring in theqekfor which such interest or fees are
payable. Each determination by the Agent (or, éndase of Section 2.08, by a Lender) of an inteagsthereunder shall be conclusive and
binding for all purposes, absent manifest error.

(d) Whenever any payment hereunder shall be statbd due on a day other than a Business Day, gayent shall be made on the next
succeeding Business Day, and such extension ofdfrakin such case be included in the computaifggayment of interest or fees, as the
case may be; provided, however, if such extensionldv
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cause payment of interest on or principal of Eulledd&ate Advances to be made in the next followgatendar month, such payment shall be
made on the next preceding Business Day.

(e) Unless the Agent shall have received noticenfamy Borrower prior to the date on which any pagnie due from such Borrower to the
Lenders hereunder that such Borrower will not malkeh payment in full, the Agent may assume that &arrower has made such payment
in full to the Agent on such date and the Agent pkyeliance upon such assumption, cause to hehdited to each Lender on such date an
amount equal to the amount then due such Lendandfo the extent that such Borrower shall noetevmade such payment in full to the
Agent, each Lender shall repay to the Agent forthwin demand such amount distributed to such Letogdether with interest thereon, for
each day from the date such amount is distribudestith Lender until the date such Lender repays aomunt to the Agent, at the Federal
Funds Rate.

SECTION 2.13. Taxes. (a) Any and all payments lghdgorrower and PM Companies hereunder shall beepiadiccordance with Section
2.12, free and clear of and without deductionsafoy and all present or future taxes, levies, ingatductions, charges or withholdings, and
all liabilities with respect thereto, excluding), ifs the case of each Lender and the Agent, targssed on its income, and franchise taxes
imposed on it, by the jurisdiction under the lavisvbich such Lender or the Agent (as the case nedysborganized or any political
subdivision thereof, (ii) in the case of each Lentixes imposed on its income, and franchise tampsesed on it, by the jurisdiction of such
Lender's Applicable Lending Office or any politicalbdivision thereof, and (iii) in the case of eaelmder and the Agent, taxes imposed by
the United States by means of withholding tax il samthe extent that such taxes shall be in effadtshall be applicable on the date herec
payments to be made to such Lender's ApplicablelibgnOffice or to the Agent (all such non-excludaxles, levies, imposts, deductions,
charges, withholdings and liabilities being heréigrareferred to as "Taxes"). If any Borrower or EMdmpanies shall be required by law to
deduct any Taxes from or in respect of any sum lplaylzereunder to any Lender or the Agent, (A) tha payable shall be increased as may
be necessary so that after making all required cteuhs (including deductions applicable to addiibsums payable under this Section 2.13)
such Lender or the Agent (as the case may be)vexan amount equal to the sum it would have reddiad no such deductions been made,
(B) such Borrower and PM Companies shall make slectuctions and (C) such Borrower and PM Compathiak gay the full amount
deducted to the relevant taxation authority or othehority in accordance with applicable law.

(b) In addition, each Borrower and PM Companiegegito pay any present or future stamp or documetatees or any other excise or
property taxes, charges or similar levies whickafiom any payment made hereunder or from theutiwec delivery or registration of, or
otherwise with respect to, this Agreement (herearakferred to as "Other Taxes").
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(c) Each Borrower and PM Companies will indemnifgle Lender and the Agent for the full amount of @agr Other Taxes (including,
without limitation, any Taxes or Other Taxes impmbby any jurisdiction on amounts payable under $g@stion 2.13) paid by such Lender or
the Agent (as the case may be) and any liabilitgl{iding penalties, interest and expenses) arisiegefrom or with respect thereto, whether
or not such Taxes or Other Taxes were correctlggally asserted. This indemnification shall be madgthin 30 days from the date such
Lender or the Agent (as the case may be) maketewidemand therefor.

(d) Within 30 days after the date of any paymernitaXes, each Borrower and PM Companies will furésthe Agent, at its address referred
to in Section 10.02, the original or a certifiegpg®f a receipt evidencing payment thereof by dBieirower or PM Companies.

(e) Without prejudice to the survival of any otlagreement of any Borrower or PM Companies hereuigieiagreements and obligations of
each Borrower and PM Companies contained in thisi@e2.13 shall survive the payment in full ofraiipal and interest hereunder.

(f) Prior to the date of the initial Borrowing hereler, and from time to time thereafter if requedig any Borrower, PM Companies or the
Agent, each Lender organized under the laws ofisdigtion outside the United States shall prowtiike Agent, PM Companies and such
Borrower with the forms prescribed by the InterRavenue Service of the United States certifyindidiender's exemption from United
States withholding taxes with respect to all paytaém be made to such Lender hereunder. UnlesBdhrewer, PM Companies and the
Agent have received forms or other documents satisfy to them indicating that payments hereundenat subject to United States
withholding tax or are subject to such tax at a ratluced by an applicable tax treaty, such BomroRf& Companies or the Agent shall
withhold taxes from such payments at the applicatd#&utory rate in the case of payments to or fgrleender organized under the laws of a
jurisdiction outside the United Statt

(9) Any Lender claiming any additional amounts gaggursuant to this Section 2.13 shall use it$ &farts (consistent with its internal
policy and legal and regulatory restrictions) targe the jurisdiction of its Applicable Lending @& so as to eliminate the amount of any
such costs or additional amounts which may theseaftcrue; provided that no such change shall lwkerifigin the reasonable judgment of
such Lender, such change would be disadvantagesush Lender.

SECTION 2.14. Sharing of Payments, Etc. If any lezrghall obtain any payment (whether voluntaryplowmtary, through the exercise of ¢
right of setoff, or otherwise) on account of thé&dvances made by it (other than pursuant to Se@ida(c),
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2.08, 2.10(b)(ii) or (c), 2.11, 2.13 or 10.04(b))excess of its ratable share of payments on ataduihe A Advances obtained by all the
Lenders, such Lender shall forthwith purchase ftbenother Lenders such participations in the A Acbess made by them as shall be
necessary to cause such purchasing Lender to tleaexcess payment ratably with each of them; pgexlji however, that if all or any portion
of such excess payment is thereafter recovered $rarh purchasing Lender, such purchase from eactidreshall be rescinded and such
Lender shall repay to the purchasing Lender thehasge price to the extent of such recovery togetiteran amount equal to such Lender's
ratable share (according to the proportion oft® amount of such Lender's required repayment)tthé total amount so recovered from the
purchasing Lender) of any interest or other amgaid or payable by the purchasing Lender in respfettte total amount so recovered. Each
Borrower agrees that any Lender so purchasingteipation from another Lender pursuant to thisti®ec2.14 may, to the fullest extent
permitted by law, exercise all its rights of paym@ncluding the right of setoff) with respect tach participation as fully as if such Lender
were the direct creditor of such Borrower in theoamt of such participation.

SECTION 2.15. Evidence of Debt. (a) Each Lendel shaintain in accordance with its usual practiceagcount or accounts evidencing the
indebtedness of each Borrower to such Lender iegitiom each A Advance made to such Borrower oviinguch Lender from time to tirr
including the amounts of principal thereof and iagt thereon payable and paid to such Lender fim to time hereunder.

(b) The Register maintained by the Agent pursuausidction 10.07(c) shall include a control accoant a subsidiary account for each
Lender, in which accounts (taken together) shalideerded (i) the date and amount of each A Bomgwnade hereunder, the Type of
Advances comprising such Borrowing and the IntelPestod applicable thereto, (ii) the terms of eAsBignment and Acceptance delivere
and accepted by it, (i) the amount of any primtipr interest due and payable or to become dugayable from each Borrower to each
Lender hereunder, and (iv) the amount of any swived by the Agent from such Borrower hereundéreach Lender's share thereof.

(c) The entries made in the Register shall be emind and binding for all purposes, absent mandasir.
ARTICLE 1l
CONDITIONS OF LENDING

SECTION 3.01. Condition Precedent to Initial AdvascThe obligation of each Lender to make an Adeamcthe occasion of the initial
Borrowing by each Borrower is subject to the cdndiprecedent that the Agent shall have receivedrdrefore the day

Philip Morris $8 billion, 5 year Facility 107900MYL3



29

of such initial Borrowing the following, each datedch day, in form and substance satisfactoryaditiient and in sufficient copies for each
Lender:

(a) Certified copies of the resolutions of eachhef Board of Directors of such Borrower and (unlessCompanies is the Borrower) the
Guarantor approving this Agreement, and of all doents evidencing other necessary corporate actidmgavernmental approvals, if any, on
behalf of such company or companies with respettisoAgreement.

(b) A certificate of the Secretary or an Assist8atretary of each of such Borrower and (unless Bl g&anies is the Borrower) the Guarar
certifying the names and true signatures of the@f§ of such company or companies authorizedjio thiis Agreement and the other
documents to be delivered on behalf of such compampmpanies hereunder.

(c) A favorable opinion of Hunton & Williams, cowldor PM Companies, substantially in the form ahibit D hereto and as to such other
matters as any Lender through the Agent may reé$pnequest.

(d) A favorable opinion of Shearman & Sterling, cgpécounsel for the Agent, substantially in thenficof Exhibit E hereto.

(e) A certificate of the chief financial officer 8V Companies certifying that as of June 30, 199th¢ aggregate amount of Debt, paymel
which is secured by any lien, security interesbthier charge or encumbrance referred to in claiisef(Section 5.02(a) hereof, does not
exceed $400,000,000 and (ii) the aggregate amdumelat included in clause (i) of this subsectioj) feyment of which is secured by any
lien, security interest or other charge or encumteaeferred to in clause (iv) of Section 5.02¢mes not exceed $200,000,000.

SECTION 3.02. Conditions Precedent to Each A BomgwThe obligation of each Lender to make an A @&ate on the occasion of each A
Borrowing (including the initial A Borrowing) shdlle subject to the further conditions precederttdhahe date of such A Borrowing, before
and after giving effect thereto and to the appiicatf the proceeds therefrom (a) the followingestaents shall be true (and each of the gi
of the applicable Notice of A Borrowing and the egimnce by the Borrower named therein of the pageésuch A Borrowing shall
constitute a representation and warranty by suchoBer and (unless PM Companies is the Borrower)Gharantor that on the date of such
A Borrowing, before and after giving effect theretad to the application of the proceeds therefsmh statements are true):
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() The representations and warranties containe®kiction 4.01 (excluding those contained in sulimexie) and (f) thereof) are correct on
and as of the date of such Borrowing as though madind as of such date;

(i) No event has occurred and is continuing, ouldaesult from such A Borrowing, which constitutas Event of Default; and

(iii) If such A Borrowing is in an aggregate pripal amount equal to or greater than $500,000,080sabeing made in connection with any
purchase of shares of such Borrower's or the Gtatarcapital stock or the capital stock of anyeotRerson, or any purchase of all or
substantially all of the assets of any Person (dreih one transaction or a series of transactionapy transaction of the type referred to in
Section 5.02(b), the statements in (i) and (ii)\abshall also be true on a pro forma basis ascifi stansaction or purchase shall have been
completed;

and (b) the Agent shall have received such othprosals, opinions or documents as any Lender thrdlhhg Agent may reasonably request.

SECTION 3.03. Condition Precedent to Certain A Batings. The obligation of each Lender to make gwation of an A Advance on the
occasion of any A Borrowing (including the initi&lBorrowing) which would increase the aggregatestautding amount of A Advances
owing to such Lender over the aggregate amouniialf & Advances outstanding immediately prior toreking of such A Advance shall be
subject to the further condition precedent thatrendate of such A Borrowing, before and aftermgveffect thereto and to the application of
the proceeds therefrom, the following statemenll §ieatrue (and each of the giving of the appliealbtice of A Borrowing and the
acceptance by the Borrower named therein of thegems of such A Borrowing shall constitute a regméggtion and warranty by such
Borrower and (unless PM Companies is the Borrower)Guarantor that on the date of such A Borrowirggore and after giving effect
thereto and to the application of the proceedsfh@am, such statement is true): no event has oedwamnd is continuing, or would result from
such A Borrowing, which would constitute an EvehDefault but for the requirement that notice beegi or time elapse or both.

SECTION 3.04. Conditions Precedent to Each B BoimgwThe obligation of each Lender which is to mak® Advance on the occasion ¢

B Borrowing (including the initial B Borrowing) tmake such B Advance as part of such B Borrowirgplgect to the conditions precedent
that (i) at least two Business Days before the daseich B Borrowing in the case of a B Borrowirmglar subsection (a)(i)(A) of Section 2.03
and at least four Business Days before the dagealf B Borrowing in the case of a B Borrowing unsi@osection (a)(i)(B) of Section 2.03,
the Agent shall have received the written confimnalNotice of B Borrowing with respect thereto) ¢in or before the date of such B
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Borrowing, but prior to such B Borrowing, the Agesfiiall have received a B Note of the Borrower tbepayable to the order of such Lender
for each of the one or more B Advances to be mgdaubh Lender as part of such B Borrowing, in a@gal amount equal to the principal
amount to be evidenced thereby and otherwise dmteums as were agreed to for such B Advance by Bocrower and such Lender in
accordance with Section 2.03, and (iii) on the aditguch B Borrowing, before and after giving efféieereto and to the application of the
proceeds therefrom, the following statements dfmlirue (and each of the giving of the applicabi¢ié¢ of B Borrowing and the acceptance
by such Borrower of the proceeds of such B Borrgwgihall constitute a representation and warrantgumph Borrower and (unless PM
Companies is the Borrower) the Guarantor that erdtite of such B Borrowing, before and after givéffgct thereto and to the application of
the proceeds therefrom, such statements are true):

(a) The representations and warranties contain&eation 4.01 are correct on and as of the daseaf B Borrowing as though made on and
as of such date; and

(b) No event has occurred and is continuing, orldioesult from such B Borrowing, which constitutas Event of Default or which would
constitute an Event of Default but for the requiesitnthat notice be given or time elapse or both.

SECTION 3.05. Conditions Precedent to Effectiveradghis Agreement. This Agreement shall not beceififiective until:

(a) The Agent shall have received on or beforedtite of effectiveness a letter from PM Companig¢edian or before such day, terminating
in whole the commitments of the banks parties éolthan and Guaranty Agreement dated as of Decehthd993 (the "1993 Loan
Agreement”) among PM Companies, the banks namedithand Citibank, as agent, and each of the Bdrdtds a party to the 1993 Loan
Agreement hereby waives, upon execution of thiss&grent, the five Business Days' notice require8dustion 2.05(a) of the 1993 Loan
Agreement relating to the termination of the conmneibts under the 1993 Loan Agreement; and

(b) PM Companies and its subsidiaries shall hatisfial all of their respective obligations undee t1993 Loan Agreement including, with
limitation, the payment of all fees under such agrent.
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ARTICLE IV
REPRESENTATIONS AND WARRANTIES
SECTION 4.01. Representations and Warranties ofJ®khpanies. PM Companies represents and warrafdi@ss:
(a) Itis a corporation duly organized, validly €tig and in good standing under the laws of Vigin

(b) The execution, delivery and performance of f&gseement and the B Notes (including the guarartereunder and under the B Notes)
within its corporate powers, have been duly augteatiby all necessary corporate action, and doartttavene (i) its charter or by-laws or (ii)
any law, rule, regulation or order of any courgorvernmental agency or any contractual restriddioning on or affecting it.

(c) No authorization or approval or other action &yd no notice to or filing with, any governmeraathority or regulatory body is required
for the due execution, delivery and performancé by this Agreement or the B Notes (including thearanties hereunder and under the B
Notes).

(d) This Agreement (including the guaranty hereupide and each of the B Notes (including the gntes under the B Notes) when delive
hereunder will be, a legal, valid and binding oatign of PM Companies enforceable against PM Comegan accordance with its terms,

subject to the effect of any applicable bankruptegolvency, reorganization, moratorium or simleaw affecting creditors' rights generally
and to the effect of general principles of equigg@rdless of whether such enforceability is carsid in a proceeding in equity or at law).

(e) The consolidated balance sheet of PM Compamidsts consolidated subsidiaries as at June 3% &8d the consolidated statements of
earnings of PM Companies and its consolidated digr&s for the six months then ended fairly préssubject to yeaend audit adjustment
the consolidated financial condition of PM Compara@d its consolidated subsidiaries as at suchagat¢he consolidated results of the
operations of PM Companies and its consolidatedidigries for the period ended on such date, altitordance with generally accepted
accounting principles consistently applied, anadegt as disclosed in PM Companies' quarterly repofform 10-Q for the quarter ended
June 30, 1995, since June 30, 1995, there hasnoeeraterial adverse change in such condition oratjoms.
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(f) Except as disclosed in PM Companies' quartenbort on Form 10-Q for the quarter ended Jund 895, and its annual report on Form 10-
K for the year ended December 31, 1994, there igemaling or threatened action or proceeding affgdtior any of its subsidiaries before :
court, governmental agency or arbitrator, which mmagerially adversely affect the financial conditior operations of PM Companies and its
subsidiaries taken as a whole or which purporeffect the legality, validity or enforceability diis Agreement (including the guaranties
hereunder and under the B Notes).

(9) It owns directly or indirectly 100% of the ctadistock of each other Borrower and 100% of thgtahstock of Philip Morris.
(h) No ERISA Event has occurred nor is any ERIS&fweasonably expected to occur with respectydvajor Plan.

(i) Schedule B (Actuarial Information) to the mostently completed annual report (Form 5500 Sevigt) respect to each Plan which is a
Major Plan or a Significant Plan, copies of whi@vé been filed with the Internal Revenue Serviakfamished to each Bank, is complete
and accurate and fairly presents the funding stftssch Plan, and since the date of such Sch&ltliere has been no material adverse
change in such funding status; provided that nmgban the funding status of any such Plan shatldmmed to be materially adverse from
that disclosed on such Schedule B unless there lissafficiency which, when aggregated with theufifisiency of each other Plan, exceeds
$100,000,000.

(j) Neither any Borrower nor PM Companies nor ahtheir ERISA Affiliates has incurred or reasonabkipects to incur any Withdrawal
Liability under ERISA to any Multiemployer Plan igigng payments to such Multiemployer Plan in anw@ad amount which, when
aggregated together with all other payments reduoée made to Multiemployer Plans as a resiWVithidrawal Liabilities incurred or
reasonably expected to be incurred by the BorrgviRivs Companies and their ERISA Affiliates, exce8é$s,000,000.

ARTICLE V
COVENANTS OF PM COMPANIES

SECTION 5.01. Affirmative Covenants. So long as Adyance shall remain unpaid or any Lender shaleleny Commitment hereunder,
PM Companies will, unless the Majority Lenders kb#ierwise consent in writing:
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(a) Compliance with Laws, Etc. Comply, and causghédajor Subsidiary to comply, in all material rests with all applicable laws, rules,
regulations and orders (such compliance to includiout limitation, paying before the same becatanquent all taxes, assessments and
governmental charges imposed upon it or upon dpeaty except to the extent contested in good)faitbncompliance with which would
materially adversely affect its business or credit.

(b) Maintenance of Ratio of Net Income Before Ta¥ixed Charges. Maintain a ratio of aggregate cliateted Net Income Before Tax for
the four most recent fiscal quarters for which adidsited statements of earnings have been deliyaresiant to Section 5.01(c)(i) or (ii)
hereof to consolidated Fixed Charges for such oot recent fiscal quarters of not less than 2@o

(c) Reporting Requirements. Furnish to the Lenders:

(i) as soon as available and in any event withil&gs after the end of each of the first three igusof each fiscal year of PM Companies, a
consolidated balance sheet of PM Companies araitsolidated subsidiaries as of the end of sucheuand consolidated statements of
earnings of PM Companies and its consolidated digyg#s for the period commencing at the end ofpttexious fiscal year and ending with
the end of such quarter, certified by the chieéficial officer of PM Companies;

(i) as soon as available and in any event witlfird8ys after the end of each fiscal year of PM Camigs, a copy of the financial statements
for such year for PM Companies and its consolidatdssidiaries, audited by Coopers & Lybrand L.l(d?.other independent accountants
which, as of the date of this Agreement, are onb@f'big six" accounting firms);

(iii) as soon as possible and in any event withia flays after the occurrence of each Event of ieémnd each event which, with the giving
of notice or lapse of time, or both, would condétan Event of Default, continuing on the dateunfrsstatement, a statement of the chief
financial officer of PM Companies setting forth aiét of such Event of Default or event and theaactvhich PM Companies has taken and
proposes to take with respect thereto;

(iv) promptly after the sending or filing thereafpies of all reports which PM Companies sendsijodd its shareholders, and copies of all
periodic reports on Forms 10-K, 10-Q and 8-K (oy anccessor forms adopted by the Securities anddixe Commission) which PM
Companies files with the Securities and Exchanga@ission;
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(v) as soon as possible and in any event (A) wiidays after any Borrower or PM Companies orafrtheir ERISA Affiliates knows or
has reason to know that any ERISA Event describethuse

(i) of the definition of ERISA Event with respectany Major Plan or any Significant Plan (othemtiaaSignificant Plan that has no
Insufficiency) has occurred and (B) within 10 dafter any Borrower or PM Companies or any of tEdRISA Affiliates knows or has reason
to know that any other ERISA Event with respecany Major Plan or any Significant Plan has occureestatement of the chief financial
officer of PM Companies describing such ERISA Evemd the action, if any, which such Borrower or Bbmpanies or such ERISA
Affiliate proposes to take with respect thereto;

(vi) promptly and in any event within two Busind3ays after receipt thereof by any Borrower or PMr(panies or any of their ERISA
Affiliates from the PBGC, copies of each noticeaieed by such Borrower or PM Companies or any &RISA Affiliate of the PBGC's
intention to terminate any Plan or to have a tristgpointed to administer any Plan;

(vii) promptly and in any event within 30 days aftiee filing thereof with the Internal Revenue Seey copies of each Schedule B (Actuarial
Information) to the annual report (Form 5500 Sénieith respect to each Major Plan and each Sigmifid®lan;

(viii) on the date any records, documents or othfarmation must be furnished to the PBGC with exgfio any Plan pursuant to
Section 4010 of ERISA, a copy of such records, damnts and information (to the extent they havepnetiously been furnished to the
Lenders).

(ix) promptly and in any event within five Busind3ays after receipt thereof by any Borrower or Pdhpanies or any of their ERISA
Affiliates from a Multiemployer Plan sponsor, a gagf each notice received by such Borrower or PNn@anies or any of their ERISA
Affiliates concerning the imposition of Withdrawlahbility where the aggregate annual payments fichsVithdrawal Liability exceeds
$10,000,000;

(x) promptly and in any event within 60 days aftex date on which a Plan which is not a Major Rlaa Significant Plan on the date hereof
becomes a Major Plan or Significant Plan, copiesamh Schedule B (Actuarial Information) to the tresent Annual Report (Form 5500
Series) filed with the Internal Revenue Servicehwéspect to such Plan, together with a statenfeheahief financial officer of PM
Companies describing any
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material adverse change in the funding status df fan since the date of such Schedule B; and

(xi) such other information respecting the condit@r operations, financial or otherwise, of PM Camigs or any Major Subsidiary as any
Lender through the Agent may from time to time oceebly request.

SECTION 5.02. Negative Covenants. So long as angaAde shall remain unpaid or any Lender shall lreneCommitment hereunder, PM
Companies will not, without the written consentloé Majority Lenders:

(a) Liens, Etc. Create or suffer to exist, or permiy Major Subsidiary to create or suffer to exasty lien, security interest or other charge or
encumbrance, or any other type of preferentialngeenent, upon or with respect to any of its progeriwvhether now owned or hereafter
acquired, or assign, or permit any Major Subsidtargssign, any right to receive income, in eac®da secure or provide for the payment of
any Debt of any Person, other than (i) purchaseandans or purchase money security interests @pam any property acquired or held by

or any Major Subsidiary in the ordinary course o$ibess to secure the purchase price of such pyometo secure indebtedness incurred
solely for the purpose of financing the acquisitasrsuch property, (ii) liens or security interestgsting on such property at the time of its
acquisition (other than any such lien or securitgiiest created in contemplation of such acquigitigii) liens or security interests existing
the date hereof securing Debt, (iv) liens or ségumierests on property financed through the inseaf industrial revenue bonds in favor of
the holders of such bonds or any agent or trusierefor, (v) liens or security interests existimgproperty of any Person acquired by it or any
Major Subsidiary, (vi) liens or security interesecuring Debt in an aggregate amount not in exafes% of PM Companies' Consolidated
Tangible Assets, or (vii) liens or security intdsegpon or with respect to "margin stock" as tkattis defined in Regulation U issued by the
Board of Governors of the Federal Reserve System.

(b) Mergers, Etc. Merge or consolidate with or jrdbconvey, transfer, lease or otherwise dispbgeloether in one transaction or in a series
of transactions) all or substantially all of itsats (whether now owned or hereafter acquiredrtacquire all or substantially all of the assets
of, any Person, or permit any subsidiary directlyndirectly owned by it to do so, unless, immeediatafter giving effect thereto, no Event of
Default or event which, with the giving of noticelapse of time, or both, would constitute an Evafribefault would exist and, in the case of
any merger or consolidation to which it is a paittys the surviving corporation and, in the casarmy merger or consolidation to which a
Borrower other than PM Companies is a party, thrpa@tion formed by such consolidation or into whic
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such Borrower shall be merged shall be a corparatiganized and existing under the laws of the é¢h@tates of America or any State
thereof, or the District of Columbia, and shalllaas such Borrower's obligations under this Agredrbgrthe execution and delivery of an
instrument in form and substance satisfactory éeoMiajority Lenders and a Notice of Acceptance.

(c) Compliance with ERISA. Permit to exist any atence of any Reportable Event (as defined in Tillef ERISA), or any other event or
condition, which presents a material risk of teration by the PBGC of any Major Plan.

(d) Maintenance of Ownership of Philip Morris. Sadlotherwise dispose of any shares of capitakstb&hilip Morris.
ARTICLE VI
EVENTS OF DEFAULT
SECTION 6.01. Events of Default. If any of the falling events ("Events of Default") shall occur dredcontinuing:

(a) Any Borrower or PM Companies shall fail to @y principal of, or interest on, any Advance, bt Eompanies shall fail to pay any fees
payable under Section 2.04, when the same becomartupayable; or

(b) Any representation or warranty made or deerodthve been made by any Borrower or PM Companiesrher by any Borrower or PM
Companies (or any of their respective officersgamnection with this Agreement shall prove to hbgen incorrect in any material respect
when made or deemed to have been made; or

(c) Any Borrower or PM Companies shall fail to gerh or observe (i) any term, covenant or agreementained in Section 5.01(b) or 5.02,
or

(if) any other term, covenant or agreement conthinghis Agreement on its part to be performedlmserved if such failure shall remain
unremedied for 10 days after written notice thestwll have been given to PM Companies by the Ageaty Lender; or

(d) Any Borrower or PM Companies or any Major Sdkesiy shall fail to pay any principal of or premiwminterest on any Debt which is
outstanding in a principal amount of at least $60,000 in the aggregate (but excluding Debt arisinder this Agreement) of such Borrower
or PM Companies or such Major Subsidiary (as tlse caay be), when the same becomes due and paydigthér by scheduled
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maturity, required prepayment, acceleration, denmratherwise), and such failure shall continuerathe applicable grace period, if any,
specified in the agreement or instrument relatnguch Debt unless adequate provision for any pagment has been made in form and
substance satisfactory to the Majority Lendersror other event shall occur or condition shall exigler any agreement or instrument
relating to any such Debt which is outstanding priacipal amount of at least $100,000,000 in thgragate and shall continue after the
applicable grace period, if any, specified in sagheement or instrument, if the effect of such éwerondition is to accelerate, or to permit
the acceleration of, the maturity of such Debt éotthan any such Debt owed to a Lender or anafilof a Lender if such event or condition
shall relate solely to a restriction on margin ktas that term is defined in Regulation U issugdhie Board of Governors of the Federal
Reserve System) unless adequate provision forapment of such Debt has been made in form andautessatisfactory to the Majority
Lenders; or any Debt of any Borrower or PM Compsuaieany Major Subsidiary which is outstanding jorimcipal amount of at least
$50,000,000 in the aggregate (but excluding Debirgy under this Agreement) shall be declared tdueeand payable, or required to be
prepaid (other than by a scheduled required prepag)yredeemed, purchased or defeased, or antoffeepay, redeem, purchase or defease
such Debt shall be required to be made, in eadh maar to the stated maturity thereof unless adegprovision for the payment of such D
has been made in form and substance satisfactding t¥lajority Lenders; or

(e) Any Borrower or PM Companies or any Major Sdlzsly shall generally not pay its debts as suchigdebcome due, or shall admit in
writing its inability to pay its debts generally, shall make a general assignment for the benkéitetlitors; or any proceeding shall be
instituted by or against any Borrower or PM Comparor any Major Subsidiary seeking to adjudicateliankrupt or insolvent, or seeking
liquidation, winding up, reorganization, arrangemeiljustment, protection, relief, or compositidnt@r its debts under any law relating to
bankruptcy, insolvency or reorganization or retiéflebtors, or seeking the entry of an order foefer the appointment of a receiver, trus
or other similar official for it or for any substi#ad part of its property, and, in the case of angh proceeding instituted against it (but not
instituted by it), either such proceeding shall aamundismissed or unstayed for a period of 45 daymy of the actions sought in such
proceeding (including, without limitation, the entsf an order for relief against it or the appoietmhof a receiver, trustee, custodian or other
similar official for it or for any substantial paof its property) shall occur; or any Borrower dvl Eompanies or any Major Subsidiary shall
take any corporate action to authorize any of timas set forth above in this subsection (e); or
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(f) Any judgment or order for the payment of moneyexcess of $50,000,000 shall be rendered agaitysBorrower or PM Companies or ¢
Major Subsidiary and either (i) enforcement prodegsl shall have been commenced by any creditor spoh judgment or order or (ii) there
shall be any period of 10 consecutive days durihighva stay of enforcement of such judgment or piofereason of a pending appeal or
otherwise, shall not be in effect; or

(9) Any ERISA Event with respect to Plan (a "SubjeRISA Event") shall have occurred and the Insidficy of any such Plan, when
aggregated with the Insufficiencies (determinedfate date of the Subject ERISA Event) of all otR&ans, if any, which were Plans on or
after the date hereof and with respect to whicERISA Event has occurred, exceeds $500,000,000; or

(h) Any Borrower or PM Companies or any of theirlER Affiliates shall have made a complete or pastighdrawal from a Multiemployer
Plan and the plan sponsor of such Multiemployen Blzll have notified such withdrawing employett thach employer has incurred a
Withdrawal Liability in an annual amount which, whaggregated together with all other payments redub be made to Multiemployer
Plans whose plan sponsors have notified such BemdaM Companies or any of their ERISA Affiliatdést a Withdrawal Liability has been
incurred by such Borrower, PM Companies or anyhefrtERISA Affiliates under such Multiemployer Parexceeds $25,000,000; or

(i) The guaranty provided by PM Companies underchetVill hereof or any guaranty endorsed by PM @amies on any B Note after
delivery thereof under Section 3.04 shall for aegson cease to be valid and binding on PM Companie® Companies shall so state in
writing;

then, and in any such event, the Agent (i) shatlhatrequest, or may with the consent, of the Migjdrenders, by notice to PM Companies
and the Borrowers, declare the obligation of eaeshder to make Advances to be terminated, wheretippsame shall forthwith terminate,
and (ii) shall at the request, or may with the emsof the Majority Lenders, by notice to PM Comigs and the Borrowers, declare all the
Advances then outstanding, all interest thereonadimther amounts payable under this Agreemebgttorthwith due and payable,
whereupon the Advances then outstanding, all sutelest and all such amounts shall become andrtienith due and payable, without
presentment, demand, protest or further noticenpfkind, all of which are hereby expressly waivgdite Borrowers; provided, however, tl

in the event of an actual or deemed entry of aerdial relief with respect to any Borrower, PM Camjes or any Major Subsidiary under the
Federal Bankruptcy Code, (A) the obligation of ekehder to make Advances shall automatically bmitesited and (B) the Advances then
outstanding, all such interest and all such amounts
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shall automatically become and be due and payelifleout presentment, demand, protest or any nati@y kind, all of which are hereby
expressly waived by the Borrowers.

ARTICLE VII
THE AGENT

SECTION 7.01. Authorization and Action. Each Lendereby appoints and authorizes the Agent to takk action as agent on its behalf

to exercise such powers under this Agreement adedegated to the Agent by the terms hereof, tagetlith such powers as are reasonably
incidental thereto. As to any matters not exprepsyided for by this Agreement (including, withdimitation, enforcement or collection of
the Debt resulting from the Advances), the Ageiatlsiot be required to exercise any discretioraietany action, but shall be required to act
or to refrain from acting (and shall be fully pretied in so acting or refraining from acting) upbe tnstructions of the Majority Lenders, and
such instructions shall be binding upon all Lendprevided, however, that the Agent shall not lsuieed to take any action which exposes
the Agent to personal liability or which is conirdo this Agreement or applicable law. The Agereag to give to each Lender prompt notice
of each notice given to it by PM Companies or aoyr8wer pursuant to the terms of this Agreement.

SECTION 7.02. Agent's Reliance, Etc. Neither theitgnor any of its directors, officers, agentsrop®yees shall be liable for any action
taken or omitted to be taken by it or them undenaonnection with this Agreement, except foratgheir own gross negligence or wilful
misconduct. Without limitation of the generalitytbe foregoing, the Agent: (i) may treat the Lenithat made any Advance as the holder of
the Debt resulting therefrom until the Agent reesiand accepts an Assignment and Acceptance etmigwdzy such Lender, as assignor, and
an Eligible Assignee, as assignee, as provide@aii@® 10.07; (ii) may consult with legal counsat{uding counsel for the Borrowers and
PM Companies), independent accountants and otlpertsxselected by it and shall not be liable for action taken or omitted to be taken in
good faith by it in accordance with the advice wéls counsel, accountants or experts; (iii) makewawanty or representation to any Lender
and shall not be responsible to any Lender forsaiements, warranties or representations madeiimcmnnection with this Agreement; (iv)
shall not have any duty to ascertain or to ingagéo the performance or observance of any ofditmes, covenants or conditions of this
Agreement on the part of any Borrower or PM Comesuioir to inspect the property (including the bomkd records) of any Borrower or PM
Companies; (v) shall not be responsible to any keffor the due execution, legality, validity, erdeability, genuineness, sufficiency or value
of this Agreement or any other instrument or docoinfigrnished pursuant hereto; and (vi) shall inecoiliability under or in respect of this
Agreement by acting upon any notice, consent,fagte or, other instrument or writing
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(which may be by telegram, cable or telex) belielgdt to be genuine and signed or sent by theqrpprty or parties.

SECTION 7.03. Citibank and Affiliates. With respéctany Commitment of, or any Advance made by @itk or any of its affiliates,
Citibank shall have the same rights and powers uihike Agreement as any other Lender and may esetbie same as though it were not the
Agent; and the term "Lender" or "Lenders" shallegs otherwise expressly indicated, include Citibiants individual capacity. Citibank and
its affiliates may accept deposits from, lend motmyact as trustee under indentures of, and giyersgage in any kind of business with, .
Borrower, PM Companies, any of their respectivesgliaries and any Person who may do business withva securities of any Borrower or
PM Companies or any such subsidiary, all as ifb@itk were not the Agent and without any duty taaat therefor to the Lenders.

SECTION 7.04. Lender Credit Decision. Each Lenadmnawledges that it has, independently and witheliance upon the Agent or any
other Lender and based on the financial statemefesred to in Section 4.01 and such other docusnamd information as it has deemed
appropriate, made its own credit analysis, andsifatito enter into this Agreement. Each Lender atdamowledges that it will, independently
and without reliance upon the Agent or any othardss and based on such documents and informatirslaall deem appropriate at the tit
continue to make its own credit decisions in takingot taking action under this Agreement.

SECTION 7.05. Indemnification. The Lenders agremttemnify the Agent (to the extent not reimburbgd®M Companies or any Borrowe
ratably according to the respective principal antewfi Advances then owing to each of them (or isooh Advances are at the time
outstanding or if any such Advances are then owgrigersons which are not Lenders, ratably accorgirtge respective amounts of their
Commitments), from and against any and all liab#it obligations, losses, damages, penalties rectjodgments, suits, costs, expenses or
disbursements of any kind or nature whatsoeverhvimiay be imposed on, incurred by, or asserted agiia Agent in any way relating to or
arising out of this Agreement or any action takeomitted by the Agent under this Agreement, predithat no Lender shall be liable for ¢
portion of such liabilities, obligations, losseanhges, penalties, actions, judgments, suits,,egienses or disbursements resulting from the
Agent's gross negligence or wilful misconduct. Withlimitation of the foregoing, each Lender agreesimburse the Agent promptly upon
demand for its ratable share of any out-of-pockpeeases (including counsel fees and expenses)attby the Agent in connection with the
preparation, execution, delivery, administratiomdification, amendment or enforcement (whetherughonegotiations, legal proceedings or
otherwise) of, or legal advice in respect of rightsesponsibilities under, this Agreement, toeReent that the Agent is not reimbursed for
such expenses by PM Companies or any Borrower.
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SECTION 7.06. Successor Agent. The Agent may reagigmy time by giving written notice thereof te thenders and PM Companies and
may be removed at any time with or without caus¢hleyMajority Lenders. Upon any such resignationeonoval, the Majority Lenders shall
have the right to appoint a successor Agent. Bumxessor Agent shall have been so appointed bMdfaity Lenders, and shall have
accepted such appointment, within 30 days afterdtieng Agent's giving of notice of resignationthe Majority Lenders' removal of the
retiring Agent, then the retiring Agent may, on akélof the Lenders, appoint a successor Agent, lwbi@ll be a Lender having and acting
through a New York office, or a commercial bankamzed under the laws of the United States of Acaeor of any State thereof and having
a combined capital and surplus of at least $5000@0@which is not a Lender. Upon the acceptan@ngfappointment as Agent hereunder by
a successor Agent, such successor Agent shaluih@nesucceed to and become vested with all théstiglowers, privileges and duties of the
retiring Agent, and the retiring Agent shall beatliarged from its duties and obligations under Agjseement. After any retiring Agent's
resignation or removal hereunder as Agent, theigiavs of this Article VIl shall inure to its berieés to any actions taken or omitted to be
taken by it while it was Agent under this Agreement

ARTICLE VIII
GUARANTY

SECTION 8.01. Guaranty. The Guarantor hereby unitiondlly and irrevocably guarantees (the undertglaf the Guarantor contained in
this Article VIII being the "Guaranty") the punctyzayment when due, whether at stated maturitygadneleration or otherwise, of all
obligations of each Borrower now or hereafter éxgstinder this Agreement (other than such obligegtionder Section 2.03(d) and (e) which
are covered by the guaranty under the B Notes)thehdor principal, interest, fees, expenses oentise (such obligations being the
"Obligations"), and any and all expenses (includingnsel fees and expenses) incurred by the Agehed enders in enforcing any rights
under the Guaranty.

SECTION 8.02. Guaranty Absolute. The Guarantor gniges that the Obligations will be paid strictlyaccordance with the terms of this
Agreement, regardless of any law, regulation oeprtbw or hereafter in effect in any jurisdictidfeating any of such terms or the rights of
the Agent or the Lenders with respect thereto. litility of the Guarantor under this Guaranty sk absolute and unconditional
irrespective of:

(i) any lack of validity, enforceability or genuimess of any provision of this Agreement or any ofgreement or instrument relating thereto;

Philip Morris $8 billion, 5 year Facility 107900M¥ L3



43

(i) any change in the time, manner or place ofrpegt of, or in any other term of, all or any of tBbligations, or any other amendment or
waiver of or any consent to departure from thisesgnent;

(iii) any exchange, release or non-perfection gf emilateral, or any release or amendment or waiver consent to departure from any other
guaranty, for all or any of the Obligations; or

(iv) any other circumstance which might otherwisestitute a defense available to, or a discharga Bbrrower or the Guarantor.

This Guaranty shall continue to be effective ordiastated, as the case may be, if at any timepaggnent of any of the Obligations is
rescinded or must otherwise be returned by the Ageany Lender upon the insolvency, bankruptcyeorganization of a Borrower or
otherwise, all as though such payment had not beste.

SECTION 8.03. Waivers. (a) The Guarantor herebyespromptness, diligence, notice of acceptanceaapther notice with respect to
any of the Obligations and this Guaranty and aauirement that the Agent or any Lender protectusg@erfect or insure any security
interest or lien or any property subject theretexitaust any right or take any action against ad®egr or any other Person or any collateral.

(b) The Guarantor hereby irrevocably waives animdaor other rights that it may now or hereaftequae against any Borrower that arise
from the existence, payment, performance or enfoece of the Guarantor's obligations under this @nigror this Agreement, including,
without limitation, any right of subrogation, reinmMsement, exoneration, contribution or indemnifaratand any right to participate in any
claim or remedy of the Agent or any Lender agasnsh Borrower or any collateral, whether or nothsclaim, remedy or right arises in eqt
or under contract, statute or common law, includimighout limitation, the right to take or receifrem such Borrower, directly or indirectly,
in cash or other property or by set-off or in atlyes manner, payment or security on account of staim, remedy or right. If any amount
shall be paid to the Guarantor in violation of fiieceding sentence at any time prior to the ldténecash payment in full of the Obligations
and all other amounts payable under this Guaramitlze Termination Date, such amount shall be imefdist for the benefit of the Agent a
the Lenders and shall forthwith be paid to the Aderbe credited and applied to the Obligations @hdther amounts payable under this
Guaranty, whether matured or unmatured, in acceelarith the terms of this Agreement and this Gugraor to be held as collateral for any
Obligations or other amounts payable under thisr@g thereafter arising. The Guarantor acknowlsedpet it will receive direct and indire
benefits from the financing arrangements contereglal this Agreement and this Guaranty and thawvéiger set forth in this subsection is
knowingly made in contemplation of such benefits.
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SECTION 8.04. Payments Free and Clear of Taxes,(&t&ny and all payments made by the Guarantaureler shall be made in
accordance with

Section 2.12 (concerning payments) of this Agredrfree and clear of and without deduction for anyg all present or future Taxes. If the
Guarantor shall be required by law to deduct amye$drom or in respect of any sum payable hereuttdany Lender or the Agent, (i) the
sum payable shall be increased as may be necess#rgt after making all required deductions

(including deductions applicable to additional symagable under this Section)

such Lender or the Agent (as the case may be)wean amount equal to the sum it would have reddinad no such deductions been made,
(i) the Guarantor shall make such deductions @ndhe Guarantor shall pay the full amount deehakcto the relevant taxation authority or
other authority in accordance with applicable law.

(b) In addition, the Guarantor agrees to pay aeggmt or future Other Taxes which arise from aryEnt made under this Guaranty or from
the execution, delivery or registration of, or athise with respect to, this Guaranty.

(c) The Guarantor will indemnify each Lender anel &gent for the full amount of Taxes or Other Tafasluding, without limitation, any
Taxes or Other Taxes imposed by any jurisdictiommounts payable under this Section) paid by s@etdér or the Agent (as the case may
be) and any liability (including penalties, interaad expenses) arising therefrom or with resgesrieto, whether or not such Taxes or Other
Taxes were correctly or legally asserted. This imqigication shall be made within 30 days from tlaedsuch Lender or the Agent (as the
may be) makes written demand therefor.

(d) Within 30 days after the date of any paymerifafes, the Guarantor will furnish to the Agentiteaddress referred to in Section 10.02,
the original or a certified copy of a receipt evidimg payment thereof.

(e) Without prejudice to the survival of any otlagreement of the Guarantor hereunder, the agresrapdtobligations of the Guarantor
contained in this Section 8.04 shall survive thenpant in full of the principal of and interest dretAdvances.

(f) Unless in accordance with Section 2.13(f) arBaer, PM Companies and the Agent have receivads@nd other documents satisfactory
to them indicating that payments hereunder aresuloject to United States withholding tax or aregjeciito such tax at a rate reduced by an
applicable tax treaty, the Guarantor or the Agéatlsvithhold taxes from such payments at the applie statutory rate in the case of
payments to or for any Lender organized underates lof a jurisdiction outside the United States.

SECTION 8.05. No Waiver; Remedies. No failure om piart of the Agent or any Lender to exercise,ramdelay in exercising, any right
hereunder shall operate as a
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waiver thereof; nor shall any single or partial i@ of any right hereunder, preclude any othdudher exercise thereof or the exercise of
any other right. The remedies herein provided areuative and not exclusive of any remedies pravioie law.

SECTION 8.06. Continuing Guaranty. This Guarantg ontinuing guaranty and shall (i) remain in falice and effect until payment in full
(after the Termination Date) of the Obligations aticdbther amounts payable under this Guarantyb@ibinding upon the Guarantor, its
successors and assigns, and (iii) inure to thefb@riend be enforceable by the Lenders, the Ageantd their respective successors,
transferees and assigns.

ARTICLE IX
SUBSIDIARY BORROWER

SECTION 9.01. Subsidiary Borrower. Any domestidareign subsidiary of the Guarantor shall haveritgkt to become a "Borrower"
hereunder, and to borrow any unused Commitmentsrihis Agreement subject to the terms and conditieereof applicable to a Borrower
and to the following additional conditions:

(a) PM Companies shall deliver a notice in the fafExhibit F hereto (a "Notice of Acceptance")reégl by such subsidiary and
countersigned by the Guarantor to the Agent stalingsuch subsidiary desires to become a "Borrbureder this Agreement and agrees t
bound by the terms hereof. From the time of reagfijsuch Notice of Acceptance by the Agent, sudisiliary shall be a "Borrower"
hereunder with all of the rights and obligationaddorrower hereunder. No Notice of Acceptancetirejado a subsidiary may be revoked as
to amounts owed by such subsidiary to the Lendedeithis Agreement or when a Notice of Borrowiagnmg such subsidiary has been
given by PM Companies and is effective.

(b) Each Notice of Acceptance shall be accompaloyean opinion of counsel for PM Companies to tieatfof clause (iv) below and shall
contain the following representations and warraniiéh respect to such subsidiary:

(i) The subsidiary is a corporation duly organizealjdly existing and in good standing under thedaof its jurisdiction of incorporation.

(i) The execution, delivery and performance by shésidiary of any B Notes executed and deliveretita be executed and delivered by it,
this Agreement and such Notice of Acceptance atiginvihe subsidiary's corporate powers, have begnalthorized by all necessary
corporate action,
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and do not contravene (i) the subsidiary's chantdwy-laws or
(i) any law, rule, regulation or order of any cbar governmental agency or any contractual regiridinding on or affecting the subsidiary.

(iii) No authorization or approval or other actiby, and no notice to or filing with, any governnmarauthority or regulatory body is required
for the due execution, delivery and performancéhieysubsidiary of any B Notes executed and deldvaral to be executed and delivered by
it, this Agreement or such Notice of Acceptance.

(iv) This Agreement is, and any B Notes of suchsgiibry when delivered under this Agreement will the legal, valid and binding
obligation of the subsidiary enforceable againstghbsidiary in accordance with their respectives$e subject to the effect of any applicable
bankruptcy, insolvency, reorganization, moratorinsimilar law affecting creditors rights generadiyd to the effect of general principles of
equity (regardless of whether such enforceabilityansidered in a proceeding in equity or at law).

(v) There is no pending or threatened action oc@eding affecting the subsidiary or any of its &libsies before any court, governmental
agency or arbitrator which purports to affect thgdlity, validity or enforceability of this Agreemteor any B Note.

(vi) PM Companies owns directly or indirectly 10@#¥cthe capital stock of the subsidiary.

(c) For the purposes of Sections 3.02, 3.03 ard], 28ch of the representations and warrantiesifiattegoing Section 9.01(b) shall be
deemed to be a representation and warranty cont@ine
Section 4.01.

ARTICLE X
MISCELLANEOUS

SECTION 10.01. Amendments, Etc. No amendment ovavaif any provision of this Agreement, nor congerany departure by any
Borrower or the Guarantor therefrom, shall in angre be effective unless the same shall be inwgritind signed by the Majority Lenders,
and then such waiver or consent shall be effecthhg in the specific instance and for the spegficpose for which given; provided, howe»
that no amendment, waiver or consent shall, unifessiting and signed by all the Lenders, do anyh&f following: (a) waive any of the
conditions specified in Section 3.01, 3.02 (if 4od
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the extent that the Borrowing which is the subfctuch waiver would involve an increase in theraggte outstanding amount of Advances
over the aggregate amount of Advances outstandingediately prior to such Borrowing) or 3.03,

(b) increase the Commitments of the Lenders orestilthe Lenders to any additional obligations récluce the principal of, or interest on, the
A Advances or any fees or other amounts payableumeler, (d) postpone any date fixed for any payragptincipal of, or interest on, the A
Advances or any fees or other amounts payable hdegu(e) change the percentage of the Commitnoerdbthe aggregate unpaid principal
amount of A Advances, or the number of Lenders tvisizall be required for the Lenders or any of thertake any action hereunder, (f)
release the Guarantor from any of its obligationdex Article VIl or (g) amend this Section 10.Qitpvided further that no waiver of the
conditions specified in Section 3.04 in connectidth any B Borrowing shall be effective unless cemted to by all Lenders making B
Advances as part of such B Borrowing; and provifiether that no amendment, waiver or consent shalgss in writing and signed by the
Agent in addition to the Lenders required aboviake such action, affect the rights or duties ef Algent under this Agreement or any A
Advance.

SECTION 10.02. Natices, Etc. Except as provide8éction 2.03(a) or

(9), all notices and other communications provittechereunder shall be in writing (including telaghic, telecopy, telex or cable
communication) and mailed, telegraphed, telecopddxed, cabled or delivered, if to any Borrovadrits address at c/o Philip Morris
Companies Inc., 120 Park Avenue, New York, New YBOR17, Attention: Treasurer; if to the Guaran#trits address at 120 Park Avenue,
New York, New York 10017, Attention: Secretarytafany Bank, at its Domestic Lending Office spexfopposite its name on Schedu
hereto; if to any other Lender, at its Domesticdiag Office specified in the Assignment and Acceptapursuant to which it became a
Lender; and if to the Agent, at its address at Oaert Square, Long Island City, New York 11120,eftion: John Sahr; or, as to each party,
at such other address as shall be designated hypsuty in a written notice to PM Companies or Agent and, in the case of any such notice
by any Borrower, PM Companies or the Agent, to eztbler party hereto. All such notices and commuiooa shall, when mailed,
telegraphed, telecopied, telexed or cabled, betffewhen deposited in the mails, delivered totdlegraph company, transmitted by
telecopier, confirmed by telex answerback or deédeo the cable company, respectively, exceptribtites and communications to the
Agent pursuant to Article 11 or VII shall not befeétive until received by the Agent.

SECTION 10.03. No Waiver; Remedies. No failure lom part of any Lender or the Agent to exercise,ramdelay in exercising, any right
hereunder shall operate as a waiver thereof; radt ahy single or partial exercise of any such trigfeclude any other or further exercise
thereof or the exercise of any other right. Theedi®@s herein provided are cumulative and not ekausf any remedies provided by law.
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SECTION 10.04. Costs, Expenses and Taxes. (a) Pkp@nies agrees to pay on demand all costs and sapé@nconnection with the
preparation, execution, delivery, administratioxc{eding any cost or expenses for administratidateel to the Agent's overhead),
modification and amendment of this Agreement ardatinier documents to be delivered hereunder, imgjudvithout limitation, the
reasonable fees and out-of-pocket expenses of ebfanrghe Agent with respect thereto and with sxtfgo advising the Agent as to its rights
and responsibilities under this Agreement, and@dts and expenses of the Lenders and the Agemty ifincluding, without limitation,
reasonable counsel fees and expenses of the Leamibthe Agent), in connection with the enforcenfastitether through negotiations, legal
proceedings or otherwise) of this Agreement ancther documents to be delivered hereunder.

(b) If any payment of principal of any Adjusted Gate Advance or Eurodollar Rate Advance is maderdtfan on the last day of the Intei
Period for such Advance, as a result of a paymergyant to Section 2.10, acceleration of the migtofithe Advances pursuant to Section
6.01, an assignment made as a result of a demaR¥Mb@ompanies pursuant to Section 10.07(a) orrigragher reason, PM Companies st
upon demand by any Lender (with a copy of such aehta the Agent), pay to the Agent for the accafrduch Lender any amounts required
to compensate such Lender for any additional lossesis or expenses which it may reasonably ingar r@sult of such payment, including,
without limitation, any loss (including loss of aipated profits), cost or expense incurred by oeas the liquidation or reemployment of
deposits or other funds acquired by any Lendeutal for maintain such Advance. Without prejudicéh®survival of any other agreement of
any Borrower or PM Companies hereunder, the agreenasmd obligations of each Borrower and PM Comgroontained in Section 2.02(
2.08, 2.10(b)(ii) or

(c), 2.11 or this Section 10.04(b) shall survive gmayment in full of principal and interest hereend

(c) Each Borrower and the Guarantor jointly andeseNy agree to indemnify and hold harmless thermigad each Lender and each of their
respective affiliates, control persons, directofficers, employees, attorneys and agents (eachndamnified Party") from and against any
and all claims, damages, losses, liabilities amueages (including, without limitation, reasonalged and disbursements of counsel) which
may be incurred by or asserted against any Indésdnifarty, in each case in connection with or agigiut of, or in connection with the
preparation for or defense of, any investigatidgigdtion, or proceeding (i) related to any tran&ator proposed transaction (whether or not
consummated) in which any proceeds of any Borrowimegapplied or proposed to be applied, directlindirectly, by any Borrower, whether
or not such Indemnified Party is a party to suangaction or (ii) related to any Borrower's or @garantor's entering into this Agreement, or
to any actions or omissions of any Borrower orGuarantor, any of their respective subsidiarieaffiliates or any of its or their respective
officers, directors, employees or agents in conardherewith, in each case
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whether or not an Indemnified Party is a partyet@and whether or not such investigation, litigator proceeding is brought by the
Guarantor or any Borrower or any other Person;ipgexl; however, that neither any Borrower nor the@ator shall be required to indemr
any such Indemnified Party from or against anyiporof such claims, damages, losses, liabilitiesxqgrenses that is found in a final, non-
appealable judgment by a court of competent justgsh to have resulted from the gross negligenagilful misconduct of such Indemnified
Party.

SECTION 10.05. Right of Setoff. Upon (i) the ocamnce and during the continuance of any Event oallefnd (ii) the making of the

request or the granting of the consent specifie@éstion 6.01 to authorize the Agent to declareAitieances due and payable pursuant to the
provisions of Section 6.01, each Lender is herelilgaized at any time and from time to time, to filéest extent permitted by law, to set off
and apply any and all deposits (general or spdaiad or demand, provisional or final) at any tihedd and other indebtedness at any time
owing by such Lender to or for the credit or theamt of any Borrower or the Guarantor againstamy all of the obligations of such
Borrower or the Guarantor now or hereafter existinger this Agreement, irrespective of whetherairsuch Lender shall have made any
demand under this Agreement and although suchathdigs may be unmatured. Each Lender agrees prptoptlotify the appropriate
Borrower or the Guarantor, as the case may be, afiesuch setoff and application made by such egmutovided that the failure to give

such notice shall not affect the validity of suetio$f and application. The rights of each Lendedenthis

Section are in addition to other rights and remedigcluding, without limitation, other rights oé®ff) which such Lender may have.

SECTION 10.06. Binding Effect. This Agreement stedtome effective when it shall have been exedoyddM Companies and the Agent
and when the Agent shall have been notified by &tk that such Bank has executed it and therestitdt be binding upon and inure to the
benefit of each Borrower, the Guarantor, the Agamt each Lender and their respective successorasaighs, except that neither any
Borrower nor the Guarantor shall have the righdgsign its rights hereunder or any interest heméimout prior written consent of the
Lenders.

SECTION 10.07. Assignments and ParticipationsE@jh Lender may and, if demanded by PM Companies apleast 5 Business Days'
notice to such Lender and the Agent, will assigorte or more banks or other entities all or a partf its rights and obligations under this
Agreement (including, without limitation, all orpertion of its Commitment and the A Advances owiodgt); provided, however, that (i) each
such assignment shall be of a constant, and natyang, percentage of all of the assigning Lendg!sts and obligations under this
Agreement (other than, except in the case of agrasent made as a result of a demand by PM Compguiesuant to this

Section 10.07(a), any B Advances owing to such BRardny B Notes held by it),

(i) the amount of
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the Commitment of the assigning Lender being assigrursuant to each such assignment (determinefitls date of the Assignment and
Acceptance with respect to such assignment) shalbievent be less than $25,000,000 (subject tactiEoh at the sole discretion of PM
Companies ) and shall be an integral multiple g08@,000, (iii) each such assignment shall be tBlagible Assignee, (iv) each such
assignment made as a result of a demand by PM Guegpaursuant to this Section 10.07(a) shall bengied by PM Companies after
consultation with the Agent and shall be eitheassignment of all of the rights and obligationshef assigning Lender under this Agreement
or an assignment of a portion of such rights arlyations made concurrently with another such assignt or other such assignments which
together cover all of the rights and obligationshaf assigning Lender under this Agreement, (M e@der shall be obligated to make any
assignment as a result of a demand by PM Comppuaissiant to this Section 10.07(a) unless and sath Lender shall have received one or
more payments from either the Borrowers to whidiei outstanding Advances or one or more Eligitdsignees in an aggregate amount at
least equal to the aggregate outstanding prineipalunt of the Advances owing to such Lender, tagethith accrued interest thereon to the
date of payment of such principal amount and &lépamounts payable to such Lender under this Ageaeand (vi) the parties to each such
assignment shall execute and deliver to the Adentts acceptance and recording in the RegisteAssignment and Acceptance, together
with a processing and recordation fee of $3,000viged that, if such assignment is made as a refaldemand by PM Companies under
Section 10.07(a), PM Companies shall pay or caube fpaid such $3,000 fee; provided further th#ting in this Section 10.07 shall prev:
or prohibit any Lender from pledging its Advancesdunder or any B Notes held by it to a FederakResBank in support of borrowings by
such Lender from such Federal Reserve Bank. Upcim execution, delivery, acceptance and recordiogn fand after the effective date
specified in each Assignment and Acceptance, &psignee thereunder shall be a party heretdatite extent that rights and obligations
hereunder have been assigned to it pursuant toAsgignment and Acceptance, have the rights aridatlins of a Lender hereunder and (y)
the Lender assignor thereunder shall, to the exttantights and obligations hereunder have besig@ed by it pursuant to such Assignment
and Acceptance, relinquish its rights (other tHarsé provided under Section 10.04) and be reldaseriits obligations under this Agreem
(and, in the case of an Assignment and Acceptameering all or the remaining portion of an assignirender's rights and obligations under
this Agreement, such Lender shall cease to betw pareto).

(b) By executing and delivering an Assignment amdéptance, the Lender assignor thereunder and#ignae thereunder confirm to and
agree with each other and the other parties haefollows: (i) other than as provided in such gasient and Acceptance, such assigning
Lender makes no representation or warranty andrassno responsibility with respect to any statesyemarranties or representations made
in or in connection with this Agreement or the ax@m, legality, validity, enforceability, genuiness, sufficiency or value of this Agreement
or any other instrument or document
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furnished pursuant hereto; (ii) such assigning leemdakes no representation or warranty and assnmessponsibility with respect to the
financial condition of any Borrower or PM Compan@gshe performance or observance by any Borrow®&h\ Companies of any of their
respective obligations under this Agreement or@hgr instrument or document furnished pursuargtbe(iii) such assignee confirms that it
has received a copy of this Agreement, togethdr wopies of the financial statements referred t8ention 4.01 and such other documents
and information as it has deemed appropriate tcentalown credit analysis and decision to enter sutch Assignment and Acceptance; (iv)
such assignee will, independently and without neleaupon the Agent, such assigning Lender or amgrdtender and based on such
documents and information as it shall deem appatgat the time, continue to make its own crediigiens in taking or not taking action
under this Agreement; (v) such assignee confirrasithis an Eligible Assignee; (vi) such assignppaints and authorizes the Agent to take
such action as agent on its behalf and to exestisk powers under this Agreement as are delegatbe tAgent by the terms hereof, together
with such powers as are reasonably incidental theamd (vii) such assignee agrees that it wilfqren in accordance with their terms all of
the obligations which by the terms of this Agreetrame required to be performed by it as a Lender.

(c) The Agent shall maintain at its address retetoein Section 10.02 a copy of each AssignmentAgatptance delivered to and accepte
it and a register for the recordation of the naaras addresses of the Lenders and the Commitmeandfprincipal amount of the Advances
owing to, each Lender from time to time (the "R&giy. The entries in the Register shall be coriekiand binding for all purposes, absent
manifest error, and PM Companies, the Borrowers Athent and the Lenders may treat each Person wizose is recorded in the Registe!
a Lender hereunder for all purposes of this Agregnihe Register shall be available for inspechigriPM Companies or any Lender at any
reasonable time and from time to time upon readeraior notice.

(d) Upon its receipt of an Assignment and Accepgagxecuted by an assigning Lender and an assigpeesenting that it is an Eligible
Assignee, the Agent shall, if such Assignment andefptance has been completed and is in substgritialform of Exhibit C hereto, (i)
accept such Assignment and Acceptance, (ii) ret@dnformation contained therein in the Registet a

(iii) give prompt notice thereof to PM Companies.

(e) Each Lender may sell participations to one oratbanks or other entities in or to all or a pmrtof its rights and obligations under this
Agreement (including, without limitation, all orertion of its Commitment and the Advances owing #nd any B Note or Notes held by
provided, however, that (i) such Lender's obligagionder this Agreement (including, without limibat, its Commitment to PM Companies
hereunder) shall remain unchanged, (ii) such Lestdall remain solely responsible to the other partiereto for the performance of such
obligations, (iii) such Lender shall remain thedesl of any such B Note for all purposes of thiségmnent, and

(iv) PM Companies, the other Borrowers, the
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Agent and the other Lenders shall continue to delally and directly with such Lender in connectwith such Lender's rights and obligations
under this Agreement.

() Any Lender may, in connection with any assigminer participation or proposed assignment or piiion pursuant to this Section 10.07,
disclose to the assignee or participant or propassijnee or participant, any information relatm@M Companies or any Borrower
furnished to such Lender by or on behalf of PM Canies or any Borrower; provided that, prior to aogh disclosure, the assignee or
participant or proposed assignee or participarit alyeee to preserve the confidentiality of any fadential information relating to PM
Companies received by it from such Lender.

SECTION 10.08. Governing Law. This Agreement angl BiNotes shall be governed by, and construed ¢or@ance with, the laws of the
State of New York.

SECTION 10.09. Execution in Counterparts. This Agnent may be executed in any number of counterpaddy different parties hereto in
separate counterparts, each of which when so ee@stiall be deemed to be an original and all otwkaken together shall constitute one
and the same agreement. Delivery of an executentexpart of a signature page to this Agreementlgcopier shall be effective as delivery
of a manually executed counterpart of this Agreemen

IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed by their respectifieens thereunto duly authorized,
as of the date first above written.

PHILIP MORRIS COMPANIES INC.
By:
George R. Lewis Vice President and Treasurer

CITIBANK, N.A., as Agent

By:

Paolo de Alessandrini Managing Director
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THE BANKS

Commitment:

U.S. $416,666,666.67 CITIBANK, N.A.

Paolo de Alessandrini
Managing Director

U.S. $290,000,000.00 ABN AMRO BANK NV, NEW YORK
BRANCH

U.S. $290,000,000.00 CHEMICAL BANK

By:
Title:

U.S. $290,000,000.00 CREDIT SUISSE
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U.S. $290,000,000.00 THE DAI-ICHI KANGYO BANK,
LTD. - NEW YORK BRANCH

U.S. $290,000,000.00 DEUTSCHE BANK AG NEW YORK
BRANCH AND/OR CAYMAN
ISLAND BRANCHES

U.S. $290,000,000.00 THE FUJI BANK, LIMITED

U.S. $290,000,000.00 SANWA BANK LIMITED

U.S. $290,000,000.00 SOCIETE GENERALE
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U.S. $193,333,333.33 BANQUE NATIONALE DE PARIS

NEW YORK BRANCH

By:
Title:
By:
Title:
BANQUE NATIONALE DE PARIS
GEORGETOWN BRANCH
By:
Title:
By:
Title:
U.S. $193,333,333.33 MIDLAND BANK PLC
By:
Title:
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U.S. $193,333,333.33 THE MITSUBISHI TRUST AND
BANKING CORPORATION, LOS
ANGELES AGENCY

U.S. $193,333,333.33 NATIONSBANK, N.A.

U.S. $193,333,333.33 THE SAKURA BANK, LTD.

By:
Title:

U.S. $193,333,333.33 THE SUMITOMO BANK, LIMITED
NEW YORK BRANCH

By:
Title:

U.S. $193,333,333.33 THE TOKAI BANK, LIMITED
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U.S. $193,333,333.33 UNION BANK OF SWITZERLAND

U.S. $176,666,666.67 DRESDNER BANK AG NEW YORK
AND GRAND CAYMAN BRANCHES

By:
Title:

By:
Title:

U.S. $140,000,000.00 MORGAN GUARANTY TRUST

COMPANY OF NEW YORK

By:
Title:
U.S. $116,666,666.67 THE BANK OF TOKYO TRUST
Co.
By:

Title:
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U.S. $110,000,000.00

U.S. $110,000,000.00

U.S. $100,000,000.00

U.S. $ 96,666,666.67

By:
Title:

By:
Title:
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ROYAL BANK OF CANADA

THE TORONTO-DOMINION BANK

COOPERATIEVE CENTRALE
RAIFFEISEN-BOERENLEENBANK,
B.A., "RABOBANK NEDERLAND"

SWISS BANK CORPORATION,
NEW YORK AND CAYMAN
ISLANDS BRANCHES



By:
Title:

By:
Title:

By:
Title:
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U.S. $ 93,333,333.33

U.S. $ 86,666,666.67

U.S. $ 83,333,333.33

U.S. $ 83,333,333.33

59

BANK OF AMERICA NT & SA

THE BANK OF NEW YORK

CANADIAN IMPERIAL BANK OF
COMMERCE

BAYERISCHE HYPOTHEKEN - UND
WECHSEL-BANK,
AKTIENGESSELSCHAFT NEW
YORK BRANCH



U.S. $ 76,666,666.67

U.S. $ 73,333,333.33

By:
Title:

U.S. $ 70,000,000.00

U.S. $ 70,000,000.00

By:
Title:

By:
Title:
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BANCO BILBAO VIZCAYA, S.A.

DAIWA BANK LIMITED

BANCA COMMERCIALE
ITALIANA-NEW YORK BRANCH

BANCA NAZIONALE DEL LAVORO
S.P.A. - NEW YORK BRANCH



U.S. $ 70,000,000.00

U.S. $ 70,000,000.00

U.S. $ 70,000,000.00

By:
Title:

By:
Title:
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BAYERISCHE LANDESBANK
GIROZENTRALE, CAYMAN
ISLANDS BRANCH

DEUTSCHE
GENOSSENSCHAFTSBANK

FIRST INTERSTATE BANK OF
CALIFORNIA



U.S. $ 70,000,000.00

U.S. $ 70,000,000.00

By:
Title:

U.S. $66,666,666.67 NATIONAL AUSTRALIA BANK

Title:

U.S. $63,333,333.33

Title:
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ISTITUTO BANCARIO SAN
PAOLO DI TORINO S.P.A.

WACHOVIA BANK OF GEORGIA,
N.A.

LIMITED

By:

BANQUE PARIBAS
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U.S. $ 63,333,333.33

By:
Title:

By:
Title:

U.S. $ 60,000,000.00 THE CHASE MANHATTAN BANK,

g

Title:

U.S. $ 53,333,333.33

Title:
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NORDDEUTSCHE LANDESBANK
GIROZENTRALE NEW YORK
BRANCH AND/OR CAYMAN
ISLAND BRANCH

BANCA DI ROMA, NEW YORK
BRANCH
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U.S. $53,333,333.33 BANCA POPOLARE DI MILANO,
NEW YORK BRANCH

Title: Fulvio Montanari

U.S. $53,333,333.33 BANK BRUSSELS LAMBERT,
NEW YORK BRANCH

By:
Title:
By:
Title:
U.S. $53,333,333.33 BERLINER BANK AG
By:
Title:
By:
Title:
U.S. $53,333,333.33 CARIPLO - CASSA DI
RISPARMIO DELLE PROVINCIE
LOMBARDE S.P.A.
By:
Title:
By:
Title:
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U.S. $ 53,333,333.33

U.S. $ 53,333,333.33

By:
Title:
U.S. $ 53,333,333.33
U.S. $ 53,333,333.33
By:
Title:
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DEN DANSKE BANK
AKTIESELSKAB

THE FIRST NATIONAL BANK OF
CHICAGO

LLOYDS BANK PLC.

MELLON BANK N.A.
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U.S. $53,333,333.33 THE MITSUBISHI BANK, LIMITED

NEW YORK BRANCH

By:
Title:

U.S. $53,333,333.33 THE NORINCHUKIN BANK, NEW
YORK BRANCH

U.S. $53,333,333.33 SHAWMUT BANK CONNECTICUT,

U.S. $ 53,333,333.33 SKANDINAVISKA ENSKILDA
BANKEN CORPORATION

U.S. $ 53,333,333.33 SUNTRUST BANK, ATLANTA

By:
Title:
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U.S. $ 53,333,333.33

U.S. $ 49,333,333.33

U.S. $ 40,000,000.00

U.S. $ 40,000,000.00

By:
Title:
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THE YASUDA TRUST AND
BANKING COMPANY, LIMITED
NEW YORK BRANCH

PNC BANK, NATIONAL
ASSOCIATION

CREDIT LYONNAIS
CAYMAN ISLAND BRANCH

CREDIT LYONNAIS
NEW YORK BRANCH

THE FIRST NATIONAL BANK OF
BOSTON



68

U.S. $ 36,666,666.67 COMPAGNIE FINANCIERE DE CIC
ET DE L'UNION EUROPEENNE

U.S. $ 36,666,666.67 INTERNATIONALE NEDERLANDEN
BANK N.V., DUBLIN BRANCH

U.S. $ 33,333,333.33 BANKERS TRUST COMPANY

By:
Title:

U.S. $ 33,333,333.33 FIRST BANK NATIONAL
ASSOCIATION

Title:
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U.S. $ 33,333,333.33

U.S. $ 33,333,333.33

U.S. $ 33,333,333.33

U.S. $ 33,333,333.33

Title:
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FIRST HAWAIIAN BANK

GENERALE BANK, NEW YORK
BRANCH

THE INDUSTRIAL BANK OF
JAPAN, LIMITED, NEW YORK
BRANCH

THE LONG-TERM CREDIT BANK
OF JAPAN, LIMITED



U.S. $ 33,333,333.33

U.S. $ 33,333,333.33

U.S. $ 33,333,333.33

Title:

U.S. $ 33,333,333.33

Title:
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BANCA MONTE DEI PASCHI DI
SIENA, NEW YORK BRANCH

THE SUMITOMO TRUST &
BANKING CO., LTD., LOS
ANGELES AGENCY

UNIBANK A/S, NEW YORK
BRANCH

WESTDEUTSCHE LANDESBANK
GIROZENTRALE, NEW YORK
BRANCH



U.S. $ 26,666,666.67

U.S. $ 23,333,333.33

U.S. $ 20,000,000.00

Title:

U.S. $ 16,666,666.67

U.S. $ 16,666,666.67

Title:
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THE BANK OF NOVA SCOTIA

THE MITSUI TRUST & BANKING
COMPANY LIMITED, NEW YORK
BRANCH

BANCO EXTERIOR DE ESPANA

BANK AUSTRIA
AKTIENGESELLSCHAFT



U.S. $ 16,666,666.67

U.S. $ 16,666,666.67

U.S. $ 16,666,666.67

Title:
U.S. $ 16,666,666.67
U.S. $ 16,666,666.67
By:
Title:
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CHRISTIANIA BANK NEW YORK
BRANCH

CREDITANSTALT CORPORATE
FINANCE, INC.

DEN NORSKE BANK AS

THE NORTHERN TRUST COMPANY



U.S. $ 16,666,666.67

U.S. $ 16,666,666.67

U.S. $ 16,666,666.67

By:
Title:
U.S. $ 16,000,000.00
U.S. $ 13,333,333.33
Title:
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RAIFFEISEN ZENTRALBANK
OSTERREICH
AKTIENGESELLSCHAFT

THE TOYO TRUST & BANKING CO.,
LTD.

CRESTAR BANK



U.S. $ 10,000,000.00

U.S. $ 7,333,333.33

By:
Title:

U.S. $ 7,333,333.33

Title:
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FIRSTAR BANK MILWAUKEE, N.A.

CENTRAL FIDELITY NATIONAL
BANK

M&l MARSHALL & ILSLEY BANK



EXHIBIT A
FORM OF B NOTE

$ Dated: ,19

FOR VALUE RECEIVED, the undersigned, [Name of Baves] (the "Borrower"), HEREBY PROMISES TO PAY tcetlorder of [Name of
Lender] (the Lender"), on , 19 thegipial amount of Dollars ($ ).

The Borrower promises to pay interest on the unpaittipal amount thereof from the date hereoflutch principal amount is repaid in ft
at the interest rate and payable on the intergshpat date or dates provided below:

Interest Rate: % per annum (calculated oalses of a year of 360 days for the actual numbdeags elapsed).

Interest Payment Date or Dates:

Both principal and interest are payable in lawfamay of the United States of America to CitibankiANor the account of the Lender at the
office of Citibank, N.A. at One Court Square, Ldstand City, New York 11120, United States of Ansariin same day funds, free and clear
of and without any deduction, with respect to tagge named above, for any and all present andftames, levies, imposts, deductions,
charges or withholdings, and all liabilities wiesspect thereto, excluding any taxes imposed bittied States by means of withholding tax
if and to the extent that such taxes shall befiecéfand shall be applicable, on the date hereqgiayments to be made by the Borrower
hereon.

This Promissory Note is one of the B Notes refetoeith, and is entitled to the benefits of, the &a¥ Loan and Guaranty Agreement dated as
of October 26, 1995 (the "5-Year Agreement") amBiMy Companies, the Lender and certain other lerultges thereto, and Citibank, N.A.,
as Agent for the Lender and such other lenders.5Hfiear Agreement, among other things, containgipians for acceleration of the

maturity hereof upon the happening of certain dtatents.

The Borrower hereby waives presentment, demandggirand notice of any kind. No failure to exercesed no delay in exercising, any rig
hereunder on the part of the holder hereof shatate as a waiver of such rights.
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This Promissory Note shall be governed by, andtcoed in accordance with, the laws of the Statd@# York, United States.

[Name of Borrower]

By:
Title:
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GUARANTY
(Only for B Notes issues by a Borrower other thivh ®ompanies)

SECTION 1. Guaranty. The undersigned, PHILIP MORRISMPANIES INC., a Virginia corporation (the "Guatar"), hereby
unconditionally and irrevocably guarantees the pualgayment when due of all obligations of the®arer under the above Promissory N
(the "Note") (such obligations being the "Obligatt), and any and all expenses (including couressd ind expenses) incurred by the holder
of the Note in enforcing any rights under the Nat¢his Guaranty.

SECTION 2. Guaranty Absolute. The Guarantor guaesithat the Obligations will be paid strictly ttardance with the terms of the Note,
regardless of any law, rule, regulation or ordew o hereafter in effect in any jurisdiction affiegt any of such terms or the rights of the
holder of the Note with respect thereto. The ligpdf the Guarantor under this Guaranty shall beotute and unconditional irrespective of
any law of validity, enforceability or genuinenegshe Note or any other agreement or instrumdating thereto; (ii) any change in the time,
manner or place of payment of, or in any other tefnall or any of the Obligations, or any othereamdment or waiver of or any consent to
departure from the Note; (iii) any exchange, redeasnon-perfection of any collateral, or any reear amendment or waiver of or consent to
departure from any other guaranty, for all or ahthe Obligations; or (iv) any other circumstanceieth might otherwise constitute a defense
available to, or a discharge of, the Borrower guarantor.

This Guaranty shall continue to be effective ordiastated, as the case may be, if at any timepaggnent of any of the Obligations is
rescinded or must otherwise be returned by the ¢eagdon the insolvency, bankruptcy or reorganizatibthe Borrower or otherwise, all as
though such payment has not been made.

SECTION 3. Waiver. (a) The Guarantor hereby wajwesnptness, diligence, notice of acceptance and#rgr notice with respect to any of
the Obligations and this Guaranty and any requirdrii®t the holder of the Note protect, securefggtior insure any security interest or lien
or any property subject thereto or exhaust anyt ighake any action against the Borrower or afmeoperson or entity or any collateral.

(b) The Guarantor hereby irrevocably waives anintdeor other rights that it may now or hereaftequare against the Borrower that arise
from the existence, payment, performance or enfoecd of the Guarantor's obligations under this @ogror this Note; including, without
limitation, the right to take or receive from therBower, directly or indirectly, in cash or otha@operty or by set-off or in any other manner,
payment or security on account of such claim, rgnwdight. If any amount shall be paid to the Gurdor in violation of the preceding
sentence at any time prior to the cash payment

Philip Morris $8 billion, 5 year Facility 107900M¥ L3



in full of the Obligations, such amount shall bédha trust for the benefit of the holder of thieté and shall forthwith be paid to the holde
this Note to be credited and applied to the Obiiget and all other amounts payable under this Giyravhether matured or unmatured, in
accordance with the terms of this Note and thisr&nig, or to be held as collateral for any Obligasi or other amounts payable under this
Guaranty thereafter arising. The Guarantor ackndgés that it will receive direct and indirect betsefrom the financing arrangements
contemplated by this Note and this Guaranty antttieawaiver set forth in this subsection is knaylynmade in contemplation of such
benefits.

SECTION 4. Payments Free and Clear of Taxes, Htg.ahd all payments made by the Guarantor heredndbe payee named in the Note
shall be made in accordance with the Note freecteat of and without deduction for any and all présor future taxes, levies, imposts,
deductions, charges or withholdings, and all litib8 with respect thereto, excluding taxes impdsgthe United States by means of
withholding tax if and to the extent that such taghall be in effect and shall be applicable, endate hereof, to payments to be made by the
Guarantor herein.

SECTION 5. No Waiver. No failure to exercise, amddelay in exercising, any right hereunder on thet pf the holder of the Note shall
operate as a waiver of such rights; nor shall amyle or partial exercise of any right hereundeecfude any other or further exercise thereof
or the exercise of any other right. The remediesih@rovided are cumulative and not exclusiverof emedies provided by law.

SECTION 6. Continuous Guaranty; Transfer of NoteisTGuaranty is a continuing guaranty and shalig(ijain in full force and effect until
payment in full of the Obligations and all other@mts payable under this Guaranty,

(i) be binding upon the Guarantor, its successoisassigns, and (iii) inure to the benefit of Aedenforceable by the Lender and its
successors, transferees and assigns. Withoutrigrtitie generality of the foregoing clause (iiig trender may assign or otherwise transfe
Note to any other person or entity, and such gbleeson or entity shall thereupon become vested allitine rights in respect thereof gran
to the Lender herein or otherwise.
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This Guaranty shall be governed by, and constmedcordance with, the laws of the State of NewkYbnited States.

IN WITNESS WHEREOF, the Guarantor has caused thigrénty to be executed by its officer thereunty @uwithorized on the date first
above written.

PHILIP MORRIS COMPANIES INC.

By:
Title:
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EXHIBIT B-1
NOTICE OF A BORROWING

Citibank, N.A., as Agent

for the Lenders parties

to the 5-Year Agreement

referred to below

One Court Square

Long Island City, New York 11120

[Date]
Attention:
Gentlemen:

The undersigned, Philip Morris Companies Inc.,nete the 5-Year Loan and Guaranty Agreement, daseaf October 26, 1995 (the "5-Year
Agreement"”, the terms defined therein being usedihas therein defined), among Philip Morris Comipa Inc., certain lenders parties
thereto and Citibank, N.A., as Agent for said Lasdand hereby gives you notice, irrevocably, pamstio Section 2.02 of the 5-Year
Agreement that the undersigned hereby requestsBoridwing under the 5-Year Agreement, and in tiatnection sets forth below the
information relating to such A Borrowing (the "Poged A Borrowing") as required by Section 2.02fahe 5-Year Agreement:

(i) The Business Day of the Proposed A Borrowing is ,199

(i) The Type of A Advances comprising the PropogeBorrowing is
[Adjusted CD Rate Advances] [Base Rate AdvancestdHollar Rate Advances].

(iii) The aggregate amount of the Proposed A Bomgws $

(iv) The Interest Period for each A Advance madpas of the Proposed A Borrowing is [ days month[s]].

(v) The name of the Borrower is

The undersigned hereby certifies that the follonstagements will be true on the date of the Praph@sBorrowing, before and after giving
effect thereto and to the
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application of the proceeds therefrom: (a) theasentations and warranties contained in Sectidhaf.the 5-Year Agreement (excluding
those contained in subsections (e) and (f) themad) if the Borrower is a subsidiary of PM CompaniSection 9.01(b) of the 5-Year
Agreement are correct on and as of such date aglthmade on and as of such date, (b) no eventdeasred and is continuing, or would
result from the Proposed A Borrowing, which congés an Event of Default or would constitute anri\e Default but for the requirement
that notice be given or time elapse or both, (spith Proposed A Borrowing is in an aggregate grai@mount equal to or greater than
$500,000,000 and is being made in connection withpaurchase of shares of the Borrower's or the &ar's capital stock or the capital
stock of any other Person, or any purchase ofrallbstantially all of the assets of any Persoreftwr in one transaction or a series of
transactions) or any transaction of the type refkto in Section 5.02(b) of the 5-Year Agreemédr, statements in (a) and (b) above will be
true and correct after giving effect to such tratisa or purchase, and (d) the aggregate prineipaunt of the Proposed A Borrowing and
other Borrowings to be made on the same day uhees-fYear Agreement is within the applicable unuSethmitments of the Lenders.

Very truly yours,

PHILIP MORRIS COMPANIES INC.

By:

Title:
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EXHIBIT B-2
FORM OF NOTICE OF B BORROWING

Citibank, N.A., as Agent

for the Lenders parties

to the 5-Year Agreement

referred to below

One Court Square

Long Island City, New York 11120

Attention:
Gentlemen:

The undersigned, Philip Morris Companies Inc.,nefe the 5-Year Loan and Guaranty Agreement, daseaf October 26, 1995 (the "5-Year
Agreement”; the terms defined therein being usedihas therein defined), among PM Companies, iceldaders parties thereto (the
"Lenders") and Citibank, N.A., as Agent for the ders, and hereby gives you notice pursuant to @e2t03 of the 5-Year Agreement that
the undersigned hereby requests a B Borrowing uthees-Year Agreement, and in that connectionfeetlk the terms on which such B
Borrowing (the "Proposed B Borrowing") is requestede made:

(A) Date of B Borrowing
(B) Amount of B Borrowing
(C)  Maturity Date

(D) Interest Rate Basis

(E) Interest Payment Date(s) Né&m)e of Borrower

The undersigned hereby certifies that the followstagements will be true on the date of the Prapp@&Borrowing, before and after giving
effect thereto and to the application of the prdsaerefrom: (a) the representations and warmotatained in Section 4.01 of the 5-Year
Agreement and, if the Borrower is a subsidiary Bf @ompanies, Section 9.01(b) of the 5-Year Agreeraes correct on and as of such date
as though made on and as of such date, (b) no basrdccurred and is continuing, or would reswaitfithe Proposed B Borrowing, which
constitutes an Event of Default or would constitaeEvent of Default but for the requirement thatiae be given or time elapse or both, and
(c) the aggregate principal amount of the Propd&s&drrowing and all other Borrowings to be madetlom same day under the 5-Year
Agreement is within the applicable unused Commitisefithe Lenders.
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The undersigned hereby confirms that you are toentlaé Proposed B Borrowing available to us in ata&oce with Section 2.03(a)(v) of the
5-Year Agreement by crediting the amount of thepPsed B Borrowing to [be provided].

Dated: ,19

Very truly yours,
PHILIP MORRIS COMPANIES INC.

By:
Title:
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EXHIBIT C
ASSIGNMENT AND ACCEPTANCE
Dated , 199

Reference is made to the 5-Year Loan and Guaragtgelnent dated as of October 26, 1995 (the "5-Xgagement") among Philip Morris
Companies Inc., a Virginia corporation, the Lendassdefined in the 5-Year Agreement) and Citibahly., as Agent for the Lenders (the
"Agent"). Terms defined in the 5-Year Agreementased herein with the same meaning.

(the "Assignor") and (the "Assignee") agree as follov

1. The Assignor hereby sells and assigns to thegAss, and the Assignee hereby purchases and as$wmethe Assignor, the percentage
interest specified on Schedule 1 hereto in andl {@ther than any B Advances owing to the Assigooany B Notes held by it) of the
Assignor's rights and obligations under the 5-Ya&gireement as of the date hereof (after giving éffe@ny other assignments thereof made
prior to the date hereof, whether or not such assents have become effective, but without givirfga@fto any other assignments thereof
made on the date hereof), including, without litidta, such percentage interest in the Assignorim@iiment and the A Advances owing to
the Assignor.

2. The Assignor (i) represents and warrants thaf #se date hereof its Commitment (after givinfeef to other assignments thereof made
prior to the date hereof, whether or not such assants have become effective, but without givirfga@fto any other assignments thereof
made on the date hereof) is in the dollar amouatifipd as the Assignor's Commitment on Schedulergto and the aggregate outstanding
principal amount of Advances owing to it (afterigiy effect to any other assignments thereof mate fir the date hereof, whether or not
such assignments have become effective, but withigirtg effect to any other assignments thereds aisde on the date hereof) is in the
dollar amount specified as the aggregate outstgrtimcipal amount of Advances owing to the Assigmio Schedule 1 hereto; (ii) represents
and warrants that it is the legal and beneficiahemof the interest being assigned by it hereuaddrthat such interest is free and clear of any
adverse claim;

(iii) makes no representation or warranty and agsuno responsibility with respect to any statememégranties or representations made i

in connection with the 5-Year Agreement or the exien, legality, validity, enforceability, genuiness, sufficiency or value of the 5-Year
Agreement or any other instrument or document &lnedl pursuant thereto; and (iv) makes no reprets@mta warranty and assumes no
responsibility with respect to the financial
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condition of PM Companies or any Borrower or thefgrenance or observance by PM Companies or anyoBanr of any of their obligations
under the 5-Year Agreement or any other instruroediocument furnished pursuant thereto.

3. The Assignee (i) confirms that it has receivedpy of the 5-Year Agreement, together with copiethe financial statements referred to in
Section 4.01 thereof and such other documentsrdadnation as it has deemed appropriate to makentscredit analysis and decision to
enter into this Agreement and Acceptance; (ii) agrhat it will, independently and without reliangson the Agent, the Assignor or any ot
Lender and based on such documents and informasigtrshall deem appropriate at the time, contiouaake its own credit decisions in
taking or not taking action under the 5-Year Agreain(iii) confirms that it is an Eligible Assigne@v) appoints and authorizes the Agent to
take such action as agent on its behalf and taceseesuch powers under the 5-Year Agreement adedegated to the Agent by the terms
thereof, together with such powers as are reasgiratitiental thereto; (v) agrees that it will parfoin accordance with their terms all of the
obligations which by the terms of the 5-Year Agreeirare required to be performed by it as a Lerded] (vi) specifies as its CD Lending
Office, Domestic Lending Office (and address fotices) and Eurodollar Lending Office the offices fegth beneath its name on the signa
pages hereof [and (vii) attaches the forms presdrhy the Internal Revenue Service of the UnitedeStcertifying as to the Assignee's status
for purposes of determining exemption from Uniteat& withholding taxes with respect to all payraaatbe made to the Assignee under the
5-Year Agreement or such other documents as aessary to indicate that all such payments are sutgjesuch rates at a rate reduced by an
applicable tax treaty].*

4. Following the execution of this Assignment anctéptance by the Assignor and the Assignee, itheiltlelivered to the Agent for
acceptance and recording by the Agent. The effectate for this Assignment and Acceptance shatéelate of acceptance thereof by the
Agent, unless otherwise specified on Schedule étbdthe "Effective Date").

5. Upon such acceptance and recording by the Agsrdf the Effective Date, (i) the Assignee shalblparty to the ¥-ear Agreement and,
the extent provided in this Assignment and Accegahave the rights and obligations of a Lendetetieder and (ii) the Assignor shall, to
the extent provided in this Assignment and Accegaanelinquish its rights and be released fronolitégations under the 5-Year Agreement.

* |f the Assignee is organized under the laws pfrasdiction outside the United States.
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6. Upon such acceptance and recording by the Afrem, and after the Effective Date, the Agent shadke all payments under the 5-Year
Agreement in respect of the interest assigned kdirbluding, without limitation, all payments ofipcipal, interest and fees with respect
thereto) to the Assignee. The Assignor and theghgs shall make all appropriate adjustments in paysunder the 5-Year Agreement for
periods prior to the Effective Date directly betwekemselves.

7. This Assignment and Acceptance shall be govebyednd construed in accordance with, the lanth®fState of New York.

IN WITNESS WHEREOF, the parties hereto have catisisdAssignment and Acceptance to be executeddiy spective officers thereur
duly authorized, as of the date first above writgrch execution being made on Schedule 1 hereto.
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Schedule | to Assignment and Acceptance

Dated

Section 1.
Percentage Interest
Section 2.
Assignor's Commitment:
Aggregate Outstanding Principal
Amount of Advances owing to the Assig

Section 3.

Effective Date*:

[NAME O
By:

it
[NAME O
By:

Titl

CD Lend
[Addres
Domesti

(and ad
[Addres

* This date should be no earlier than the datecoéptance by the Agent.
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nor: $

F ASSIGNOR]

%

19

el

F ASSIGNEE]

ing Office:
s]

¢ Lending Office
dress for notices):
s]



Eurodollar Lending Office:
[Address]

Accepted this day
of ,19

CITIBANK, N.A.

By:
Title:
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EXHIBIT D
[Form of Opinion of Counsel for Philip Morris Commpas Inc.]
[Date of initial Borrowing]

To each of the Lenders parties

to the 5-Year Loan and Guaranty Agreement datexd as

October 26, 1995 among

Philip Morris Companies Inc.,

said Lenders and Citibank, N.A., as Agent, anditib&hk, N.A., as Agent

Philip Morris Companies Inc.
Gentlemen:

This opinion is furnished to you pursuant to Set8m1(c) of the 5-Year Loan and Guaranty Agreendaigd as of October 26, 1995 (the "5-
Year Agreement") among Philip Morris Companies [tieM Companies”), the Lenders parties thereto@itidank, N.A., as Agent for said
Lenders. Unless otherwise defined herein, termimeefin the 5-Year Agreement are used herein asithdefined.

We have acted as counsel for PM Companies andh&diaries [, including (the "Borrowelrf, connection with the preparation,
execution and delivery of, and the initial Borrogsimade under, the 5-Year Agreement.

In that connection we have examined:
(1) The 5-Year Agreement.
(2) The documents furnished by PM Companies [aadBitrrower] pursuant to Article 111 of the 5-Yeagfeement.

(3) The [Articles] [Certificate] of Incorporatiorf ®M Companies
[and the Borrower] and all amendments thereto'@earter[s]").

(4) The by-laws of PM Companies [and the Borroveerdl all amendments thereto (the "By-laws").

Philip Morris $8 billion, 5 year Facility 107900M¥ L3



We have also examined the originals, or copiesfieetto our satisfaction, of such corporate resonflPM Companies [and the Borrower],
certificates of public officials and of officers BM Companies [and the Borrower], and agreememssiuiments and documents, as we have
deemed necessary as a basis for the opinions hétegiexpressed. As to questions of fact matesiaglich opinions, we have, when relevant
facts were not independently established by ugdeipon certificates of PM Companies [and the 8war] or their

[respective] officers or of public officials. WeVmassumed the due execution and delivery, pursoahte authorization, of the 5-Year
Agreement by the Lenders parties thereto and trenfAg

Based upon the foregoing and upon such investigatsove have deemed necessary, we are of the fotjaypinion:

1. PM Companies is a corporation duly organizetidlyaexisting and in good standing under the laf¥irginia. [The Borrower is a
corporation duly organized, validly existing andgmod standing under the laws of ]

2. The execution, delivery and performance by PNh@anies of the 5-Year Agreement [and the B Notesjathin PM Companies'
corporate powers,* have been duly authorized byedessary corporate action, and do not contraffetiee Charter[s] or the By-laws or (ii)
any law, rule or regulation applicable to PM Comiparjor the Borrower] (including, without limitatip Regulation X of the Federal Reserve
Board) or (iii) to the best of our knowledge, amntractual or legal restriction binding on or affeg PM Companies [or the Borrower]. The
B Notes have been duly executed and delivered balbef [PM Companies] [the Borrower] [,]

[and] the 5-Year Agreement [has] [and the guarargiedorsed on the B Notes have] been duly exeaumedlelivered on behalf of PM
Companies

[and the Notice of Acceptance of the Borrower hesrbduly executed and delivered on behalf of thedseer].

3. No authorization, approval, or other action dryd no notice to or filing with, any governmentatteority or regulatory body is required for
the due execution, delivery and performance by Rivh@anies of the 5-Year Agreement [or the B Notes}lie guaranties endorsed on the B
Notes] [or by the Borrower of its Notice of Accepta or the B Notes to be executed and deliverdtsdirehalf].

* |f a subsidiary is the Borrower, "The executidielivery and performance by PM Companies of theearYAgreement [and the guaranties
endorsed on the B Notes], and by the Borrowersoittice of Acceptance [and the B Notes], are wifPM Companies' and the Borrower's
corporate powers".
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4. The 5-Year Agreement is the legal, valid andlirig obligation of PM Companies enforceable agatdtCompanies in accordance with
its terms. [The B Notes issued on the date hewrud fhe guaranties endorsed thereon] are the hagjal,and binding obligations of [PM
Companies]

[the Borrower] [the Borrower and PM Companies, egsively,] enforceable against [PM Companies] Boerower] [the Borrower and PM
Companies, respectively,] in accordance with thespective terms.]

5. Except as disclosed in the Form 10-K of Philipri& for the fiscal year ended December 31, 1884, in its quarterly report on Form {p-
for the quarter ended June 30, 1995, there ihigdést of our knowledge, no pending or threatewéidn or proceeding against PM
Companies [or the Borrower] or any of [its] [thesgbsidiaries before any court, governmental ageneybitrator which is likely to have a
material adverse effect upon the financial conditio operations of PM Companies and its subsidideken as a whole.

6. PM Companies directly or indirectly owns 100%tuf capital stock of [the Borrower and of] Philifforris.
The opinions set forth above are subject to thewehg qualifications:

(a) Our opinion in paragraph 4 above is subjethéoeffect of any applicable bankruptcy, insolveneprganization, moratorium or similar
law affecting creditors' rights generally.

(b) Our opinion in paragraph 4 above is subjethéeffect of general principles of equity (regasdl of whether such enforceability is
considered in a proceeding in equity or at law).

Very truly yours,
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EXHIBIT E
[Form of Opinion of Special Counsel for the Agent]
[Date of initial Borrowing]

To the Banks listed on
Exhibit A hereto and
to Citibank, N.A.,

as Agent

Philip Morris Companies Inc.
Gentlemen:

We have acted as special New York counsel to Gikibl.A., acting for itself and as Agent, in contiec with the preparation, execution and
delivery of, and the initial Borrowing made undie 5-Year Loan and Guaranty Agreement dated &xtifber 26, 1995 (the "5-Year
Agreement") among Philip Morris Companies Inc. aadh of you. Unless otherwise defined herein, tetefimed in the 5-Year Agreement
are used herein as therein defined.

In that connection, we have examined the followdoguments:
(1) A counterpart of the 5-Year Agreement, execligéach of the parties thereto.

(2) The documents furnished pursuant to Articleoflthe 5¥Year Agreement and listed on Exhibit B hereto,udahg the opinion of Hunton
Williams, counsel for PM Companies and its subsid&a

In our examination of the documents referred tovabwe have assumed the authenticity of all suduch@nts submitted to us as originals,
the genuineness of all signatures, the due auyhairthe parties executing such documents, anddhé&rmity to the originals of all such
documents submitted to us as copies. We have stsored that each of the Banks parties to the 5-Xgaement and the Agent has duly
executed and delivered, with all necessary powedraathority (corporate and otherwise), the 5-Yegre&ment.

To the extent that our opinions expressed belowli®/conclusions as to the matters set forth iagaphs 1, 2, 3 and 6 of the above-
mentioned opinion of Hunton & Williams, we have @sed without independent investigation the corressrof the matters set forth in such
paragraphs, our opinion being subject to the assany qualifications and limitations set forthsach opinion of Hunton & Williams with
respect thereto.
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Based upon the foregoing examination of documamisassumptions and upon such other investigatioveasave deemed necessary, we are
of the following opinion:

1. The 5Year Agreement is, and the guaranties endorsetdeB Notes when delivered under the Loan Agreeméhbe, the legal, valid ar
binding obligation of PM Companies enforceable agaPM Companies in accordance with its terms.

2. The B Notes of [PM Companies] | (Berrower"), if any, issued on the date hereoftheelegal, valid and binding
obligations of [PM Companies] [the Borrower] enfeable against [PM Companies] [the Borrower] in adaace with their respective terms.

Our opinions in paragraphs 1 and 2 above are sutigj¢lee following qualifications:

(a) Our opinions in paragraphs 1 and 2 above djestto the effect of general principles of equitgluding (without limitation) concepts of
materiality, reasonableness, good faith and faatidg (regardless of whether considered in a priogein equity or at law). Further, pursui
to such equitable principles, (i) Section 8.02h& bYear Agreement, which Section provides that ther@utar's liability thereunder shall r
be affected by changes in or amendments to theas-Xgreement, and (ii) Section 2 of the guaranyoesed on the B Notes, which Section
provides that the Guarantor's liability thereunstell not be affected by changes in or amendmerttsetB Notes, might be enforceable only
to the extent that such changes or amendmentsneés® material as to constitute a new contractrantioe parties.

(b) Our opinions in paragraphs 1 and 2 above a@slbject to the effect of any applicable bankayphsolvency, reorganization,
moratorium or similar laws affecting creditors'hig generally.

(c) Our opinions expressed above are limited tddiweof the State of New York and the Federal ldwthe United States, and we do not
express any opinion herein concerning any other V&ithout limiting the generality of the foregoinge express no opinion as to the effec
the law of any jurisdiction other
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than the State of New York wherein any Lender mayoloated or wherein enforcement of the 5-Year Agrent or the B Notes may be
sought which limits the rates of interest legaliyageable or collectible.

Very truly yours,
SHEARMAN & STERLING
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EXHIBIT A

to the Opinion dated , 1995 oadhan & Sterling

Banks
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EXHIBIT B

to the Opinion dated , 1995 oadhan & Sterling

Documents
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EXHIBIT F
NOTICE OF ACCEPTANCE
Dated ,199

The undersigned, ,a corporation and a subsidiary of R¥hanies (as defined below)
(the "Subsidiary"), hereby:

1. Confirms that this Notice of Acceptance is bailejvered pursuant to Section 9.01 of that ceffalfear Loan and Guaranty Agreement
dated as of October 26, 1995 (the "5-Year Agreetnains defined therein being used herein withsidime meaning), among Philip Morris
Companies Inc. ("PM Companies"), the lenders pattiereto (the "Lenders™) and Citibank, N.A., asrdador the Lenders (the "Agent").

2. States that the Subsidiary desires to becorBoadwer" under the Agreement and agrees to bedbyrihe terms and provisions of the 5-
Year Agreement as a "Borrower" thereunder.

3. Represents and warrants as follows:

(a) The Subsidiary is a corporation duly organizedidly existing and in good standing under thedaof

(b) The execution, delivery and performance byShbsidiary of the B Notes, if any, executed andvdetd and to be executed and delivered
by it, the 5-Year Agreement and this Notice of Auteece are within the Subsidiary's corporate powerge been duly authorized by all
necessary corporate action, and do not contravene

(i) the Subsidiary's charter or by-laws or (ii) daw, rule, regulation or order of any court or govmental agency or any contractual
restriction binding on or affecting the Subsidiary.

(c) No authorization or approval or other action &yd no notice to or filing with, any governmerdathority or regulatory body is required
for the due execution, delivery and performancéhieySubsidiary of the B Notes executed and delirared to be executed and delivered by
it, the 5-Year Agreement or this Notice of Acceptan

(d) The 5-Year Agreement is, and the B Notes ohstbsidiary if delivered under the 5-Year Agreetweii be, the legal, valid and binding
obligations of the Subsidiary enforceable against3ubsidiary in accordance with their terms, sttlifethe effect of any applicable
bankruptcy,
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insolvency, reorganization, moratorium or similawlaffecting creditors' rights generally and to ¢fffect of general principles of equity
(regardless of whether such enforceability is adesd in a proceeding in equity or at law).

(e) There is no pending or threatened action ocgeding affecting the Subsidiary or any of its &libsies before any court, governmental
agency or arbitrator which purports to affect tbgdlity, validity or enforceability of the 5-Yeaigfeement or any Note.

(f) PM Companies owns directly or indirectly 1009dtoe capital stock of the Subsidiary.

4. Delivers with this Notice of Acceptance an opmbf counsel for PM Companies, pursuant to Se&ioa(b) of the Agreement, in the form
of Schedule 1 hereto.

[(Name of Borrower)]

By
Title:

The undersigned, as Guarantor under the Agreeinergby confirms and agrees to the foregoing Naifokcceptance pursuant to Section
9.01(a) of the Agreement.

PHILIP MORRIS COMPANIES INC.
By:
Title:

Philip Morris $8 billion, 5 year Facility 107900M¥ L3



Schedule 1 to Notice of Acceptance
[OPINION OF COUNSEL FOR PM COMPANIES]
[Date of Notice of Acceptance]

To each of the Lenders parties
to the 5-Year Loan and Guaranty Agreement datexd @stober 26, 1995 among Philip Morris Companies,|said Lenders and Citibank,
N.A., as Agent, and to Citibank, N.A., as Ag

Philip Morris Companies Inc.
Gentlemen:

This opinion is furnished to you pursuant to Set8x01(b) of the 5-Year Loan and Guaranty Agreepated as of October 26, 1995 (the "5-
Year Agreement"), among Philip Morris Companies [iEM Companies"), the Lenders parties thereto@itidank, N.A., as Agent for said
Lenders. Unless otherwise defined herein, termisi@efin the 5-Year Agreement are used herein asithdefined.

We have acted as counsel for PM Companies andbsidiary, (the "Subsidiary"), in conneetwith the preparation, execution and
delivery of the Notice of Acceptance by the Sulmiglidelivered pursuant to Section 9.01 of the 5¢¥agaeement.

In that connection, we have examined the 5-YeaeAgrent, the B Notes, if any, to be executed andated by the Subsidiary and such
other agreements, instruments and documents asveedeemed necessary as a basis for the opinioasseal below. As to questions of fact
material to such opinion, we have, when relevattisfavere not independently established by us,delpon certificates of PM Companies ¢
the Subsidiary or their respective officers or oblic officials. We have assumed the due execuimhdelivery, pursuant to due
authorization, of the-Year Agreement by the Lenders parties thereto aad\gent.



Based upon the foregoing and upon such investigatsove have deemed necessary, we are of the opidabthe 5-Year Agrement is, and
the B Notes of the Subsidiary if delivered under BaYear Agreement will be, the legal, valid anddiang obligations of the Subsidiary
enforceable against the Subsidiary in accordantietiveir respective terms, subject to the effearf applicable bankruptcy, insolvency,
reorganization, moratorium or similar law affecticrgditors' rights generally and to the effect efigral principles of equity, including
(without limitation) concepts of materiality, reamdleness, good faith and fair dealing (regardiésehether such enforceability is conside
in a proceeding in equity or at law).

Very truly yours,



EXHIBIT 10.24
Philip Morris Companies Inc.

1992 Compensation Plan For Non-Employee Directors

(as amended, and in effect, November 29, 1995)
SECTION 1. Purposes; Definitions.

The purposes of the Plan are (i) to assist the @omm promoting a greater identity of intereswimtn the Company's non-employee
directors and its shareholders; and (ii) to asksiCompany in attracting and retaining non-empayieectors by affording Participants an
opportunity to share in the future successes o€ir@pany. In addition, in accordance with Revenubng 71-419, 1971-2 C.B. 220, the
Plan is intended to afford any or all non-emplogligectors of the Company the option to defer tloei of all or part of their Compensation
until such future date as they may elect pursuatii¢ terms and conditions of the Plan.

For purposes of the Plan, the following terms a#éned as set forth below:

a. "Account" means an unfunded deferred compemsatioount established by the Company pursuanet®#ferred Fee Program, consisi
of one or more Subaccounts established in accoedaiibh Section 3.2.2.

b. "Allocation Date" means any date on which an amoepresenting all or a part of a Participantsn@ensation is to be credited to his or
her Account pursuant to an effective deferral &ectThe Allocation Date for the Retainer Fee shalthe first day of each calendar quarter
and for Meeting Fees shall be the first day ofrttumth following the meeting.

c. "Beneficiary” means any person or entity dediggh@s such in a current Election Form. If themneoivalid designation or if no designated
Beneficiary survives the Participant, the Benefigia the Participant's estate.

d. "Board" means the Board of Directors of the Camp
e. "Code" means the Internal Revenue Code of 1@&8&mended from time to time.
f. "Common Stock" means the common stock, $1 phareyaf the Company.

g. "Company" means Philip Morris Companies Incogoration organized under the laws of the Comneaith of Virginia, or any
successor corporation.

h. "Compensation" means the sum of the RetaineaRddéhe Meeting Fees payable by the Company to Raricipant but shall not include
any additional amount paid to a chairman of a coemifor additional service



i. "Date of Grant" means May 1 of each year (beigigMay 1, 1992 and ending May 1, 2001) on whictegahares of Common Stock will
be awarded in accordance with Section 4.

j. "Deferred Amount” means the amount (determired percentage of the Retainer Fee and the Meégieg) subject to a current defe
election.

k. "Deferred Fee Program" means the provisions@flan that permit Participants to defer all at patheir Compensation.
. "Disability" means permanent and total disapiis determined under procedures established bydhaed for purposes of the Plan.

m. "Distribution Date" means the date designated Participant in accordance with Sections 3.4dL3a4.2 for the commencement of
payment of amounts credited to his or her Account.

n. "Election Date" means the date an Election Fsrreceived by the Secretary of the Company.
0. "Election Form" means a valid Deferred Fee Pangmhitial Election Form or Modified Election Forpnoperly completed and signed.

p. "ERISA" means the Employee Retirement IncomeuigcAct of 1974, as amended from time to timeg #me rules and regulations
thereunder.

g. "Exchange Act" means the Securities ExchangeoAt034, as from time to time amended.

r. "Extraordinary Distribution Request Date" meéms date an Extraordinary Distribution Request Frmeceived by the Secretary of the
Company.

s. "Extraordinary Distribution Request Form" metres Deferred Fee Program Extraordinary DistributReguest Form properly completed
and executed by a Participant or Beneficiary whehes to request an extraordinary distribution obamts credited to his or her Account in
accordance with

Section 3.4.3.

t. "Fair Market Value" means, as of any given d#dte,mean of the highest and lowest reported gaiess of the Common Stock as reported
in the principal consolidated transaction reporsggtem with respect to securities listed or additb trading on The New York Stock
Exchange.
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u. "Fund" means any one of the investment vehicle@ghich the trust fund established under the taggseement, as amended from time to
time, entered into by the Company in connectiotnhe Profit-Sharing Plan, is invested.

v. "Meeting Fees" means the portion of a PartidisaDompensation that is based upon his or handatee at Board meetings and meetings
of committees of the Board.

w. "Participant” means a member of the Board whisfsas the requirements of Section 2 and a DineEtoeritus. For purposes of the
Deferred Fee Program only, a Participant shall mslude a person who was, but is no longer, a negrabthe Board as long as an Accoul
being maintained for his or her benefit.

aa. "Plan" means the Philip Morris Companies 18821Compensation Plan for Non- Employee Directors.
bb. "Profit-Sharing Plan" means the Philip MorriefBxrred Profit-Sharing Plan, effective as of Jandarl956, as amended from time to time.

cc. "Retainer Fee" means the portion of a PartitlpaCompensation that is fixed and paid withogtrd to his or her attendance at meetings,
but shall not include amounts credited to a Padict's account under the Philip Morris Companies $tock Unit Plan for Non-Employee
Directors.

dd. "Retired Participant" means a person who isar@articipant who had amounts credited to hiseorlecount under the Former Plan as of
April 1, 1992.

ee. "Subaccount” means one of the bookkeeping atxestablished within each Participant's Acconmtdcordance with Section 3.2.2.
ff. "Transfer Election Date" means the date sethfon a Transfer Form.
gg. "Transfer Form" means a valid Deferred Fee Rimglransfer Election Form completed and signed Bwrticipant or Beneficiary.

hh. "Trustee" means the trustee administering thelF
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SECTION 2. Eligibility.

Each member of the Board who is not a full-time ype of the Company (or any corporation in which €ompany owns, directly or
indirectly, stock possessing at least (50%) oftthal combined voting power of all classes of stenkitled to vote in the election of directors
in such corporation) shall be eligible to receimeaavard in accordance with Section 4. In additeach Participant shall be eligible to
participate in the Deferred Fee Program.

SECTION 3. Deferred Fee Program.
3.1 Participation.
3.1.1 Deferral Elections.

A Participant may make a deferral election wittpees to all or a part of his or her Compensatiohd@arned and payable thereafter by
completing and executing an Election Form and sttbgiit to the Secretary of the Company. Any defkelection relating to Retainer Fees
shall be in integral multiples of twenty-five pent€25%) of the Retainer Fee. Any deferral eletioglating to Meeting Fees shall be one
hundred percent (100%) of each Meeting Fee.

In accordance with the terms of the Plan, the Eipgnt shall indicate on the Election Form:

a. the percentage of the Retainer Fee that heeowisies to defer and whether Meeting Fees are teferred;
b. the Distribution Date;

c. whether distributions are to be in a lump sumnstallments or a combination thereof;

d. the Participant's Beneficiary or Beneficiariasd

e. the Subaccounts to which the Deferred Amouttt i allocated.

A deferral election shall become effective withpest to a Participant's Retainer Fee accruing drefter the first day of the calendar quarter
(and payable on the first day of the second calegdarter) following the Election Date. A deferedéction shall become effective with
respect to a Participant's Meeting Fees accruingnomafter the first day of the calendar monthofelhg the Election Date. A deferral elect
shall remain
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in effect with respect to all future Compensatiatilla new deferral election made by the Participaraccordance with Section 3.1.2 or
Section 3.1.3 becomes effective.

3.1.2 Change of Deferral Election.

A Participant may change his or her deferral edectiith respect to Compensation to be earned ayabfmthereafter by completing and
executing a Modified Election Form and submittintpithe Secretary of the Company. A change teceimse the amount of future
Compensation to be deferred shall become effeutitrerespect to a Participant's Retainer Fee aggran and after the first day of the
calendar quarter (and payable on the first dap@ftecond calendar quarter) following the Elecbate. A change to defer Meeting Fees ¢
become effective with respect to a Participant'&fitg Fees accruing on and after the first dayefdalendar month following the Election
Date. Subject to Section 3.1.3, a change to deerthasamount of future Compensation to be defeshedl become effective with respect to
Compensation accruing on and after the later afgijuary 1 (and, with respect to Retainer Feeslpayn April 1) of the year following the
Election Date or (ii) the first day of the secorademdar quarter (and, with respect to Retainer,Fegsable on the first day of the third
calendar quarter) following the Election Date. Nittstanding the foregoing, to the extent any suwmge of a deferral election affects
Subaccount D, it shall not become effective uhtl first day of the calendar month that is at lsastnonths after the Election Date. Any
amount credited to a Participant's Account priosuoh effective date will continue to be subjedtt® provisions of the Participant's last valid
Election Form.

3.1.3 Cessation of Deferrals.

A Participant may cease to defer future Compensatioghe Deferred Fee Program by completing andtiay a Modified Election Form,

and submitting it to the Secretary of the Compayelection by a Participant to cease deferrathéDeferred Fee Program shall become
effective with respect to Compensation accruingoafter the later of (i) January 1 (and, with msto Retainer Fees, payable on April 1) of
the year following the Election Date or (ii) thestiday of the second calendar quarter (and, \egpect to Retainer Fees, payable on the first
day of the third calendar quarter) following the&lon Date; provided, however that to the exteshselection affects Subaccount D, it shall
not become effective until the first day of theezalar month that is at least six months after feetl&n Date. Any amounts credited to a
Participant's Account prior to such effective datk continue to be subject to the provisions of harticipant's last valid Election Form.

3.1.4 Beneficiary Election Modification.

A Participant shall be permitted at any time to moHis or her Beneficiary election, effective dtloe Election Date, by completing and
executing a Modified Election Form and submittintpithe Secretary of the Company.
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3.2 Investments.
3.2.1 Accounts.

The Company shall establish an Account for eactidjaant and for each Beneficiary to whom instalimdistributions are being made. On
each Allocation Date, the Company shall allocateach Participant's Account an amount equal tothiger Deferred Amount.

3.2.2 Subaccounts.

The Company shall establish within each Accountam@ore Subaccounts, which shall be credited @éttmings and charged with losses, if
any, on the same basis as the corresponding Fartlde ame may change from time to time, undePthét-Sharing Plan; as of the date
hereof, the Subaccounts are, respectively:

Subaccount A - a bookkeeping account whose valak Isé based on a theoretical investment in the OlSigations Fund of the Profit-
Sharing Plan.

Subaccount B - a bookkeeping account whose valaié st based on a theoretical investment in thatizdudex Fund of the Profit-Sharing
Plan.

Subaccount C - a bookkeeping account whose vakitlshbased on a theoretical investment in therést Income Fund of the Profit-
Sharing Plan.

Subaccount D - a bookkeeping account whose valaié st based on a theoretical investment in thé@PMiorris Stock Fund of the Profit-
Sharing Plan.

Subaccount E - effective January 1, 1996, a bogkkgeaccount whose value shall be based on a ttiealrenvestment in the Balanced Fund
of the Profit- Sharing Plan.

Subaccount F - effective January 1, 1996, a bogkkgeaccount whose value shall be based on a thearivestment in the International
Equity Fund of the Profit-Sharing Plan.

Subaccount G - effective January 1, 1996 a bookkgegrcount whose value shall be based on a thealrgtvestment in the Growth Equity
Fund of the Profit-Sharing Plan.

To the extent additional funds are provided unterRrofit-Sharing Plan, the Senior Vice Presiddiitiman Resources and Administration of
the Company is authorized to establish correspagn8iitbaccounts under the Plan.
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Subject to the provisions of Sections 3.2.3 and43@h each Allocation Date, each Participant'saSabunts shall be credited with an amount
equal to the Deferred Amount designated by theiddaaint for allocation to such Subaccounts. EadbaSaoount shall be credited with
earnings and charged with losses as if the amaliotsated thereto had been invested in the correlpg Fund.

The value of any Subaccount at any relevant tinadl ble determined as if all amounts credited tleeheid been invested in the corresponding
Fund.

3.2.3 Investment Directions.

In connection with his or her initial deferral eien, each Participant shall make an investmertation on his or her Initial Election Form
with respect to the portion of such Participantgddred Amount that is to be allocated to a Subactny apportionment of Deferred
Amounts (and of increases or decreases in Defémmealints) among the Subaccounts shall be in integtdiiples of one percent (1%). An
investment direction shall become effective withpect to any Subaccount, other than Subaccoum Eheofirst day of the calendar month
following the Election Date. An investment directishall become effective with respect to SubaccBuon the first day of the calendar
month that occurs six months after the relevanttitia Date. All investment directions shall be woeable and shall remain in effect with
respect to all future Deferred Amounts until a neevocable investment direction made by the Pipditt in accordance with Section 3.2.4
becomes effective.

3.2.4 New Investment Directions.

A Participant may make a new investment directidth wespect to his or her Deferred Amount only bynpleting and executing a Modified
Election Form and submitting it to the Secretaryhef Company. A new investment direction shall nee@ffective with respect to any
Subaccount, other than Subaccount D on the firsbflthe calendar month following the Election Dakenew investment direction shall
become effective with respect to Subaccount D erfitet day of the calendar month that is at Isastmonths after the Election Date.

3.2.5 Investment Transfers.

A Participant or a Beneficiary (after the deathtaf Participant may transfer to one or more difiefubaccounts all or a part (not less than
one percent (1%)) of the amounts credited to a &damt by completing and executing a Transfer Faneh submitting it to the Secretary of
the Company. Any transfer of amounts among Subatspather than a transfer to or from Subaccouby @ Participant who, at the time of
requesting the transfer, is subject to Sectionfiie@Exchange Act, shall become effective on et lay of the calendar month following
Transfer Election Date.
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Any transfer to or from Subaccount D requested pgraon who, at the time of requesting the transfesubject to Section 16 of the
Exchange Act shall become effective on the first ofethe calendar month that is at least six moafter the Transfer Election Date.

3.3 [Intentionally Omitted]
3.4 Distributions.
3.4.1 Distribution Elections.

Each Participant shall designate on his or hertileé-orm one of the following dates as a DistribatDate with respect to amounts credited
to his or her Account thereafter:

a. the first day of the calendar month following thate of the Participant's death;

b. the first day of the calendar month following tthate of the Participant's Disability;

c. the first day of the calendar month following tihate of termination of the Participant's ser@s@ member of the Board,;
d. the first day of a calendar month specifiedh®y Participant which is at least six months atterElection Date; or

e. the earliest to occur of a, b, c or d.

A Distribution Date election shall become effectorethe Election Date.

A Participant may request on his or her Electiomirthat distributions from his or her Account bed®aén (i) a lump sum, (ii) no more than
one-hundred eighty (180) monthly, sixty (60) quayter fifteen (15) annual installments or (iiicambination of (i) and (ii). Each installment
shall be determined by dividing the Account balabgéhe number of remaining installments. If a Rgant receives a distribution from a
Subaccount on an installment basis, amounts renmgainisuch Subaccount before payment shall contmaecrue earnings and incur losses
in accordance with the terms of

Section 3.2.2. Except as stated in the next papaged! distributions shall be made to the Paraip

If the Distribution Date is the first day of the nib following the Participant's death or a fixededahich in fact occurs after the Participant's
death or if at the time of death the Participans weceiving distributions in installments, the Ingk&aremaining in the Participant's Account
shall be payable to his or her Beneficiaries asm#t on the
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Participant's current Election Form or Forms. Uffmdeath of a Beneficiary who is receiving disttibns in installments, the balance
remaining in the Account of the Beneficiary shalfmyable to his or her estate without interest.

All distributions to Beneficiaries shall be in arip sum, without interest, except when the DistitruDate is the first day of the month
following the Participant's death and the currdetton Form or Forms specify installment payments.

All distributions shall be paid in cash and, excapprovided in
Section 3.4.3, shall be deemed to have been mandedach Subaccount pro rata.

3.4.2 Modified Distribution Elections.

A Participant may modify his or her election aPistribution Date and distribution form with respéz Compensation to be earned and
payable thereafter by completing and executing difiedl Election Form and submitting it to the Searg of the Company. No more than «
such modification shall be permitted. Any modifidgstribution Date or distribution form election $hisecome effective on the Election De

3.4.3 Extraordinary Distributions.

Notwithstanding the foregoing, a Participant or 8fégiary (after the death of the Participant) maguest an extraordinary distribution of
or part of the amount credited to his or her Ace¢dagtause of hardship. A distribution shall be degmo be "because of hardship" if such
distribution is necessary to alleviate or satisfyimmediate and heavy financial need of the Padici.

A request for an extraordinary distribution shalrhade by completing and executing an ExtraordiBésiribution Request Form and
submitting it to the Secretary of the Company.edtraordinary distributions shall be subject torappl by the Board.

The Extraordinary Distribution Request Form shadlicate:

a. the amount to be distributed from the Account;

b. the Subaccount(s) from which the distributiotoibe made; and
c. the "hardship" requiring the distribution.

The amount of any extraordinary distribution simait exceed the amount determined by the Board tedpgred to meet the immediate
financial need of the applicant.
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An extraordinary distribution shall be made witkpect to amounts credited to each Subaccount, titherSubaccount D if the recipient is
then subject to Section 16 of the Exchange Actthadextraordinary distribution is not incident ke trecipient's ceasing to be a member o
Board, on the first day of the calendar month rietkbwing approval of the extraordinary distributioequest by the Board. An extraordinary
distribution, not incident to the Participant's sieg to be a member of the Board, requested bytaipant who is then subject to Section 16
of the Exchange Act shall commence with respeantounts credited to Subaccount D on the first daliecalendar month that is at least
months following the Extraordinary Distribution Rexst Date or, if later, the first day of the cal@ndhonth following approval of the
extraordinary distribution request by the Board.

SECTION 4. Share Distribution.
4.1 Awards.

Each Participant who is not a Director Emeritus wh@ was not on January 1, 1990 a full- time emgéogf the Company or any corporation
in which the Company owned, directly or indirecinck possessing at least (50%) of the total antéhg voting power of all classes of st
entitled to vote in the election of directors o€kicorporation shall be awarded on each Date ofitGhat number of full shares of Common
Stock equal to the lesser of (i) four hundred (48Q(i) that number having an aggregate Fair Makkaue on such Date of Grant nearest to
but not exceeding one hundred percent (100%) oR#tainer Fee payable for the twelve-month periwdireg on the preceding April 30
(exclusive of the value of the Common Stock reagivg such Participant pursuant to the Plan).

4.2 Vesting of Shares.

The shares of Common Stock awarded pursuant tBl#rewill be immediately vested and nonforfeital¥abject to the requirements of
Section 4.5, the shares awarded under the Plamotdye sold or transferred until six months after Date of Grant.

4.3 Shareholder Rights.

On each Date of Grant, a Participant shall havthaltights of a shareholder with respect to shaf€ommon Stock awarded under the Plan
on such date. Accordingly, the Participant willdrgitled to vote the shares and receive dividends.

4.4 Shares Authorized.

Up to 200,000 shares of Common Stock may be awardddr the Plan. In the event of any merger, skarhange, reorganization,
consolidation, recapitalization, stock dividenacst split or other change in corporate structufecting the Common Stock, appropriate
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substitutions or adjustments shall be made to (igof Section 4.1 and in the aggregate numberkamd of shares reserved for issuance ul
the Plan.

4.5 Regulatory Restrictions.

All certificates for shares of Common Stock or etbecurities delivered under the Plan shall beesulip such stock transfer orders and other
restrictions as the Company may deem advisablerdhdeules, regulations and other requirementea®Company, any stock exchange u
which the Common Stock is then listed and any apple Federal, state or foreign securities law,thedCompany may cause a legend or
legends to be put on any such certificates to napigeopriate reference to such restrictions.

SECTION 5. General Provisions.
5.1 Unfunded Plan.

It is intended that the Plan constitute an "unfutiddan for deferred compensation. The Company adkiorize the creation of trusts or ot
arrangements to meet the obligations created uhdd®lan; provided, however, that, unless the Caompgherwise determines, the existence
of such trusts or other arrangements is consistihtthe "unfunded" status of the Plan. Any liayilof the Company to any person with
respect to any grant under the Plan shall be bsaslety upon any contractual obligations that magfeated pursuant to the Plan. No such
obligation of the Company shall be deemed to barsekcby any pledge of, or other encumbrance onpanyerty of the Company.

5.2 Rules of Construction.

Headings are given to the sections of the Plarysatea convenience to facilitate reference. Tleremce to any statute, regulation, or other
provision of law shall be construed to refer to anyendment to or successor of such provision of law

5.3 Withholding.

No later than the date as of which an amount fiestomes includible in the gross income of the Bipdit for Federal income tax purpo:
with respect to any participation under the Plae,Rarticipant shall pay to the Company, or makengements satisfactory to the Company
regarding the payment of, any Federal, state, loctdreign taxes of any kind required by law toviighheld with respect to such amount.

5.4 Amendment.

The Plan may be amended by the Board, but no amamidshall be made that would impair prior Commarcktawards or the rights of a
Participant to his or her Account without his
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or her consent. Notwithstanding the foregoing, i8act.1 shall not be amended more than once eweryanths, unless such amendment is
required because of changes in the Code or ERIsAddlition, no amendment may become effective shéireholder approval is obtained if
the amendment (i) except as expressly providelarPlan, increases the aggregate number of shia@esramon Stock that may be awarded
under the Plan, (ii) materially increases the bigmatcruing to Participants under the Plan oy ffiiodifies the eligibility requirements for
participation in the Plan.

5.5 Duration of Plan.

No Common Stock awards will be made pursuant tdi@ed after May 1, 2001 or at any time at whichrthare insufficient shares

Common Stock authorized under the Plan for suchrégavd@here shall be no time limitation with respecthe Deferred Fee Program. The
Board may terminate the Plan at any time, by aptsaction. Upon termination of the Plan, amouhén credited to each Account shall be
paid in accordance with the Distribution Electibern governing such Account or as otherwise providegkction 3.4.1.

5.6 Assignability.

No Participant or Beneficiary shall have the rightissign, pledge or otherwise transfer any paysrenivhich such Participant or Benefici
may be entitled under the Plan other than by wilbpthe laws of descent and distribution or punsia a "qualified domestic relations
order" (as defined by Title | of ERISA).

5.7 Construction.

The Plan shall be construed and interpreted inrdaoee with Virginia law. The Plan is intended dwmnstrued so that participation in the
Plan will be exempt from Section 16(b) of the Exufpa Act pursuant to regulations and interpretatissised from time to time by the
Securities and Exchange Commission.
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EXHIBIT 10.25
Philip Morris Companies Inc.

Unit Plan For Incumbent Non-Employee Directors

(November 29, 1995)
SECTION 1. Introduction

The Philip Morris Companies Inc. Unit Plan for Imebent Non-Employee Directors provides for a Stockt Account, an Equity Index
Account and an Interest Income Account for eaclitmzent Director, the value of which will be paidtb@ Incumbent Director or, in the case
of his or her death, a Beneficiary, upon such Inoemnt Director's ceasing to be a Director after dand, 1996.

SECTION 2. Definitions
For purposes of the Plan, the following terms a#éned as set forth below:

a. "Account” means the Stock Unit Account, the Bglidex Account or the Interest Income Account] &Accounts” means more than one
of the Accounts.

b. "Beneficiary" means any person or entity dedigth@s such in a current Beneficiary Designatiomon file with the Corporate Secretary
of the Company. If there is no valid designatiornf o designated Beneficiary survives the Partiaip the Beneficiary is the Participant's
estate.

c. "Beneficiary Designation Form" means a Plan Beray Designation Form properly completed ancheid.
d. "Board" means the Board of Directors of the Camp
e. "Common Stock" means the common stock, $1 daeyaf the Company.

f. "Company" means Philip Morris Companies Inccogporation organized under the laws of the Comneaith of Virginia, or any succes:
corporation.

g. "Director" means a person serving on the Board.
h. "Distribution Election Form" means a Plan Distition and Special Transfer Election Form propedsnpleted and signed.

i. "Equity Index Account" means the unfunded defdrcompensation account established by the Compaagcordance with Section 3 of t
Plan.

j- "Equity Index Fund" means the Equity Index Fuidhe Profi-Sharing

Plan.



k. "ERISA" means the Employee Retirement IncomeuigcAct of 1974, as amended from time to timeg #me rules and regulations
thereunder.

. "Interest Income Account” means the unfundedefl compensation account established by the Quyripaaccordance with Section 3 of
the Plan.

m. "Interest Income Fund" means the Interest Incboma of the Profit-Sharing Plan.

n. "Incumbent Director" means a Director on Jandar¥996 who is not entitled to receive a pensiosimilar benefit from the Company or
any corporation in which the Company owns, or gttime owned, directly or indirectly, stock possegsat least fifty percent (50%) of the
total combined voting power of all classes of steokitled to vote; provided, however, if an IncumbBirector is eligible for a Pension
Allowance (as defined in the Pension Plan) if helw ceases to be a Director, he or she waivesiehBcember 20, 1995, his or her right to
such Pension Allowance.

O. "Participant” means an Incumbent Director, apeson who was, but is no longer, serving on tbar& as long as an Account is being
maintained for his or her benefit.

p. "Pension Plan" means the Pension Plan for Qireaif Philip Morris Companies Inc.

g. "Philip Morris Stock Fund" means the Philip MerBtock Fund of the Profit-Sharing Plan.

r. "Plan" means the Philip Morris Companies Incit@an for Incumbent Non- Employee Directors.

s. "Profit-Sharing Plan" means the Philip Morrisf@eed Profit-Sharing Plan, effective as of Janugr§956, as amended from time to time.
t. "Stock Unit" means a notional entry that is #ygiivalent of one share of Common Stock.

u. "Stock Unit Account" means the unfunded defemeahpensation account established by the Compaagdordance with Section 3 of the
Plan.

SECTION 3. Accounts

On January 1, 1996, the Company shall establisihek®Init Account for each Incumbent Director ahalscredit thereto a number of Stock
Units equal to that resulting from a theoreticaleistment of $ on December 29, 1995 irHilg Morris Stock Fund; provided,
however, if, before December 20, 1995, a Direchadlhave



elected to credit an amount, not in excess of $ in the aggregate, to one or both of the Equiex Account and the Interest Income

Account, the Company shall establish for each $nchmbent Director on January 1, 1996 such Accoumtise amounts specified and shall
credit to a Stock Unit Account for such Incumbeirelbtor that number of Stock Units equal to thautiéng from a theoretical investment on
December 29, 1995 in the Philip Morris Stock Fuhé o , less the amounts credited to such étbeounts.

The Stock Unit Account shall be a bookkeeping antethose value shall be based on a theoreticastment in the Philip Morris Stock
Fund.

The Equity Index Account shall be a bookkeepingoaot whose value shall be based on a theoretieastment in the Equity Index Fund of
the Profit-Sharing Plan.

The Interest Income Account shall be a bookkeepampunt whose value shall be based on a theoréticzdtment in the Interest Income
Fund of the Profit-Sharing Plan.

Each Account shall be credited with earnings aradgéd with losses, if any, on the same basis asditesponding Fund, as the same may be
changed from time to time, under the Profit-Shaian. The value of any Account at any relevanetshall be determined as if all amounts
credited thereto had been invested in the correlipgriFund.

Except as provided in Section 4 below, no transifell be permitted among Accounts.
SECTION 4. Distribution and Special Transfer Elewati

Unless the Participant has filed a Distributiondfilen Form with the Corporate Secretary of the Camypno later than one year and one day
preceding the date he or she ceases to be a DirdwtdParticipant's Accounts shall be distributed lump sum on the first day of the second
month following the date the Participant ceasdseta Director.

A Participant may file a Distribution Election Formhich shall be irrevocable, providing that distrion from his or her Accounts may be
made

(i) in no more than one-hundred eighty (180) montkixty (60) quarterly or fifteen (15) annual ialétnents or (ii) in a combination of a lump
sum and installments. The first such payment $leathade on the first day of the second month fatigithe date the participant ceases to be
a Director. Each installment shall be determinedipiding the sum of the Account balances by theber of remaining installments. If a
Participant is receiving distributions in installntg, the Accounts shall continue to accrue earnamgsincur losses in accordance with Sec

3.

A Participant who elects a distribution in instadinis shall be entitled to make a special investrakeation on his or her Distribution Election
Form pursuant to which
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transfers from the Participant's Stock Unit Accowiltbe made, effective the first day of the sedononth following the date the Participant
ceases to be a Director, to an Equity Index Accoumn Interest Income Account or both.

If a distribution occurs by reason of the Particfgdeath or, if at the time of death, the Partint was receiving distributions in installments,
the balance remaining in the Participant's Accoahtdl be payable to his or her Beneficiaries.didkributions to Beneficiaries shall be in a
lump sum, without interest.

All distributions shall be paid in cash.
SECTION 5. Beneficiary Designation

A Participant may at any time file a Beneficiarydiination Form with the Corporate Secretary ofGloepany. Such Beneficiary
Designation Form may be revoked or modified attmg by filing a new Beneficiary Designation Form.

SECTION 6. General Provisions
6.1 Unfunded Plan.

It is intended that the Plan constitute an "unfuliddan for deferred compensation. The Company adkiorize the creation of trusts or ot
arrangements to meet the obligations created uhddPlan; provided, however, that, unless the Cappgherwise determines, the existence
of such trusts or other arrangements is consistihtthe "unfunded” status of the Plan. Any liayilof the Company to any person with
respect to any grant under the Plan shall be bsslety upon any contractual obligations that magieated pursuant to the Plan. No such
obligation of the Company shall be deemed to barsekcby any pledge of, or other encumbrance onpanyerty of the Company.

6.2 Rules of Construction.

Headings are given to the sections of the Plarysatea convenience to facilitate reference. Tleremce to any statute, regulation, or other
provision of law shall be construed to refer to anyendment to or successor of such provision of law

6.3 Withholding.

No later than the date as of which an amount fiestomes includible in the gross income of the Bipdint or Beneficiary for Federal incor
tax purposes with respect to any participation utige Plan, the Participant or Beneficiary shail fmthe Company, or make arrangements
satisfactory to the Company regarding the paymgrary Federal,

-4-



state, local or foreign taxes of any kind requingdaw to be withheld with respect to such amount.
6.4 Amendment.

The Plan may be amended by the Board, but no amemtdshall be made that would impair the rights Biaticipant to his or her Accounts
without his or her consent.

6.5 Duration of Plan.

There shall be no time limitation with respecthie Plan. The Board may terminate the Plan at amg.tUpon terminatian of the Plan,
amounts credited to each Account shall be disteidbit accordance with the Distribution Electionfapplicable to each such Account or as
otherwise provided in

Section 4.

6.6 Assignability.

No Participant or Beneficiary shall have the righaissign, pledge or otherwise transfer any paysnenivhich such Participant or Benefici:
may be entitled under the Plan other than by wilbpthe laws of descent and distribution or punsta a "qualified domestic relations
order" (as defined by Title | of ERISA).

6.7 Construction.
The Plan shall be construed and interpreted inrdec@e with Virginia law.
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INITIAL ELECTION FORM
Philip Morris Companies Inc.
Unit Plan for Non-Employee Directors

(THIS FORM, DULY COMPLETED AND SIGNED, MUST BE REGEED
BY THE CORPORATE SECRETARY OF PHILIP MORRIS COMPANI ES INC.

BEFORE DECEMBER 20, 1995)
THIS ELECTION IS IRREVOCABLE
To: The Corporate Secretary of Philip Morris Comiparinc.

In accordance with the terms of the Philip Morrisn@panies Inc. Unit Plan for Non-Employee Directghe "Plan"), | am making the
following election. Capitalized terms used in tfian have the meanings assigned by the Plan.

| hereby elect to have the amount of $ allxtto the following Accounts:
$ Stock Unit Account (notlessthan$ )
$ Equity Index Account
$ Interest Income Account
$

| UNDERSTAND THAT THIS ELECTION IS IRREVOCABLE ANDIHAT, EXCEPT IN CONNECTION WITH MY CEASING TO BE A
DIRECTOR, | CANNOT MAKE TRANSFERS AMONG THE ACCOUNS.

| acknowledge receipt of a copy of the Plan.

Dated:

(Signature)

(Print Name)

(Social Security Numbe



DISTRIBUTION AND SPECIAL TRANSFER ELECTION FORM
Philip Morris Companies Inc.
Unit Plan for Incumbent Non-Employee Directors

THIS FORM, DULY COMPLETED AND SIGNED, MUST BE RECEED BY THE CORPORATE SECRETARY OF PHILIP MORRIS
COMPANIES INC. AT LEAST ONE YEAR AND ONE DAY BEFOREHE PARTICIPANT CEASES TO BE A DIRECTOR.

To: The Corporate Secretary of Philip Morris Comiparninc.

In accordance with the terms of the Philip Morrisn@panies Inc. Unit Plan for Incumbent Non-Emplofpeeectors (the "Plan"), | am making
the following elections. Capitalized terms usedhiis form have the meanings assigned by the Plan.

THIS DISTRIBUTION ELECTION IS IRREVOCABLE.
| hereby elect to have my Accounts paid as follows:

(Check and complete only one of A or B.)

A. In (insert not more t han 180 monthly, 60
quarterly or 15 annual) installments comme ncing the first day of
the second month following my ceasing to b e a Director;

or
B. % in a lump sum upon the first day of the second month

following my ceasing to be a Director and

% in (insert not mor e than 180 monthly, 60
quarterly or 15 annual) installments comme ncing the first day of

the second month following my ceasing to be a Diec
THIS SPECIAL TRANSFER ELECTION IS IRREVOCABLE.
Effective the second day of the month following ogasing to be a Director, make the following trarsfrom my Stock Unit Account
% to an Equity Index Account

% to an Interest Income Accoun



| UNDERSTAND THAT THE ELECTIONS MADE ABOVE ARE IRRE VOCABLE.
I acknowledge receipt of a copy of the Plan.

Dated:

(Signature)

(Print Name)

(Social Security Number)
_2-
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Exhibit 10.26

EMPLOYEE GRANTOR TRUST ENROLLMENT AGREEMENT

This agreement, made the day of , 1995, between

[Executive] (the "Employee"), the person, if anywhom the Employee is legally married (the "Emgley Spouse"), and Philip Morris
Companies Inc., ("Philip Morris") and those subaitdis of Philip Morris, if any, that have also extal this agreement (collectively, the
"Company"),

INTRODUCTION

The Company has established and maintains thepRNdiris Benefit Equalization Plan, Philip MorrisiSivor Income Benefit Equalization
Plan, Philip Morris Supplemental Management Empbsy®&etirement Plan, [and] Kraft Foods SupplemeBgalefits Plan, [and (name of any
other relevant supplemental retirement arrangehé&h8 "Supplemental Plans"), which are designegrtwide benefits supplemental to th
provided under the tax-qualified retirement plarsntained by the Company (the "Qualified Plansfje Employee is entitled to certain
benefits under one or more of the SupplementalsPlan

The Employee and the Company desire to enter ngoAtgreement pursuant to which the Employee dirdee Company to deposit certain
cash compensation payments on behalf of the Emeldiyectly into a grantor trust to be established maintained by the Employee, which
amounts will be in lieu of benefits payable undex Supplemental Plans;
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In consideration of their mutual undertakings, @@npany, the Employee, and the Employee's Spouse ag follows:

|. Establishment and Maintenance of Grantor Trust

1.1 The Employee agrees to establish and maintairmevocable grantor trust (the "Trust") in therfoattached hereto as Exhibit A for the
purpose of receiving and holding the cash depasitde pursuant to this Agreement and any interesth@r earnings on the outstanding
balances in the Trust.

1.2 The Employee and the Employee's Spouse agaethdy will not contribute any additional fundstie Trust and will withdraw funds
only in accordance with the terms of the SupplemldPians, except to the extent that Trust withdia\aee necessary to pay taxes on Trust
earnings or cash deposits.

Il. Payments to Trust

2.1 The Company agrees to make available to thedyme $[insert sum of trust contribution and taympants] (the "Funding Payment"), as
of [month, day, year] and the Employee directsGoenpany to (a) deduct federal, state and localnmecand employment taxes from the
Funding Payment and remit such taxes to the apigtepauthorities; and (b) pay the remainder ofRbeding Payment into the Trust in cash.

2.2 The Company may, from time to time, make abééldo the Employee additional funding paymentsessthe Employee terminates this
Agreement pursuant to Section 7.2 prior to the thmeh additional funding payments are to be pamtime Trust, the Employee directs the
Company to (a) deduct federal, state and localnmecand employment taxes from such additional
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funding payments and remit such taxes to the apjatepauthorities; and (b) pay the remainder ohsatditional funding payments into the
Trust.

. Distributions from Trust, Benefit Payments

3.1 The Employee and the Employee's Spouse agreariil amounts paid from the Trust including anysTearnings (other than any
amounts distributed to pay taxes on Trust earniglya)l offset the benefits otherwise payable tortlhumder the Supplemental Plans. For
purposes of calculating this offset, the amounéntlise payable under the Supplemental Plans attaeant time to the Employee or his
Beneficiary(ies) will be converted to an after-smount (the "After-Tax Benefit") using the tax asqtions set forth in Exhibit B. The
amount of any Trust distribution shall offset tiecunt of the After-Tax Benefit and shall dischatige Company's liability to the Employee,
the Employee's Spouse and his Beneficiary(ied)aektent of the corresponding pre-tax benefitrtlse payable under the Supplemental
Plans.

3.2 If the amount of the Trust distribution is I¢isan the Afterfax Benefit, the difference between the amounhefTrust distribution and tl
After-Tax Benefit shall be converted to a pre-tenoaint (the "Additional Pre-Tax Benefit") based be tax assumptions set forth in Exhibit
B, and the Company shall pay an amount equal té¢tuitional Pre-Tax Benefit to the Employee or Beneficiary(ies), from the Company's
general assets in satisfaction of the Company'siréng obligations under the Supplemental Plans.
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3.3 The Employee and the Employee's Spouse unddratal agree that to the extent funds in the Taxestlistributed to either of them in
amounts greater than, or at times earlier tharsetftontemplated by the benefit payment provisidriseoSupplemental Plans and by Sections
3.1 and 3.2 hereof,

(a) the offsets against any amounts otherwise payatier the Supplemental Plans will be calculatetie manner set forth in Section 6.1 as
if the amounts so distributed had remained in thesfl accumulated earnings, and been distributétegiroper time; and (b) such offsets will
discharge the Company's liability in the same maaseset forth in such Section 6.1.

IV. Tax Payments With Respect to Trust Earnings

The Company may make payments on behalf of the &rapl (or his Beneficiary(ies)) to tax authoritiepay the federal, state and local
income taxes with respect to any earnings of thesfland any income and employment taxes as a gfshé Company's payment of the
Employee's taxes under this Article 1V. To the extihat the Company does not make payments suffi¢ising the assumptions set forth in
Exhibit B) to pay such taxes, Trust income willdistributed to provide any additional amounts reegiifor such purpose.

V. Appointment of Philip Morris as Agent

5.1 The Employee appoints Philip Morris and suais@es as may be designated to act on behalf apPdrris as his duly authorized agent
for the following purposes: (a) providing, in acdance with the duties of the "Administrator”" asfeeth in the form of Trust Agreement
attached as Exhibit A, investment
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guidelines and other information and directionhe trustee of the Trust;
(b) removing the trustee and appointing a succdssstee of the Trust; (c) examining the books mwbrds of the Trust; and (d) amending
and terminating the Trust.

5.2 The Employee's appointment of Philip Morrihesagent is based on the Employee's specialangstonfidence in Philip Morris and its
management. In the event of a Change of Contralééined in Section 8.5) of Philip Morris, the Emmpée (or, if applicable, his Beneficiary
(ies)) may remove Philip Morris (or its success® the duly authorized agent for purposes of aagrgut the actions set forth in Section 5.1
by delivering to both Philip Morris (or its successand the trustee of the Trust, within any pedtwvo days, written notice of such remoy
The trustee shall not be required to verify that¢hhas been a Change of Control of Philip Momig shall be entitled to rely upon the
Employee's notice of removal unless Philip Morrievides to the trustee (within 10 days following thustee's receipt of the notice of
removal from the Employee) written notice certifyithat no Change of Control has occurred. Fromadied the date on which Philip Morris
(or its successor) ceases to serve as the dulprized agent, the offsets against the Companylgatiins to the Employee and the
Employee's Spouse or Beneficiary(ies) under thepapental Plans shall be determined by assuming

(a) that the value of Trust assets last reportethéyrustee to Philip Morris (or its successoippto such date is accumulated with earning
the rate specified in the second sentence of Se6tib(treating the immediately preceding
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December as the date for determining such rateji@ntiat all subsequent distributions from thesErccur at the proper times and in the
proper amounts.

VI. Attachment of Trust Assets

6.1 The Employee understands and agrees that vt all or a portion of the funds in the Trust attached by court order or other legal
process or are otherwise alienated, the offsehagany amounts otherwise payable under the SugpleinPlans will be calculated as if the
amount so alienated remained in the Trust, hadmaglaied with earnings at the same rate as amouatsctually remain in the Trust, was
distributed at the proper time, and was or is toffget against benefits otherwise payable fromShpplemental Plans before any remaining
Trust assets were or are distributed. To the exkexttfor any calendar year or portion thereof s&ess remain in the Trust, the amounts so
alienated shall be deemed to earn interest atrthesd interest rate on 30-year Treasury seculfiighin the meaning of Internal Revenue
Code section 417(e)(3)) for the month of Decembecgding the first year in which no assets remaihé Trust, reduced by estimated
federal, state and local income taxes on the deemaedngs using the tax assumptions set forth mili#xB. The Employee agrees that the
value of any amounts so alienated, and the earmiiragsvould have accumulated thereon, shall beebégainst a like amount of After-Tax
Benefit, and shall discharge the Company's ligbititthe Employee to the extent of the correspangire-tax benefit
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otherwise payable to the Employee or his Benefj¢ias) under the Supplemental Plans.

6.2 The Employee's Spouse understands and agegeshtiuld any amounts under the Trust be assigniedrtunder a domestic relations ol

or otherwise, the offset against any amounts otisergayable under the Supplemental Plans will brutzted in the manner set forth in
Section 6.1 as if the amount so alienated had regddn the Trust, accumulated earnings, and bestritdited at the proper time. The
Employee's Spouse agrees that if she also claititearent to benefits under the Supplemental PlHresyalue of the amount alienated under
the Trust, and the earnings that would have accatedithereon absent such alienation, shall betaftsgEnst a like amount of After-Tax
Benefit, and shall discharge the Company's liabibtthe Employee and the Employee's Spouse textent of the corresponding pre-tax
benefit otherwise payable to the Employee or th@leyee's Spouse under the Supplemental Plans.

VII. Termination
7.1 This Enrollment Agreement shall terminate 3gsdafter the date the Trust terminates.

7.2 Notwithstanding the above, during the lifetioighe Employee, this Enroliment Agreement maydyentnated at any time by the
Company or the Employee by providing 30 days writtetice to all parties. Any such termination sloglérate on a prospective basis only
and shall not operate to release the funds alriatihe Trust or to otherwise alter the applicatidithe terms of this Enroliment Agreement to
such funds.
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VIIl. Miscellaneous

8.1 Nothing in this Agreement shall be construeddifer upon the Employee the right to continuthenemployment of the Company, or to
require the Company to continue the employmenthefEmployee.

8.2 This Agreement shall be binding upon and inartae benefit of the Company, it successors asigjas and the Employee or his
Beneficiary(ies) and the Employee's Spouse and liedis, executors, other successors in interdstjrastrators, and legal representatives.

8.3 The validity and interpretation of this Agreerhshall be governed by the laws of the State of Nerk.

8.4 The Employee's Beneficiary(ies) shall be deiteeohin accordance with the terms of the trust eguent pursuant to which the Trust is
maintained.

8.5 Change of Control. For the purpose of this &grent, a "Change of Control" shall mean:

(a) The acquisition by any individual, entity oogp (within the meaning of Section 13(d)(3) of 142) of the Securities Exchange Act of
1934, as amended (the "Exchange Act")) (a "Persafiieneficial ownership (within the meaning of Rd3d-3 promulgated under the
Exchange Act) of 20% or more of either (i) the tloenstanding shares of common stock of Philip Moftte "Outstanding Company
Common Stock") or (ii) the combined voting powettloé then outstanding voting securities of Philipriis entitled to vote generally in the
election of directors (the "Outstanding Companyik@iSecurities"); provided, however,

-8



that the following acquisitions shall not consttat Change of Control:

(i) any acquisition directly from Philip Morris;i{iany acquisition by Philip Morris, (iii) any acigition by any employee benefit plan (or
related trust) sponsored or maintained by Philipldamr any corporation controlled by Philip Moras (iv) any acquisition by any
corporation pursuant to a transaction which conmspléh clauses (i), (ii) and (iii) of subsection

(c) of this Section 8.5; or

(b) Individuals who, as of the date hereof, contgithe Board (the "Incumbent Board") cease forraagon to constitute at least a majority of
the Board; provided, however, that any individuatdming a director subsequent to the date hereo$evhlection, or nomination for election
by Philip Morris's shareholders, was approved bgta of at least a majority of the directors themerising the Incumbent Board shall be
considered as though such individual were a membire Incumbent Board, but excluding, for thisgse, any such individual whose ini
assumption of office occurs as a result of an dctuthreatened election contest with respect éoetlection or removal of directors or other
actual or threatened solicitation of proxies orsmmts by or on behalf of a Person other than tleed@r

(c) Approval by the shareholders of Philip Morrfsaoreorganization, merger, share exchange or ¢idason (a "Business Combination™), in
each case, unless, following such Business Combmdf) all or substantially all of the individusabhnd entities who were the beneficial
owners,
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respectively, of the Outstanding Company CommomwlSémd Outstanding Company Voting Securities immedly prior to such Business
Combination beneficially own, directly or indiregtimore than 80% of, respectively, the then outiite;mshares of common stock and the
combined voting power of the then outstanding \@8ecurities entitled to vote generally in the #tecof directors, as the case may be, o
corporation resulting from such Business Combimaincluding, without limitation, a corporation vdhi as a result of such transaction owns
the Company through one or more subsidiaries) lastsuntially the same proportions as their ownegshimediately prior to such Business
Combination of the Outstanding Company Common Sgoak Outstanding Company Voting Securities, as#dse may be, or (i) no Person
(excluding any employee benefit plan (or relatedtyror Philip Morris or such corporation resultingm such Business Combination)
beneficially owns, directly or indirectly, 20% orone of, respectively, the then outstanding shafesmmon stock of the corporation
resulting from such Business Combination or the lmioed voting power of the then outstanding votiagwsities of such corporation excep
the extent that such ownership existed prior taBthsiness Combination and (iii) at least a majaoitghe members of the board of director
the corporation resulting from such Business Coumtiidm were members of the Incumbent Board at the tf the execution of the initial
agreement, or of the action of the Board, providorgsuch Business Combination; or

(d) Approval by the shareholders of Philip Morrigip a complete liquidation or dissolution of HpiMorris or (ii)
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the sale or other disposition of all or substalytiall of the assets of Philip Morris, other thanat corporation, with respect to which following
such sale or other disposition, (A) more than 8@%aeaspectively, the then outstanding shares ofmomstock of such corporation and the
combined voting power of the then outstanding \@8acurities of such corporation entitled to vateayally in the election of directors is
then beneficially owned, directly or indirectly, bil or substantially all of the individuals anctities who were the beneficial owners,
respectively, of the Outstanding Company CommomwkSamd Outstanding Company Voting Securities immdly prior to such sale or other
disposition in substantially the same proportiohasr ownership, immediately prior to such sal®threr disposition, of the Outstanding
Company Common Stock and Outstanding Company V@&eayrities, as the case may be, (B) less thandIpBéspectively, the then
outstanding shares of common stock of such corporand the combined voting power of the then aumiding voting securities of such
corporation entitled to vote generally in the dlatiof directors is then beneficially owned, ditgar indirectly, by any Person (excluding ¢
employee benefit plan (or related trust) of Phiprris or such corporation), except to the extéat such Person owned 20% or more of the
Outstanding Company Common Stock or Outstandingf2ay Voting Securities prior to the sale or disposiand (C) at least a majority of
the members of the board of directors of such aatpm were members of the Incumbent Board atithe bf the execution of the initial
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agreement, or of the action of the Board, providorgsuch sale or other disposition of assets dffPkorris or were elected, appointed or
nominated by the Board; or

(e) the entry of an order for relief against PhMprris issued pursuant to any chapter of the Wn&ates Bankruptcy Code, as amended.
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IN WITNESS WHEREOF, the Employee, the Employee'suSp, [and] Philip Morris [and Subsidiary] have sdithis Agreement to be
executed as of the day and year first above written

Attest:
Sign ature of Employee
Attest:
Sign ature of Employee's Spouse
Attest:
Phil ip Morris Companies Inc.
By:
Attest: [Sub sidiary]
By:
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EXHIBIT B

Tax Assumptions

Federal income tax rate: the highest marginal Fadiecome tax rate as adjusted for the Federal a@exduof state and local taxes and the
phase out of Federal deductions under currentdawsg adjusted under any subsequently enactedasipnidvisions of the Internal Revenue
Code).

State income tax rate: the highest adjusted mdrgiate income tax rate based on the Employe@&npeficiary's state of residence.
Local income tax rate: the highest adjusted maftdital income tax rate based on the EmployeeBemeficiary's locality of residence.

Exceptions: While the Employee is actively employbeé state and local tax rate assumptions usddtesmine the appropriate deduction
from a Funding Payment for state and local taxed,the appropriate amount of such taxes on Compayents to provide for the taxes due
on earnings of the Trust, will generally be basedr® Employee's work location rather than hisderste. With respect to New York City t:
however, status as a non-resident will be takemactount.
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EXHIBIT A
EMPLOYEE GRANTOR TRUST AGREEMENT

THIS TRUST AGREEMENT made the day of , 1995 between [EXECUTIVEABR]
(hereinafter called the Grantor) and MORGAN GUARANTRUST COMPANY OF NEW YORK (hereinafter called theustee),

WITNESSETHTHAT:

WHEREAS, the Grantor desires to establish and ragrat trust (hereinafter referred to as the "TFRustd") to hold certain cash payments
actually or constructively received by the Grarntolieu of certain future payments the Grantor vabotherwise be entitled to receive from
Philip Morris Companies Inc. (hereinafter refertesgingularly as "Philip Morris") or its subsidias (Philip Morris and its subsidiaries being
collectively hereinafter referred to as the "Cormipal) pursuant to the terms of the nonqualifiedpdeimental benefit plans specified in
Schedule A annexed hereto (hereinafter referred the Plans); and

WHEREAS, the Grantor has entered into certain agests with the Companies specifying the manneresiteht to which amounts he will
receive as payments from the Trust Fund reducpakiments he would otherwise be entitled to recpivsuant to the terms of the Plans or
from other arrangements with the Companies; and
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WHEREAS, the Grantor has appointed Philip Morrigutb as his agent in connection with certain mafpertaining to the administration of
the Trust Fund,;

NOW, THEREFORE, in consideration of the premises @wvenants herein contained, the Grantor herebyeys and assigns to the Trusi
and the successors or assigns of the Trusteeyuthet dollars ($ ), &leeipt of which is hereby
acknowledged by the Trustee, to have and to ha@ld#id sum together with any additions thereto uperfollowing express trust and with
the powers, authorities and discretions hereinafteferred:

ARTICLE |
Introduction
I. (1). Name. This agreement and the trust hergitleaced may be
referred to as the "[Executive's Name] Employeen@nmaTrust.”
I. (2). The Trust Fund. The "Trust Fund" as at date means all property then held by the Trusteleuthis agreement.
I. (3). Status of the Trust. The trust shall bevocable until such time as the Grantor (or, ingbent of the Grantor's death, the Grantor's
Beneficiaries, as defined in Section VI. (8). bel@amd the Administrator provide written certifiGatito the Trustee that all obligations of the

Companies to the Grantor and his Beneficiaries Iheen satisfied. The trust is intended to
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constitute a grantor trust under which the Graigtdreated as grantor and owner pursuant to Sexc@@t - 678 of the Internal Revenue Code
of 1986, as amended, and shall be construed aogtydNeither the Companies nor any person othem the Grantor and, in the event of the
Grantor's death, the Grantor's Beneficiaries, hadltustee acting as such, have any right, titiaterest in the assets of the Trust Fund.

l. (4). The Administrator. Philip Morris shall bleet "Administrator" for purposes of this Trust am@l have certain powers, rights and duties
under this agreement as described below; providat] Philip Morris may from time to time designateerson or persons to act as the
Administrator on its behalf or to carry out certdimties of the Administrator. Philip Morris will géy to the Trustee from time to time the
person or persons authorized to act on behalf dipf¥orris as the Administrator. The Trustee majyron the latest certificate received
without further inquiry or verification. Notwithstaling any provision herein, in the event of a ChlmafyControl of Philip Morris (as defined
in the most recently executed Employee GrantortTEasollment Agreement entered into by Philip Msraind the Grantor), the Grantor may
remove Philip Morris (or its successor) and anyigiese of Philip Morris as Administrator by delivagito both Philip Morris (or its
successor) and the Trustee within any period ofdeys written notice of such removal. The Trustey nely upon any notice of
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removal received from the Grantor without furtheguiry or verification, unless Philip Morris (osisuccessor) provides to the Trustee (w
10 days following the Trustee's receipt of the cetf removal from the Grantor) written notice ifgitig that no change in control has
occurred. In the event the Grantor removes Philgrrid as Administrator, the Grantor shall appoistuacessor Administrator, who may be
the Grantor, a committee of persons including th@n@r, or such other person or persons as shadidsnably acceptable to the Trustee,
shall notify the Trustee of the appointment. Infsagent, the Grantor shall also have the authtwitfrom time to time, remove the person or
persons so appointed and appoint such other pergoersons as shall be reasonably acceptable frtistee.

I. (5). Acceptance. The Trustee accepts the datidsobligations of the "Trustee" hereunder, agreescept funds delivered to it on behalf of
the Grantor, and agrees to hold such funds (angheoeeds from the investment of such funds) isttiuaccordance with this agreement;
provided that the Trustee reserves the right terdehe whether to accept the transfer of any ptgmeher than cash proposed to be
transferred to it.
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ARTICLE II

Distribution of the Trust Fund

II. (1). The Trustee shall hold, manage, invest @idvest the Trust Fund, shall collect the incahexefrom and, after deducting all proper
charges, shall pay or apply to or for the bendfthe Grantor (or, in the event of the Grantor'atethe Grantor's Beneficiaries) so much,
including all, of the net income and principal b&tTrust Fund as is set forth in a schedule of magsmprovided to the Trustee by the
Administrator. The Administrator shall be respotesitor providing the Trustee with all necessarymfation as to the Grantor's current
address, beneficiary designations, and the forwhich and time at which payments are to be made.Trhstee shall incur no liability to the
Grantor or any other person interested in the Trusid for any action or any omission in reliancemumformation provided by the
Administrator.

II. (2). The Trustee shall also distribute to the@or at least annually such amount(s), if anyhasAdministrator may certify to the Trustee
is (are) necessary to pay tax obligations of then@m resulting from earnings on the Trust Funéf@mn additional amounts actually or
constructively received by the Grantor from the @amies and contributed to the Trust Fund.

. (3). All income not so paid or applied shall @ecumulated and added to principal of the TrusidFu
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II. (4). This trust shall terminate on the firstdiness day of the Trustee following the date nir{@8) days after receipt by the Trustee of
written certification by the Grantor (or in the ewef the Grantor's death, the Grantor's Benefesyrand the Administrator that all obligatic
of the Companies to the Grantor and his Benefesahiave been satisfied, at which time the Trudtek sansfer and pay over the principal of
the Trust Fund, together with any undistributecdbme on hand and accrued income, as then constitutbe Grantor, if living, or the
Beneficiaries designated by the Grantor, in thenewéhis death.

ARTICLE 1l

The Trustee

lll. (1). Any corporation resulting from any mergepnversion, reorganization or consolidation taclitany corporation acting as Trustee
hereunder shall be a party, or any corporationhizlvshall be transferred all or substantiallyodilany such corporation's trust business, shall
be the successor of such corporation as Trustesiheéer, without the execution or filing of any nushent or the performance of any further
act and shall have the same powers, authoritieslisodetions as though originally named in thisstrdgreement.

lll. (2). The Trustee may resign by giving nine®d) days' advance written notice to the Grantortard
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Administrator. The Administrator, as agent for Gantor, may remove a Trustee by giving ninety (@8)s advance written notice to the
Trustee and the Grantor. The Administrator may ag@osuccessor Trustee by written notice signethbyAdministrator and delivered to the
Trustee and the Grantor (or, in the event of then@r's death, his Beneficiaries). If a successost€e is not appointed within ninety (90)
days of the Trustee's resignation, the Trusteeapaly to a court of competent jurisdiction for tggpointment of a successor.

lll. (3). The Trustee shall be entitled to such pemsation for its services in any fiduciary capabhgreunder as the Administrator, as ager
the Grantor, or the Grantor, and the Trustee may fime to time agree, including minimum fees additonal compensation for special
investments and services, notwithstanding that stiphlated compensation shall be greater thanmthwatin effect or than that provided from
time to time under applicable law, and such comatimis and reimbursement for reasonable expensedmpgid at any time without court
approval. Such compensation shall be paid fromTtist Fund to the extent that it is not paid by Altgninistrator or the Grantor.

[ll. (4). No bond or other security shall be regdirof any trustee in any jurisdiction, whethertfog faithful performance of duties, to secure
payment of commissions in advance or otherwise ifamdtwithstanding
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this express direction, any such bond or secuniji e required by any law, statute or rule ofrtono surety shall be required thereon.

ARTICLE IV

Trustee Reporting

IV. (1). The Trustee shall furnish the Administrageth statements of transactions in the trust statements of the market value of the Trust
Fund at least monthly, and the Administrator arel@mantor with a statement of trust investmentkiging the market value thereof at least
annually. The failure of both the Grantor and tldmnistrator to object to any matter containedunlsstatements by written notice signec
either the Grantor or the Administrator within rtiyn€90) days after receipt of the same shall ctutstithe Grantor's assent to such statements
and shall be final and binding as to all matterstaimed in such statements upon the Grantor, theididtrator as agent for the Grantor, and
all persons, whether or not in being, interestetthéTrust Fund. In addition, the Grantor may exeeurelease, with or without an account,
approving the administration of the trust. A rekeahall discharge the Trustee from any accountglaifid liability to the Grantor, the

Grantor's legal representatives, or any personsthen or not in being, interested in the Trust Fuwrith the same effect as if the account of
the Trustee were judicially settled and allowed.
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IV. (2). The Trustee shall also furnish the Admirasor or the Grantor with such other informatietating to the actual or estimated income
of the Trust Fund, including the character of sindome, and to estimated taxes resulting from suobme as the Trustee and the
Administrator may from time to time agree is neaeg®r desirable to assure appropriate reportimgpayment of taxes by or on behalf of
Grantor.

IV. (3). The Grantor and the Administrator, or sygrsons as may be designated by them, shall atraayupon five days' advance written
notice to the Trustee have the right to examineindithe normal business hours of the Trusteehadks and records of the Trustee pertaining
to the Trust Fund.

ARTICLE V

Investment and Administrative Authority

V. (1). In addition to any powers conferred by ldkae Trustee shall have the following powers, arities and discretions with respect to any
property, real or personal, at any time held urashgr provision hereof and may exercise the samesuih and absolute discretion and with
the order or approval of any court, and the Graiminds that such powers, authorities and disimst{including the following) be construed
in the broadest possible manner:

(a) To retain any such property without regardch® firoportion any such property or similar propéwjd may bear to the entire amount held
and without any
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obligation to diversify the same, whether or n& siame is of the kind in which fiduciaries are autted by law or any rule of court to invest
funds;

(b) To sell any such property upon such terms amdiicions as may be deemed advisable, at publicieate sale, for cash or on credit for
such period of time as may be deemed advisablgartly for cash and partly on credit, and with dthout security, without obligation to "te
the market" by soliciting offers from a third padyto obtain an appraisal to establish the vateedof; and the purchaser of such property
shall have no obligation to inquire as to the usapplication of the proceeds of sale; to exchaamgeproperty held hereunder upon such ti
and conditions as may be deemed advisable; anditd garranties, guaranties, indemnities or optisitls respect to any of the foregoing
without regard to the duration of any trust or éinye limitation imposed by law;

(c) To invest and reinvest in and to acquire bychase, exchange or otherwise property of any ctearathatsoever, foreign or domestic, or
interests or participations therein, including bgywof illustration and not of limitation: real preqty, mortgages, bonds, notes, debentures,
certificates of deposit, options, puts, calls, &ats, partnerships, common and preferred stocksiitgrcontracts, futures contracts, forward
contracts, short sales and swap contracts, in e whether foreign or domestic and with respefihéincial instruments and any group or
index of securities (or any interest therein bagaoh the value thereof) and in connection theretittieposit any property as collateral with
any agent and to grant security interests in sotlhteral and shares or interests in investmestdrunutual funds or common trust funds
(including without limitation common trust funds miained by a corporate fiduciary and other trastfunds with respect to which the
Trustee or its affiliates acts as investment advis@ustodian or provides other services), withegiard to the proportion any such property
or similar property held may bear to the entire antdeld and without any obligation to diversifyhether or not the same is of the kind in
which fiduciaries are authorized by law or any rofeourt to invest funds;

(d) To participate in and to consent to any planeofganization, recapitalization, consolidatiomrger, combination, dissolution, liquidation
or similar plan and any action thereunder, inclgddy way of illustration and not of limitation teceive and retain property under any such
plan whether or not the same is
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of the kind in which fiduciaries are authorizedlaw or any rule of court to invest funds;

(e) To exercise all conversion, subscription, vgptamd other rights of whatsoever nature pertaitorgny such property and to grant proxies,
discretionary or otherwise, with respect theredcappoint voting trustees under voting trust agmeeinand to delegate to such voting trustees
the power to vote and all other powers, author#ied discretions usually conferred upon trusteeeunoting trust agreements;

(f) To borrow such sums of money at any time aodftime to time for such periods of time upon stezims and conditions from such
persons or corporations (including any fiduciaryeumder) for such purposes as may be deemed abtyisalo to secure such loans by the
pledge or hypothecation of any property held hedeunand the lender shall have no obligation taiiregas to the application of the sums
loaned or as to the necessity, expediency or ptypoif the loan;

(9) To register and hold any property of any kiwtiether real or personal, at any time held hereuindiae name of a nominee or nominees
and to hold any such personal property in any Staie to receive and keep any stocks, bonds or edwirities unregistered or in such
condition that title thereto will pass by delivery;

(h) To distribute (including in satisfaction of apgcuniary disposition) any property in kind at k&drvalue unless otherwise directed herein
or in cash, or partly in kind and partly in cashgawithout the consent of any beneficiary, to @de among the recipients the property
distributed in kind (including in satisfaction afiyapecuniary disposition) in divided or undivideddrests and without any obligation to make
proportionate distributions or any obligation tstdbute to all recipients property having an ealewnt Federal income tax cost;

(i) To allocate to principal all dividends and distitions payable in property or in stocks, bondstber securities whether of the disbursing
company or another company;

(j) After the termination of the trust hereundeeteercise all the powers, authorities and discnstiverein conferred until the complete
distribution of the property held hereunder;

(k) To accept additional property transferred ohabeof the Grantor;
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() To remove all or any part of the assets ofher $itus of administration of the trust hereundemf one jurisdiction to another jurisdiction,
either within or without the United States of Anuarj at any time or from time to time;

(m) To employ investment counsel, accountants, siegies, custodians, brokers, consultants, agattteneys and other employees,
irrespective of whether any person or entity solegga shall be a fiduciary hereunder or shall loerporate affiliate of a fiduciary hereunder
and irrespective of whether any entity so emplosteall be one in which a fiduciary hereunder shalatpartner, stockholder, director, officer
or corporate affiliate or shall have any interastd to pay the usual compensation for such seraigesf principal or income as may be
deemed advisable; and such compensation may bevghimut diminution of or charging the same agathstcommissions or compensation
of any fiduciary hereunder; and any fiduciary whalsbe a partner, stockholder, director, officecorporate affiliate in any such entity shall
nevertheless be entitled as partner, stockhold®gtdr, officer or corporate affiliate to receisech fiduciary's share of the compensation paid
to such entity;

(n) To exercise any and all of the powers, auttesriand discretions conferred hereunder in resgfeanty securities of any corporate fiduciary
acting hereunder, or in respect of any securitiemy holding company or corporation owning seéesibf any corporate fiduciary acting
hereunder; and

(o) To act in any jurisdiction where permitted byl or to designate one or more persons or a catiparto be ancillary fiduciary who shall
serve without bond or security in any jurisdictiarwhich ancillary administration may be necessand to negotiate and determine the
compensation to be paid to such ancillary fiduciahether or not any compensation would otherwisauiborized by law, and to pay such
compensation out of principal or income or bottd anch ancillary fiduciary shall have with respiecany and all property subject to the
ancillary administration all powers, authoritieglatiscretions granted in this Article; providedwewer, that any action which may require
investment of additional funds or the assumptioadtdfitional obligations shall not be undertakernwitt prior written consent of the fiducie
or fiduciaries acting hereunder; and if by reasbihe law of any jurisdiction in which it may beaessary to perform any act any fiduciary
hereunder may be disqualified from acting, therofthe acts
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required to be performed in such jurisdiction mayperformed by such fiduciary's qualified co-ficargi or co-fiduciaries then acting
hereunder.

V. (2). Notwithstanding the provisions of Section(¥). hereof,

(a) The Administrator, as agent for the Grantoalldmave the authority to establish and deliveth® Trustee from time to time written
investment guidelines setting forth the paramaetstisin which the Trustee shall exercise its disomry authority with respect to the
investment of the Trust Fund subject to the resiis on investments set forth above, and the &eushall have no liability to the
Administrator, the Companies, the Grantor or amgbperson interested in the Trust Fund for anipaair any omission in reliance upon
such guidelines;

(b) The Administrator, as agent for the Grantogushorized to receive any disclosures or othecestdelivered by the Trustee with respe:
the investment of the Trust Fund in shares or @stisrin investment trusts or mutual funds with eespo which the Trustee or any of its
affiliates acts as investment advisor or custodiaprovides other services;

(c) In no event may the Trust Fund be investecausties (including stock or rights to acquireckfpor obligations issued by the Companies,
other than a de minimis amount held in common itnest vehicles in which the Trustee invests; and

(d) The Trustee and its affiliates shall dischatgsr duties with respect to the Trust Fund soielthe interest of the Grantor and his
Beneficiary(ies), for the exclusive purpose of analating assets to make distributions as providefrticle || hereunder and paying the
reasonable expenses of administering the trust.

ARTICLE VI

General Provisions

VI. (1). This Trust Agreement and the trust credteceunder shall be construed, regulated and gedlémall respects, not only as to
administration but also as to
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validity and effect, by the laws of the State ofaN¥ork in effect from time to time.

VI. (2). The references in this Trust Agreemenith® Internal Revenue Code shall mean the InteragéRue Code of 1986, as amended, and
shall include corresponding provisions of all suhsmtly enacted Federal tax laws.

VI. (3). Any provision of the Trust Agreement prbtied by law, or which would cause the trust to arient to fail or cease to be a grantor
trust as described in Section I. (3). hereof, sbalto such extent ineffective, without invalidgtithe remaining provisions hereof.

VI. (4). Amounts held in the Trust Fund may notamicipated, assigned, alienated, pledged, enciedlmrsubjected to attachment,

garnishment, levy, execution or other legal or &plé process, except to the extent specificaltyniteed herein or as otherwise required by
law.

VI. (5). Any notice required under this Trust Agneent shall be delivered (a) personally, (b) by rast courier service (e.g., Federal

Express or UPS), or (c) by certified or registemaall, return receipt requested, addressed as fel{owto such other address as any party may
so notify the other party):

If to the Trustee:

Diane E. Moyer, Vice President Morgan Guaranty T@msmpany of New York 9 West 57th Street
New York, New York 1001!
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If to the Grantor:
If to the Administrator:
Philip Morris Companies Inc.

Attention: Vice President, Corporate Human Resaf@9 Park Avenue
New York, New York 1001-5592

Any notice required under this Trust Agreement hayvaived by the person entitled to such noticey Aatice to or from the Grantor under
this Trust Agreement shall, in the event of therwds death, be provided to or by the Beneficias)(designated by the Grantor under this
Trust Agreement. If more than one beneficiary heenbdesignated, the Grantor shall designate onefiBemy who shall be entitled to
provide any notice required to the Administratooustee.

VI. (6). This Agreement shall be binding on all gams entitled to payments from the Trust Fund et tespective heirs and legal
representatives, and on the Trustee and its sumsess

VI. (7). The Administrator, acting on behalf of tGgantor, may from time to time amend this Trustéegnent in any respect, provided,
however, that no such amendment shall change tiiesdtesponsibilities, or compensation of the Teeswithout its written consent or shall
cause any amount held in the Trust Fund to be payalthe Companies or to any person other thaGtlhator, his Beneficiaries,
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his estate, or to the Trustee as compensatiorefoices, or reimbursement for payment to its agents

VI. (8). In general, a Grantor's Beneficiary(iebak be the beneficiary(ies) designated by the @raor otherwise determined under the terms
of the Plans. In the event, however, that no songwenefit or other death benefit is payable emaltf of the Grantor under one or more
Plans, the Trust Fund shall first be applied to enpkyments due under any Plan for which a deatéfivésn payable; any balance remainin
the Trust Fund following payment of all death béisainder the Plans shall be paid in one lump sunash to the Beneficiary(ies) designated
by the Grantor hereunder. A beneficiary designatinder this Trust Agreement shall be made in wgitiy the Grantor in such manner anc
such form as shall be specified by the Administradad a designation shall not be effective ubtilas been filed with the Administrator. In
the absence of a beneficiary designation hereumdiiie failure of the Beneficiary to survive, therficiary shall be the Grantor's spouse, if
any, and, if none his estate.
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IN WITNESS WHEREOF, the Grantor has hereunto sehhind and seal and the undersigned corporatelpstyaused this Trust Agreernr
to be executed and its seal affixed hereunto bgfiisers duly authorized and directed all as & ttay and year first above written.

(L

[Executive's Name], Grantor
Morgan Guaranty Trust Company of New York, Trustee

BY

Attest:
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Schedule A
[List relevant plans and arrangements]
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STATE OF )

)
COUNTY OF )

On this day of , 19 | bef@eersonally came
[EXECUTIVE'S NAME], to me known and known to mehie the same person described in and who execuddrégoing instrument, and
acknowledged to me that such person executed the.sa
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STATE OF )

) SS.:
COUNTY OF )
On this day of , 19%fore me personally came , to me known, who,
being by me duly sworn, did depose and say thdt pecson resides at e i@ith of,
, County of , State of that such person is

of MORGAN GUARANTY TRUST COM®A OF NEW YORK, the corporation described in andahhexecute(
the foregoing instrument; that such person knowsstal of said corporation; that the seal affixesdaid instrument is such corporate seal;
it was so affixed by order of the Board of Direstorf said corporation, and that such person signet person’'s name thereto by like order.
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BENEFICIARY DESIGNATION
EMPLOYEE GRANTOR TRUST

| understand that assets of the Employee GrantestTthe "Grantor Trust") established with Morgama@nty Trust Company of New York
will be applied to pay benefits to me or on my Bebader the nonqualified supplemental benefit plapecified in Schedule A attached to the
Grantor Trust (the "Plans"). Generally, the beriafiqies) entitled to receive benefits under thar@or Trust in the event of my death shall be
the beneficiary(ies) designated or otherwise detechunder the terms of the Plans. If, howeveerafty death any assets of the Grantor
Trust remain after all payments due under the Ftane been made to me or to my beneficiary(iesgutite Plans, those remaining assets of
the Grantor Trust shall be paid to the beneficiagignated below. | understand that my spouse constent to the designation of any
beneficiary other than my spouse. | further undedtthat in the event my beneficiary does not senany remaining assets of the Grantor
Trust will be paid to my spouse, if any, or if nongy estate. [To designate more than one beneficidtach additional sheet(s) with the na
SSN and address of each beneficiary, indicate lbawckficiary's share and which beneficiary is exditio provide notices regarding the
Grantor Trust, and obtain spouse's consent inghegorm as below.]

Name of Beneficiary:

Social Security Number:

Address:

Date Si gnature of Employee

Witness

CONSENT OF SPOUSE

| understand that | am entitled to be designatetti@400% beneficiary of the Grantor Trust. | gimg consent to the designation of the above-

named beneficiary. | am aware that in the evembytpouse's death, | will not receive 100% of #maining assets of the Grantor Trust, and
I may not receive any such assets. [Spouse's comaest be witnessed by the

Administrator or a Notary Public.]

Date Signa ture of Employee's Spouse

Administrator or Notary Public
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ADDITIONAL BENEFICIARY DESIGNATION

Name of Beneficiary:

Social Security Number:

Address:

Beneficiary Share:

Name of Beneficiary:

Social Security Number:

Address:

Beneficiary Share:

Name of Beneficiary:

Social Security Number:

Address:

Beneficiary Share:

Date Si gnature of Employee

Witness

CONSENT OF SPOUSE

| understand that | am entitled to be designatetti@400% beneficiary of the Grantor Trust. | gimg consent to the designation of the above-
named beneficiary. | am aware that in the evembytpouse's death, | will not receive 100% of #maining assets of the Grantor Trust, and
I may not receive any such assets. [Spouse's comaest be withnessed by the Administrator or a NoRublic.]

Date Sig nature of Employee's Spouse

Administrator or Notary Public
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CONSOLIDATED OPERATING RESULTS--OPERATING REVENUES

(in millions) 1995 1994 1993
Tobacco $32,316 $28,67 1 $25,973
Food 29,074 31,66 9 30,372
Beer 4,304 4,29 7 4,154
Financial services and
real estate 377 48 8 402
Total $66,071 $65,12 5 $60,901

CONSOLIDATED OPERATING RESULTS--OPERATING INCOME

(in millions) 1995 1 994 1993
Tobacco $7,177 $6 ,162 $4,910
Food 3,188 3 ,108 2,608
Beer 444 413 215
Financial services and

real estate 164 208 249

Operating profit 10,973 9 ,891 7,982
Unallocated corporate expenses 447) (442) (395)

Total $10,526 $9 ,449 $7,587

Operating revenues for 1995 increased $946 mi(lilos%) over 1994, primarily due to increases iratmo revenues, partially offset by the
impact of divestitures of food businesses. Opegapirofit, as defined for segment reporting purpdsgerating income excluding unallocated
corporate expenses), increased $1.1 billion (10.88flecting increases in all consumer productsriass segments. Currency movement,
primarily the Japanese yen and German mark, inedeagerating profit by $213 million in 1995. Althgtuthe Company cannot predict future
movement in currency rates, it currently estim#tes currency movement may have an unfavorable ébmpaoperating profit in 1996.
Excluding the results of divested food businesdexssed below), operating revenues and operatofg increased $5.1 billion (8.7%) and
$1.2 billion (13.0%), respectively, over 1994.

Interest and other debt expense, net, decreasenhifiith (4.4%) in 1995, due primarily to lower aege outstanding debt during the year,
partially offset by higher average commercial papégs.

Excluding the cumulative effect of accounting chesdiscussed below, earnings increased by $75@mflL5.9%) in 1995, primarily due to
increased operating profit ($1.1 billion), whichsygartially offset by a higher income tax provis{®378 million).

Excluding the cumulative effect of accounting chemdiscussed below, earnings per share increast@. &% in 1995, due to a 15.9%
increase in earnings to $5.5 billion and fewer ebautstanding. As a result of the Company's stegmerchase program, the weighted ave



number of shares outstanding decreased to 842miti 1995 from 867 million in 1994.

Effective January 1, 1995, the Company adopted®iant of Financial Accounting Standards ("SFAS") Na6, "Employers' Accounting for
Postretirement Benefits Other Than Pensions,"tfonon-U.S. retiree benefit plans and SFAS No. 1Aé¢ounting for Contributions
Received and Contributions Made." The adoptiorheéé Statements reduced 1995 net earnings by $iinn($.02 per share) and $7 milli
($.01 per share), respectively. However, the appba of these standards did not materially rechpmrating income or earnings before
cumulative effect of accounting changes in 1995.

1994 Compared with 1993

Operating revenues for 1994 increased $4.2 bi(l§o8%) over 1993. Operating profit increased $1llfbh (23.9%), due primarily to

increases in all consumer products business segnthat1993 restructuring charge (discussed bedm)the 1993 domestic tobacco business
strategy (discussed below in Domestic tobacco--X9&#hpared with 1993). Excluding the 1993 restruntucharge, operating profit

increased $1.2 billion (13.4%) over 1993.

Interest and other debt expense, net, decreasédrfillion (11.4%) in 1994, due primarily to lowevexage outstanding debt during the year,
partially offset by higher interest rates on debt.

Excluding the cumulative effect of an accountingrdpe discussed below, earnings increased by $lichi{B2.4%) in 1994,
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due to increased operating profit ($1.9 billionyldower interest and other debt expense, net (#1i8®n), partially offset by a higher incon
tax provision ($863 million). Excluding the 1993%teicturing charge and cumulative effect of accmgnthange, earnings increased 17.4%
over 1993.

Excluding the cumulative effect of an accountingratpe discussed below, earnings per share incrégsgti2% in 1994, due to a 32.4%
increase in earnings to $4.7 billion and fewer ehautstanding. Excluding the 1993 restructurirey@é and cumulative effect of accounting
change, earnings per share increased 19.0% ov8r AS% result of the Company's share repurchasgrams, the weighted average number
of shares outstanding decreased to 867 millior®9Bvrom 878 million in 1993.

Effective January 1, 1993, the Company adopted SNASL12, "Employers' Accounting for PostemploymBatefits.” The cumulative
effects at January 1, 1993 of adopting SFAS No.wée a reduction of 1993 net earnings by $477anil($.54 per share), net of $297
million of income tax benefits and the recordingadfability of $774 million. Adoption of SFAS Nd.12 did not materially reduce 1993
earnings before cumulative effect of accountinghgea

1993 Restructuring

In the fourth quarter of 1993, the Company provitledhe restructuring of its worldwide operatidosreduce its cost structure significantly
and to improve its future growth, profitability andsh flow. The charge related primarily to the dei@ing or closure of approximately 40
manufacturing and other facilities. This restruittgrcharge reduced 1993 earnings before income tawet earnings and earnings per shal
$741 million, $457 million and $.52, respectivdiycluded in this charge were asset write-downs4@million, with the remainder of the
charge representing anticipated cash expenditaries funded with cash proxvided by operating ati¢isi During 1995 and 1994, the
Company expended approximately $230 million in @mtion with this program. The SFAS No. 112 liagilifiescribed above is sufficient to
provide for costs associated with the workforceuctidn contemplated by the restructuring.

Savings from the planned actions are being uselddtr business-building initiatives and profit impement. Originally, the Company had
estimated that the restructuring would result ipragimately $600 million of annual after-tax sawrigy 1997. As reported in 1994, due to
higher worldwide demand for American-style cigagstand the corresponding impact on shipment voluhte Company's tobacco
subsidiaries, downsizing of certain tobacco martufawg plants has been delayed and the resultatruturing savings are also expected to
be delayed. Accordingly, the estimate of plannatbahafter-tax savings by 1997 was revised in 1938600 million.

OPERATING RESULTS BY BUSINESS SEGMENT

TOBACCO--OPERATING REVENUES

(in millions) 1995 1994 1993

Domestic tobacco $11,493  $11,110 $10,227
International tobacco 20,823 17,561 15,746
Total $32,316  $28,671 $25,973

TOBACCO--OPERATING PROFIT

(in millions) 1995 1994 1993
Domestic tobacco $3,740 $3,302 $ 2,808
International tobacco 3,453 2,877 2,360
Amortization of goodwill (16) 17) (13)
Restructuring charges (245)
Total $7,177 $6,162 $ 4,910

Business Environment

The tobacco industry, including Philip Morris Inporated ("PM Inc."), the Company's domestic tobasudusidiary, has faced, and continues
to face, a number of issues which have affecteghich may affect volume, operating revenues andaijmgy profit. These issues include
proposed federal regulatory controls (includingdssussed below, the publication of proposed @d@nis by the United States Food and
Drug Administration (the "FDA") which purport togelate tobacco products as "drugs" or medical 'wks/); actual and proposed excise tax
increases; federal, state and local governmenthpawate restrictions on smoking (including adulitl restrictions imposed by airlines); new
and proposed restrictions on tobacco manufactuniragketing, advertising and sales; new and propoesgaations to ban or severely restrict
smoking in workplaces and in buildings permittingopic access, to require substantial additionalthemarning and product content
information on cigarette packages and in advegisamd to eliminate the tax deductibility of a pamtof the cost of tobacco advertising;
increased assertions of adverse health effectgiasst with both smoking and exposure to envirortadénbacco smoke (and legislation or
other governmental action seeking to ascribe tantiestry responsibility and liability thereforjye diminishing social acceptance of smok
governmental and grand jury investigations, andgpei plaintiff class action litigation as well agians by states seeking Medicaid
reimbursement. See Note 15 to the ConsolidatechEiabStatements regarding litigation in which @@mpany and/or its subsidiari



(including PM Inc.) are defendants.

In June 1995, PM Inc. entered into a consent degitbethe Department of Justice pursuant to whithlRc. agreed to reposition its brand
advertising at professional football, baseball ke#izall and hockey arenas so as not to be inaditbrtexposed to prominent television
coverage.

In June 1995, PM Inc. announced that it has votiptandertaken a program to limit minors' accassigarettes. Elements of the program
include discontinuing free cigarette sampling tasuomers in the United States, discontinuing thiildigion of cigarettes by mail to
consumers in the United States, placing a
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notice on cigarette cartons and packs for salkeriLS. stating "Underage Sale Prohibited,” takiregasures to encourage retailer compliance
with minimum-age laws, and independent auditinthefprogram.

In August 1995, President Clinton announced and-i& initiated a rule-making proceeding purportedfsigned to prevent minors from
smoking. In the proposed regulations, the FDA dsdahat it has jurisdiction over nicotine as aufgirand over cigarettes as a medical
"device" (a nicotine delivery system) under thevisimns of the Food, Drug and Cosmetic Act. Theppsed regulations include severe
restrictions on the distribution, marketing and extiging of cigarettes. The period for public conminen the proposal ended on January 2,
1996. The FDA's assertion of jurisdiction, if neversed by judicial or legislative action, coulddgo more expansive FDA-imposed
restrictions on cigarette operations than thoséostt in the current proposed regulations. PM ,Ifmur other domestic cigarette manufact
and an advertising firm have sued the FDA, see&ipglicial declaration that the FDA has no autlyaigtregulate cigarettes and asking the
court to issue an injunction requiring the FDA tithdraw its proposed regulations. Similar suitsénbeen filed against the FDA by
manufacturers of smokeless tobacco products, ada tassociation of cigarette retailers, and bydthing agency associations.

A number of foreign countries have also taken stepsstrict or prohibit cigarette advertising gardmotion, to increase taxes on cigarettes
and to discourage cigarette smoking.

It is not possible to determine the outcome offB& regulatory initiative announced by Presiderint@i or the related litigation or to prec
what, if any, other foreign or domestic governmelggislation or regulations will be adopted rehatito the advertising, sale or use of
cigarettes or to the tobacco industry generallyweheer, if any or all of the foregoing were to beplemented, the volume, operating revenues
and operating profit of PM Inc., Philip Morris Imt&tional Inc. ("PMI"), the Company's internatiotatbacco subsidiary, and the Company
could be adversely impacted, in amounts that caneatetermined.

In addition to the foregoing, there is litigatioarmling against the Company and its subsidiariesiwisidiscussed in Note 15 to the
Consolidated Financial Statements. The Companggipo with regard to this litigation is set forttherein.

1995 Compared with 1994

Domestic tobacco. During 1995, PM Inc.'s operatagenues increased 3.4% from 1994, due primaripyritwng ($174 million), volume
($120 million) and improved product mix ($83 millip Operating profit for 1995 increased 13.3% frb®®4, due primarily to pricing ($174
million), volume ($73 million), improved product m{$76 million) and lower marketing, administratiand research costs ($60 million).

The premium and discount segments (based on shipjreatounted for approximately 70.0% and 30.0%peetively, of domestic cigarette
industry volume in 1995, versus approximately 67f6%the premium segment and 32.5% for the disceagtment in 1994, continuing the
shift toward the premium segment that began follgthe pricing strategy implemented by PM Inc. @93 (discussed below).

PM Inc.'s volume (based on shipments) for 1995 224s8 billion units, an increase of 1.1% over 199%Mmpared with an industry decline of
1.7% during 1995.

PM Inc.'s market share (based on shipments) fob 188 46.1%, an increase of 1.3 share points @@t.1n the premium segment, volume
in PM Inc.'s brands increased 3.5%, compared witl9% increase for the industry, resulting in aniten segment share of 54.5%, an
increase of 0.9 share points from 1994. Marlborome was up 7.1 billion units (5.2%) for a 30.1%ushof the total industry, an increase of
2.0 share points from 1994. In the discount segniévitinc.'s shipments decreased 9.1%, to 38.®hillinits, in 1995 compared with an
industry decline of 9.2%, resulting in a discousgment share at 26.6%, an increase of 0.1 shamesgmm 1994.

Retail sales data (compiled by the A.C. Nielsen gany), indicate PM Inc. and Marlboro market shafe$7.3% and 30.7%, respectively, in
1995, compared with 46.2% and 28.6%, respectiwel$994. The market share for PM Inc.'s other ptembrands as a group was 8.9% in
1995, unchanged from 1994. In the discount segnBarsic increased its segment share 1.3 point§.894, in 1995.

PM Inc. cannot predict change or rates of changedrrelative sizes of the premium and discountreeds or in PM Inc.'s shipments, market
share (based on shipments) or retail market share.

International tobacco. During 1995, operating rexsnof PMI increased 18.6%, due primarily to higloeeign excise taxes ($1.6 billion),
currency movement ($708 million), higher volume/rtt7¢13 million) and price increases ($264 millioBperating profit increased 20.0%
due primarily to higher volume/mix ($338 milliorgrice increases ($264 million) and currency moveni®210 million), partially offset by
higher marketing, administration and research @284 million).

PMI's volume grew 57.2 billion units (10.7%) in B® 593.2 billion units. Volume advanced in mostjon markets, including Germany,
Italy, Spain, the Netherlands, Belgium, Central &Eadtern Europe, Turkey, the Middle East, Japame&dhe Philippines, Australia and
Argentina. In Eastern Europe, which includes pafthe former Soviet Union, PMI's volume climbe®®4This emerging market has in part
driven PMI's volume growth to double its historiogth level of 5% to 6%. Volume declined in Frandee to tax-driven price increases; in
Mexico, due to continued poor economic conditiarg] in Brazil, due to competition. Importantly, rewer, volume and market share for
Marlboro increased in France and Brazil. In thexgng American-style segment, PMI's internationad &hS.-heritage brands grew a
collective 13.4% in volume during 19¢



PMI's market shares reached record levels in magimnternational markets, with strong gains irm@any, Italy, the Netherlands, Belgium,
Spain, the Czech and Slovak Republics, Turkey,nlaparea, Hong Kong, Singapore, Australia and Atien

1994 Compared with 1993

Domestic tobacco. During 1994, PM Inc.'s operatagnues increased 8.6%, due primarily to volunsesises ($1.3 billion) and favorable
product mix ($461 million), partially offset by pe decreases ($887 million). Operating profit i®48creased 17.6%, due primarily to
volume increases ($802 million), favorable produét ($452 million) and lower marketing, administoat and
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research costs ($245 million), partially offsetgrice decreases and higher costs (aggregatingofilich).

The premium and discount segments accounted foozijppately 67.5% and 32.5%, respectively, of thendetic cigarette industry in 1994,
compared with 63.2% and 36.8%, respectively, in319Me shift toward the premium segment reflectpd@ng strategy implemented by F
Inc. in 1993 in response to the domestic tobacadkebawhich was becoming increasingly price-sewsitSpecifically, PM Inc. created a two-
category pricing structure for its tobacco braquemium and discount. Prices were lowered on prentitands and the net list price of deep
discount brands was increased, effectively narrgwle price gap between PM Inc.'s premium cigatetiads and competitors' discount
products.

PM Inc.'s volume (based on shipments) was 219lidilinits in 1994, an increase of 12.7%, reflegtine success of PM Inc.'s 1993 pricing
strategy discussed above and its marketing andgiional programs. This compared with an industgréase of 6.2%. PM Inc.'s market
share for 1994 was 44.8%, an increase of 2.6 giunés from 1993. In the premium segment, volumBNfInc.'s brands increased 22.3% in
1994, compared with a 13.3% increase for the imgusgsulting in a category share gain of 3.9 sipaiats, to 53.6%. Marlboro volume was
up 29.3 hillion units (27.0%) for a 28.1% sharehaf total industry, as compared with a 23.5% shai®93. In the discount segment, PM
Inc.'s shipments decreased 15.2%, to 42.3 billiitsun 1994, compared with an industry decreasg I¥o, resulting in a decrease of 2.8
share points in this segment, to 26.5%.

Nielsen retail sales data indicate PM Inc. and btaxd 1994 market shares of 46.2% and 28.6%, rasphctas compared with 43.8% a
24.9%, respectively, during 1993, and 41.6% an@%2respectively, at their low point in March 199&lditionally, retail share of PM Inc.'s
other premium brands, as a group, climbed to 8.8fing 1994, up from 8.8% during 1993 and 8.3% imist 1993, when PM Inc. lowered
its premium brands' wholesale list prices.

International tobacco. Operating revenues in 18@#eiased 11.5%, due primarily to favorable voluniefi$756 million), higher foreign
excise taxes ($752 million), price increases ($2d0on) and currency movement ($59 million). Op&mg profit increased 21.9%, due
primarily to price increases and lower costs (agatieg $426 million) and volume/mix increases ($8aillion), partially offset by higher
marketing expenses ($179 million) and currency moset ($71 million).

Total international unit volume increased 76.2idillunits (16.6%), to 536.0 billion units. Volumévanced in most markets, including
Germany, ltaly, France, Spain, the NetherlandsgiBei, Central and Eastern Europe, the Middle Béshg Kong, Japan, Korea, Argentina
and Brazil. Volume declined in Turkey, reflectiregduced consumer purchasing power as poor econaméitons persisted.

PMI's market share advanced in most of its maj@rivational markets, with record shares achievegdmany, Italy, France, Spain, the
Netherlands, Belgium, Finland, Japan, Korea, Hongd Singapore, Argentina and Brazil. Internatior@lime continued to grow fc
Marlboro and PMI's international and U.S. heritagends.

FOOD--OPERATING REVENUES

(in millions) 1995 1994 1993

North American food $17,891  $21,556 $20,940

International food 11,183 10,113 9,432
Total $29,074  $31,669 $30,372

FOOD--OPERATING PROFIT

(in millions) 1995 1994 1993
North American food $2,542 $2,539 $2,404
International food 1,218 1,153 1,114
Amortization of goodwill (572) (584) (553)
Restructuring charges (357)
Total $3,188 $3,108 $ 2,608

Business Environment

Several steps have been taken to build the valpeenfiium brands, reduce costs and increase pritifydh the food businesses. Effective
January 1995, the North American food businessre@ganized to fully integrate the operations cfiKlUJSA and General Foods USA. The
combined organization, named Kraft Foods, Inc.,dtemsamlined operations and improved effectivea@sscustomer response. In December
1995, the international food business was realigaazpitalize on future growth opportunities aadrganized into separate regional units:
Western Europe; Northern Europe; Central and Bagarope, Middle East and Africa; Asia/Pacific; dratin America.

During 1995, Kraft Foods sold its bakery businessesits North American margarine, specialty aitgrshmallows, caramels and Kraft
Foodservice distribution businesses. In additienegal smaller international food businesses wele: ©perating revenues and operai



profit of these businesses for the period ownetP®5 were $2.0 billion and $107 million, respedyyand for the year ended December 31,
1994 were $5.9 billion and $267 million, respedvdotal proceeds and net pretax gains from thessaf these businesses were $2.1 billion
and $275 million, respectively. As part of thiseltiture program, Kraft Foods offered an earlyreatient program and is downsizing or
closing other food facilities. The cost of thestarts offset the gains from businesses sold. IM18®aft Foods sold The All American
Gourmet Company, maker of frozen meals and sideedisThese divestitures are not expected to havwaterial effect on Kraft Foods' future
results of operations and are expected to improg@perating profit margin of North American fogokoations.

During the second half of 1994 and into the fingader of 1995, both the North American and Intéamal food businesses were affected by
higher coffee prices due to higher green coffea lvests, resulting from frosts in Brazil in the @ed quarter of 1994. Throughout 1995, g
coffee bean prices remained volatile, but have maddd compared with the latter part of 1994. Vidagreen coffee bean costs significantly
affected consumption and consumer buying patténnsome markets, such as Germany, these volaties cesulted in intense price
competition among coffee companies.
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1995 Compared with 1994

North American food. During 1995, operating revendecreased 17.0%, due primarily to the impacivaaditures ($4.2 billion), partiall
offset by increases in price/mix ($311 million) aralume ($226 million). Operating profit increas@d % over 1994, due primarily to price
increases, net of cost increases ($61 millionngah sales of businesses ($202 million), volunsesimses ($97 million) and lower marketing,
administration and research costs ($14 millionjtially offset by the reduction in operating prafitsulting from divestitures ($166 million)
and provisions for an early retirement program twedwrite-down of assets of facilities to be closediownsized (aggregating $202 million).

Excluding operating results of divested businegdissussed above), North American food operatingmaes and operating profit increased
3.4% and 7.5%, respectively, in 1995 compared ©$4.

Volume grew in beverages, on the strength of readyrink fruit juices; cheese, led by growth in v@cess and natural cheese segments;
processed meats, driven by lunch combinations aftbauits, both of which were aided by new produattiductions; ready-to-eat and
packaged desserts, due to enhanced marketingsedfiodtthe introduction of line extensions; frozeaza, helped by geographic expansion
new product introductions; and coffee, which repdrtolume growth in premium products. Volume deseean cereals, due to a general
slowdown in industry sales and heightened compaetitind in pourable and spoonable salad dresgingsto declines in industry sales. In
Canada, volume decreased, due primarily to weakndahe foodservice business, partially offset yhler retail sales, which benefited from
enhanced advertising and marketing support. Mathates were higher in the majority of North Amemiéaod's top categories.

International food. Operating revenues for 199%dased 10.6% over 1994, due primarily to currenoyement ($652 million), price
increases ($477 million, primarily coffee) and thmpact of acquisitions ($92 million), partially sft by volume decreases ($151 million).
Operating profit increased 5.6% over 1994, due ariyto gains on sales of businesses as discumded ($73 million), the gain on sale of
an equity investment ($43 million), and income frantonsolidated subsidiaries, reflecting higheuwad in emerging markets ($77 million),
partially offset by provisions recorded primaritywrite-down assets of facilities to be closed (#1iion) and lower volume ($50 million).

During 1995, Kraft Foods International sold a Séaadian cereal operation, a U.K. frozen foods openaand the international distribution
rights of Kraft Foods, Inc.'s baked goods.

Overall volume declined in 1995. In Western Europ#ume declined, due to market softness and ietenmpetition for core coffee and
confectionery products, particularly in GermanyaKioods' largest European market. Despite intprise competition in coffee and a soft
confectionery market resulting from an unusually suommer, market shares increased in Germany mthetroast and ground coffee and
chocolate tablet categories. In Central and Ea&farope, volume increased in coffee and confectiopeoducts, while the Asia/ Pacific
region recorded increases in the coffee, and cheabgrocery categories. In Latin America, totduwee was higher in 1995, driven by
powdered soft drinks in Argentina and Brazil anghtar ice cream volume in Brazil, partially offsgtlbwer ice cream volume in Argentina
and lower powdered soft drink volume in Mexico.

1994 Compared with 1993

North American food. In 1994, North American foguoeoating revenues increased 2.9%, due to volunreases ($807 million) and pri
increases ($493 million, due primarily to risingrmmodity costs), partially offset by the impact @mbsitions, net of acquisitions ($629
million) and currency movement ($85 million). Optang profit in 1994 increased 5.6%, due primardywblume increases ($307 million) and
price increases, net of cost increases ($139 mjllipartially offset by higher marketing expens&322 million).

Volume rose from increases in cheese; in cerealpeocessed meats, due primarily to new produaddiaa extensions; in frozen pizza, due
to geographic expansion and category growth; arfidddservice and Canadian operations. Volume dedlin commodity oil products,
dinners and enhancers (rice products, stuffing snated syrups) and coffee (reflecting category eation from higher pricing, due to
increased green bean costs).

International food. Operating revenues in 1994ifi¢ernational food increased 7.2%, due primarilasguisitions ($336 million) and
commodity driven price increases, partially offsgtvolume decreases ($104 million) and currency enwent ($32 million). Operating profit
in 1994 increased 3.5%, due primarily to acquiegi¢$34 million) and price increases, partiallyseffby higher marketing, administration i
research costs ($89 million, due partly to geogi@pkpansion), volume decreases ($63 million) amdenicy movement ($22 million).

Coffee volume was unfavorably impacted by high&ait@rices, a result of frosts in Brazil which stantially increased green bean costs.
Confectionery volume increased, benefiting fromcassful marketing programs and new product laundbesrall, cheese and grocery
volume was also higher as key brands continue@tfmpn well in Europe and Asia.

BEER

1995 Compared with 1994

Operating revenues of Miller Brewing Company ("Mill) for 1995 increased $7 million (0.2%) from 198de to price/mix improvements
($27 million), partially offset by volume decreas@perating profit increased $31 million (7.5%) 04894, due to price/mix improvemel



and lower costs (aggregating $39 million), paryialfset by volume decreases ($9 million).

Miller's 1995 shipment volume of 45.0 million bdsref beer decreased 0.5% from 1994, in line withindustry. Miller's domestic shipme
were 1.1% lower in 1995, reflecting the currentises$s in the domestic beer industry, but were gdbrtbffset by growth in Miller's
international sales. Shipments of premium-priceerbeose 1.3% to account for 81.8% of shipmeni®Bb compared with 80.4% in 1994.
Premium brand growth was led by the initial suca#dked Dog and increased shipments of Miller Ligflecting enhanced advertising and
marketing. Shipments of Miller Genuine Draft and beers
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were down versus the prior year. Miller's markedrstof the U.S. malt beverage industry (based gmrsints) was 22.7% in 1995, unchanged
from 1994.

Miller expects cost increases for aluminum and offaekaging and brewing materials as supply agragsyexpire during 1996.

1994 Compared with 1993

Operating revenues for Miller in 1994 increased3idllion (3.4%), due to price/mix increases ($9lion), the acquisition of Molson
Breweries U.S.A. Inc. in the second quarter of 1@33L million) and volume increases ($61 milliopgrtially offset by the disposition of
distributorships ($82 million). Operating profiauding the $139 million impact of the 1993 restwring, increased $59 million (16.7%),
due primarily to price/mix increases ($75 milliofgwer costs due to a reduction in workforce ($3Biom) and higher volume ($25 million),
partially offset by higher marketing, administratiand research costs ($77 million) and disposit{&i4 million).

Miller's shipment volume increased 2.8% in 199flenting strong growth in premium brands (7.6%)tiadly offset by a decrease in budget
brands. Premium brand growth was led by the intctida of ice-brewed products and Red Dog. Milleteliolume declined, but volume for
the Lite brand family grew, due to the introductifriite Ice. Miller's market share of the U.S. maverage industry (based on shipments)
was 22.7% in 1994, compared with 22.2% in 1993.

FINANCIAL SERVICES AND REAL ESTATE

1995 Compared with 1994

For 1995, operating revenues from financial sesjihilip Morris Capital Corporation ("PMCC"), anghl estate operations, Mission Viejo
Company, decreased 22.7%, and operating profiedsed 21.1% from 1994. Lower financial servicesatpey profit reflects the gains
recognized in 1994 related to the sale of PMCC'katable securities portfolio. Moreover, the prateevere remitted to Philip Morris
Companies Inc. Operating profit from real estaterapons increased from 1994 levels, due primaoilynproved residential land sales
volume in Colorado, and higher profit margins irlifoania.

1994 Compared with 1993

Operating revenues from financial services andestidte operations increased 21.4%, and operatifiy gecreased 16.5% in 1994.
Operating revenues from financial services dece@$@%, due primarily to lower finance asset levedsulting from PMCC's sale of its
marketable securities portfolio in the first qua&1994. The majority of the proceeds from thiesavere not reinvested, but used for a $475
million dividend to Philip Morris Companies Inc. &ting profit from financial services decreasedl.2@, due primarily to higher 1993
income recorded after an adjustment to PMCC's et lease portfolio to account for the new fediei@me tax rate and lower 1994
finance asset investment income. Operating prafinfreal estate operations increased from 1993degiae primarily to higher residential
land sales in Southern California and Colorado.

FINANCIAL REVIEW

Net Cash Provided by Operating Activities

During 1995, cash provided by operating actividesreased $178 million (2.5%), to $6.9 billion. Tdezrease was due primarily to an
investment in working capital, partially offset higher net earnings.

In 1994, cash provided by operating activities %ad billion, compared with $7.0 billion in 1993h& increase was due primarily to higher
earnings, partially offset by an investment in wogkcapital (including approximately $300 millioh expenditures related to the 1993
restructuring program and corresponding workfoegiictions).

Cash provided by operating activities excludes paysof income taxes on sales of businesses in a9@¥MCC's interest payment on zero
coupon bonds, which matured in 1994.

Net Cash Used in Investing Activities

Cash used in investing activities for 1995 was $t@ilon, compared with $1.2 billion for 1994. Tlebange is due primarily to cash received
from sales of businesses in 1995, partially offsed $797 million decrease in cash provided by PM@€@ecting the sale of PMCC's
marketable securities portfolio in 1994.

Capital expenditures for 1995 decreased 6.1%, 1 l§illion, of which 58% related to food operaticarsd 32% related to tobacco operations,
primarily for modernization and consolidation of midacturing facilities and expansion of certaindaurction capacity. Capital expenditures
are estimated to be $1.8 billion in 1996 and d witapproximately $8.0 billion for the five-yeaepod 1996-2000, of which approximately
41% and 46%, respectively, are projected for foperations and approximately 53% and 44%, respéytiaee projected for tobacco
operations.

During 1995, Kraft Foods sold its bakery businessebits North American margarine, specialty aflgrshmallows, caramels and Kraft
Foodservice distribution businesses. In additiemegal smaller international food businesses welg: Fotal gross proceeds from the sale



these businesses were $2.1 billion.

Cash used in investing activities was $1.2 billiori994 compared with $4.2 billion in 1993, refiegtless spent on acquisitions in 1994.
Capital expenditures were $1.7 billion in 1994wbifich approximately 62% related to food and 31%tesl to tobacco.

In 1994, cash provided by net proceeds from finassets was $307 million, as compared with casth issenet investments in finance assets
of $70 million in 1993.

During 1994, the Company made several strategécriational acquisitions in its tobacco and foodrapens at a cost of $146 million. Also
during 1994, the Company sold The All American Goetr Company (frozen dinners business) and seveealdistributorships. The procet
from the sales of these businesses and other srdaléstitures aggregated $300 million.

Net Cash Used in Financing Activities

During 1995, the Company's net cash used in fimgnactivities was $5.6 billion, compared with $5ilfion during 1994. The change refle
lower repayment of debt ($901 million), partiallifset by a 37.8% increase in cash used for staglrohases and an 18.2% increase in
dividends paid.
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Debt

The Company's total debt was $15.8 billion, $16lltoh and $18.2 billion at December 31, 1995, 180w 1993, respectively.

Total consumer products debt decreased $606 milid®95 and $1.4 billion in 1994, both due prirhatd scheduled debt maturities. Duri
1993, total consumer products debt increased $8mirepresenting a $1.2 billion net issuancelwdrt-term borrowings, partially offset by
$1.1 billion of scheduled maturities of long-terebtl

Fixed rate debt constituted approximately 79% atfb &f total consumer products debt at Decembet 335 and 1994, respectively. The
average interest rate on total consumer produdtsvdas approximately 8.0% and 7.7% during 1995%98#, respectively. At December 31,
1995, the average interest rate on total consunoeiupts debt, including the impact of currency swgpeements discussed below, was
approximately 7.7%.

The Company operates internationally, with manufidiey and sales facilities in various locationsusn the world. The Company continue
evaluates its foreign currency exposure (primdtily Swiss franc, German mark, Swedish krona, Canathllar and Norwegian krone) ba:
on current market conditions and business strageffiacts to manage such exposure, when deemddrgruhrough various hedging
transactions. The Company has entered into currendyrelated interest rate swap agreements to raangpsure to currency movements.
The aggregate notional principal amounts of thggeements outstanding at December 31, 1995 andw8@:$2.0 billion and $1.6 billion,
respectively, of which $1.5 billion and $1.2 bilioelated to consumer products debt at Decembetr@h and 1994, respectively.

The Company enters into forward exchange contrémt@urposes other than trading, to reduce thecedfof fluctuating foreign currency on
foreign currency denominated assets, liabilitiesnmitments and short-term intercompany transactidh®ecember 31, 1995 and 1994, the
Company had forward exchange contracts, with m#arof less than one year, of $1.2 billion ands$dillion, respectively.

At December 31, 1995, the Company's credit faggdimounted to approximately $15.4 billion, of vihépproximately $15.3 billion were
unused. Included in these facilities is a revolvinedit facility for $8 billion expiring in 2000, ich enables the Company to reclassify short-
term debt on a long-term basis, and a $4 billiaditrfacility expiring in October 1996. These féwis are used to support the Company's
commercial paper borrowings and are available ¢quasitions and other corporate purposes. The Caynpapects to continue to refinance
long-term and short-term debt from time to timee Hature and amount of the Company's long-ternshodterm debt and the proportion:
amount of each can be expected to vary as a Sulture business requirements, market conditaors other factors.

The Company's credit ratings by Moody's at Decer8tied 995, 1994 and 1993 were "P-1" in the comrmaépaper market and "A2" for
long-term debt obligations. The Company's credihgs by Standard & Poor's at December 31, 19984 Hhd 1993 were "A-1" in the
commercial paper market and "A" for long-term delbligations.

Equity and Dividends

During 1995, the Company repurchased 28.2 millimaras of its common stock at an aggregate co2.af$llion. These purchases were
made in accordance with the Company's 1994 annmarteof its intention to spend up to $6 billiorrépurchase common stock in open
market transactions over three years. The progegarin October 1994. Through December 31, 1998utative purchases under the
program totaled 35.4 million shares at a cost o5 $#lion.

At December 31, 1995, the ratio of consumer praadebt to total equity was 1.03, compared with Atlldecember 31, 1994. The
Company's ratio of total debt to total equity atBeber 31, 1995 was 1.13 compared with 1.29 atmkee31, 1994. The decrease in these
ratios primarily reflects an increase in stockhadtlequity, due to net earnings in 1995 and faveraibvement in the currency translation
adjustments ($514 million), and net repayment nfkterm debt, partially offset by dividends dectha(®3.1 billion) and repurchases of
outstanding stock.

Dividends paid in 1995 increased 18.2% over 198flecting the increase in dividends declared, plytoffset by fewer shares outstanding.
On August 30, 1995, the Board of Directors incrdabe Company's quarterly dividend rate to $1.00spare, a 21.2% increase, resulting in
an annualized dividend rate of $4.00 per share.

Return on average stockholders' equity was 40.7%@% and 38.7% in 1994. The increase from 199dawsfhigher earnings and favorable
movement in the currency translation adjustmentyelsas the impact of stock acquired pursuanhodommon stock repurchase program.

Cash and Cash Equivalents

Cash and cash equivalents increased $954 millid9%5. The increase represents cash earned aimtetetautside of North America in 1995.
This cash will be used for payment of excise tardecal governments, new investments and dividenaittances.

Recently Issued Financial Accounting Pronouncements




During 1995, the Financial Accounting StandardsrBassued SFAS No. 121, "Accounting for the Impamnnof Long-Lived Assets and for
Long-Lived Assets to be Disposed of," which will d@éopted by the Company effective January 1, 1386.Company estimates that the
effect of adoption will not be material.

During 1995, the Financial Accounting StandardsrBassued SFAS No. 123, "Accounting for Stock-Ba€etnpensation.” The Statement
allows companies to measure compensation costinemtion with employee stock compensation plansguaifair value based method or to
continue to use an intrinsic value based method;wdenerally does not result in compensation cdst. Company currently plans to
continue using the intrinsic value based method.

CONTINGENCIES

See Note 15 to the Consolidated Financial Statesrfentiscussion of contingencies.

25



Selected Financial Data--Fifteen-Year Review (in mi

llions of dollars, except per share data)

1995 1994 1993 199 2 1991
Summary of Operations:
Operating revenues $ 66,071 $ 65,125 $ 60,901 $ 59,13 1 $ 56,458
United States export sales 5,920 4,942 4,105 3,79 7 3,061
Cost of sales 26,685 28,351 26,771 26,08 2 25,612
Federal excise taxes on products 3,446 3,431 3,081 2,87 9 2,978
Foreign excise taxes on products 9,486 7,918 7,199 6,15 7 5,416
Operating income 10,526 9,449 7,587 10,05 9 8,622
Interest and other debt expense,
net (consumer products) 1,179 1,233 1,391 1,45 1 1,651
Earnings before income taxes and
cumulative effect of accounting
changes 9,347 8,216 6,196 8,60 8 6,971
Pretax profit margin 14.1% 12.6% 10.2% 14.6 % 12.3%
Provision for income taxes $ 3,869 $ 3,491 $ 2,628 $ 3,66 9 $ 3,044
Earnings before cumulative effect
of accounting changes 5,478 4,725 3,568 4,93 9 3,927
Cumulative effect of accounting
changes (28) 477) (921)
Net earnings 5,450 4,725 3,091 4,93 9 3,006
Earnings per share before
cumulative effect of
accounting changes 6.51 5.45 4.06 5.4 5 4.24
Per share cumulative effect
of accounting changes (.03) (.54) (.99)
Net earnings per share 6.48 5.45 3.52 5.4 5 3.25
Dividends declared per share 3.65 3.03 2.60 2.3 5 1.91
Weighted average shares (millions) 842 867 878 90 6 925
Capital expenditures
(consumer products) $ 1,621 $ 1,726 $ 1,592 $ 1,57 3 $ 1,562
Depreciation (consumer products) 1,023 1,025 1,042 96 3 938
Property, plant and equipment,
net (consumer products) 11,116 11,171 10,463 10,53 0 9,946
Inventories (consumer products) 7,862 7,987 7,358 7,78 5 7,445
Total assets 53,811 52,649 51,205 50,01 4 47,384
Total long-term debt 13,107 14,975 15,221 14,58 3 14,213
Total debt-consumer products 14,372 14,978 16,364 16,26 9 15,289
-financial services
and real estate 1,454 1,494 1,792 1,93 4 1,611
Total deferred income taxes 2,827 2,496 2,168 2,24 8 1,803
Stockholders' equity 13,985 12,786 11,627 12,56 3 12,512
Common dividends declared as
a % of net earnings 56.3% 55.6% 73.8% 43.0 % 58.7%
Book value per common share $ 16.83 $ 14.99 $ 13.26 $ 14.0 7 $ 13.60
Market price of common
share-high/low 94 3/8-55 3/4 64 1/2-47 1/4 77 5/8-45 86 5/8-69 1/ 2 813/4-481/4
Closing price of common
share at year-end 90 1/4 57 1/2 55 5/8 77 1/ 8 80 1/4
Price/earnings ratio at year-end 14 11 14 1 4 19
Number of common shares
outstanding at year-end
(millions) 831 853 877 89 3 920
Number of employees 151,000 165,000 173,000 161,00 0 166,000

See notes to the consolidated financial statenregtrding the 1995 divestitures of food businegbes1995 adoptions of SFAS No. 116 and
SFAS No. 106 for non-U.S. benefit plans, the 1988ption of SFAS No. 112 and the 1993 restructuahthe Company's worldwide
operations.

In 1991, the Company adopted SFAS No. 106, "Empidyeccounting for Postretirement Benefits OtheaiiliPensions” for its U.S. retiree
benefit plans. The cumulative effect of adoptindASANo. 106 reduced 1991 net earnings by $921 mil{%99 per share).

In 1991, the Company provided for the costs ofruestiring its worldwide food operations. The restming charge reduced 1991 earnings
before income taxes, net earnings and earningshaee by $455 million, $275 million and $.30, repely.
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1990 1989 1988 1987
$51,169 $44,080 $31,273 $27,650
2,928 2,288 1,863 1,592
24,430 21,868 13,565 12,183
2,159 2,140 2,127 2,085
4,687 3,608 3,755 3,331
7,946 6,789 4,397 3,990
1,635 1,731 670 646
6,311 5,058 3,727 3,344
12.3% 11.5% 11.9% 12.1%
$2,771 $2,112 $1,663 $ 1,502
3,540 2,946 2,064 1,842
273
3,540 2,946 2,337 1,842
3.83 3.18 2.22 1.94
.29
3.83 3.18 251 1.94
1.55 1.25 1.01 .79
925 927 932 951
$1,355 $1,246 $1,024 $ 718
876 755 608 564
9,604 8,457 8,648 6,582
7,153 5,751 5,384 4,154
46,569 38,528 36,960 21,437
16,121 14,551 16,812 5,983
17,182 14,887 16,442 6,355
1,560 1,538 1,504 1,378
2,083 1,732 1,559 2,044
11,947 9,571 7,679 6,823
40.5% 39.3% 40.3% 40.6%
$12.90 $10.31 $ 8.31 $ 7.21
52-36 45 1/2-25 25 1/2-20 1/8 31 1/8-18 1/8
51 3/4 41 5/8 251/2 21 3/8
14 13 11 11
926 929 924 947
168,000 157,000 155,000 113,000

1986 1985 1984 1
$25,542 $16,158 $14,102 $13,
1,193 923 925
11,901 6,709 5,840 5,
2,075 2,049 2,041 1,
2,653 1,766 1,635 1,
3,537 2,664 1,908 1,
772 311 276
2,765 2,353 1,632 1,
10.8% 14.6% 11.6% 12
$1,287 $1,098 $ 743 $
1,478 1,255 889
1,478 1,255 889
1.55 1.31 91
1.55 1.31 91
.62 .50 43
954 959 981 1,
$ 678 $ 347 $ 298 $
514 367 341
6,237 5,684 4,014 4,
3,836 3,827 2,653 2,
19,482 18,712 9,880 9,
6,887 8,035 2,239 2,
6,889 7,887 2,566 3,
1,141 944 436
1,519 1,233 907
5,655 4,737 4,093 4,
39.9% 38.1% 46.8% 40
$ 5.94 $ 4.96 $ 4.21 $ 4
19 1/2-11 11 7/8-9 10 3/8-7 3/4 9-6
18 11 10 1/8
11 8 11
951 955 971 1,
111,000 114,000 68,000 68,

983 1982 1981
256 $11,720 $10,886
970 978 834
665 5,532 5,253
983 1,180 1,169
527 1,435 1,411
840 1,547 1,312
230 244 232
610 1,303 1,080
1% 11.1% 9.9%
706 $ 521 $ 420
904 782 660
904 782 660
.90 .78 .66
.90 .78 .66
.36 .30 .25
008 1,005 999
566 $ 918 $1,019
294 250 211
381 4,178 3,583
599 2,834 2,922
908 9,756 9,180
549 3,776 3,499
054 3,728 3,804
141 83 3
825 627 455
034 3,663 3,234
.5% 38.6% 37.9%
.03 $ 364 $ 3.22
3/4 81/2-51/267/8-51/4
9 71/2 61/8
10 9 9
000 1,007 1,003
000 72,000 72,000
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Consolidated Balance Sheets (in millions of dollars

at December 31,

ASSETS

CONSUMER PRODUCTS
Cash and cash equivalents
Receivables, net
Inventories:

Leaf tobacco
Other raw materials
Finished product

Other current assets

Total current assets

Property, plant and equipment, at cost:
Land and land improvements
Buildings and building equipment
Machinery and equipment
Construction in progress

Less accumulated depreciation

Goodwill and other intangible assets
(less accumulated amortization of $3,873 and $3

Other assets

TOTAL CONSUMER PRODUCTS ASSETS

FINANCIAL SERVICES AND REAL ESTATE
Finance assets, net
Real estate held for development and sale
Other assets

TOTAL FINANCIAL SERVICES AND REAL ESTATE AS

TOTAL ASSETS

, except per share data)

1995 1994
$1,138 ¢ 184
4,508 4,382
3,332 3,029
1,721 1,943
2,809 3,015
7,862 7,987
1,371 1,355
14,879 13,908
726 743
4,976 4,834
11,542 11,248
1,357 1,429
18,601 18,254
7,485 7,083
11,116 11,171
,342) 19,319 19,744
2,866 2,633
48,180 47,456
4,991 4,519
339 401
301 273
SETS 5,631 5,193
$53,811  $52,649

See notes to consolidated financial statements.



LIABILITIES

CONSUMER PRODUCTS
Short-term borrowings
Current portion of long-term debt
Accounts payable
Accrued liabilities:

Marketing
Taxes, except income taxes
Employment costs
Other
Income taxes
Dividends payable

Total current liabilities

Long-term debt

Deferred income taxes

Accrued postretirement health care costs
Other liabilities

TOTAL CONSUMER PRODUCTS LIABILITIES

FINANCIAL SERVICES AND REAL ESTATE
Short-term borrowings
Long-term debt
Deferred income taxes
Other liabilities

TOTAL FINANCIAL SERVICES AND REAL ESTATE LIAB

Total liabilities
Contingencies (Note 15)

STOCKHOLDERS' EQUITY
Common stock, par value $1.00 per share (935,320,
Earnings reinvested in the business
Currency translation adjustments

Less cost of repurchased stock (104,150,433 and 8

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUI

1995 1994

$ 122 $ 181
1,926 712
3,364 3,789

2,114 2,086
1,075 948
995 926
2,706 2,290
1,137 1,325
834 708

14,273 12,965

12,324 14,085
356 385
2,273 2,164
5,643 5,609

34,869 35,208

671 604
783 890
3,382 3,010
121 151
ILITIES 4,957 4,655

39,826 39,863

439 shares issued) 935 935
19,779 17,489
467 (47)

21,181 18,377
2,461,374 shares) 7,196 5,591

13,985 12,786

TY $53,811 $52,649
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Consolidated Statements of Earnings (in millions of

dollars, except per share data)

for the years ended December 31, 1995 1994 199
Operating revenues $66,071 $65,125 $60,90
Cost of sales 26,685 28,351 26,77
Excise taxes on products 12,932 11,349 10,28
Gross profit 26,454 25,425 23,85
Marketing, administration and research costs 15,337 15,372 15,69
Amortization of goodwill 591 604 56
Operating income 10,526 9,449 7,58
Interest and other debt expense, net 1,179 1,233 1,39
Earnings before income taxes and cumulative
effect of accounting changes 9,347 8,216 6,19
Provision for income taxes 3,869 3,491 2,62
Earnings before cumulative effect of accounting c hanges 5,478 4,725 3,56
Cumulative effect of changes in method of accountin g (28) 47
Net earnings $ 5,450 $4,725 $ 3,09
Per share data:
Earnings before cumulative effect of accounting ¢ hanges $ 6.51 $ 545 $ 4.0
Cumulative effect of changes in method of account ing (.03) (.5
Net earnings $ 6.48 $ 545 $ 35
Consolidated Statements of Cash Flows (in millions of dollars)
for the years ended December 31, 1995 1994 199
CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES
Net earnings--CONSUMER PRODUCTS $ 5,345 $ 4,591 $2,96
--FINANCIAL SERVICES AND REAL ESTATE 105 134 13
Net earnings 5,450 4,725 3,09
Adjustments to reconcile net earnings to operating cash flows:
CONSUMER PRODUCTS
Depreciation and amortization 1,671 1,722 1,61
Deferred income tax provision (benefit) 15 237 (43
(Gains) losses on sales of businesses (275) 19 (4
Cumulative effect of accounting changes 46 77
Restructuring charge 74
Cash effects of changes, net of the effects from acquired
and divested companies:
Receivables, net (466) (239) 10
Inventories (5) (387) 39
Accounts payable (260) 582 70
Income taxes 504 202 15
Other working capital items (482) (288) (73
Other 354 180 20

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows (continued)

for the years ended December 31, 1995 1994 1993
FINANCIAL SERVICES AND REAL ESTATE
Deferred income tax provision $ 299 $ 376 $ 461
Decrease (increase) in real estate receivables 35 (30) 34
Decrease (increase) in real estate held for devel opment and sale 61 86 2)
Other (22) (82) (64)
Operating cash flow before income taxes on sale s of businesses
and interest payment on zero coupon bonds 6,925 7,103 7,004
Income taxes on sales of businesses (238) (8) 37)
Interest payment on zero coupon bonds--financial services
and real estate (156)
Net cash provided by operating activities 6,687 6,939 6,967
CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES
CONSUMER PRODUCTS
Capital expenditures (1,621) (1,726) ( 1,592)
Purchase of businesses, net of acquired cash (217) (146) ( 3,161)
Proceeds from sales of businesses 2,202 300 553
Other 17 28 49
FINANCIAL SERVICES AND REAL ESTATE
Investments in finance assets (613) (582) (597)
Proceeds from finance assets 123 889 527
Net cash used in investing activities (109) (1,237) ( 4,221)
Net cash provided by operating and investing ac tivities 6,578 5,702 2,746
CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES
CONSUMER PRODUCTS
Net (repayment) issuance of short-term borrowings (21) 172 1,220
Long-term debt proceeds 564 97 1,027
Long-term debt repaid (1,302) (1,817) ( 2,154)
FINANCIAL SERVICES AND REAL ESTATE
Net issuance (repayment) of short-term borrowings 67 (325) 171
Long-term debt proceeds 185
Long-term debt repaid (139) (44) (290)
Repurchase of outstanding stock (2,111) (1,532) ( 1,218)
Dividends paid (2,939) (2,487) ( 2,291)
Stock rights redemption 9)
Issuance of shares 291 54 39
Other (28) (20) (34)
Net cash used in financing activities (5,627) (5,717) ( 3,530)
Effect of exchange rate changes on cash and cash eq uivalents 3 17 (55)
Cash and cash equivalents:
Increase (decrease) 954 2 (839)
Balance at beginning of year 184 182 1,021
Balance at end of year $1,138 $ 184 $ 182
Cash paid: Interest--Consumer products $1,293 $ 1,340 $ 1,391
--Financial services and real es tate $ 89 $ 229 $ 81
Income taxes $ 3,067 $2,449 $ 2,092

See notes to consolidated financial statements.




Consolidated Statements of Stockholders'

Balances, January 1, 1993

Net earnings
Exercise of stock options and issuance
of other stock awards
Cash dividends declared ($2.60 per share)
Currency translation adjustments
Stock repurchased
Net unrealized appreciation on securities

Balances, December 31, 1993

Net earnings
Exercise of stock options and issuance
of other stock awards
Cash dividends declared ($3.03 per share)
Currency translation adjustments
Stock repurchased
Net unrealized depreciation on securities

Balances, December 31, 1994

Net earnings
Exercise of stock options and issuance
of other stock awards
Cash dividends declared ($3.65 per share)
Redemption of stock rights
Currency translation adjustments
Stock repurchased
Net unrealized depreciation on securities

Balances, December 31, 1995

Equity (in millions of dollars, except per share data)

ommon

Stock

Earnings
Reinvested in
the Business

Currency

Translation
Adjustments

$935

$14,867
3,001

(51)
(2,280)

91

$(34)

(677)

935

15,718

4,725
(217)

(2,623)

(114)

(711)

664

935

17,489
5,450
(77)

(3,065)
9)

©)

(47)

514

$935

$19,779

$467

Cost of
rchased
Stock

$(3,205)

470

(2,075)

Total
Stockholders'
Equity

$12,563
3,001

57
(2,280)
(677)
(1,218)
91

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of presentation:

The consolidated financial statements includeighificant subsidiaries. The preparation of finahctatements in conformity with generally
accepted accounting principles requires managetoenake estimates and assumptions that affecefirted amounts of assets and
liabilities and disclosure of contingent assets latullities at the dates of the financial statetseand the reported amounts of operating
revenues and expenses during the reporting peradsal results could differ from those estimates.

Balance sheet accounts are segregated by two typeas of business. Consumer products assets dilitiea are classified as either current
or non<urrent, whereas financial services and real eafgets and liabilities are unclassified, in acancg with respective industry practic

Cash and cash equivalents:

Cash equivalents include demand deposits with banésall highly liquid investments with original inaties of three months or less.
Inventories:

Inventories are stated at the lower of cost or mtarkhe last-in, firsbut ("LIFO") method is used to cost substantiallldamestic inventorie:
The cost of other inventories is determined byaberage cost or first-in, first-out methods. laigenerally recognized industry practice to
classify the total amount of leaf tobacco inventasya current asset although part of such invenbagause of the duration of the aging
process, ordinarily would not be utilized withineopear.

Advertising costs:

Advertising costs are expensed generally as indurre

Depreciation, amortization and goodwill valuation:

Depreciation is recorded by the straight-line mdttubstantially all goodwill and other intangilalgsets are amortized by the straight-line
method, principally over 40 years. The Companyqabcally evaluates the recoverability of goodwilldameasures any impairment by
comparison to estimated undiscounted cash flown ftdgure operations.

Financial instruments:

Derivative financial instruments are used by thenBany to manage its foreign currency and inteistexposures. Realized and unrealized
gains and losses on foreign currency swaps thaféeetive as hedges of net assets in foreign didvgis are offset against the foreign
exchange gains or losses as a component of statgdsbequity. The interest differential to be paideceived under the currency and related
interest rate swap agreements is recognized ogdif¢hof the related debt and is included in intrand other debt expense, net. Unrealized
gains and losses on forward contracts that aretaféeas hedges of assets, liabilities and comnmitenare deferred and recognized in income
as the related transaction is realized.

Accounting changes:

Effective January 1, 1995, the Company adopted®iat of Financial Accounting Standards ("SFAS") Nb6, "Accounting for
Contributions Received and Contributions Made.'sThiatement requires the Company to recognize eongitional promise to make a
contribution as an expense in the period the prensisnade. The Company had previously expensedilootibns when payment was made.
The cumulative effect at January 1, 1995 of adgp8RAS No. 116 reduced 1995 net earnings by $7omi(5.01 per share), net of $4 milli
of income tax benefits. The application of SFAS Mb6 did not materially reduce earnings before datiue effect of accounting changes.

The Company's adoption of SFAS No. 106 for non-gd&tretirement benefits other than pensions, @ffedanuary 1, 1995, is discussed in
Note 14. The Company's adoption of SFAS No. 11d&mtemployment benefits, effective January 1, 1898iscussed in Note 1

SFAS No. 121, "Accounting for the Impairment of Igehived Assets and for Long-Lived Assets to be Dgd of" will be adopted by the
Company on January 1, 1996. The Company estimaaeshe effect of adoption will not be material.

NOTE 2. DIVESTITURES AND ACQUISITIONS:

During 1995, the Company sold its bakery busineasdsts North American margarine, specialty oitgrshmallows, caramels and Kraft
Foodservice distribution businesses. In additienegal smaller international food businesses welak ©perating revenues and operating
income of these businesses for the period ownd8®% were $2.0 billion and $107 million, respediiyand for the year ended December



1994 were $5.9 billion and $267 million, respedvé&let assets of the businesses sold were $1i8rbillotal proceeds and net pretax gains
from the sales of these businesses were $2.1rbaial $275 million, respectively. As part of thisebtiture program, the Company offerec
early retirement program and is downsizing or clgsither food facilities. The cost of these actiofiset the gains from businesses sold.

During 1994, the Company sold The All American Goat Company (frozen dinners business) for $170anillThe effect of this
disposition, and other smaller acquisitions angak#ions, was not material to the Company's 1@84ilts of operations.

During 1993, the Company acquired Freia MarabousaScandinavian confectionery company, at a dobt @ billion, a North American
ready-to-eat cold cereal business at a cost of #i®n and The Terry's Group, a United Kingdommfertionery company for $295 million.
In addition, the Company acquired a 20% equityrggein Molson Breweries in Canada and 100% of bloBreweries U.S.A., at a cost of
$320 million. The Company also increased its investt in tobacco and food operations in CentralEastern Europe. The effects of these,
and other
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smaller acquisitions, were not material to the Canys 1993 results of operations.

During 1993, the Company sold its North Americaséceam and frozen vegetables businesses anddrearanufacturing plants. The
proceeds from the sales of these businesses atgple®f08 million. The effects of these sales ofrfmsses were not material to the
Company's 1993 results of operations.

NOTE 3. RESTRUCTURING:

In 1993, the Company provided for the costs ofruestiring its worldwide operations. The charge tedgorimarily to the downsizing or
closure of approximately 40 manufacturing and ofheilities. This restructuring charge reduced 188nings before income taxes, net
earnings and earnings per share by $741 millioB7 $dillion and $.52, respectively.

NOTE 4. INVENTORIES:

The cost of approximately 50% of inventories in 38%d 48% of inventories in 1994 was determinedgugiie LIFO method. The stated
LIFO values of inventories were approximately $r&i0ion and $870 million lower than the current to§inventories at December 31, 1995
and 1994, respectively.

NOTE 5. SHORT-TERM BORROWINGS AND BORROWING ARRANGEMENTS:

At December 31, the Company's short-term borrowargsrelated average interest rates consistecedbtiowing:

1995 1994
Average Average
Amount Year-End Amount  Year-End
(in millions) Outstanding Rate O utstanding Rate
Consumer
products:
Bank loans $ 209 13.1% $ 215 12.0%
Commercial
paper 2,495 5.8% 2,505 5.9%
Amount
reclassified
as long-
term debt (2,582) (2,539)
$ 122 $ 181
Financial services
and real estate:
Commercial
paper $ 671 5.9% $ 604 5.9%

The fair values of the Company's short-term borngwiat December 31, 1995 and 1994, based upon tmaté&s, approximate the amounts
disclosed above.

The Company and its subsidiaries maintain creditifi@s with a number of lending institutions, anming to approximately $15.4 billion at
December 31, 1995. Approximately $15.3 billiontoége facilities were unused at December 31, 1988aid of these facilities are used to
support commercial paper borrowings, are avail&dsl@cquisitions and other corporate purposes aqdire the maintenance of a fixed
charges coverage ratio.

The Company's credit facilities include revolvirank credit agreements totaling $12.0 billion. Amesgnent for $4.0 billion expires in
October 1996, and an agreement for $8.0 billioriresgn 2000 enabling the Company to refinancetsteom debt on a long-term basis.
Accordingly, short-term borrowings intended to bérranced were reclassified as long-term debt.

NOTE 6. LONG-TERM DEBT:

At December 31, the Company's long-term debt ctetsisf the following:

(in millions) 1995 1994
Consumer products:
Short-term borrowings, reclassified $ 2,582 $2,539
Notes, 6.15% to 9.75% (average effective
rate 8.20%), due through 2004 8,598 9,760

Debentures, 6.0% to 8.5% (average

effective rate 10.71%), $1.3 billion face

amount, due through 2017 1,018 995
Foreign currency obligations:



Swiss franc, 2.0% to 7.0% (average
effective rate 6.03%), due

through 2000 1,303 942
Deutsche mark, 2.75% to 6.38%
(average effective rate 6.12%), due
through 2000 392 182
Other 102 118
Other 255 261
14,250 14,797
Less current portion of long-term debt (1,926) (712)
$12,324 $14,085
Financial services and real estate:
Eurodollar notes, 6.75% and 6.625%
(average effective rate 6.7%), due
1997 and 1999 $ 400 $ 400
Foreign currency obligations:
Swiss franc, 4.75%, due 1996 -- 123
ECU notes, 9.25% and 8.50%, due 1997
and 1998 383 367
$ 783 $ 890
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Aggregate maturities of long-term debt, excludihgrs-term borrowings reclassified as long-term dal# as follows:

Financial

Consumer Services and
(in millions) Products Real Estate
1996 $1,926
1997 1,852 $392
1998 1,555 192
1999 1,789 199
2000 874
2001-2005 3,283
2006-2010 169
Thereafter 487

The revolving credit facility under which the conser products short-term debt was reclassified ag-term debt expires in 2000 and any
amounts then outstanding mature.

Based on market quotes, where available, or irteagss currently available to the Company for assie of debt with similar terms and
remaining maturities, the aggregate fair valuearfstimer products and financial services and réateekong-term debt, including current
portion of long-term debt, at December 31, 1995 H@M1 was $15.9 billion and $15.7 billion, respesity.

NOTE 7. CAPITAL STOCK:

Shares of authorized common stock are 4 billicsyeésl, repurchased and outstanding were as follows:

Shares S hares Net Shares
Issued Repurc hased Outstanding

Balances,
January 1, 1993 935,320,439 (42,56 3,254) 892,757,185

Exercise of stock options
and issuance of other

stock awards 1,61 2,405 1,612,405
Repurchased (17,27 8,900) (17,278,900)
Balances,
December 31, 1993 935,320,439 (58,22 9,749) 877,090,690

Exercise of stock options
and issuance of other

stock awards 4,56 9,731 4,569,731
Repurchased (28,80 1,356) (28,801,356)
Balances,
December 31, 1994 935,320,439 (82,46 1,374) 852,859,065

Exercise of stock options
and issuance of other

stock awards 6,47 0,262 6,470,262
Repurchased (28,15 9,321) (28,159,321)
Balances,
December 31, 1995 935,320,439 (104,15 0,433) 831,170,006

At December 31, 1995, 42,021,339 shares of comruak svere reserved for stock options and othetkséweards under the Company's st
plans and 10,000,000 shares of Serial PreferreckS$d..00 par value, were authorized, none of whibe been issued.

In 1989, the Company distributed rights for eactstanding share of its common stock. The rightsewent exercisable until ten days after
public announcement that any person had acquiréddrOnore of the Company's common stock or tennassi days after any person
announced a tender offer for 10% or more of the gamyg's common stock. In 1995, the Company rededheedghts for $.01 per right, at a
total cost of $9 million.

NOTE 8. STOCK PLANS:

Under the Philip Morris 1992 Incentive Compensatiod Stock Option Plan, the Company may grantigibéé employees stock options,
stock appreciation rights, restricted stock anduahincentive and long-term performance cash awatdgo 37 million shares of common
stock are authorized for grant, of which no moantB million shares may be awarded as restrictezksStock options are granted at an
exercise price of not less than fair value on thie @f the grant.

At December 31, 1995 and 1994, options under ti9 pan and previous plans were exercisable fof@)934 shares and 27,253,*



shares, respectively. Shares available to be gtatBecember 31, 1995 and 1994 were 12,639,172@064,190, respectively.

Options activity was as follows for the years enBettember 31,

1995 1994 1993

Balances,

beginning of year 27,765,157 30,035,681 23,802,744
Granted 7,983,200 511,610 8,433,540
Exercised (6,750,112) (2,394,089) (1,821,944)
Cancelled (590,121)  (388,045) (378,659)
Balances,

end of year 28,408,124 27,765,157 30,035,681
Range of exercise

prices at

year-end $18.44-$100.00 $10.66-$100.00 $ 8.67-$100.00

Price range of

shares exercised

during the year $10.66-$77.81 $8.67-$49.06 $7.26-$63.69
Weighted average

grant price per

share $74.78 $69.73 $49.09

The Company may grant shares of restricted stoekgible employees, giving them in most instanaksf the rights of stockholders, except
that they may not sell, assign, pledge or othereisgimber such shares. During 1995 and 1994, thep@ay granted 212,000 shares and

2,636,940 shares, respectively, of restricted stoaigible U.S. based employees and also issuwetigible non-U.S. employees rights to
receive 48,000
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and 1,034,320 like shares, respectively. Such steard rights are subject to forfeiture if certaimpdoyment conditions are not met. No shares
of restricted stock or rights were granted in 19%3December 31, 1995, restrictions on the stoek,aofi forfeitures, lapse as follows: 1996-
295,110 shares; 1997-2,912,270 shares; 1998-58(@0@s; 1999-20,000 shares; 2000-225,000 sharez0@idand thereafter63,000 share

The fair value of the restricted shares and righthe date of grant is amortized to expense natal@r the restriction period. At December
1995 the unamortized portion of $103 million is@epd as a reduction of earnings reinvested irbtleness.

In June 1995, the Financial Accounting Standardsr@@ssued SFAS No. 123, "Accounting for Stock-BaSempensation”. The Statement
allows companies to measure compensation costinemtion with employee stock compensation plansgusifair value based method or to
continue to use an intrinsic value based method;wdenerally does not result in compensation cdst. Company currently plans to
continue using the intrinsic value based method.

NOTE 9. EARNINGS PER SHARE:

Earnings per common share have been calculatdueondighted average number of shares of common statstanding for each year, whi
was 841,558,296, 867,288,869 and 878,120,884 fa,1994 and 1993, respectively.

NOTE 10. PRETAX EARNINGS AND PROVISION FOR INCOME T AXES.:

Pretax earnings and provision for income taxesistet of the following:

(in millions) 1995 199 4 1993
Pretax earnings:
United States $6,622 $5,78 1 $4,078
Outside United States 2,725 2,43 5 2,118
Total pretax earnings $9,347 $8,21 6 $6,196
Provision for income taxes:
United States federal:
Current $1,946 $1,54 0 $1,199
Deferred 97 45 8 278
2,043 1,99 8 1,477
State and local 434 41 9 311
Total United States 2,477 2,41 7 1,788
Outside United States:
Current 1,175 91 9 830
Deferred 217 15 5 10
Total outside United
States 1,392 1,07 4 840
Total provision for
income taxes $3,869 $3,49 1 $2,628

At December 31, 1995 applicable United States feder
withholding taxes have not been provided on approxi
accumulated earnings of foreign subsidiaries that a
reinvested abroad. If these amounts were not consid
additional deferred income taxes of approximately $
provided.

The effective income tax rate on pretax earnings
federal statutory rate for the following reasons:

1995 19
Provision computed at
U.S. federal statutory rate 35.0% 35
Increase (decrease) resulting from:
State and local income taxes,

net of federal tax benefit 30 3
Rate differences--foreign

operations 19 1
Goodwill amortization 2.1 2
Other (06) O
Provision for income taxes 41.4% 42

al income taxes and foreign
mately $4.7 billion of

re expected to be permanently
ered permanently reinvested,
285 million would have been

differed from the U.S.

94 1993

.0% 35.0%

3 33
.0 06
4 3.0
.8 05

5% 42.4%




The tax effects of temporary differences which gase to consumer products deferred income taxsssel liabilities consisted of the
following:

December 31,
(in millions) 1 995 1994

Deferred income tax assets:
Accrued postretirement and postemployment

benefits $ 968 $ 925
Accrued liabilities 451 542
Restructuring, strategic and other reserves 331 315
Other 814 754
Gross deferred income tax assets 2 ,564 2,536
Valuation allowance (125) (108)
Total deferred Income tax assets 2 439 2,428

Deferred income tax liabilities:
Property, plant and equipment (1 ,687) (1,691)
Prepaid pension costs (197) (223)
Total deferred income tax liabilities (1 ,884) (1,914)
Net deferred income tax assets $ 555 $ 514

Financial services and real estate deferred indem#babilities are primarily attributable to tenmaoy differences from investments in finance
leases.
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NOTE 11. SEGMENT REPORTING:

Tobacco, food, beer, and financial services andestate are the major segments of the Compangimtpns. The Company's major products
are cigarettes, cheese, coffee, chocolate confegtirocessed meat products, various packagedrgnoeelucts and beer. The Company's
consolidated operations outside the United Statbih are principally in the tobacco and food besies, are organized into geographic
regions by segment, with Europe the most significkmbersegment transactions are not reported atglgrsince they are not material.

For purposes of segment reporting, operating piobperating income exclusive of certain unalledatorporate expenses. See Note 2
regarding divestitures and acquisitions and Nategarding restructuring. The 1993 restructuringiitesl in a reduction of tobacco, food and
beer operating profit of $245 million, $357 milli@amd $139 million, respectively. Substantiallygdlodwill amortization is attributable to the
food segment.

Identifiable assets are those assets applicalthetrespective industry segments. Reportable setgia¢ém were as follows:

Data by Segment for the
years ended December 31,

(in millions) 1995 1994 1993
Operating revenues:
Tobacco $32,316 $2 8,671 $25,973
Food 29,074 3 1,669 30,372
Beer 4,304 4,297 4,154
Financial services and real estate 377 488 402
Total operating revenues $66,071 $6 5,125 $60,901
Operating profit:
Tobacco $7,177 $ 6,162 $4,910
Food 3,188 3,108 2,608
Beer 444 413 215
Financial services and real estate 164 208 249
Total operating profit 10,973 9,801 7,982
Unallocated corporate expenses 447 442 395
Operating income $10,526 $ 9,449 $ 7,587
Identifiable assets:
Tobacco $11,196 $ 9,926 $9,523
Food 33,447 3 4,822 33,253
Beer 1,751 1,706 1,706
Financial services and real estate 5,632 5,193 5,659
52,026 5 1,647 50,141
Other assets 1,785 1,002 1,064
Total assets $53,811 $5 2,649 $51,205
Depreciation expense:
Tobacco $ 350 $ 360 $ 342
Food 556 539 538
Beer 101 108 140
Financial services and real estate 1 2

Capital expenditures:

Tobacco $ 525 % 529 $ 527
Food 948 1,072 944
Beer 115 121 92

Data by Geographic Region for the
years ended December 31,

(in millions) 1995 1994 1993
Operating revenues:
United States--domestic $32,479 $3 5,936 $34,282
--export 5,920 4,942 4,105
Europe 23,076 1 9,888 18,304
Other 4,596 4,359 4,210
Total operating revenues $66,071 $6 5,125 $60,901
Operating profit:
United States $8,031 $ 7,306 $5,695
Europe 2,366 1,914 1,689
Other 576 671 598

Total operating profit 10,973 9,891 7,982




Unallocated corporate expenses 447 442 395

Operating income $10,526 $ 9,449 $ 7,587
Identifiable assets:
United States $32,521 $3 3,622 $34,522
Europe 15981 1 4,845 12,766
Other 3,524 3,180 2,853
52,026 5 1,647 50,141
Other assets 1,785 1,002 1,064
Total assets $53,811 $5 2,649 $51,205

NOTE 12. PENSION PLANS:

The Company and its subsidiaries sponsor noncarndrip defined benefit pension plans covering sutigthy all U.S. employees. The plans
provide retirement benefits for salaried employeesed generally on years of service and compensddiong the last years of employment.
Retirement benefits for hourly employees generaléya flat dollar amount for each year of servidee Company funds these plans in
amounts consistent with the funding requirementfedéral laws and regulations.

Pension coverage for employees of the Company'dh8nsubsidiaries is provided, to the extent dekappropriate, through separate plans,
many of which are governed by local statutory regmients. The plans provide pension benefits tleabased primarily on years of service
and employees' salaries near retirement. The Coynmanvides for obligations under such plans by @épyag funds with trustees or
purchasing insurance policies. The Company redaigities for unfunded foreign plans.
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U.S. Plans

Net pension cost (income) consisted of the foll@wy

(in millions) 1995 1994 1993
Service cost--benefits earned

during the year $ 110 $ 130 $ 151
Interest cost on projected

benefit obligation 367 342 362
(Return) loss on assets

--actual (1,344) 94 (796)

--deferred gain (loss) 848 (605) 314
Amortization of net gain upon

adoption of SFAS No. 87 (26) (28) (28)
Other cost (income) 75 49 (47)

Net pension cost (income) $ 30 $ (18) $ (44)

During 1995, 1994 and 1993, the Company sold bes&®and instituted early retirement and workfoedeiction programs resulting in other
pension expense of $103 million and curtailmenbgaif $28 million in 1995, additional pension expef $49 million in 1994 and
curtailment gains of $47 million in 1993.

The funded status of U.S. plans at December 3lawdsllows:

(in millions) 199 5 1994
Actuarial present value of accumulated

benefit obligation--vested $4,1 16 $3,491
--nonvested 3 54 270

4,4 70 3,761

Benefits attributable to projected salaries 7 86 549
Projected benefit obligation 52 56 4,310
Plan assets at fair value 6,6 49 5,735

Excess of assets over projected benefit

obligation 1,3 93 1,425
Unamortized net gain upon adoption of SFAS

No. 87 1 40)  (169)
Unrecognized prior service cost 1 31 140
Unrecognized net gain from experience

differences (8 07) (802)

Prepaid pension cost $5 77 $594

The projected benefit obligation at December 38519994 and 1993 was determined using an assuisealidt rate of 7.25%, 8.5% and
7.5%, respectively, and assumed compensation isesezf 4.5%, 5.0% and 4.0% at December 31, 1998, 48d 1993, respectively. The
assumed longerm rate of return on plan assets was 9% at DeeeB81h 1995, 1994 and 1993. Plan assets congisijpaily of common stoc
and fixed income securities.

The Company and certain of its subsidiaries spodsfarred profit-sharing plans covering certairasatl, nonunion and union employees.
Contributions and costs are determined generally @mercentage of pretax earnings, as defined bglémes. Certain other subsidiaries of the
Company also maintain defined contribution plansiotints charged to expense for defined contribyilans totaled $201 million, $191
million and $214 million in 1995, 1994 and 1993pectively.

Non-U.S. Plans

Net pension cost consisted of the followi

(in millions) 1995 199 4 1993
Service cost--benefits earned

during the year $80 $ 72 $ 63
Interest cost on projected benefit

obligation 160 1 36 138
(Return) loss on assets

--actual (195) 4 (153)

--deferred gain (loss) 74 (1 13) 55

Amortization of net loss (gain) upon



adoption of SFAS No. 87 1

Net pension cost $120 $

98 $102

The funded status of the non-U.S. plans at December

Assets Exceed
Accumulated

Benefits
(in millions) 1995 1994
Actuarial present value of
accumulated benefit
obligation
--vested $1,257 $1,046
--nonvested 46 76
1,303 1,122
Benefits attributable to
projected salaries 324 316

Projected benefit obligation 1,627 1,438

Plan assets at fair value 1,780 1,532
Plan assets in excess of (less

than) projected benefit

obligation 153 94
Unamortized net loss (gain)

upon adoption of

SFAS No. 87 11 (13
Unrecognized net gain from
experience differences (42)

Prepaid (accrued)
pension cost $122 $81

31 was as follows:

Accumulated
Benefits Exceed

Assets
1995 1994
$703 $606
69 63
772 669
125 115
897 784
59 51

$(858)  $(739)

The assumptions used in 1995, 1994 and 1993 were as

1995
Discount rates 4.5% to 10.0% 5.0% to
Compensation
increases 3.5% to 9.0% 3.5% to

Long-term rates of
return on plan
assets 4.5% to 11.0% 5.5% to

Plan assets consist primarily of common stock aretifincome securities.
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follows:

1994 1993

13.0% 5.0% to 12.0%

11.0% 3.5% to 11.0%

12.0% 5.0% to 12.0%



NOTE 13. POSTEMPLOYMENT BENEFITS:

Effective January 1, 1993, the Company adopted SNASL12, "Employers' Accounting for PostemploymBanhefits.” This Statement
requires the Company to accrue the costs of posbemgnt benefits, other than pensions and postrant health care benefits, over the
working lives of employees. The Company previousyg expensed the cost of these benefits, whicprareipally severance and disability,
when the related event occurred.

The cumulative effect at January 1, 1993 of adgp8RAS No. 112, which was calculated on an undistsalibasis, reduced 1993 net
earnings by $477 million ($.54 per share), net2Z8®million of income tax benefits. Adoption of SEMNo. 112 did not materially reduce
1993 earnings before cumulative effect of accogntimanges.

NOTE 14. POSTRETIREMENT BENEFITS OTHER THAN PENSION S:

Since January 1, 1991, the Company has accruezbstimated cost of retiree benefit payments, otien pensions, during employees' active
service periods as prescribed by SFAS No. 106, 'IByeps' Accounting for Postretirement Benefits @thlan Pensions," for its U.S. retiree
benefit plans.

Effective January 1, 1995, the Company adopted SRASLO06 for its Canadian retiree benefit plansagistent with the transition
methodology for U. S. plans adopted in 1991, then@any recognized this change in accounting onrtimeddiate recognition basis. The
cumulative effects as of January 1, 1995 of adgpBRAS No. 106 for the Canadian plans were an aserén other assets of $14 million, an
increase in accrued postretirement health cars od§t35 million and a decrease in 1995 net easnarig21 million ($.02 per share).
However, application of SFAS No. 106 for Canadiempyees during the year ended December 31, 19bBadimaterially reduce earnings
before cumulative effect of accounting changesrRa January 1, 1995, the cost of postretiremeatth care benefits for Canadian
employees was expensed as incurred and was ndficaghfor the years ended December 31, 1994 &%3.1

Health care benefits for retirees outside the Win8tates and Canada are generally covered throeghdovernment plans. The Company
its U.S. and Canadian subsidiaries provide health and other benefits to substantially all reteetployees, their covered dependents and
beneficiaries. Generally, employees who have atthage 55 and who have rendered at least 5 todk® géservice are eligible for these
benefits. Certain health care plans are contrigutmther benefit plans are noncontributory.

Net postretirement health care costs consisteldeofdilowing:

(in millions) 1995 1994 1993
Service cost--benefits earned

during the period $46 $57 $59
Interest cost on accumulated

postretirement benefit

obligation 179 165 159
Amortization of unrecognized net

(gain) loss from experience

differences 2) 6
Amortization of unrecognized prior

service cost (13) (15 ) (16)
Other (income) cost (13) 32 (59)

Net postretirement health
care costs $197 $245 $143

During 1995, 1994 and 1993, the Company sold bes&®and instituted early retirement and workfoedeiction programs resulting in other
pension expense of $21 million and curtailment gaih$34 million in 1995, additional expense of $8#lion in 1994 and net curtailment a
settlement gains of $59 million in 1993.

The Company's postretirement health care plangitlyrare not funded. The status of the plans aebwer 31 was as follows:

(in millions) 19 95 1994

Actuarial present value of accumulated
postretirement benefit obligation:

Retirees $1, 353 $1,165

Fully eligible active plan participants 253 133

Other active plan participants 927 804
2 533 2,102

Unrecognized net (loss) gain from experience
differences ( 303) 14



Unrecognized prior service cost 140 186

Accrued postretirement health
care costs $2, 370 $2,302

The assumed health care cost trend rate used isunireg the accumulated postretirement benefit akibg for U.S. plans was 9.5% in 1994,
9.0% in 1995 and 8.5% in 1996, gradually declirtim&.0% by the year 2003 and remaining at thatl ldnexeafter. For Canadian plans, the
assumed health care cost trend rate was 15.099®m dd 14.0% in 1996, gradually declining to 5.0¢4He year 2005 and remaining at that
level thereafter. A one-percentage-point increagbe assumed health care cost trend rates fory@amehwould increase the accumulated
postretirement benefit obligation as of Decemberl®B5 and net postretirement health care coghfoyear then ended by approximately
11% and 17%, respectively.

The accumulated postretirement benefit obligatfond).S. plans at December 31, 1995, 1994 and %898 determined using assumed
discount rates of 7.25%, 8.5% and 7.5%, respegtiVdle accumulated postretirement benefit obligatibDecember 31, 1995 for Canadian
plans was determined using an assumed discournfratg5%.
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NOTE 15. CONTINGENCIES:

Legal proceedings covering a wide range of matierpending in various U.S. and foreign jurisdicti@gainst the Company and its
subsidiaries, including Philip Morris Incorporat¢@M Inc.").

In certain of the proceedings pending against P84 dnd, in some cases, the Company and/or cert@mather subsidiaries, plaintiffs allege
injury resulting from cigarette smoking, addictitancigarette smoking or exposure to environmewiahtco smoke ("ETS") and seek
compensatory and, in some cases, punitive damagesf. December 31, 1995, there were 125 such srgakind health cases pending in the
United States. Of these cases, 88 were filed irsthie of Florida and served between April 28, 1888 December 31, 1995. One-hundred
nine of the smoking and health cases involve aflega of various injuries allegedly related to ciglte smoking, four of which purport to be
class actions. Eleven of the smoking and healtbs;ascluding one which purports to be a clas®agcinvolve allegations of various personal
injuries allegedly related to exposure to environtaktobacco smoke. Five of these cases involtesthat have commenced actions seeking
reimbursement for Medicaid and other expendituteisned to have been made to treat diseases aliegadsed by cigarette smoking. In
addition, a purported class action involving alkkwas of various personal injuries allegedly redatie cigarette smoking is pending in Canada
against, among others, an entity in which the Cameas a 40% indirect ownership interest, and arathch action is pending in Brazil
against a subsidiary of the Company, among otheieddition, other tobacco related litigation ireds five lawsuits arising from the recall of
certain of PM Inc.'s products, one of which purpaa be a class action. In addition, there is amesiiit pending, which purports to be a class
action, involving allegations of defective filterpdoducts. There are also three lawsuits pendinghich plaintiffs have alleged that PM Inc.
failed to manufacture a fire-safe cigarette, inalgdone which purports to be a class action.

The plaintiffs' allegations of liability in thos@ses in which individuals seek recovery for personaries allegedly caused by cigarette
smoking are based on various theories of recoveciyding negligence, gross negligence, strictiligh fraud, misrepresentation, design
defect, failure to warn, breach of express andimdplvarranties, conspiracy, concert of action, sh@nrichment, common law public
nuisance, indemnity, market share liability, anolations of deceptive trade practices laws andrastistatutes. Plaintiffs also seek punitive
damages in many of these cases. Defenses raisefdrydants in these cases include lack of proxiwetse, assumption of the risk,
comparative fault and/or contributory negligeneekl of design defect, statutes of limitations gose, equitable defenses such as "unclean
hands" and lack of benefit, failure to state amsland preemption by the Federal Cigarette LabelimtjAdvertising Act, as amended (the
"Act"). In June 1992, the United States SupremerCimeid that the Act, as enacted in 1965, doepregmpt common law damage claims but
that the Act, as amended in 1969, preempts clairemg@ after 1969 against cigarette manufacturbesé&d on failure to warn and the
neutralization of federally mandated warnings ® éltent that those claims rely on omissions dugians in advertising or promotions." T
Court also held that the 1969 Act does not preaigiins based on express warranty, fraudulent miesgmtation or conspiracy. The Court
also held that claims for fraudulent concealmentwereempted except “insofar as those claims reined duty to disclose...facts through
channels of communication other than advertisingromotion." (The Court did not consider whethectrsukommon law damage claims were
valid under state law.) The Court's decision wasoanced by a plurality opinion. The effect of theeidion on pending and future cases will
be the subject of further proceedings in the lof@deral and state courts. Additional similar litiga could be encouraged if legislative
proposals to eliminate the federal preemption dafepending in Congress, were enacted. It is negiple to predict whether any such
legislation will be enacted.

A description of pending class action and state ibded litigation follows.

Smoking and Health Class Action and Medicaid Litigéion

In 1991, a purported class action was filed agdhresteading United States cigarette manufactunesshich certain flight attendants,

claiming to represent a class of approximately 80 j@dividuals, alleged personal injury caused Xyosure to ETS aboard aircraft. Broin, et
al. v. Philip Morrisincorporated, et al., Circuit of the Eleventh Judidal Circuit in and for Dade

County Florida, Case No. 91-49738-CA-20. In Decemb#994, the trial court certified a class consisting of "all non-smokinigfik
attendants who are or have been employed by arbased in the United States and are suffering ffieeases and disorders caused by their
exposure to second hand cigarette smoke in aichbins." Defendants appealed the class certificatéxision and order to the Florida Third
District Court of Appeals. On January 3, 1996, Fharida Third District Court of Appeals affirmedetrial court's class certification decision.
On January 18, 1996, defendants filed with theiéor hird District Court of Appeals, a motion f@ahearing, rehearing en banc or
certification of the case to the Florida Supremei€o

In May 1994, an action was filed in a Florida statert against the leading United States tobacaaufisaturers and others, including the
Company, by plaintiffs alleging injury and purpaogito represent a class of certain smokers, cefidaimer smokers and their heirs. Engle, et
al. v. R.J. Reynold¥obacco Company, et al., Circuit Court of the Eleveth Judicial Circuit in and

for Dade County, Florida, Case No. 94-08273-8R-Subsequently, the Company was voluntarily dised from this action, which otherw
continues against the tobacco manufacturers, imgueM Inc. In October 1994, the trial court grahpaintiffs' motion for class certificatio
The class, as certified, comprises "all United &tatitizens and residents and their survivors vaweh. suffered, presently suffer, or who
have died from diseases and medical conditionsechiog their addiction to cigarettes that contagotine.” Defendants appealed the class
certification decision and order to the Floridar@hbistrict Court of Appeals. Oral argument on #ppeal was held in September 1995 at
which time the court took the matter under advisgime

In May 1994, the State of Florida enacted a staitnieh purports to abolish affirmative defenseadtions brought by the state seeking
reimbursement of Medicaid costs. The statute
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purports in such actions to adopt a market shabdlity theory, to permit the introduction of stdical evidence to prove causation, and to
allow the state not to identify the individual Medid recipients who received the benefits at isswseich action. Two lawsuits are presently
pending relating to the statute: (1) In June 19M,Inc. and others filed suit in Florida state ¢alrallenging the constitutionality of the
statute. Associatelehdustries of Florida, Inc., et al. v. State of Floida Agency for Health Care

Administration, et al., Circuit Court of the Second Judicial Circuit in and

for Leon County, Florida, Case No. 94-3128. In J1885, the Court declared certain parts of theuttdb be unconstitutional and declared
other parts to be constitutional. The Court alsdated that the agency charged with enforcing theige was unconstitutional. In July, the
State of Florida appealed the ruling and PM Inentbross-appealed. In August 1995, the Florida&uprCourt accepted the appeal. The
Florida Supreme Court heard oral arguments ongpeal in November 1995 and took the matter undeisathent;

(2) In February 1995, the State of Florida filedaation against the tobacco industry under theistaattempting to recover certain Medicaid
costs and seeking certain injunctive relief, thading of certain programs and the disgorging ofifgdrom the sale of cigarettes in Florida.
The State oFlorida, et al. v. The American Tobacco Company, &dl., Circuit Court of the

Fifteenth Judicial Circuit in and for Palm Beach Caunty, Florida, Case No. CL

95 1466 AO. This action had been stayed by thedaiart pending further order of the court. In Qu#o0 1995, the court partially lifted the s
to allow the entry of a case management order @peéimit plaintiffs to file a motion seeking persian to take discovery. In addition to th
two lawsuits, during the second quarter of 199§islation repealing the statute was passed by ItivédB legislature and vetoed by the
Governor of Florida after the legislature had adjedl. At its next session, the legislature may wmsoverriding the veto.

In March 1994, an action was filed in the Unitedt8¢ District Court for the Eastern District of lisiana against the leading United States
cigarette manufacturers and others, including theg@any, seeking certification of a purported ckastson on behalf of all United States
residents who allege that they are addicted, otheréegal survivors of persons who were addidietihbacco products. Castano, et al. v. The
American Tobacco Company Inc., et &lnited States District Court, Eastern District of Louisiana, Case No. 94044.

Plaintiffs allege that the cigarette manufactumnscealed and/or misrepresented information reggrtiie addictive nature of nicotine and
manipulated the levels of nicotine in their tobapecoducts to make such products addictive. Plétifiotion for class certification was heard
in December 1994, and in February 1995, the caurtlitionally certified the class for certain issuekating to allegations of fraud, breach of
warranty, intentional tort, negligence, strict lidl, consumer protection and punitive damageswileer, the court declined to certify a class
on the issues of injury in fact, causation, rel@mmompensatory damages, certain affirmative defeasd on plaintiffs' claim for medical
monitoring. Defendants, including the Company, ddke District Court to certify its class certifimn decision for immediate appeal to the
United States Court of Appeals for the Fifth Citclihe Court granted that request and the Fiftieu@ithas agreed to hear the appeal.

In March 1994, an action was filed in an Alaban@estourt against three leading United States eftgamanufacturers, including PM Inc.
Lacey, et al.

v. Lorillard Tobacco Company, Inc., et al., CircGiburt of Fayette County,

Alabama, Case No. CV-94-024. Plaintiff, claimingépresent all smokers who have smoked or are smakjarettes sold by defendants in
the State of Alabama, seeks compensatory and pemiimages not to exceed $48,500 per each clasbenesiwell as injunctive relief
arising from defendants' alleged failure to diselagditives used in their cigarettes. In April 198dfendants removed the case to the United
States District Court for the Northern DistrictAiibbama and filed a motion to dismiss the compldaintiff subsequently filed a motion to
remand to an Alabama state court. The motion tarehihas not been ruled upon. A motion to stay tbhegedings until the court rules upon
the motion to remand was granted in June 1994.

In May 1994, an action was filed in Mississippitetaourt against the leading United States cigaratinufacturers and others, including the
Company, by the Attorney General of Mississippk#eg reimbursement of Medicaid and other expendguy the State of Mississippi
claimed to have been made to treat diseases aljeggased by cigarette smoking. Moore v. The An@riEobacco Company, et al.,
Chancery Court of Jackson County, Mississippi, CasBlo.

94-1429. Plaintiff also seeks punitive damagesamnihjunction barring defendants from selling oc@uraging the sale of cigarettes to
minors. In February 1995, the Court granted pl#istnotion to strike certain of defendants' chadles to the sufficiency of the complaint and
denied defendants' motion for judgement on thediggs. The court subsequently denied defendantsdbmfor partial summary judgment,
which asserted that the Attorney General lackedthbority to bring those claims seeking Medicaiinbursement. In July 1995, plaintiffs
filed a motion seeking to preclude defendantsuidiclg PM Inc., from asserting their "set off* defes which seek reduction or elimination of
damages based on benefits arising to the stateghre sale of cigarettes. That motion is stifigiag.

In August 1994, an action was filed in Minnesottettourt against the leading United States cigganednufacturers and others by the
Attorney General of Minnesota and Blue Cross angeBhield of Minnesota seeking reimbursement ofibéed and other expenditures by
plaintiffs claimed to have been made to treat dissallegedly caused by cigarette smoking. Minmesttal. vPhilip Morris Incorporated,

et al., Minnesota District Court, Second Judicial

District, County of Ramsey, Case No. C1-94-8564&irfiffs' asserted causes of action include negtigerformance of a voluntary
undertaking, violation of Minnesota antitrust lawmlation of consumer protection statutes, regtity and conspiracy. Plaintiffs also seek
injunctive relief, as well as treble damages far éfieged antitrust violations. In August 1995 ahefants requested that the Minnesota
Supreme Court determine whether Blue Cross/Bluel@loif Minnesota has standing to bring a direcseaaf action against defendants to
recover alleged increased health care cost. IneSdr 1995, the Supreme Court accepted reviewiofrtatter, and oral argument was heard
on January 29, 1996.

In September 1994, an action was filed in West Miegstate court against the leading United Steigarette manufacturers
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and others, including the Company, by the Attor@eneral of West Virginia seeking reimbursement efdidaid and other expenditures by
the State of West Virginia claimed to have beenernadreat diseases allegedly caused by cigamsivking. McGraw v. The American
Tobacco Company, et al., Circuit Court of Kanawlauity, West Virginia, Case 94-1707. Plaintiff agseauses of action for restitution,
public nuisance, negligent performance of a volgntendertaking, fraud, conspiracy and concert ¢ibag aiding and abetting, violation of
consumer protection statutes, and violation oest Virginia Antitrust Act. Plaintiff also seeka ajunction barring defendants from sell
or encouraging the sale of cigarettes to minordnember 1994, defendants filed a motion to dispuisiming that the Attorney General |
not have standing to assert certain counts indhgptaint, and separate motions to dismiss theraatiand consumer fraud counts of the
complaint. In addition, the non-manufacturing deffemts, including the Company, have moved to distrésed upon the absence of personal
jurisdiction. In May 1995, the Court dismissed gighten counts of the complaint for lack of stargland in October 1995, the Court issue
final order entering judgment on behalf of defentdas to those eight counts. The Court did notoal¢he antitrust and consumer fraud
counts. In October 1995, the Court granted defetstiarotion to prohibit prosecution of this casesuant to a contingent fee agreement with
private counsel ruling that the Attorney Generakéd the authority to enter into such an agreement.

In November 1995, PM Inc., the other leading Uniidtes cigarette manufacturers and the Tobactitukedfiled a lawsuit in the District
Court of Travis County, Texas against the Attor@mneral of the State of Texas, the Health and HuB®amices Commission of the State of
Texas, the Department of Health of the State o§e&nd the Department of Human Services of the $falexas. The suit seeks to obtain
declaratory relief to enjoin the filing and prosgon of a lawsuit, which the Attorney General haeitened to bring against plaintiffs seeking
to recover Medicaid costs related to medical camast allegedly caused by cigarette smoking. Theptaimt asserts that the threatened
lawsuit would violate the United States Constitntamd federal law as well as the Texas Constitutinth Texas statutory and common law.
Philip Morris Incorporated, et al. v. Dan Morales, Attorney General of the State of

Texas, et al., District Court of Travis County, Texas, No. 9414807.

In November 1995, PM Inc., along with four othebdoco manufacturers, commenced an action in theetSitates District Court of
Massachusetts against the Attorney General of Mhssetts seeking declaratory and injunctive réfiefonnection with, inter alia, the
constitutionality of two recently enacted Massa@tissstatutory provisions (as construed by therAtlp General). The complaint alleges that
the Attorney General of Massachusetts had thredtenkring a lawsuit seeking to recover Medicaidts@gainst plaintiffs purportedly
pursuant to these statutory provisions. The comptsserts claims based upon the United Statedi€ios and federal law, as well as
certain Massachusetts state constitutional, statated common law claims. Philip Morris Incorpoiditet al. v. Scott Harshbarger, United
States District Court,

District of Massachusetts, Case No. 95-12574-GAQh December 1995, the Attorneyceneral moved to dismiss the complaint.

In December 1995, the Commonwealth of Massachufiletisa complaint in the Superior Court, Middlegeaunty, Massachusetts against
PM Inc. and nine other parties. The Commonweatthrsplaint seeks certain declaratory and equitabliefy damages, and restitution,
including recovery of "the smoking-related costshi® Commonwealth”, such as increased expenditaresedical assistance provided under
Massachusetts' Medicaid program...[and] medicastasxe provided under the Common Health Progrdm.dommonwealth's complaint
asserts five counts: undertaking of special dutyabh of warranty, conspiracy and concert of actiestitution, and unjust enrichment. By
letters dated the date of the complaint, the Mdssseits Attorney General advised PM Inc. and aed#ier parties that the Attorney General
intended to add claims under a Massachusetts "@uo#rsBrotection” Act, demanded that $1,372,440,@00dd, and asserted that if that sum
were not paid (or if a reasonable written settlehodier were not made), "double or treble damagmgether with interest, costs, and attorr
fees" could be sought. On January 2, 1996, defésdamoved the Commonwealth's action to the Uriitiedies District Court for the District
of Massachusetts. Commonwealth of Massachusefkilip Morris Inc., et al., United States District Court, the District of

Massachusetts, Case No. 950014GAD.

On January 22, 1996, PM Inc., four other leadingiédhStates cigarette manufacturers, the Tobacstitdte and a local retailer, commenced
an action in the Circuit Court of Talbot County, Miand against the Governor and Attorney Gener#hefState of Maryland and the
Department of Health and Mental Hygiene of Marylaeéking certain declaratory relief. The action e@®menced in response to the
Governor and Attorney General's threatened lavegyatnst the cigarette manufacturers seeking toreeddedicaid costs related to medical
conditions allegedly caused by cigarette smokirige domplaint seeks a declaration that, under Madylaw, any contingent fee contract
between the Attorney General and private attorbey® appointed assistant counsel for the Stateampensated in such a manner is an
unauthorized exercise of the Attorney General'stitutional and statutory powers, and is illegal &oid as against the laws and public
policy of the State. Philip Morris Incorporated agtv. Parris N. Glendening, Governor of the StdtMaryland, et al.,

Circuit Court for Talbot County, Maryland, Case No. CG 2829.

In February 1995, Rothman's, Benson & Hedges,(inavhich the Company, through subsidiaries, owA9% interest) was served with a
statement of claim commencing a purported claseragt the Ontario Court of Justice, Toronto, Camaaainst Imperial Tobacco Limited,
RJR-MacDonald Inc., and Rothman's, Benson & HedgeBourneau v. Rothman's et al., Ontario Courtustide, Toronto, Canada. Court
File No. 95-CU-82186. The lawsuit seeks damagéisaramount of $1,000,000 and punitive and exemplargages and an order requiring
the funding of rehabilitation centers. Plaintifese& certification of a class of persons who ha¥éesed loss as a result of their alleged nico
addiction and their estates and persons with iielasnily Law Act claims. Defendants have requestatbre particular statement of claim
prior to delivering their statement of defenseJuity 1995, the court granted Mr. LeTourneau's nmotowithdraw as a class representative
and two new class representatives have been subsdtit
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In July 1995, a purported class action on behadflloBrazilian smokers and former smokers was fite&tate Court in Sao Paulo, Brazil,
naming Philip Morris Marketing, S.A. ("PM Marketitjgas a codefendant. The Smoker Health Defenseckstsan, et al. v. Souza Cruz, S.A.
and Philip Morris Marketing,

S.A., 19th Lower Civil Court of the Central Courts of the Judiciary District of

Sao Paulo, Brazil. Plaintiffs allege that defenddatled to warn that smoking is "addictive" andjaged in misleading advertising. Plaintiffs
have obtained an ex-parte order reversing the buséiproof and placing the burden on defendants NPdvketing has appealed the order and
has denied all material allegations in the complamOctober 1995, PM Marketing requested thatatt®on be dismissed based on plaintiffs'
lack of standing and failure to follow proper fifirprocedures. In December 1995, the court deniedvRlkketing's request for dismissal as
well as its request to seek recusal of the judgiasd to this matter.

Other Tobacco Related Class Action Litigation

In June 1995, a complaint was filed in the Unitéaté&s District Court for the District of Marylandming PM Inc. as the sole defendant.
Sacks, et al. \Philip Morris Inc., United States District Court, District of Maryland, Case

No. WMN-95-1840. The lawsuit seeks certification of a slesnsisting of "all persons and estates injureal r@sult of the defendant's alleged
failure to manufacture a fire safe cigarette sib@87." Plaintiffs allege in their complaint that RNt. intentionally withheld and suppressed
material information relating to technology to pucé a cigarette less likely to cause fires an@édaib design and sell its cigarettes using the
alleged technology. Causes of action are asseaseddbon federal and state consumer protectiortesastrict liability, negligence and breach
of implied warranties. Compensatory and punitivendges are sought. In September 1995, PM Inc. dilewbtion to dismiss the complaint
based on plaintiffs' failure to state a claim.

In May 1995, PM Inc. announced a recall of certdiits products and in June and July four purpodeds actions relating to the recall were
filed, one in New Jersey, one in Texas and twoanisiana. Netherland, et al. Rhilip Morris USA, et al., United States District Qourt,
Western District of

Louisiana, Monroe Division, Case No. CV94249M; Sansone, et al. v. Hoechst

Celanese Corporation, et al., Superior Court of Newlersey, Hudson County, Case

No. HUD-L -434295; Tijerina, et al. v. Philip Morris, Inc., et al., United

States District Court, Northern District of Texas, Amarillo Division, Case No.

2-95-CV-120; and Walton, et al. v. Philip Morris, Inc., Unted States District

Court, Middle District of Louisiana, Case No. 95369 he actions alleged, among other things, thatifMsold defective products that
caused injury to plaintiffs. In the Louisiana cadell Inc. has removed the cases to federal cauthd Sansone action in New Jersey, PM
Inc., in July 1995, filed an answer denying theemat allegations of the complaint and filed a maotto dismiss portions of plaintiffs'
complaint. In September 1995, a consent order wised with the court dismissing all of plaintiftéaims except strict liability. In Decemt
1995, a consent order dismissing the remainingnclaithe Sansone action was submitted to the cbiuthe Walton action in Louisiana,
plaintiff voluntarily dismissed the case in Novemt895.

In September 1995, plaintiffs in the Tijerina antieferenced above), filed a second amended camhptachange the scope of the complaint
to allege that PM Inc., has, for many years, knglyirmanufactured filtered products that are defechiecause they contain "defective
filters". The second amended complaint also namesatditional plaintiffs. The second amended coimplaso purports to be brought on
behalf of a class of all persons who have useeréitt products manufactured by PM Inc. and who kaffered adverse health effects.
Tijerina, et al v. Philip Morris, Inc., et al., Uad States Distria€ourt, Northern District of Texas, Amarillo Divisio n, Case No. 25-CV-

120.

Plaintiffs allege that the filters in these producbntain hazardous chemicals, that cellulose &cBbers break away from the filters and are
inhaled and ingested by the consumer when theddtproducts are used and that the tobacco in greskeicts contains harmful pesticide
residues. Plaintiffs further allege that they el PM Inc.'s false and fraudulent misrepresesriatimade through advertising, regarding the
safety of the use of the filters. Motions to dissnégertain of plaintiffs' claims and their putatexpert withess designations are pending.

Other Class Action Litigation

In April 1993, the Company and certain officers aiméctors were named as defendants in the firatrafmber of purported shareholder class
actions which have been consolidated in the Uriades District Court for the Southern DistriciNgw York. San Leandro Emergency
Medical Group ProfiBharing Plan, et al. v. Philip Morris Companies Inc, et al., United States

District Court for the Southern District of New York, Case No. 93 Civ. 2131.

These lawsuits allege that the Company violatedriddsecurities laws by making false and misleagbatements concerning the effects of
discount cigarettes on PM Inc.'s premium tobaccortass prior to April 2, 1993, the date upon wHid Inc. announced revisions in its
marketing and pricing strategies for its premiurd discount brands. In December 1994, defendantsomtm dismiss, heard by the Court in
November 1993, was granted and the case was desniBRintiffs' appeal was argued before the Uritiedes Court of Appeals for ti
Second Circuit in September 1995. On January 2%6,1tBe Second Circuit affirmed the District Caudismissal of the complaint against
Company, but reinstated a claim of alleged insicding against one of the individual defendants.

In April 1994, the Company, PM Inc. and certainiedfs and directors were named as defendantsomalaint filed as a purported class
action in the United States District Court in thestern District of New York. Lawrence, et al. vilphMorris Companies Inc., et al., United
States District Court,

Eastern District of New York, Case No. 94 Civ. 149&). Plaintiffs allege that defendants violateel tederal securities laws by maintaining
artificially high levels of profitability throughrainventory management practice pursuant to whaferidants allegedly shipped more
inventory to customers than was necessary to gatiafket demand. In December 1994, a motion to idsivy defendants was denied.
Defendants have filed an answer denying the matdtégations of the complaint. In August 1995, @eurt granted plaintiffs' motion for
class certification, certifying this action as asd action on behalf of all persons (other thasgresr associated with defendants) who purct
common stock of the Company during the period 10ly1991 through April 1, 1993, inclusive, and wiedd such stock at the close of
busines:
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on April 1, 1993. In December 1995, the Court deriiee Company's motion to amend the court's clag#ication order to permit the
Company to take an interlocutory appeal from thideoto the United States Court of Appeals forSleeond Circuit.

In April 1994, the Company, PM Inc. and certairiedfs and directors were named as defendants eralgwrported class actions that have
been consolidated in the United States Districtr€iouthe Southern District of New York. Kurzwedt al. v. Philip Morris Companies Inc., et
al., United States

District Court for the Southern District of New York, Case Nos. 94 Civ. 2373

(MBM) and 94 Civ. 2546 (MBM) and State Board of Aihistration of Florida, et

al. v. Philip Morris Companies Inc., et al., UnitBthtes District Court for

the Southern District of New York, Case No. 94 G899 (MBM). In those cases, plaintiffs assert thefendants violated federal securities
laws by, among other things, making allegedly falsd misleading statements regarding the alleggtiyctive qualities of cigarettes. In each
case, plaintiffs claim to have been misled by dé&ets' knowing and intentional failure to disclosaterial information. In September 1995,
the court granted defendants' motion to dismisswieecomplaints in their entirety. The court grahpaintiff in the State Board action leave
to replead one of its claims.

In March 1995, an antitrust action was filed ini€ahia state court against four leading Unitedt&acereal manufacturers, including the Post
Division of Kraft Foods, Inc., by plaintiffs purgang to represent all California residents who ased defendants' cereal products for
consumption during the four years preceding the dabn which the complaint was filed. Mclver, etalGeneral Mills, Inc., et al., Superior
Court of the State of

California, County of Santa Barbara, Case No. 2666%aintiffs seek treble damages and the retuprafits resulting from defendants'
alleged conspiracy to fix and raise prices of dgpeaducts sold to California consumers. In ApA5b, a second purported class action sir

to the earlier action was filed in the same cdarfAugust 1995, the two cases were consolidate8elptember 1995, the court granted
defendants' motions for summary judgment. In De@miB95, plaintiffs filed an appeal of that deamswith the California Court of Appeals.

The Company and each of its subsidiaries namedateadant believes, and each has been so adwismiihsel handling the respective
cases, that it has a number of valid defensed litigation pending against it. All such cases,aed will continue to be, vigorously defended.
It is not possible to predict the outcome of tlitigdtion. Litigation is subject to many uncerté@s, and it is possible that some of these ac
could be decided unfavorably. An unfavorable outeaha pending smoking and health case could eageuhe commencement of
additional similar litigation. There have also beenumber of adverse legislative, regulatory, palitand other developments concerning
cigarette smoking and the tobacco industry. Theseldpments generally receive widespread mediataite The Company is not able to
evaluate the effect of these developing mattengesiting litigation and the possible commencemeiadditional litigation.

Management is unable to make a meaningful estinfatee amount or range of loss that could resoltifan unfavorable outcome of all
pending litigation. It is possible that the Compamgsults of operations or cash flows in a paldicquarterly or annual period or its financial
position could be materially affected by an ultimanfavorable outcome of certain pending litigatigianagement believes, however, that
ultimate outcome of all pending litigation shoulot have a material adverse effect on the Compdimgiscial position.

NOTE 16. ADDITIONAL INFORMATION:

(in millions) 1995 1994 1993
Years ended December 31:
Depreciation expense $1,024 $1,02 7  $1,042
Rent expense $ 390 $ 42 6 $ 380
Research and development
expense $ 481 $ 43 5 $ 421
Advertising expense $3,724 $3,35 8 $2,970

Interest and other debt
expense, net:

Interest expense $1,259 $1,28 8 $1,478
Interest income (80) 5 5) 87)
$1,179 $1,23 3 $1,391

Interest expense of financial
services and real estate
operations included in
cost of sales $ 84 $7 8 $ 87

NOTE 17. FINANCIAL SERVICES AND REAL ESTATE OPERATI ONS:

Philip Morris Capital Corporation ("PMCC") is a wheowned subsidiary of the Company. PMCC investeveraged and single-investor
leases and other tax-oriented financing transast@or third party financial instruments and alsgagres in various financing activities for
customers and suppliers of the Company's subsdiafidditionally, PMCC is engaged through its wira@ivned subsidiary, Mission Viejo
Company, in land planning, development and saltgitées in California and Colorad:



Pursuant to a support agreement, the Company hesdtp retain ownership of 100% of the voting ktotPMCC and make periodic
payments to PMCC to the extent necessary to emisarearnings available for fixed charges equidasdt 1.25 times its fixed charges. No
payments were required in 1995, 1994 or 1993.
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Condensed balance sheet data at December 31 follow:

(in millions) 1995 1994
Assets
Finance leases $ 6,858 $6,048
Other investments 471 542
7,329 6,590
Less unearned income and allowances 2,336 2,067
Finance assets, net 4,993 4,523
Real estate held for development
and sale 339 401
Goodwill, net of accumulated amortization 35 36
Other assets 267 276
Total assets $ 5,634 $5,236
Liabilities and stockholder's equity
Short-term borrowings $ 671 $ 604
Long-term debt 783 890
Deferred income taxes 3,382 3,010
Other liabilities 121 151
Stockholder's equity 677 581
Total liabilities and stockholder's equity $ 5,634 $5,236

The amounts shown above include receivables anabpeywith the Company and its other subsidiafieese amounts were eliminated in
Company's consolidated balance sheets.

Finance leases consist of a portfolio of investmémtransportation, power generation, manufacgufatilities and real estate. Rentals
receivable for leveraged leases represent unpatdlsdess principal and interest on third-partynecourse debt.

Effective December 31, 1993, PMCC adopted the ntetfi@ccounting prescribed by SFAS No. 115, "Acctougnfor Certain Investments in
Debt and Equity Securities." Under SFAS No. 115 @& investment securities, included in other ibwests, are classified as available for
sale and are recorded at fair value, with unredlgaens and losses included as a component oftebtades’ equity, net of related deferred tax
effects.

Other investments also include real estate and @oial receivables, the total estimated fair valofeshich, at December 31, 1995 and
1994, approximated their carrying values. Fair galwere estimated by discounting projected castsflzsing the current rates for similar
loans to borrowers with similar credit ratings andturities.

Condensed income statement data follow for thesyeaded December 31,

(in millions) 1995 1994 1993
Revenues:
Financial services $197 $257 $276
Real estate 184 236 134
Total revenues 381 493 410
Expenses:
Financial services 107 114 105
Real estate 129 190 20
Total expenses 236 304 195
Equity in earnings of limited
partnership investments 15 17 8

Earnings before income taxes and

cumulative adjustment 160 206 223
Cumulative pretax adjustment related

to leveraged leases 23
Earnings before income taxes 160 206 246
Provision for income taxes:

Current year 55 72 75

Cumulative adjustment related to

leveraged leases 40

Total provision for income taxes 55 72 115




Net earnings $105 $134 $131

During 1993, PMCC's portfolio of leveraged leases wecalculated using a 35% federal income tax ratiactive to January 1, 1993. A
cumulative adjustment was recorded that increa888 garnings before income taxes, increased thespo for income taxes and decreased
net earnings by $23 million, $40 million and $11limn, respectively.

NOTE 18. FINANCIAL INSTRUMENTS:

Derivative financial instruments

The Company operates internationally, with manufidcy and sales facilities in various locationsuare the world. Derivative financial
instruments are used by the Company for purpos$es thtan trading, principally to reduce exposucesarket risks resulting from
fluctuations in interest rates and foreign exchamadges by creating offsetting exposures. The ComjEnot a party to leveraged derivatives.

The Company has foreign currency and related isteste swap agreements which were executed teaedtie Company's borrowing costs
and serve as hedges of the Company's net asdeteign subsidiaries, principally those denominate8wiss francs. At December 31, 1995
and 1994, the notional principal amounts of thegeements were $2.0 billion and $1.6 billion, resively. Aggregate maturities at
December 31, 1995 were as follows (in millions)96%$489; 1997-$737; 1998-$185; 1999-$350 and 2@G$The notional amount is the
amount used for the calculation of interest paymaritich are exchanged over the life of the swapstation and is equal to the amount of
foreign currency or dollar principal exchanged aitumity.
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Forward exchange contracts are used by the Contpaeygluce the effect of fluctuating foreign curresoon short-term foreign currency
denominated intercompany and third party transastidt December 31, 1995 and 1994, the Companydradrd exchange contracts, with
maturities of less than one year, of $1.2 billiond 1.6 billion, respectively.

Credit exposure and credit risk

The Company is exposed to credit loss in the esEnbnperformance by counterparties to the swapeagents. However, such exposure was
not material at December 31, 1995, and the Comparg not anticipate nonperformance. Further, theamy does not have a significant
credit exposure to an individual counterparty.

Fair value

The aggregate fair value, based on market quotdéise ompany's total debt at December 31, 1995848s7 billion as compared to its
carrying value of $15.8 billion. The aggregate feifue of the Company's total debt did not diffextemially from its carrying value at
December 31, 1994. The estimated fair value ofiife services and real estate other investmamtkjding commercial and real estate
receivables, approximated their carrying value3etember 31, 1995 and 1994.

The carrying values of the foreign currency andteal interest rate swap agreements and of the fdreamtracts, which did not differ
materially from their fair values, were not materia

See Notes 5, 6 and 17 for additional disclosurdaioalue for short-term borrowings, long-termbtland financial instruments within the
financial services and real estate operationseisely.

NOTE 19. QUARTERLY FINANCIAL DATA (UNAUDITED):

1995 Quarters

(in millions, except per share data) 1st 2nd 3rd 4th
Operating revenues $16,517 $17,129 $16,689 $15,736
Gross profit $6,467 $6,816 $6,764 $6,407
Earnings before cumulative effect of accounting cha nges $1,363 $1410 $1,433 $1,272
Cumulative effect of changes in method of accountin g
(See Notes 1 and 14) (28)
Net earnings $1335 $1,410 $1,433 $1,272
Per share data:
Earnings before cumulative effect of accounting ¢ hanges $ 1.60 $ 167 $ 1.71 $ 1.53
Cumulative effect of changes in method of account ing (.03)
Net earnings $ 157 $167 $1.71 $ 1.53
Dividends declared $ 825 $ 825 $ 1.00 $ 1.00
Market price-high $ 68 $765/8 $841/8 $94 3/8
-low $553/4 $651/4 $713/8 $825/8
During the year, the Company sold its bakery bus inesses and its North
American margarine, specialty oils, marshmallows, ¢ aramels and Kraft Foodservice
distribution businesses. In addition, several small er international food
businesses were sold. Pretax net gains from the sal es of these businesses were
$275 million, most of which were reflected in fourt h quarter earnings. In the
fourth quarter of 1995, the Company also recorded p rovisions in connection with
these divestitures, primarily for an early retireme nt program and the write-down
of assets of food facilities to be downsized or clo sed. The net impact of these
divestitures and provisions was not material to fou rth quarter operating income,

pretax earnings or earnings per share.

1994 Quarters

(in millions, except per share data) 1st 2n d 3rd 4th
-Operating revenues $15,500 $16 414 $16,710 $16,501
Gross profit $5,929 $6 480 $6,579 $6,437
Net earnings $1,171 $1 232 $1,230 $1,092

Per share data:
Net earnings $134 % 142 $ 142 $1.27



Dividends declared $ 69 $ 69 $ .825 $ .825

Market price-high $ 61 $55 3/8 $623/8 $641/2
-low $495/8 $47 1/4 $513/4 $561/8

The principal stock exchange, on which the Compaogtnmon stock (par value $1 per share) is lisseithe New York Stock Exchange. At
January 31, 1996 there were approximately 144,40dehs of record of the Company's common stock.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of Bhiliorris Companies Inc.:

We have audited the accompanying consolidated balsineets of Philip Morris Companies Inc. and sliases as of December 31, 1995
1994, and the related consolidated statementsroingg, stockholders' equity and cash flows foteafcthe three years in the period ended
December 31, 1995. These financial statementdhareesponsibility of the Company's management.r@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of Philip
Morris Companies Inc. and subsidiaries at Decerlhef995 and 1994, and the consolidated resultsef operations and their cash flows
for each of the three years in the period endedebBer 31, 1995, in conformity with generally aceejpaccounting principles.

As discussed in Note 13 to the consolidated firerstatements, the Company adopted in 1993 theadethaccounting for postemployment
benefits prescribed by Statement of Financial Aating Standards No. 112.

COOPERS & LYBRAND L.L.P.

New York, New York
January 29, 1996

COMPANY REPORT ON FINANCIAL STATEMENTS

The consolidated financial statements and all edlfinancial information herein are the respongipdf the Company. The financial
statements, which include amounts based on judgnleate been prepared in accordance with genexadlgpted accounting principles. Of
financial information in the annual report is catent with that in the financial statements.

The Company maintains a system of internal contrasit believes provides reasonable assurantérémsactions are executed in
accordance with management's authorization andeplsopecorded, that assets are safeguarded, ahddbauntability for assets is
maintained. The system of internal controls is abtarized by a control-oriented environment witiie Company, which includes written
policies and procedures, careful selection anditrgiof personnel, and audits by a profession#fl sfanternal auditors.

Coopers & Lybrand L.L.P., independent accountdrase audited and reported on the Company's coasetidinancial statements. Their
audits were performed in accordance with geneeadbepted auditing standards.

The Audit Committee of the Board of Directors, cars@d of six non-management directors, meets peatidiwith Coopers & Lybrand
L.L.P., the Company's internal auditors and managemepresentatives to review internal accountmngrol, auditing and financial reporting
matters. Both Coopers & Lybrand L.L.P. and therima auditors have unrestricted access to the ATalihmittee and may meet with it
without management representatives being present.
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EXHIBIT 21

Certain active subsidiaries of the Company and théisidiaries as of December 31, 1995, are liseéolv. The names of certain subsidiaries,
which considered in the aggregate would not cartstid significant subsidiary, have been omitted.

State or
Country of
Name Organization

464088 Ontario Limited .. .. Canada
AB Estrella .......cccoeeviiiiieiiiiiiieee, .. Sweden
AB Kraft Jacobs Suchard Lietuva ................... .. Lithuania
AB Malaco .......cccoecvvvieiniiiiiieeee .. Sweden
AB Marabou . .. Sweden
AB SIOtS ...oeeiiiiiiiieiiiieeeee . vieeeee. Sweden
A/O Almaty Tobacco Company .......cccceeeveecccceee v, Kazakhstan
A/O Krasnadortabakprom .........cccocvvvveveee. L Russia
A/O Philip Morris NEVA <ieeeee. RuUsSIia
AISFreia oo Norway
A/S Freia Husholdning ........coovvvvvvvvveeee. Norway
A/S Maarud ................. .. Norway
A/S Malaco ............... . .. Norway
A/S Trans-Scandia ..........ccoceeeeeiiieeennnnnns .. Norway
Ajinomoto General Foods, Inc. ............c..... .. Japan
American Specialty & Craft Beer Co. ............... ........ Delaware
Beijing Kraft Food Corporation Limited ........... . ... China
C.A. Tabacalera Nacional ...........ccooeeeveeeee. L Venezuela
Cafe GRAND'MERE S.A. .. <. France
Cafe HAG Sarl ..o France
Callard & Bowser-Suchard, Inc. ......ccooceeeeeeeee. L Delaware
Capri Sun, INC. ....ooeeiiiiiiiieiieeeees .. Delaware
Carlton Lebensmittelvertriebs GmbH ................ .. Germany
Celis Brewery, Inc. ...... .. Texas
Century Importers Inc. . . Delaware
Churny Company, InC. .....ccccevviiiieiiiiinnnn. Delaware

Closed Joint Stock Company Kraft Jacobs Suchard Pet roconf.. Russian Federation
COFFEE HAG (U.K.) LIMITED ....c.cccvvvvvrrrinnne United Kingdom

Comptoir De La Confiserie .............cceevnenne ........ France
Consolidated Beverage Distributors, Inc. .......... ... California

Cote d'Orltalia S.r.l. oo Italy

DELAS.rl i . .. ltaly

Daesung Machinary ...........ccocoecvvvivineennnns .. Korea

Dart Resorts Inc. ............ . .. Delaware

Dart & Kraft Finance N.V. ........ccccceevineen. .. Netherlands Antilles
Di Giorno Foods Co. .........ccceeuee .. Delaware

Dong Suh Foods Corporation ..... . Korea

Dong Suh Oil & Fats Co., Ltd. ..........cccuveeee. Korea




Name
Egri Dohanygyar Kft. ........ccccceeviiiieennne
El Gallito Industrial, S.A.
Estrella AIS ...
Estrella Holding A/S ......cccooiiiiiiiiiien.
FTR Holding S.A. ................
Fabriques de Tabac Reunies S.A. ..................
Foodco Corporation
Franklin Baker Company of the Philippines .........
Freia Choklad & Konfektyr AB ............cc.ce....
Freia Chokolade A/S ..........cccovcvvieinnnnen.
Freia Marabou Danmark A/S
Freia Marabou Sverige AB ....
Gardner's Good Foods, InC. .......cccceeevunneenn.
General Foods Credit Corporation ..................
General Foods Credit Investors No. 1 Corporation ..
General Foods Credit Investors No. 2 Corporation ..
General Foods Credit Investors No. 3 Corporation ..
General Foods Foreign Sales Corporation ...........
General Foods Pty. Ltd. ........ccceeeviiinnnnns
Grant Holdings, Inc. ..... .

Grundstucksgemeinschaft Kraft Jaconguchard GbR ..

Guangtong Food Company Ltd. .........cccceennnes
HAG GF AG ..o

HAG GF Vertriebs & Marketing Corporation ..........
Hansung Life Insurance Co. Ltd. ...................
HNB Investment Corp. ..............
International Pet Foods Ltd. .............coeee...

ION SA ..

Jacob Leinenkugel Brewing Company, Inc. ...........
Jacobs Caffe S.p.A. ..o,
Jacobs Erzeugnisse GmbH
Jacobs Kaffee Gesellschaft mbH Vienna .............
Jacobs Suchard Beteiligungs Gesellschaft GmbH .....
Jacobs Suchard China Limited ......................

Jacobs Suchard Dadak A.S. ........
Jacobs Suchard Figaro A.S. .....
Jacobs Suchard Pavlides SA ..........cccocveeenn.
Jacobs Suchard SPA .........cccooiiiiiiie.
KJS 1995 Limited ......

Kaffee HAG AG .......cccecvveeeene
Kaffee Handels Gesellschaft G.m.b.H. ..
The Kenco Coffee Company Limited ....
Kharkov Tobacco Factory .........ccccccceeveennnn.
Kraft Beverage (Tianjin) Co., Ltd. ...............
Kraft Canada Inc. .
Kraft Chorzele Sp. 2 0.0, ...coovviveeiiinen.
Kraft Food Ingredients Corp. ........cccvvveeeeens
Kraft Foods AB ........ccccovvvvveennns
Kraft Foods de Mexico S.A. de C.V. ................

State or
Country of
Organization

Hungary

. Costa Rica

Denmark
Denmark

. Switzerland
. Switzerland
. Delaware

. Philippines
. Sweden

Denmark
Denmark

. Sweden

New Jersey
Delaware

. Delaware

. Delaware

. Delaware

. Virgin Islands (U.S.)
. Australia

. Pennsylvania

. Germany

. China

Germany
Delaware

. Korea

. Delaware

. New Zealand
. Greece

. Wisconsin

. ltaly

. Germany

. Austria

Austria
Hong Kong

. Czechoslovakia
. Czechoslovakia
. Greece

. ltaly

. United Kingdom
. Switzerland

. Germany

. United Kingdom

Ukraine
China

. Canada

Poland
Delaware

. Sweden

Mexico



Name
Kraft Foods Holdings Norway, Inc. .................
Kraft Foods, INC. ....c..ceevviiiiieinnen.
Kraft Foods (Philippines), Inc. ..................
Kraft Foods (Puerto Rico), InC. ..........c..c.....
Kraft Foods International, Inc. ....
Kraft Foods (Australia) Limited ...
Kraft Foods Limited (Australia) ............
Kraft Foods Limited (United Kingdom) ..............
Kraft Foods Manufacturing Corporation .............
Kraft Freia Marabou ApS ............cccoeeviinne
Kraft Freia Marabou Danmark A/S ...................
Kraft Freia Marabou Norden a.s. ......
Kraft General Foods Europe GmbH ...................
Kraft General Foods New Zealand Limited ...........
Kraft General Foods Norge AS ............ceeeen.
Kraft General Foods S.p.A. .....ccccooviviieeenne
Kraft Hellas SA .......ccccooiiiieiiiiies
Kraft Holdings Limited (United Kingdom) ...........
Kraft Jacobs Suchard AG .........cccccevvvvneenne
Kraft Jacobs Suchard (Schweiz) AG ....
Kraft Jacobs Suchard BV ..........ccccoeeiieeene
Kraft Jacobs Suchard Berlin & Co. GmbH KG .........
Kraft Jacobs Suchard Bulgaria AD ..................
Kraft Jacobs Suchard CS SPOL. S.R.O. .............
Kraft Jacobs Suchard Central & Eastern Europe Servi
Kraft Jacobs Suchard Coffex .........ccccceeueee.
Kraft Jacobs Suchard Coordination Center SA .......
Kraft Jacobs Suchard - Cote d'Or S.A/N.V. .........
Kraft Jacobs Suchard Erzeugnisse GmbH & Co. KG ....
Kraft Jacobs Suchard Food & Beverage Service GmbH .
Kraft Jacobs Suchard France S.A. ..................
Kraft Jacobs Suchard GmbH (Bremen)
Kraft Jacobs Suchard Hungaria KFT .................
Kraft Jacobs Suchard Iberia, S.A. ................
Kraft Jacobs Suchard Ireland Ltd. .................
Kraft Jacobs Suchard Kaffeeveredelungs GmbH & Co KG
Kraft Jacobs Suchard La Vosgienne .................
Kraft Jacobs Suchard Laverune ....
Kraft Jacobs Suchard Limited ......................
Kraft Jacobs Suchard (Holdings) Limited (United Kin
Kraft Jacobs Suchard (Middle East & Africa) Limited
Kraft Jacobs Suchard Management & Consulting AG ...
Kraft Jacobs Suchard Manufacturing GmbH & Co KG ...
Kraft Jacobs Suchard Polska Sp. z 0.0. ............
Kraft Jacobs Suchard R & D, Inc. ........
Kraft Jacobs Suchard Reims .............cccceeees
Kraft Jacobs Suchard Romania SA ..................
Kraft Jacobs Suchard Service AG (Switzerland) .....

State or
Country of
Organization
........ Delaware
........ Delaware
........ Philippines
........ Puerto Rico
... Delaware
... Australia
... Australia
... United Kingdom
........ Delaware
........ Denmark
Denmark
<. Norway
........ Germany
........ New Zealand
... Norway
... ltaly
... Greece
... United Kingdom
... Switzerland
... Switzerland
... Netherlands
vier.. GErmany
........ Bulgaria
........ Czechoslovakia
ce BV .. Netherlands
France
... Belgium
... Belgium
... Germany
... Germany
... France
vo.... GeErmany
........ Hungary
........ Spain
........ Ireland
....... Germany
... France
. France
United Kingdom
gdom) .. United Kingdom
....... United Kingdom
........ Switzerland
........ Germany
........ Poland
........ Delaware
........ France
........ Romania
........ Switzerland




Name
Kraft Jacobs Suchard Service GmbH & Co. KG ........
Kraft Jacobs Suchard Strasbourg ...................
Kraft Jacobs Suchard Ukraina Open Joint Stock Compa
Kraft Japan, K.K. ...,
Kraft Manufacturing GmbH ..........................
Kraft Pizza Company ...........
Kraft Suchard Brasil S.A. ................ .
Kraft Tianmei Food (Tianjin) Co., Ltd. ............
Krema Limited .........cccoeeeiiiiiincniiieenn.
MBC Holdings, INC. .....cccoviiiiiiiiiiieeeeeenen.
Malaco A/S ..o
Malaco i Eskilstuna AB ..
Malaco (U.K.) Ltd. ...cooovvveeiiiiiiieiee.
Marabou Belgium N.V. .....cccccocvinnenennnnnnn.
Marabou GMbH ..........ccooviiiiiics
Marsa Kraft Jacobs Suchard Sabanci Gida Sanayive T
Martlet Importing Co. Inc. ..
Massalin Particulares S.A. .......cccoceeeiinnes
Maxpax France SA ...........
Maxpax (U.K.) Limited ...
Miller Brewing 1855, Inc. ..
Miller Brewing Company ......
Miller Brewing do Brasil, Ltda. ...................
Miller Brewing of Canada, Ltd. ....................
Miller Brewing of Europe, Ltd. .
Mission Viejo Company...........ccceeeenne
Molson Breweries U.S. Holdings Inc. ..
Molson Breweries U.S.A. Inc. ...........
N.V. Kraft Jacobs Suchard SA ...
OMFC Service Company ...........
ONKO Grossroesterei G.m.b.H. .........ccoeuree.
Oy Estrella AB ......coevvvveeeeennnn. .
Oy Marabou, AB .........ccocceeiiiiieeeiiiieenn.
P.M. Beverage Holdings, Inc. .........cccceeenne.
P.T. Kraft Ultrajaya Indonesia..
Phenix Leasing Corporation ............cccceeeeees
Phenix Management Corporation .....................
Philip Morris Asia Incorporated .....
Philip Morris Belgium S.A. .......... .
Philip Morris Capital Corporation .................
Philip Morris Capital (Bermuda) Limited ...........
Philip Morris Corporate Services Inc. .............
Philip Morris Credit Capital N.V. ................
Philip Morris Europe S.A. ...ccccvvveeeeeeiennn.
Philip Morris Finance Europe B.V.
Philip Morris G.m.b.H. .....ccoooiiis
Philip Morris Holland B.V. .......cccccccceeeen.
Philip Morris Incorporated ...........cccceeveeeen.
Philip Morris International Finance Corporation ...

State or
Country of
Organization
Germany
France

Ukraine
Japan
Germany
Delaware
Brazil
China
Ireland
Wisconsin
Denmark
Sweden
United Kingdom
Belgium
Germany

Turkey

New York
Argentina
France
United Kingdom
Delaware
Wisconsin
Brazil
Canada
United Kingdom
California
Delaware
Delaware
Belgium
Delaware
Germany
Finland
Finland
Delaware
Indonesia
Delaware
Delaware
Delaware
Belgium
Delaware
Bermuda
Delaware
Netherlands Antilles
Delaware
Netherlands
Germany
Netherlands
Virginia
Delaware



State or

Country of
Name Organization

Philip Morris International Inc. .................. Delaware
Philip Morris Kabushiki Kaisha Japan
Philip Morris Korea C.H. .........ccccovvvivinnens Korea
Philip Morris Latin America Inc. .................. Delaware
Philip Morris Limited .................. Australia
Philip Morris Management Corp. ........ccccuvueees New York
Philip Morris Marketing S.A. Delaware
Philip Morris Products Inc. .........ccccocuveeee. Virginia
Philip Morris SA, Phillip Morris Sabanci Pazarlama ve Satis A.S.. Turkey
Philip Morris Sales InC. .......coovvvcvvvveeeeee s Delaware
Philip Morris (Malaysia) Sdn. Bhd. .......cccc...... L Malaysia
PHILSA Philip Morris Sabanci Sigara ve Tutunculuk

Sanayive Ticaret, A.S....cooccvvviieeineeeee Turkey
PMCC Investors No. 1 Corporation .................. Delaware
PMCC Investors No. 2 Corporation .. Delaware
PMCC Investors No. 3 Corporation .. Delaware
PMCC Investors No. 4 Corporation .. Delaware
PMCC Leasing Corporation ............. Delaware
Premierfoods Corporation ............ceeeevuneeee Taiwan
Ridg's Finer Foods, Inc... Delaware
Rye Ventures, INC. ......vvvveiiiiiiiiiiiinns Delaware
SB Leasing Inc. ............ Delaware
Seven Seas Foods, INC. .......cccoovvvvevenninns Delaware
SICMA SA (Societe Industrielle pour la Construction

de Materiels AUtOMA) .........ccveverriiineenn. France
Shunde Kraft Confectionery Company Limited ........ China

Suchard Limited .........cccccvvveiniinieeiins
Suchard Schokolade Ges. mbH Bludenz (Austria) .....

United Kingdom
Austria

Suchard Tobler Vertriebs GmbH ..................... Germany
Superior AgResource, Inc. ............ Delaware
Tabacalera Centroamericana S.A. ........cccc...... Guatemala
Tabacalera Costarricense S.A. ........ccccovvnnene Costa Rica
Tabak A.S. . Czech Republic
TaloCa AG ...cooooeieeeeeeeeeeeeeeeee . Switzerland

Terry's Suchard Limited ...............ccocvneeee United Kingdom

UAB Philip Morris Lietuva ....... Lithuania
Vict. Th. Engwall & Co., InC. .....ccceerrnnnen. Delaware
VOtesor BV ......ccoeeeiiiiieiieiiiiee e, Netherlands
Zaklady Przemyslu Cukierniczego 'Olza' SA ......... Poland



Exhibit 23
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference irt-Béfective Amendment No. 13 to the registratioatsiment of Philip Morris Companies
Inc. (the "Company") on Form S-14 (File No. 2-96)114Ad in the Company's registration statementsawmFs-3 (File Nos. 33-21033 and 33-
49195) and Form S-8 (File Nos. 33-1479, 33-1480] 3318, 33-13210, 33-14561, 33-17870, 33-3711338831, 33-39162, 33-40110, 33-
48781, 33-59109, 33-63975 and 33-63977), of ounnteplated January 29, 1996, on our audits of éinealidated financial statements and
financial statement schedule of the Company aseaeihber 31, 1995 and 1994, and for the years ebdeeimber 31, 1995, 1994, and 1993,
which reports are included or incorporated by miee in this Annual Report on Form 10-K.

/sl Coopers & Lybrand L.L.P.
COOPERS & LYBRAND L. L. P.

New Yor k, New Yor k

March 26, 1996



EXHIBIT 24
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fBeofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahan facsimile signature, electronic
transmission or otherwise, the Annual Report omt00-K of the Company for the year ended Decemefl 895 and any amendments or
supplements to said Annual Report and to caussaime to be filed with the Securities and Exchange@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorend about the premises as fully to all
intents and purposes as the undersigned mightudd co in person, hereby ratifying and confirmifigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurthiséher hand and seal this 28th day of Februea96.

/sl Elizabeth E. Bailey
Eli zabeth E. Bail ey



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl Murray H Bring
Mirray H Bring



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/'s/ Harold Brown
Har ol d Br own



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl WIlliam H Donal dson
Wl liam H Donal dson



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/'s/ Jane Evans
Jane Evans



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl Robert E.R Huntley
Robert E. R Huntley



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl Rupert Mirdoch
Rupert Murdoch



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/'s/ John D. Nichols
John D. Nichols



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl Richard D. Parsons
Ri chard D. Parsons



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl Roger S. Penske
Roger S. Penske



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/'s/ John S. Reed
John S. Reed



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fB&ofC. Bible, Hans G. Storr and William H. Donadds or any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decembefl 895 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 28th day of Februkd96.

/sl Stephen M Wbl f
Stephen M Wl f

a:\power.aty
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