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HYPOTHEC ON THE UNIVERSALITY OF MOVABLE PROPERTY 

GRANTED BY: 

IN FAVOUR OF: 

JTl-MACDONALD CORP., a corporation governed by 
the Canada Business Corporations Act, having its 
registered office at 1 Robert Speck Parkway, Suite 1601, 
Mississauga, Ontario L4Z OA2. 

(the "Grantor") 

JT CANADA LLC INC., a corporation governed by the 
laws of the Province of Nova Scotia, having its registered 
office at 1300-1969 Upper Water Street, Purdy's Wharf 
Tower II, Halifax, Nova Scotia 83J 3R7. 

(the "Creditor") 

1. HYPOTHEC: DESCRIPTION OF CHARGED PROPERTY 

The Grantor hereby hypothecates in favour of the Creditor the universality of its 
moveable property, corporeal and incorporeal, present and future, of any nature 
whatsoever and wheresoever situated (hereinafter the "Charged property") and, with 
respect to incorporeal or intangible property, property located outside of the Province of 
Quebec or used in more than one jurisdiction, creates a security interest in the Charged 
property (the hypothec and the security interest hereinafter collectively referred to as 
the "Hypothec"), the whole including without limitation the following universalities of 
present and future properties: 

1.1 Inventory 

All inventory of any nature and kind of the Granter whether in its possession, in 
transit or held on its behalf, including raw materials or other materials, goods 
manufactured or transformed, or in the process of being so, by the Grantor or by others, 
packaging materials, property evidenced by bill of lading, animals, mineral substances, 
hydrocarbons and other products of the soil as well as all fruits thereof, from the time of 
their extraction (hereinafter the "Inventory"). 

The Inventory held by third parties pursuant to a lease agreement, a leasing 
contract, a franchise or license agreement, or any other agreement entered into with the 
Grantor or on its behalf, is also subject to this Hypothec. 

Property having formed part of the Inventory which has been alienated by the 
Grantor in favour of a third person but in respect of which the Granter has retained title 
pursuant to a reservation of ownership provision, shall remain charged by the Hypothec 
until title is transferred; any Inventory the ownership of which reverts to the Granter 
pursuant to the resolution or resiliation of any agreement is also subject to the 
Hypo thee. 
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1.2 Claims, Book Debts and Other Movable Property 

1.2.1 Claims, Receivables and Book Debts 

All of the Grantor's claims, debts, demands and choses in action, whatever their 
cause or nature, whether or not they are certain, liquid or exigible; whether or not 
evidenced by any title (and whether or not such title is negotiable), bill of exchange or 
draft; whether litigious or not; whether or not they have been previously or are to be 
invoiced; whether or not they constitute book debts. Hypothecated claims shall include: 
(i) indemnities payable to the Granter under any contract of liability insurance, insurance 
of persons or subject to the rights of creditors holding hypothecs on the insured 
property, (ii) the sums owing to the Granter in connection with interest or currency 
exchange contracts ("SWAPS") and other treasury or hedging instruments, 
management of risks instruments or derivative products existing in favour of the 
Grantor, and (iii) the Grantor's rights in the credit balance of accounts held for its benefit 
either by the Creditor or by any financial institution or any other person. 

1.2.2 Rights of Action 

The Grantor's rights under contract with third parties as well as the Grantor's rights 
of action and claims against third persons. 

1.2.3 Accessories 

All the securities, security agreements, guarantees, suretyships, notes and 
accessories to the claims and rights mentioned above and other rights relating thereto 
(including, without limitation, the rights of the Granter in its capacity as seller under an 
instalment sale or a conditional sale, where the claims are the result of such sale). 

1.2.4 Movable Property 

All movable property owned by the Granter and covered by the instalment or 
conditional sales mentioned in paragraph 1.2.3 hereof. 

A right or a claim shall not be excluded from the Charged property by reason of 
the fact that: (i) the debtor thereof is domiciled outside the Province of Quebec or (ii) the 
debtor thereof is an affiliate (as such term is defined in the Canada Business 
Corporations Act) of the Granter (regardless of the law of the jurisdiction of its 
incorporation) or (iii) such right or claim is not related to the operation of the Grantor or 
(iv) such right or claim is not related to the ordinary course of business of the Granter. 

1.3 Securities, financial assets and security entitlements 

All shares, limited partnership units, trust units, stock, warrants, bonds, 
debentures, debenture stock and other securities, financial assets and security 
entitlements (as such terms, are defined in the Act respecting the transfer of securities 
and the establishment of security entitlements {Quebec)) in which the Granter now or 
hereafter has an interest, and any part thereof, together with any renewals thereof, 
substitutions therefor and additions thereto and all certificates and instruments 
evidencing or representing such securities and any and all other property that may at 
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any time be received or receivable by or otherwise distributed to or acquired by the 
Grantor in any manner in respect of, or in substitution for, or in addition to, or in 
exchange for, or on account of, any of the foregoing, including, without limitation, any 
shares or other securities or interests resulting from the subdivision, consolidation, 
change, conversion or reclassification of any of the securities, or the occurrence of any 
event which results in the substitution or exchange of such interests, as well as all those 
which are delivered by the Granter to the Creditor or to a third party on its behalf from 
time to time and those listed in Schedule "A" hereto (collectively, the "Hypothecated 
Securities"). 

1.4 Equipment and Road Vehicles 

All the equipment, office furniture, tools, machinery, rolling stock (including road 
vehicles), spare parts and additions. 

1.5 Trade Marks and Other Intellectual Property Rights 

All of the Grantor's rights in any trade mark, copyright, industrial design, patent, 
invention, trade secret, know-how, plant breeders' right, topography of integrated circuits 
and in any other intellectual property right (registered or not) including, if any, 
improvements and modifications thereto as well as rights in any action pertaining to the 
protection, in Canada or abroad, of any such intellectual property rights, including those 
listed in Schedule "A". 

1.6 Fruits and Revenues 

All fruits and revenues emanating from the above Charged property, including 
without limitation equipment, negotiable instruments, bills, commercial paper, securities, 
monies, compensation for expropriation given or paid following a sale, repurchase, 
distribution or any other operation concerning any property hereby charged in favour of 
the Creditor or which has been charged under any other deed. 

1.7 Records and Others 

All records, data, vouchers, invoices and other documents related to the Charged 
property described above, including without limitation computer programs, disks, tapes 
and other means of electronic communications as well as the rights of the Granter to 
recover such property from third parties. receipts, client lists, directories and other 
similar property. 

Where, under the terms of any of the above paragraphs, the Hypothec charges a 
universality of property, all property which is acquired, transformed or manufactured 
after the date of this agreement shall be charged by the Hypothec, whether or not such 
property has been acquired in replacement of other Charged property which may have 
been alienated by the Granter in the ordinary course of business, whether or not such 
property results from a transformation, mixture or combination of any Charged property, 
and in the case of securities, whether or not they have been issued pursuant to the 
purchase, redemption, conversion or cancellation or any other transformation of the 
charged securities and without the Creditor being required to register or re-register any 
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notice whatsoever, the object of the Hypothec being a universality of present and future 
property. 

2. AMOUNT OF THE HYPOTHEC 

The amount for which the Hypothec is granted for a principal amount of 
$84,000,000 with interest thereon from the date of this Agreement at the rate of twenty­
five percent (25%) per annum. 

3. SECURED OBLIGATIONS 

The Hypothec secures the Obligations (as such term is defined in a loan 
agreement dated as of June 25, 2015 between the Granter and the Creditor, as such 
agreement may be amended, restated, supplemented or replaced from time to time (the 
"Loan Agreement")). The Hypothec further secures the payment of all sums due or to 
become due pursuant to the present deed and the performance of all obligations 
provided for under the present deed. 

Any future obligation hereby secured shall be deemed to be one in respect of 
which the Granter has once again obligated itself hereunder according to the provisions 
of section 2797 of the Civil Code of Quebec. 

4. ADDITIONAL PROVISIONS TO THE HYPOTHEC ON CLAIMS 

4.1 Recovery 

The Creditor may recover all claims and other Charged property referred to in 
paragraph 1.2, in accordance with what is provided for by law; it may further exercise 
any rights regarding such property and more particularly, it may grant or refuse any 
consent which may be required from the Granter in its capacity as owner of such 
property, and shall not, in the exercise of such right, be required to obtain the consent of 
the Granter or serve the Granter any notice thereof, nor shall it be under any obligation 
to establish that the Granter has refused or neglected to exercise such rights, grant 
delays, take or abandon any security, transact with debtors of the hypothecated claims, 
make compromises, grant releases and generally deal at its discretion with matters 
concerning all Charged property referred to in paragraph 1.2 without the intervention or 
consent of the Granter. 

4.2 Authorization to Recover 

Save and except for claims resulting from an expropriation and those referred to in 
Section 5 hereof and save for any other claims whose collection is otherwise dealt with 
pursuant to the Loan Agreement, the Creditor hereby authorizes the Granter to collect 
the claims and other Charged property referred to in paragraph 1.2. Such authorization 
may be withdrawn at any time by the Creditor following the occurrence of an Event of 
Default (as such term is defined below) which is continuing with respect to all or any part 
of the hypothecated claims, and the Creditor may effect such collection and shall then 
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be entitled to any of the rights referred to in paragraph 4.1 above; the Granter shall then 
remit to the Creditor all records. books, invoices, bills. contracts, titles, papers and other 
documents related to the claims. If, after such authorization is withdrawn (and even if 
such withdrawal is not yet registered or delivered to the holders of such claims), sums 
payable under such claims and property are paid to the Grantor, it shall receive same as 
mandatary of the Creditor and shall remit same to the Creditor promptly without the 
necessity of any demand to this effect. 

5. ADDITIONAL PROVISIONS TO THE HYPOTHEC ON SECURITIES AND 
SECURITY ENTITLEMENTS 

5.1 Delivery of Hypothecated Securities 

The Granter shall, as promptly as reasonably practicable and to the extent 
permitted by applicable law, and upon request of the Creditor following the occurrence 
of an Event of Default which is continuing, deliver and pledge to the Creditor, by 
delivering same to it or its then designated nominee, such share certificates and other 
instruments endorsed in blank or accompanied by appropriate powers of attorney for 
transfer in blank, duly executed, representing the Hypothecated Securities (the 
"Pledged Shares"), along with a certified copy of a resolution of the board of directors 
of each issuer of such Hypothecated Securities, or such other appropriate authority, in 
form and substance satisfactory to the Creditor having regard to the applicable 
constating documents of such issuer, approving the transfer(s) contemplated by this 
Agreement, including any prospective transfer of the Hypothecated Securities by the 
Creditor upon realization on the Hypothec. 

Should the delivery and pledge of Hypothecated Securities described in the 
immediately preceding paragraph not be possible by reason of such Hypothecated 
Securities being uncertificated or for any other reason, the Granter shall cause the 
issuer thereof, as promptly as reasonably practicable: 

5.1.1 to register the Creditor, or its agent or nominee, as the Creditor may 
direct, as the registered owner of such Hypothecated Securities; or 

5.1.2 cause to be delivered to the Creditor an irrevocable agreement of the 
issuer of such Hypothecated Securities satisfactory to the Creditor that 
the issuer will comply with instructions that are originated by the 
Creditor without the further consent of the Granter and sufficient to 
provide the Creditor "control" of the securities and financial assets 
(within the meaning of the Act respecting the transfer of securities and 
the establishment of security entitlements (Quebec)) and maintain first 
priority of the Hypothec on such securities and financial assets. 

5.2 Registration in Name of Creditor 

The Creditor may also request, after the occurrence of an Event of Default which 
is continuing, that the Granter cause, and the Granter shall then cause, such of the 
Hypothecated Securities to be registered in the name of the Creditor or its nominee and, 
if then requested by the Creditor, transfer such Hypothecated Securities into the name 
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of the Creditor or its nominee, so that the Creditor or its nominee may appear as the 
sole owner of record of such Hypothecated Securities or if any such Hypothecated 
Securities are at any time registered or recorded in records maintained by or on behalf 
of the issuer thereof in the name of a clearing agency or a custodian or of a nominee of 
either, the Grantor will cause an appropriate entry to be made in the records of the 
clearing agency or custodian to record the interest of the Creditor in such Hypothecated 
Securities or instruments created pursuant to this Agreement. 

5.3 Notices and Other Communications in Respect of Hypothecated 
Securities 

Until the occurrence of an Event of Default which is continuing, the Creditor shall 
deliver promptly to the Grantor all notices or other communications received by the 
Creditor in respect to any Hypothecated Securities. After the occurrence of an Event of 
Default which is continuing, the Grantor waives all rights to receive any notices or 
communications received by the Creditor or its nominee in respect of the Hypothecated 
Securities. 

5.4 Voting and Other Rights 

5.4.1 Until the occurrence of an Event of Default which is continuing, the 
Grantor shall be entitled to exercise all voting rights in respect of the 
Hypothecated Securities and to give consents, waivers, directions, 
notices and ratifications and to take other actions in respect thereof. 

5.4.2 Until the occurrence of an Event of Default which if continuing, if any of 
the Hypothecated Securities are registered in the Creditor's, its agent's 
or nominee's name, the Creditor, on the Grantor's written request, 
shall execute and deliver or cause its agent or nominee to execute and 
deliver to the Granter suitable proxies, voting powers or powers of 
attorney in favour of the Grantor or its nominee or nominees for voting, 
giving consents, waivers, directions, notices or ratifications or taking 
any other action the Grantor is permitted to take in respect of the 
Hypothecated Securities. 

5.4.3 Until the occurrence of an Event of Default which is continuing, the 
Granter shall be entitled to receive and deal with (except as restricted 
by this Agreement or the Loan Agreement) any distributions or 
dividends at any time payable on or with respect to the Hypothecated 
Securities, and the Creditor shall immediately deliver to the Grantor 
any distributions or dividends received by the Creditor. 

5.4.4 Upon the occurrence of an Event of Default which if continuing, the 
Grantor's rights pursuant to Sections 5.4.1, 5.4.2 and 5.4.3 shall cease 
and the Creditor may enforce and exercise any of the Grantors' rights 
with respect to the Hypothecated Securities. Upon an Event of Default 
which is continuing, the Grantor shall and shall be deemed to hold all 
Hypothecated Securities not under the control of the Creditor as 
mandatary, separate and apart from other property and assets of the 
Grantor, for the benefit of the Creditor, until all obligations secured 
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hereunder have been paid in full, and shall forthwith transfer control of 
such Hypothecated Securities to the Creditor, or its nominee or agent, 
as the Creditor may direct. The Creditor and its nominee shall not have 
any duty of care with respect to the Hypothecated Securities other than 
to use the same care in the custody and preservation of the 
Hypothecated Securities as it would with its own property. The Creditor 
or its nominee may take no steps to defend or preserve the Grantor' 
rights against the claims or demands of others. The Creditor or its 
nominee, however, shall use its reasonable best efforts to give the 
Granter notice of any claim or demand of which it becomes aware to 
permit such Granter to have a reasonable opportunity to defend or 
contest the claim or demand. 

Any and all money and other property paid over to or received by the 
Creditor pursuant to Section 5.4.4 shall be retained by the Creditor as 
additional Charged property hereunder and applied in accordance with 
the provisions hereof. 

6. EVENTS OF DEFAULT 

The Granter shall be in default hereunder upon the occurrence, without notice or other 
formality, of any of the following events (each, an "Event of Default"): 

6.1.1 An Event of Default (as such term is defined in the Loan Agreement) 
has occurred and is continuing; or 

6.1.2 The Granter fails to perform any covenant hereunder, unless such 
failure, if capable of being remedied, is remedied within five (5) days 
after notice thereof by the Creditor to the Granter. 

7. CREDITOR'S RECOURSES IN CASE OF DEFAULT 

7.1 Creditor's rights 

Upon the occurrence of an Event of Default which is continuing, the Creditor may 
exercise whichever rights or recourses the Creditor may have under the law or in equity, 
and the following provisions shall apply: 

7 .1.1 In order to protect or to realize the value of the Charged property, the 
Creditor may, at its entire discretion, at the Grantor's expense: 

7 .1.1.1 pursue the transformation of the Charged property or 
any work in process or unfinished goods comprised in the 
Charged property and complete the manufacture or 
processing thereof or proceed with any operations to which 
such property are submitted by the Granter in the ordinary 
course of its business and acquire property for such 
purposes; 
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7 .1.1.2 alienate or dispose of any Charged property which may 
be obsolete, may perish or is likely to depreciate rapidly; 

7.1.1.3 use for its benefit all information obtained while 
exercising its rights; 

7 .1.1.4 perform any of the Grantor's obligations; 

7 .1.1.5 exercise any right attached to the Charged property; 

7.1.1.6 for the exercise any of its rights , use the premises in 
which the Grantor's property is located or the equipment, 
machinery, process, information, records, computer 
programs and intellectual property of the Granter; 

7 .1.1. 7 borrow monies or lend men ies and, in such cases the 
monies borrowed or lent by the Creditor shall bear interest 
at the rate then obtained by the Creditor in the case of 
monies borrowed or determined reasonably by the Creditor 
in the case of monies lent by it; these monies shall be 
reimbursed by the Grantor on demand and, until they have 
been repaid in full, such monies and interest thereon shall 
be secured by the present Hypothec and be paid in priority 
of any other sums secured hereby; 

7 .1.1.8 ensure the maintenance or repair, restore or renovate, 
begin or terminate any construction work related to the 
Charged property, the whole at the Grantor's costs; 

7 .1.2 The Creditor shall exercise its rights in good faith, in order that, 
following the exercise thereof, the obligations secured by the Hypothec 
be reduced, in a reasonable manner, taking into account all 
circumstances; 

7.1.3 The Creditor may, directly or indirectly, purchase or otherwise acquire 
the Charged property; 

7.1.4 The Creditor, when exercising its rights, may waive any right of the 
Granter, with or without consideration therefor; 

7.1.5 The Creditor shall not be bound to make an inventory, to take out 
insurance or to grant any other security; 

7 .1.6 The Creditor shall not be bound to continue to carry on the Grantor's 
enterprise or to make the Charged property productive, or to maintain 
such property in operating condition; 

7.1.7 The Granter shall , upon request of the Creditor, move the Charged 
property and render it available to the Creditor unto premises 
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designated by the Creditor and which, in its opinion, shall be more 
suitable in the circumstances. 

7 .2 If the Grantor exercises its right to remedy the Event of Default mentioned in 
the prior notice of default, the Granter shall, as the law requires it. pay all 
fees incurred by the Creditor by reason of the default; these fees shall 
include without limitation the administrative fees of the Creditor, the legal 
fees of its legal advisers and fees paid to experts. 

7.3 If the Creditor elects to exercise its hypothecary right of taking in payment 
the Charged property and the Granter requires instead that the Creditor sell 
itself or under judicial authority the Charged property on which such right is 
exercised, the Granter hereby acknowledges that the Creditor shall not be 
bound to abandon its recourse of taking in payment unless, prior to the 
expiry of the time period allotted for surrender, the Creditor (i) has been 
granted a security which it considers satisfactory, guaranteeing that said 
Charged property will be sold at a sufficiently high price to enable its claim to 
be paid in full; (ii) has been reimbursed of all costs and expenses incurred, 
including all fees of consultants and legal counsel, (iii) has been advanced 
the necessary sums for the sale of said Charged property; the Granter 
further acknowledges that the Creditor shall have the right to choose the 
type of sale it may carry out. 

7 .4 The Granter will be deemed to have surrendered the Charged property held 
by the Creditor or on its behalf if the Creditor has not, within the delays 
determined by law or by a tribunal to surrender, received written notice from 
the Granter to the effect that it is opposed to the exercise of the hypothecary 
recourse set forth in the prior notice. 

7.5 Where the Creditor sells the Charged property itself, it shall not be required 
to obtain any prior assessment by a third party. 

7 .6 The Creditor may choose to sell the Charged property with legal warranty 
given by the Granter or with complete or partial exclusion of such warranty; 
the sale may also be made cash or with a term or under such conditions 
determined by the Creditor; it can be cancelled in case of non-payment of 
the purchase price and such Charged property may then be resold. 

8. GENERAL PROVISIONS 

8.1 Additional Security 

The Hypothec is hereby created in addition to and not in substitution of or in 
replacement for any other hypothec or security held by the Creditor and does not affect 
the Creditor's rights of compensation and set-off. 
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8.2 Investments 

The Creditor may, at its entire discretion, invest any monies or instruments 
received or held by it in pursuance of this agreement or deposit them in a non-interest 
bearing account without having to comply with any legal provisions concerning the 
investment of property of others. 

8.3 Set-off 

Provided the obligations secured hereby are due and exigible or that the Creditor 
is entitled to declare them owing and exigible, the Creditor may compensate and set-off 
these obligations with any and all amounts due by it to the Granter, on any account 
whatsoever, may this amount be exigible or not, and the Creditor shall then be deemed 
to have exercised such right to compensate and set-off as at the time the decision was 
taken by it even though the appropriate entries have not yet been made in its records. 

8.4 Imputation of Payments 

The Creditor may, at its entire discretion, impute and apply any amounts collected 
in the exercise of its rights or received by it prior to or after an Event of Default in any 
manner as it may choose, without having to comply with legal provisions concerning the 
imputation of payments. The Creditor may also, at its entire discretion, hold such 
amounts as Charged property or choose not to impute them and keep them in a 
collateral account until such time as any contingent obligation to pay prior claims has 
ceased to exist. 

8.5 Delays 

The Creditor may grant delays, take or abandon any security, make compromises, 
grant aquittances and releases and generally deal, at its entire discretion, with any 
matters related to the Charged property, the whole without limiting the rights of the 
Creditor and without limiting the liability of the Grantor. 

8.6 Continuing Security 

The Hypothec shall be a continuing security and shall remain in full force and 
effect despite the repayment from time to time, of the whole or of any part of the 
obligations secured hereunder; it shall remain in full force until the execution of a final 
release by the Creditor. 

8. 7 Notice of Default 

The mere lapse of time provided for the Grantor to perform its obligations or the 
arrival of the term shall automatically create a default, without any obligation for the 
Creditor to serve any notice or prior notice to the Grantor. 

8.8 Cumulative Rights 

The exercise by the Creditor of any of its rights shall not preclude it from 
exercising any other right under this agreement or the law; the rights of the Creditor 
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shalt be cumulative and not alternative. The non-exercise by the Creditor of one of its 
rights shall not constitute a waiver of any subsequent exercise of such right. The 
Creditor may exercise its rights under this agreement without any obligation to exercise 
any right against any other person liable for payment of the obligations secured 
hereunder and without having to realize any other security which secures such 
obligations. 

8.9 Irrevocable power of attorney 

The Creditor is hereby appointed as the irrevocable attorney of the Granter with 
full powers of substitution for the purpose of paragraph 8.10 or for the purpose of 
carrying out any and all acts and execute any and all deeds, proxies or other documents 
which it may deem useful in order to exercise its rights or any rights which the Grantor 
neglects or refuses to execute or to carry out. 

8.10 Performance 

The Creditor may, at its entire discretion, perform any of the Grantor's liabilities 
under this Agreement. It may then immediately request payment of any expense 
incurred in doing so, and such repayment is secured by the Hypothec. 

8.11 Delegation 

The Creditor may, at its entire discretion, appoint any person or persons for the 
purpose of exercising any of its rights or actions or for the performance of any of its 
obligations resulting from this agreement or under the law or in equity; in such case, the 
Creditor may provide such person with any information relating to the Granter or the 
Charged property. 

8.12 Liability 

The Creditor shall not be liable for material injuries or damages resulting from its 
fault, unless such fault is gross or intentional. 

8.13 Successors 

The rights hereby conferred upon the Creditor shall benefit all its successors, 
including any entity resulting from the merger of the Creditor with any other person or 
persons. 

8.14 Notices 

Any notice to be given hereunder to either party shall be delivered in accordance 
with the provisions of the Loan Agreement. 

8.15 Governing Law 

This Agreement shall be governed by and construed in accordance with the laws 
of the Province of Quebec, including the rules related to conflicts of laws provided for 
thereunder. 
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9. ENGLISH LANGUAGE 

The parties hereto confirm that the present agreement has been drawn up in the 
English language at their request. Les parties aux presentes confirment que la presente 
convention a ete redigee en langue anglaise a /eur demande. 

SIGNED this 261
h day of June, 2015. 

JTl-MACDONALD CORP. JT CANADA LLC INC. 

Name: 
Title: !:):Clt.€.C."TOR,. 

per : per : 

Title: CHI€ r F'"1NAN<:.1 Ac:., oFFtcGt. 



SCHEDULE "A" 

1 . Hypothecated Securities 

Shares of JTl-Macdonald TM Corp. 

2. Trade Marks and Other Intellectual Property Rights 

NIL 

LD8:629J118v4 



EXHIBIT “W” 
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SUPERIOR COURT 
(Class Action Division) 

CANADA 
PROVINCE OF QUÉBEC 
DISTRICT OF MONTREAL 

N° : 500-06-000076-980 
500-06-000070-983 

DATE :  May 27, 2015 
________________________________________________________________ 

PRESIDING:     THE HONORABLE BRIAN RIORDAN, J.S.C. 
________________________________________________________________ 

No 500-06-000070-983 

CÉCILIA LÉTOURNEAU 
Plaintiff 

v. 

JTI-MACDONALD CORP. ("JTM") 
and 
IMPERIAL TOBACCO CANADA LIMITED. ("ITL") 
and 
ROTHMANS, BENSON & HEDGES INC. ("RBH") 

Defendants (collectively: the "Companies") 

AND 

NO 500-06-000076-980 

CONSEIL QUÉBÉCOIS SUR LE TABAC ET LA SANTÉ 
and 
JEAN-YVES BLAIS  

Plaintiffs 

v. 

JTI-MACDONALD CORP. 
and 
IMPERIAL TOBACCO CANADA LIMITED. 
and 
ROTHMANS, BENSON & HEDGES INC. 

Defendants 

JUDGMENT 
  JR1353 
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include suggestions for dealing with that amount pending final judgment, a question that 
will be decided after hearing the parties at a later date.  The Companies may also provide 
written representations on this question within thirty (30) days of receiving the Plaintiffs' 
proposal. 

XIV. CONCLUDING REMARKS 

[1205] It is customary for our court to draft its judgments in the language of what is 
colloquially called "the losing party".  Although the Companies succeeded on several of 
their principal arguments in these files, it seemed reasonable to draft in English, being the 
language that they clearly prefer.  The Court will request a French translation of this 
judgment in the days following its publication. 

[1206] Finally, the Court wishes to thank those lawyers whose professionalism, coupled 
with their sense of practicality and cooperation, made it possible ultimately to complete 
this journey in spite of the many obstacles cluttering its path. 

IN COURT FILE #06-000076-980 (THE BLAIS FILE) THE COURT: 

[1207] GRANTS the Plaintiffs' action in part; 

[1208] AMENDS the class description as follows: 

All persons residing in Quebec who satisfy the 
following criteria: 
1) To have smoked, before November 20, 
1998, a minimum of 12 pack/years of 
cigarettes manufactured by the defendants 
(that is, the equivalent of a minimum of 87,600 
cigarettes, namely any combination of the 
number of cigarettes smoked in a day 
multiplied by the number of days of 
consumption insofar as the total is equal to or 
greater than 87,600 cigarettes). 
For example, 12 pack/years equals: 
20 cigarettes a day for 12 years (20 X 365 X 
12 = 87,600) or 
30 cigarettes a day for 8 years (30 X 365 X 8 
= 87,600) or 
10 cigarettes a day for 24 years (10 X 365 X 
24 = 87,600); 
2) To have been diagnosed before March 
12, 2012 with: 
 a) Lung cancer or 
 b) Cancer (squamous cell carcinoma) of 

the throat, that is to say of the larynx, 
the oropharynx or the hypopharynx or 

 c) Emphysema. 

Toutes les personnes résidant au Québec qui 
satisfont aux critères suivants: 
1) Avoir fumé, avant le 20 novembre 1998, 
au minimum 12 paquets/année de cigarettes 
fabriquées par les défenderesses (soit 
l'équivalent d'un minimum de 87 600 cigarettes, 
c'est-à-dire toute combinaison du nombre de 
cigarettes fumées dans une journée multiplié 
par le nombre de jours de consommation dans 
la mesure où le total est égal ou supérieur à 
87 600 cigarettes). 
Par exemple, 12 paquets/année égale: 
20 cigarettes par jour pendant 12 ans (20 X 
365 X 12 = 87 600) ou 
30 cigarettes par jour pendant 8 ans (30 X 365 
X 8 = 87 600) ou 
10 cigarettes par jour pendant 24 ans (10 X 
365 X 24 = 36 500); 
2) Avoir été diagnostiquées avant le 12 mars 
2012 avec: 
 a) Un cancer du poumon ou 
 b) Un cancer (carcinome épidermoïde) de 

la gorge, à savoir du larynx, de 
l'oropharynx ou de l'hypopharynx ou 

 c)  de l'emphysème. 
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The group also includes the heirs of the 
persons deceased after November 20, 1998 
who satisfied the criteria mentioned herein. 

Le groupe comprend également les héritiers 
des personnes décédées après le 20 novembre 
1998 qui satisfont aux critères décrits ci-haut. 

[1209] CONDEMNS the Defendants solidarily to pay as moral damages an amount of 
$6,858,864,000 plus interest and the additional indemnity from the date of 
service of the action; 

[1210] CONDEMNS the Defendants solidarily to pay the amount of $100,000 as moral 
damages to each class member diagnosed with cancer of the lung, the larynx, 
the oropharynx or the hypopharynx who started to smoke before January 1, 
1976, plus interest and the additional indemnity from the date of service of the 
action; 

[1211] CONDEMNS the Defendants solidarily to pay the amount of $80,000 as moral 
damages to each class member diagnosed with cancer of the lung, the larynx, 
the oropharynx or the hypopharynx who started to smoke as of January 1, 1976, 
plus interest and the additional indemnity from the date of service of the action; 

[1212] CONDEMNS the Defendants solidarily to pay the amount of $30,000 as moral 
damages to each member diagnosed with emphysema who started to smoke 
before January 1, 1976, plus interest and the additional indemnity from the date 
of service of the action; 

[1213] CONDEMNS the Defendants solidarily to pay the amount of $24,000 as moral 
damages to each member diagnosed with emphysema who started to smoke as 
of January 1, 1976, plus interest and the additional indemnity from the date of 
service of the action; 

[1214] DECLARES that, as among the Defendants, ITL shall be responsible for 67% of 
the solidary condemnations for moral damages pronounced in the present 
judgment, including all costs; RBH shall be responsible for 20% thereof and JTM 
shall be responsible for 13% thereof; 

[1215] ORDERS Defendant Imperial Tobacco Canada Ltd. to make an initial deposit for 
compensatory damages of $670,000,000 into its attorney's trust account within 
sixty (60) days of the date of the present judgment; 

[1216] ORDERS Defendant Rothmans, Benson & Hedges Inc. to make an initial deposit 
for compensatory damages of $200,000,000 into its attorney's trust account 
within sixty (60) days of the date of the present judgment; 

[1217] ORDERS Defendant JTI Macdonald Corp. to make an initial deposit for 
compensatory damages of $130,000,000 into its attorney's trust account within 
sixty (60) days of the date of the present judgment; 

[1218] RESERVES the Plaintiffs' right to request orders for additional deposits should 
the above initial deposits prove insufficient to cover all claims made by eligible 
Members of the Class; 
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[1219] CONDEMNS Defendant Imperial Tobacco Canada Ltd. to pay a total of $30,000 
as punitive damages for the entire class, plus interest and the additional 
indemnity from the date of the present judgment; 

[1220] ORDERS Defendant Imperial Tobacco Canada Ltd. to deposit the amount of the 
condemnation for punitive damages into its attorney's trust account within sixty 
(60) days of the date of the present judgment; 

[1221] CONDEMNS Defendant Rothmans, Benson & Hedges Inc. to pay a total of 
$30,000 as punitive damages for the entire class, plus interest and the additional 
indemnity from the date of the present judgment; 

[1222] ORDERS Defendant Rothmans, Benson & Hedges Inc. to deposit the amount of 
the condemnation for punitive damages into its attorney's trust account within 
sixty (60) days of the date of the present judgment; 

[1223] CONDEMNS Defendant JTI Macdonald Corp. to pay a total of $30,000 as 
punitive damages for the entire class, plus interest and the additional indemnity 
from the date of the present judgment; 

[1224] ORDERS Defendant JTI Macdonald Corp. to deposit the amount of the 
condemnation for punitive damages into its attorney's trust account within sixty 
(60) days of the date of the present judgment; 

[1225] WITH COSTS, including, with respect to the Plaintiffs' experts, the costs related 
to the drafting of all reports, to the preparation of testimony, both on discovery 
and in trial, and to the remuneration for the time spent testifying and attending 
trial; 

[1226] ORDERS that the fees of the representative's attorneys be paid in full out of the 
amounts deposited, subject to the rights of Le Fonds d'aide aux recours 
collectifs; 

[1227] DISMISSES the Plaintiffs' request for an order permitting individual claims 
against the Defendants; 

[1228] GRANTS the Plaintiffs' request for provisional execution notwithstanding appeal 
with respect to the initial deposits of each Defendant for moral damages plus the 
full amount of punitive damages; 

[1229] DECLARES that, with respect to any balance of the amounts recovered 
collectively after the distribution process is completed, the Court will invite the 
parties to make representations as to its disposition; 

IN COURT FILE #06-000070-983 (THE LÉTOURNEAU FILE) THE COURT: 

[1230] GRANTS the Plaintiff's action in part; 

[1231] GRANTS the portion of the Plaintiff's action seeking punitive damages; 

[1232] DISMISSES the portion of the Plaintiffs' action seeking moral damages; 

[1233] AMENDS the Class description to read as follows: 
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All persons residing in Quebec who, as of 
September 30, 1998, were addicted to the 
nicotine contained in the cigarettes made by 
the defendants and who otherwise satisfy the 
following criteria: 
 
 
1) They started to smoke before 
September 30, 1994 and since that date have 
smoked principally cigarettes manufactured by 
the defendants; 
 
2) Between September 1 and September 
30, 1998, they smoked on a daily basis an 
average of at least 15 cigarettes manufactured 
by the defendants; and 
 
3)  On February 21, 2005, or until their 
death if it occurred before that date, they were 
still smoking on a daily basis an average of at 
least 15 cigarettes manufactured by the 
defendants. 
 
The group also includes the heirs of the 
members who satisfy the criteria described 
herein. 

Toutes les personnes résidant au Québec qui, 
en date du 30 septembre 1998, étaient 
dépendantes à la nicotine contenue dans les 
cigarettes fabriquées par les défenderesses et 
qui satisfont par ailleurs aux trois critères 
suivants: 
 
1) Elles ont commencé à fumer avant le 30 
septembre 1994 et depuis cette date fumaient 
principalement les cigarettes fabriquées par les 
défenderesses; 
 
2) Entre le 1er et le 30 septembre 1998, elles 
fumaient en moyenne au moins qunize 
cigarettes fabriquées par les défenderesses par 
jour; et 
 
3) En date du 21 février 2005, ou jusqu'à leur 
décès si celui-ci est survenu avant cette date, 
elles fumaient toujours en moyenne au moins 
qunize cigarettes fabriquées par les 
défenderesses par jour. 
 
Le groupe comprend également les héritiers des 
membres qui satisfont aux critères décrits ci-
haut.  

[1234] CONDEMNS Defendant Imperial Tobacco Canada Ltd. to pay the amount of 
$72,500,000 as punitive damages, with interest and the additional indemnity from 
the date of the present judgment, in accordance with the following orders;  

[1235] ORDERS Defendant Imperial Tobacco Canada Ltd. to deposit the amount of the 
condemnation for punitive damages into its attorney's trust account within sixty 
(60) days of the date of the present judgment; 

[1236] CONDEMNS Defendant Rothmans, Benson & Hedges Inc. to pay the amount of 
$46,000,000 as punitive damages, with interest and the additional indemnity from 
the date of the present judgment, in accordance with the following orders; 

[1237] ORDERS Defendant Rothmans, Benson & Hedges Inc. to deposit the amount of 
the condemnation for punitive damages into its attorney's trust account within 
sixty (60) days of the date of the present judgment; 

[1238] CONDEMNS Defendant JTI Macdonald Corp. to pay the amount of $12,500,000 
as punitive damages, with interest and the additional indemnity from the date of 
the present judgment, in accordance with the following orders; 

[1239] ORDERS Defendant JTI Macdonald Corp. to deposit the amount of the 
condemnation for punitive damages into its attorney's trust account within sixty 
(60) days of the date of the present judgment; 



500-06-000076-980  PAGE: 234 
500-06-000070-983 
 

 

[1240] WITH COSTS, including, with respect to the Plaintiffs' experts, the costs related 
to the drafting of all reports, to the preparation of testimony, both on discovery 
and in trial, and to the remuneration for the time spent testifying and attending 
trial; 

[1241] REFUSES to proceed with the distribution of punitive damages to each of the 
Class Members; 

[1242] ORDERS that the fees of the representative's attorneys be paid in full out of the 
amounts deposited as punitive damages, subject to the rights of Le Fonds d'aide 
aux recours collectifs; 

[1243] ORDERS that the balance of punitive damages awarded hereunder in both files 
be distributed according to the procedure to be established at a later hearing; 

[1244] DISMISSES the Plaintiff's request for an order permitting individual claims 
against the Defendants; 

[1245] GRANTS the Plaintiffs' request for provisional execution notwithstanding appeal 
with respect to the full amount of punitive damages; 

[1246] DECLARES that, with respect to any balance of the amounts recovered 
collectively after the distribution process is completed, the Court will invite the 
parties to make representations as to its disposition; 

WITH RESPECT TO BOTH FILES, THE COURT: 

[1247] ORDERS the Plaintiffs to submit to the Court within sixty (60) days of the date 
of the present judgment, with copy to the Companies, a detailed proposal for 
the distribution of all amounts awarded herein, both with respect to punitive 
damages and to moral damages for Blais Class Members, including provisions for 
the publication of notices, for time limits to file claims, for adjudication 
mechanisms and any other relevant issues, as well as with respect to the 
treatment of any amounts resulting from provisional execution; 

[1248] STRIKES the following exhibits from the court record: 

• 454-R; 

• 454A-R; 

• 613A-R; 

• 623A-R; 

• 1571-R; plus 

• All other "R" exhibits for which no subsequent authorization for filing was 
obtained, subject to the others provisions of the present judgment 
confirming the confidential status of an "R" exhibit, and RESERVES the 
parties rights to obtain a further judgment from this Court specifying the 
struck exhibits, should that be required; 
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[1249] DISMISSES the requests for confidentiality orders with respect to Exhibits 
1730A-CONF and 1732A-CONF and DECLARES that those exhibits are no longer 
under seal and RENUMBERS them as Exhibits 1730A and 1732A; 

[1250] DISMISSES JTM's objection based on professional secrecy with respect to 
Exhibit 1702R and RENUMBERS it as Exhibit 1702; 

[1251] DISMISSES JTM's objection based on relevance for the evidence relating to the 
Interco Contracts; 

[1252] RATIFIES the "Entente sur la confidentialité de certaines informations entre les 
demandeurs et JTIM" filed as Exhibit 1747.1; 

[1253] DECLARES that the following exhibits and transcripts are confidential and shall 
remain under seal unless and until a further order changes their status: 

• 361-CONF; 

• 529-CONF; 

• 530C-CONF; 

• 530E-CONF; 

• 532-CONF; 

• 992-CONF; 

• 999-CONF; 

• 1000-CONF; 

• 1225-CONF; 

• 1730-CONF; 

• 1730B-CONF; 

• 1732-CONF; 

• 1732B-CONF; 

• 20186-CONF; 

• 1731-1998-R-CONF through 

 1731-2012-R-CONF; 

 

 

 

 

 

• 1748.1-R-CONF; 

• 1748.1.1-R-CONF; 

• 1748.1.3-R-CONF through 

1748.1.6-R-CONF; 

• 1748.2-R-CONF; 

• 1748.4-R-CONF; 

• 1750.1-R-CONF; 

• 1751.1-R-CONF; 

• 1751.1.1-R-CONF through; 

1751.1.10-R-CONF; 

• 1751.2-R-CONF; 

• 1755.2-R-CONF; 

• 1753.1-CONF through 

1753.81-CONF; 

• 1754.1-CONF through 

1754.60-CONF; 
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• The documents listed in Annex 
B of Exhibit 1747.1, including 
any mentioned above. 

• Annex D of Exhibit 1747.1 

 

• Transcript of the testimony of 
Michel Poirier on May, 23, 2014; 

 

 

 

_____________________________ 
BRIAN RIORDAN, J.S.C. 

 

Hearing Dates:  251 days of hearing between March 12, 2012 and December 11, 2014  
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PURCHASE AGREEMENT 

PURCHASE AGREEMENT dated as of March 9,1999, as amended and 
restated as of May 11,1999, among JAPAN TOBACCO INC., a Japanese 
corporation ("Buyer"), R. J. REYNOLDS TOBACCO COMPANY, a New Jersey 
corporation ("RJRT"), and RJR NABISCO, INC., a Delaware corporation 
("RJRN" and, together with RJRT, the "Sellers"), 

W I T N E S S E T H : 

WHEREAS, Buyer and Sellers entered into a Purchase Agreement dated 
as of March 9,1999 (the "Purchase Agreement"); 

WHEREAS, the parties hereto desire to amend and restate the Purchase 
Agreement as of May 11,1999, as set forth herein; 

WHEREAS, Sellers (and certain of their direct or indirect subsidiaries) are 
the record and beneficial owners of the Shares (as defined below) of each of the 
RJRI Companies (as defined below) and desire to sell the Shares and the 
Purchased Assets (as defined below) to Buyer, and Buyer desires to (or to have 
one or more of its direct or indirect subsidiaries) purchase the Shares of each of 
the RJRI Companies and the Purchased Assets from Sellers (or their direct or 
indirect subsidiaries), upon the terms and subject to the conditions set forth below; 

WHEREAS, Sellers and Buyer (and/or their Affiliates, as appropriate) will 
enter into agreements on and as of the Closing Date providing for the sale, 
conveyance, transfer, assignment and delivery of (i) the Purchased IPRs (as 
defined below), pursuant to the Intellectual Property Agreement attached hereto as 
Exhibit A (the "IPR Agreement") and (ii) the Puerto Rico Plant (as defined 
below) pursuant to the Puerto Rico Transfer Agreement attached hereto as Exhibit 
B (the "Transfer Agreement") providing for the transfer of all of the assets and 
assumption of all of the liabilities, in each case relating to the Puerto Rico Plant 
on the Closing Date (as defined below); 

WHEREAS, the RJRI Companies conduct an international business 
involving (i) the manufacture, marketing, sale and distribution of tobacco 
products for sale outside of the United States (as defined below), (ii) the 
manufacture of tobacco products in Puerto Rico for export outside of the United 
States and (iii) a brand diversification business outside the United States 
(collectively, the "Business"); 
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WHEREAS, Buyer and Sellers (and/or their Affiliates, as appropriate) on 
and as of the Closing Date will enter into (i) the Production Agreement attached 
as Exhibit C hereto (the "Production Agreement") for the supply of tobacco 
products by Sellers' Group (as defined below) to Buyer, its Affiliates (as defined 
below) or the RJRI Group (as defined below) for use in the Business following 
the Closing, (ii) the Puerto Rico Production Agreement attached hereto as Exhibit 
D hereto (the "Puerto Rico Production Agreement") for the supply of tobacco 
products by the Puerto Rico Plant to Sellers' Group after the Closing and (iii) the 
Cast Sheet Agreement attached as Exhibit E hereto (the "Cast Sheet 
Agreement") for the supply of Cast Sheet by the RJRI Group to Sellers* Group 
after the Closing; and 

WHEREAS, Buyer and Sellers (and/or their Affiliates, as appropriate) on 
and as of the Closing Date will enter into (i) the Transitional Services Agreement 
attached as Exhibit F hereto (the "Transitional Services Agreement") relating to 
certain services to be performed by members of Sellers' Group for the benefit of 
Buyer, its Affiliates or the RJRI Group following the Closing to permit an orderly 
transition of ownership of the Business and (ii) the Puerto Rico Transitional 
Services Agreement attached as Exhibit G hereto (the "Puerto Rico Transitional 
Services Agreement") relating to services to be performed by the RJRI Group for 
the benefit of Sellers' Group following the Closing and (iii) the Document 
Preservation and Access Agreement and the Defense Cooperation Agreement 
attached as Exhibit H hereto (the "Litigation Agreements"), 

The parties hereto agree as follows: 

ARTICLE 1 

DEFINITIONS 

SECTION 1.01. Definitions, (a) The following terms, as used herein, have 
the following meanings: 

"Affiliate" means, with respect to any Person, any other Person directly or 
indirectly controlling, controlled by, or under common control with such Person; 
provided that none of the RJRI Companies or any Subsidiary shall be considered 
an Affiliate of Sellers or Buyer, but shall be considered an Affiliate of Buyer 
immediately after the Closing Date and further providedthat the Government of 
Japan shall not be considered an Affiliate of Buyer. For purposes of this 
definition, the term "control" (including the correlative terms "controlling", 
"controlled by" and "under common control with") means the possession, 
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direct or indirect, of the power to direct or cause the direction of the management 
and policies of a Person, whether through the ownership of voting securities, by 
contract, or otherwise. 

"Balance Sheet" means the audited combined balance sheet of the RJRI 
Group as of December 31,1998. 

"Balance Sheet Date" means December 31,1998. 

"Business Day" means any day other than a Saturday, Sunday or one on 
which banks are authorized or required by law to close in New York, New York 
or in Tokyo, Japan. 

"Capital Stock" means the capital stock of each of the RJRI Companies 
set forth on Exhibit I hereto. 

"CERCLA" means the Comprehensive Environmental Response, 
Compensation and Liability Act of 1980. 

"Closing Date" means the date of the Closing. 

"Code" means the Internal Revenue Code of 1986. 

"Confidentiality Agreement" means the confidentiality agreement 
between RJRN and Buyer dated December 14,1998. 

"Disclosure Letter" means the letter from Sellers to Buyer that is 
identified as the disclosure letter and that is dated the date of this Agreement. 

"Environmental Laws" means any federal, state, local or foreign law 
(including, without limitation, common law), treaty, judicial decision, regulation, 
rule, judgment, order, decree, injunction, permit or governmental restriction or 
any agreement with any Governmental Entity relating to the environment, the 
effect of the environment on human health and safety or to pollutants, 
contaminants, wastes or chemicals or any toxic, radioactive, ignitable, corrosive, 
reactive or otherwise hazardous substances, wastes or materials. 

"Environmental Liabilities" means any and all liabilities arising in 
connection with or in any way relating to the Business (as currently or previously 
conducted), the RJRI Group or any activities or operations occurring or conducted 
at the real property used or held for use in the conduct of the Business (together 
with all buildings, fixtures and improvements thereon and, also including, without 
limitation, offsite disposal), whether accrued, contingent, absolute, determined, 
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determinable or otherwise, which arise under or relate to any Environmental Law, 
whether now or hereinafter in effect, (including, without limitation, any matter 
disclosed or required to be disclosed in the Disclosure Letter pursuant to Section 
3.18). 

"Excluded Liabilities" means any and all liabilities, whether accrued, 
contingent, absolute, determined, determinable or otherwise, arising out of or 
related to the matters described in paragraphs 22,23 or 24 of Section 3.13 of the 
Disclosure Letter or otherwise arising out of or related to activities of Northern 
Brands International, Inc. or its employees. 

"GAAP" means generally accepted accounting principles in the United 
States. 

"Governmental Entity" means any government or any state, department 
or other political subdivision thereof, or any governmental body, agency, 
authority (including, without limitation, any central bank or taxing authority) or 
instrumentality (including, without limitation, any court or tribunal) in any 
jurisdiction exercising executive, legislative, judicial, regulatory or administrative 
functions of or pertaining to government. 

"Hazardous Substances" means any pollutant, contaminant or any toxic, 
radioactive or otherwise hazardous substance, as such terms are defined in, or 
identified pursuant to, any Environmental Law. 

"HSR Act" means the Hart-Scott-Rodino Antitrust Improvements Act of 
1976. 

"Intellectual Property Right" means any trademark, service mark, trade 
name, trade dress, invention, patent, trade secret, copyright, rights in designs, 
know-how (including any registrations or applications for registration of any of 
the foregoing) or any other similar type of proprietary intellectual property right. 

"knowledge of Sellers-", '̂ Sellers' knowledge" or any other similar 
knowledge qualification in this Agreement means to the actual knowledge of any 
senior vice president or more senior executive officer of R. J. Reynolds 
International B.V. (Hilversum), Geneva branch. 

"Lien" means, with respect to any property or asset, any mortgage, lien, 
pledge, charge, security interest or encumbrance in respect of such property or 
asset. 

(NY) 17560/199/MPANT/pa. amended 1 .wpd 

4 

0) 
co 

Source:  http://industrydocuments.library.ucsf.edu/tobacco/docs/gnjg0190



"Material Adverse Effect" means a material adverse effect on the 
financial condition, business, assets, liabilities or results of operations of the 
Business taken as a whole, except any such effect resulting from or arising in 
connection with (i) any of the Transaction Documents, the transactions 
contemplated by the Transaction Documents or the announcement thereof, (ii) 
changes or conditions (including changes in GAAP, law, regulation or judicial or 
other interpretation) affecting the tobacco industry generally or any particular 
markets in which the Business is operated, (iii) changes in economic, financial 
market, regulatory or political conditions generally or in particular markets in 
which the Business is operated or (iv) any matters disclosed in the Disclosure 
Letter. 

"1934 Act" means the Securities Exchange Act of 1934. 

"Person" means an individual, corporation, partnership, limited liability 
company, association, trust or other entity or organization, including a 
government or political subdivision or an agency or instrumentality thereof (or 
any equivalent in any jurisdiction). 

"Puerto Rico Plant" means the real property, and personal property 
appurtenant thereto, located in Puerto Rico currently used in the operation of the 
Business primarily in connection with (i) the manufacture of tobacco products and 
(ii) the sale, marketing and distribution of tobacco products outside the United 
States, but shall exclude the real property, and personal property appurtenant 
thereto, located in Puerto Rico currently used by the Sellers* Group or the RJRI 
Group exclusively in connection with the sale, marketing and distribution of 
tobacco products in the United States, as more particularly defined in the Transfer 
Agreement. 

"Purchased Assets" means the Purchased IPRs and the Puerto Rico Plant. 

"Purchased IPRs" means the Intellectual Property Rights identified on 
Schedule 1.01(a). 

"RJRI Companies" means the companies listed on Exhibit I hereto. 

"RJRI Group" means the RJRI Companies and their Subsidiaries. 

"RJRI Liabilities*' means all debts, obligations, contracts and liabilities of 

any member of either the RJRI Group or the Sellers* Group (or any predecessor of 
any member of either the RJRI Group or the Sellers' Group or any prior owner of 
all or part of their businesses or assets) of any kind, character or description 
(whether known or unknown, accrued, absolute, contingent, indirect or derivative, 
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or otherwise) in any way relating to or arising out of the conduct of the Business, 
in whole or in part, including without limitation, (i) all liabilities set forth on the 
April 30 Balance Sheet; (ii) all liabilities relating to any Sellers' Group Guarantee 
remaining outstanding after the Closing; (iii) all liabilities of any member of the 
Sellers' Group arising on or after the Closing Date under the contracts and 
agreements listed on Exhibit M or to any other contracts, agreements, licenses, 
permits or approvals relating to the Business that are assigned or otherwise 
transferred by any member of the Sellers' Group to, and assumed by, any member 
of the RJRI Group, (iv) all Environmental Liabilities; (v) all liabilities and 
obligations arising out of any action, suit, investigation or proceeding before any 
arbitrator or Governmental Entity listed in the Disclosure Letter; (vi) all liabilities 
and obligations arising out of any action, suit, investigation or proceedings before 
any arbitrator or Governmental Entity which may at any time (whether past, 
present or future) be made, commenced, asserted or pursued that in any way are 
based upon or arise from tobacco products of any description consumed or 
intended to be consumed outside of the United States, including, without 
limitation, all such liabilities and obligations relating to or arising in any way 
from (A) the manufacture, marketing, development, advertising, research, 
distribution or sale of such products on or before the Closing Date and (B) any 
statement or other actions or omissions of any member of either the RJRI Group 
or the Sellers' Group (or any predecessor of any member of either the RJRI Group 
or the Sellers' Group or any prior owner of all or part of their businesses or assets) 
made or occurring on or before the Closing Date relating to such products, (vii) all 
liabilities and obligations relating to any products manufactured or sold by the 
Business at any time, including without limitation all warranty obligations and 
product liabilities and any liability or obligation relating to the health effects of, or 
exposure to, any products manufactured or sold by the Business at any time and 
(viii) except as expressly provided in Article 9, all liabilities or obligations 
relating to employee benefits or compensation arrangements existing on or prior 
to the Closing Date with respect to any employee or former employee of the 
Business. Notwithstanding the foregoing, "RJRI Liabilities" shall exclude the 
liabilities for which Buyer or its Affiliates are expressly indemnified by Sellers 
pursuant to this Agreement. 

"Sellers' Group" means Sellers and their respective Affiliates (exclusive 
of any member of the RJRI Group). 

"Sellers' Group Guarantees" means the guarantees by members of 
Sellers' Group of indebtedness of any member of the RJRI Group listed on 
Schedule 6.03. 

"Sellers Product Liabilities" means all liabilities and obligations of any 
member of either the RJRI Group or the Sellers' Group (or any predecessor of any 
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member of either the RJRI Group or the Sellers* Group or any prior owner of all 
or part of their businesses or assets) of any kind, character or description (whether 
known or unknown, accrued, absolute, contingent, indirect or derivative, or 
otherwise) arising out of any action, suit, investigation or proceeding before any 
arbitrator or Governmental Entity which may at any time (whether past, present or 
future) be made, commenced, asserted or pursued that are in any way based upon 
or arise from tobacco products of any description consumed or intended to be 
consumed in the United States (exclusive of any such liabilities and obligations in 
any way based upon or arising from the manufacture, marketing, development, 
advertising, research, distribution or sale of tobacco products by Buyer or its 
Affiliates on or before the Closing Date), including, without limitation, all such 
liabilities and obligations relating to or arising in any way from (A) the 
manufacture, marketing, development, advertising, research, distribution or sale 
of such products on or before the Closing Date and (B) any statement or other 
actions or omissions of any member of either the RJRI Group or the Sellers' 
Group (or any predecessor of any member of either the RJRI Group or the Sellers' 
Group or any prior owner of all or part of their businesses or assets) made or 
occurring on or before the Closing Date. 

"Shares" means the shares of Capital Stock referred to in Exhibit I hereto. 

"Special Purpose Accounting Basis" means the basis of accounting and 
reporting for special purpose financial presentations. The Special Purpose 
Accounting Basis shall conform with GAAP, applied on a basis consistent with 
those used in preparing the Pro Forma Balance Sheet (except as may be indicated 
in the notes thereto), except that: (i) accounting standards which become effective 
after December 31,1998 will not be adopted; (ii) intangible assets (including, 
without limitation, goodwill, patents, trademarks, deferred expenses and 
unamortized debt discount) will not be amortized or otherwise adjusted 
subsequent to December 31,1998 and (iii) any currency translation adjustments 
recorded on the Pro Forma Balance Sheet will not be adjusted subsequent to 
December 31,1998. 

"Subsidiary" means any entity of which securities or other ownership 
interests having ordinary voting power to elect a majority of the board of directors 
or other persons performing similar functions are at the time directly or indirectly 
owned by any of the RJRI Companies. 

"Transaction Documents" means this Agreement, the Production 
Agreement, the Transitional Services Agreement, the IPR Agreement, the 
Transfer Agreement, the Puerto Rico Production Agreement, the Cast Sheet 
Agreement, the Puerto Rico Transitional Services Agreement, the Litigation 
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Agreements and the documents referred to in Sections 2.03(b) and (c) and 
2.04(a)(ii), 2.04(b)(ii), (d), (e) and (f). 

"United States" means the United States of America and each of its 
territories, commonwealths and possessions (including, without limitation, Puerto 
Rico) but shall not include U.S. embassies and consulates, U.S. military 
installations located outside the United States and worldwide duty-free sales. 

Any reference in this Agreement to a statute shall be to such statute, as in 
effect on the date of this Agreement, and to the rules and regulations promulgated 
thereunder. 

(b) Each of the following terms is defined in the Section set forth 
opposite such term: 

Term 

April 30 Balance Sheet 
April 30 Stockholder's Equity 
Alternative Sale 
Base Stockholder's Equity 
Business 
Business IPRs 
Buyer 
Cast Sheet Agreement 
Claim 
Closing 
Closing Stockholder's Equity 
Condition 
Damages 
Exhibit K Companies 
Exhibit K Company Closing 
Fair Market Value 
Final Stockholder's Equity- - - „ 
Indemnified Party 
Indemnifying Party 
IPR Agreement 
Litigation Agreements 
Loss 
May 31 Balance Sheet 
May 31 Stockholder's Equity 
Net May Financing 
Post-Closing Tax Period 

Section 

2.05(a) 
2.05(a) 

12.01 
2.05 

Recitals 
3.15(a) 

Preamble 
Recitals 
11.03 
2.03 
2.04 
2.04(b) 

11.02 
2.03 
2.04(b) 
2.04(b) 
2.05 

11.03 
11.03 
Recitals 
Recitals 
8.05 
2.05(b) 
2.05 
2,05 
8.01 

Or 
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ARTICLE 11 

SURVIVAL; INDEMNIFICATION 

SECTION 11.01. Survival. The covenants, agreements, representations and 
warranties contained in Articles 8 and 9 shall survive until expiration of the 
statute of limitations applicable to the matters covered thereby (giving effect to 
any waiver, mitigation or extension thereof). The representations and warranties 
in Sections 3.01,3.02,3.06,3.07,3.15,3,18,3.20 and 4.09 shall survive for three 
years after the Closing Date, and all other representations and warranties 
contained herein (except for those contained in Articles 8 and 9) shall survive for 
one year after the Closing Date. The covenants and agreements contained herein 
(except for those contained in Articles 8 and 9) shall survive for the period 
indicated therein or, if not so indicated, indefinitely. Notwithstanding the 
foregoing, any covenant, agreement, representation or warranty in respect of 
which indemnity may be sought under this Agreement shall survive the time at 
which it would otherwise terminate pursuant to the foregoing, if bona fide notice 
of such inaccuracy or breach giving rise to such right of indemnity specifying 
with particularity (x) the covenant, agreement, representation or warranty in this 
Agreement in respect of which indemnity may be sought and (y) the facts and 
circumstances giving rise to such right shall have been given to the party against 
whom such indemnity may be sought prior to such time. 

SECTION 11.02. Indemnification, (a) Sellers hereby jointly and severally 
indemnify Buyer, its Affiliates and the members of the RJRI Group and, if 
applicable, their respective directors, officers, agents, employees, successors and 
assigns against and agree to hold each of them harmless from any and all 
assessments, penalties, fines, damages, losses, liabilities and expenses (including, 
without limitation, reasonable expenses of investigation and reasonable attorneys' 
fees and expenses in connection with any action, suit or proceeding) ("Damages") 
incurred or suffered by Buyer, any of its Affiliates or any member of the RJRI 
Group or their respective directors, officers, agents, employees, successors and 
assigns arising out of: 

(i) any misrepresentation or breach of warranty made by the 
Sellers' Group to Buyer or any of its Affiliates pursuant to the Transaction 
Documents, or breach of warranty, made by the Sellers' Group pursuant to 
the Transaction Documents (other than pursuant to Article 8 of this 
Agreement), provided that, with respect to any Damages incurred or 
suffered by Buyer or any of its Affiliates or any member of the RJRI 
Group arising out of any misrepresentation or breach of warranty, Sellers 
shall not be liable under this Section 11.02(a)(i) unless the aggregate 
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amount of Damages exceeds $50,000,000 (and then only to the extent of 
such excess); 

(ii) any breach of covenant or agreement made or to be 
performed by the Sellers' Group pursuant to the Transaction Documents 
(other than pursuant to Article 8 of this Agreement); 

(iii) Sellers Product Liabilities; or 

(iv) Excluded Liabilities. 

(b) Buyer hereby indemnifies each member of the Sellers' Group and, if 
applicable, their respective directors, officers, agents, employees, successors and 
assigns against and agrees to hold each of them harmless from any and all 
Damages incurred or suffered by any .member of the Sellers1 Group or their 
respective directors, officers, agents, employees, successors and assigns arising 
out of: 

(i) any misrepresentation or breach of warranty made or to be 
performed by Buyer or its Affiliates pursuant to the Transaction 
Documents (other than pursuant to Article 8 of this Agreement), provided 
that, with respect to any Damages incurred or suffered by the Sellers' 
Group arising out of any misrepresentations or breach of warranty, Buyer 
shall not be liable under this Section 11.02(b)(i) unless the aggregate 
amount of Damages exceeds $50,000,000 (and then only to the extent of 
such excess); 

(ii) any breach of covenant or agreement made or to be 
performed by Buyer or its Affiliates pursuant to the Transaction 
Documents (other than pursuant to Article 8 of this Agreement); or 

(iii) any RJRI Liabilities; 

provided that it is understood tha^Sellers will first pursue any claims under this 
Section 11.02(b) against members of the RJRI Group before making claims 
against Buyer, and that Buyer will only be secondarily liable for such claims. 

(c) The monetary thresholds set forth in this Section 11.02 have been 
negotiated for the special purpose of the provision to which they relate and are not 
to be taken as evidence of the level of "materiality" for purposes of any statutory 
or common law which may be applicable to the transactions contemplated by this 
Agreement under which a level of materiality might be an issue. 
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SECTION 11.03. Procedures, (a) The party seeking indemnification under 
Article 8 or 9 or Section 11.02 (the "Indemnified Party") agrees to give prompt 
notice to the party against whom indemnity is sought (the "Indemnifying Party") 
of the assertion of any claim, or the commencement of any suit, action or 
proceeding ("Claim") in respect of which indemnity may be sought under such 
Section or Article and will provide the Indemnifying Party such information with 
respect thereto as the Indemnifying Party may reasonably request. The failure so 
to notify the Indemnifying Party shall not relieve the Indemnifying Party of its 
obligations hereunder, except to the extent such failure shall have materially 
prejudiced the Indemnifying Party. 

(b) The Indemnifying Party shall be entitled to participate in the defense 
of any Claim asserted by any third party ("Third Party Claim") and, subject to 
the limitations set forth in this Section, shall be entitled to (and at the request of 
the Indemnifying Party shall) control.and appoint lead counsel for such defense, 
in each case at its expense. The Indemnified Party shall obtain the written consent 
of the Indemnifying Party before entering into any settlement of any Third Party 
Claim. 

(c) If the Indemnifying Party shall assume the control of the defense of 
any Third Party Claim in accordance with the provisions of this Section 11.03, 
the Indemnifying Party shall obtain the prior written consent of the Indemnified 
Party before entering into any settlement of such Third Party Claim, if the 
settlement does not release the Indemnified Party from all liabilities and 
obligations with respect to such Third Party Claim or the settlement imposes 
injunctive or other equitable relief against the Indemnified Party and the 
Indemnified Party shall be entitled to participate in the defense of such Third 
Party Claim and to employ separate counsel of its choice for such purpose. The 
fees and expenses of such separate counsel shall be paid by the Indemnified Party. 

(d) Each party shall cooperate, and cause their respective Affiliates to 
cooperate, in the defense or prosecution of any Third Party Claim (and any 
Excluded Liability) and shall furnish or cause to be furnished such records, 
information and testimony, .and attend such conferences, discovery proceedings, 
hearings, trials or appeals, as may be reasonably requested in connection 
therewith to the same extent as if no indemnification were provided hereunder. 
The Indemnifying Party shall bear the reasonable out-of-pocket expenses of such 
cooperation. 

SECTION 11.04. Calculation of Damages, (a) The amount of any 
Damages payable under Article 8 or 9 or Section 11.02 by the Indemnifying Party 
shall be net of any amounts recovered or recoverable by the Indemnified Party 
under applicable insurance policies and any Tax Benefit realized by the 
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Indemnified Party arising from the incurrence or payment of any such Damages. 
In computing the amount of any such Tax Benefit, the Indemnified Party shall be 
deemed fully to utilize, at the highest marginal tax rate then in effect, all Tax 
items arising from the incurrence or payment of any indemnified Damages. 

(b) The Indemnifying Party shall not be liable under Article 8 or 9 or 
Section 11.02 for any (i) Damages relating to any matter to the extent that (A) 
there is included in the April 30 Balance Sheet a specific liability or reserve 
relating to such matter or the Indemnified Party has otherwise been compensated 
for such matter pursuant to the Purchase Price adjustment under Section 2.05, 
consequential Damages or Damages for lost profits. For the purposes of this 
Agreement, Damages shall not be determined through any multiple of earnings 
approach or variant thereof and shall take account of the time value of money. 

(c) Notwithstanding any other provision of this Agreement to the 
contrary, if on the Closing Date the Indemnified Party knows of any information 
that would cause one or more of the representations and warranties made by the 
Indemnifying Party to be inaccurate, the Indemnified Party shall have no right or 
remedy after the Closing with respect to such inaccuracy and shall be deemed to 
have waived its rights to indemnification in respect thereof. 

SECTION 11.05. Assignment of Claims. If the Indemnified Party receives 
any payment from an Indemnifying Party in respect of any Damages pursuant to 
Section 11.02 and the Indemnified Party could have recovered all or a part of such 
Damages from a third party (a "Potential Contributor") based on the underlying 
Claim asserted against the Indemnifying Party, the Indemnified Party shall assign 
such of its rights to proceed against the Potential Contributor as are necessary to 
permit the Indemnifying Party to recover from the Potential Contributor the 
amount of such payment. 

SECTION 11.06. Exclusivity of Remedies. Except as specifically set forth 
in this Agreement, effective as of the Closing, each party (on behalf of itself and 
its Affiliates) waives any rights and claims it (or its Affiliates) may have against 
the other party or its Affiliates, whether, in law or in equity, relating to the 
Business or the Shares or the transactions contemplated by the Transaction 
Documents. The rights and claims waived include, without limitation, claims for 
contribution or other rights of recovery arising out of or relating to any 
Environmental Law, claims for breach of contract, breach of representation or 
warranty, negligent misrepresentation and all other claims for breach of duty. 
After the Closing, Articles 8 and 9 and Section 11.02 will provide the exclusive 
remedy for any misrepresentation, breach of warranty, covenant or other 
agreement or other claim arising out of the Transaction Documents or the 
transactions contemplated thereby. 
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first above written, authorized officers.^ of the day and year 
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JAPAN TOBACCO INC. 

By; J
Name
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RJR NABISCO, INC. 

By: 
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R. J. REYNOLDS TOBACCO COMPANY 

By: ,
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EXHIBIT “BB” 





JTI-Macdonald Corp.
Non-consolidated Financial Statements

Unaudited
December 31, 2017

(In thousands of dollars)



December 31, 2017 December 31, 2016
ASSETS

Current
Cash and short-term investments $ 85,028 $ 98,809
Accounts receivable 25,538 10,669
Inventories (Note 3) 125,700 117,357
Prepaid expenses 1,272 3,333

237,538 230,168
Properties, plant and equipment (Note 4) 43,211 42,141
Investment in subsidiary companies (Note 5) 1,200,000 1,200,000
Other Assets 8,900 -
Goodwill 304,328 304,328
Future income taxes (Note 12) 25,803 34,832

$ 1,819,780 $ 1,811,469

LIABILITIES

Current
Accounts payable and accrued liabilities $ 54,251 $ 59,971
Due to related parties (Note 6) 5,368 3,202
Income taxes 5,671 13,819
Excise taxes 77,667 82,416
Interest payable to related party (Note 7 i, iii) 3,421 11,096
Demand loan payable to related party (Note 7 iii) - -
Demand promissory notes payable to related party (Note 7 ii) 8,989 8,989
Current portion of convertible debentures payable to subsidary (Note 7 i) 1,764 1,634
Current portion of obligations under capital leases (Note 8) 405 349

157,536 181,476
Convertible debentures payable to subsidary (Note 7 i) 1,184,258 1,186,021
Obligations under capital leases (Note 8) 1,052 1,234
Other liabilities 4,414 5,543
Employee future benefits (Note 11) 98,915 101,440

1,446,175 1,475,714

SHAREHOLDER'S EQUITY
Accumulated other comprehensive income (loss) (Note 14) (39,065) (41,344)
Share capital (Note 9) 535,021 535,021
Contributed surplus 9,192 9,192
Deficit (131,543) (167,114)

373,605 335,755
$ 1,819,780 $ 1,811,469

JTI-Macdonald Corp.
Non-consolidated Balance Sheet

Unaudited
December 31, 2017

(In thousands of dollars)



- -

December 31, 2017 December 31, 2016

Net sales (Note 10) $ 540,631 $ 500,334
Operating costs (383,872) (363,113)
Earnings from operations 156,759 137,221

Interest expense (92,073) (92,280)
Other expense (5,087) (12,306)
Income (loss) before provision for income taxes 59,599 32,635

Provision for income taxes (Note 12) (24,028) (12,130)
Net gain (loss) 35,571 20,505
Deficit, beginning of year (167,114) (187,619)
Deficit, end of year $ (131,543) $ (167,114)

Non-consolidated Statements of Income
Unaudited

For the Year Ended December 31, 2017
(In thousands of dollars)

JTI-Macdonald Corp.



December 31, 2017 December 31, 2016

OPERATING ACTIVITIES
Net gain $ 35,571 $ 20,505
Items not involving cash
  Net loss on disposal of properties, plant and equipment 898 801
  Depreciation Expense 7,836 7,463
  Future income taxes 9,028 (12,499)
Increase (Decrease) in other liabilities (1,129) 2,300
(Increase) in other assets (8,900) -
Increase (Decrease) in employee future benefits included AOCI (246) 6,729
Decrease (Increase) in non-cash working capital items (Note 13) (37,601) 106,271
Cash used in operating activities 5,457 131,570

FINANCING ACTIVITIES
Decrease in interest payable to related party (7,675) (17)
Decrease in principal payable to related party (1,634) (1,514)
(Decrease) in principal demand loan payable to related party - (30,000)
Increase in obligations under capital leases (125) 50
Cash provided by (used in) financing activities (9,434) (31,481)

INVESTING ACTIVITIES
Purchase of properties, plant and equipment (9,247) (11,784)
Loss from sale of properties, plant and equipment (557) (189)
Cash used in investing activities (9,804) (11,973)

Increase in cash and short-term investments (13,781) 88,116
Cash and short-term investments, beginning of year 98,809 10,693
Cash and short-term investments, end of year $ 85,028 $ 98,809

JTI-Macdonald Corp.
Non-consolidated Statements of Cash Flows

Unaudited
For the Year Ended December 31, 2017

(In thousands of dollars)



JTI-MACDONALD CORP.
Notes to the Non-consolidated Financial Statements
Unaudited
December 31, 2017
(in thousands of dollars)

1. BASIS OF PRESENTATION AND STATEMENT OF COMPLIANCE

JTI-Macdonald Corp. (the “Company”) has been continued under the Canadian Business Corporations
Act and is a wholly-owned subsidiary of JT Canada LLC Inc.

The accompanying non-consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards (“IFRS”) as issued by the International Accounting
Standards Board, except as noted in (a) below.  These financial statements have been prepared for the
purpose of calculating the Company’s annual tax return. As these financial statements have not been
prepared for general purposes, some users may require further information.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Separate financial statements

The Company has elected not to prepare consolidated financial statements using the exemption from
consolidation, and instead prepare separate financial statements in accordance with IAS 27 Separate
financial statements.  IAS 27 prescribes the accounting and disclosure requirements for investments
in subsidiaries, joint ventures and associates. Consolidated financial statements produced for public
use are prepared by Japan Tobacco Inc. and are obtainable at 2-1, Toranomon 2- chome, Minato-ku,
Tokyo 105-8422, Japan.

These  financial  statements  have  been  prepared  for  the purpose of calculating the Company’s
annual tax return, and  as  a  result  do  not include  the  assets  and  liabilities  of  the  Company’s
subsidiaries.  Separate financial statements are also prepared for the Company’s subsidiaries for the
purpose of calculating their respective tax returns.

b. Use of estimates

In preparing the Company’s financial statements, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenue and expenses
during the reporting period.  Actual results could differ from those estimates.

On an ongoing basis estimates are evaluated using historical experience, consultation with experts and
other methods that are considered reasonable in the particular circumstances to comply with IFRS.
Actual results could differ from those estimates, the effect of which is recognized in the period in
which the facts that give rise to the revision become known.



JTI-MACDONALD CORP.
Notes to the Non-consolidated Financial Statements
Unaudited
December 31, 2017
(in thousands of dollars)

c. Cash and short term investments

Cash and short term investments include cash on hand, balances with banks and short-term deposits
with original maturities of three months or less, net of bank overdrafts.

d. Inventories

The leaf tobacco inventories are stated at the lower of average cost by grade and net realizable value.
Net realizable value is the estimated replacement cost in the ordinary course of business.  Finished
goods inventories are carried at the lower of cost on the first in, first out method and net realizable
value.  Net realizable value is the estimated selling price in the ordinary course of business less costs
of selling.  All other inventories are carried at the lower of cost on the first in, first out method and
replacement cost.

e. Properties, plant and equipment

Properties, plant and equipment are recorded at historical cost or deemed cost less accumulated
depreciation and accumulated impairment losses, if any.

Property, plant and equipment, excluding land and assets under construction, is depreciated using the
straight-line method, over their estimated useful lives or over the terms of the respective leases.  The
estimated useful lives and depreciation method are reviewed at the end of each reporting period. The
major categories are as follows:

Buildings 40 years
Machinery and equipment 3 - 20 years
Furniture and fixtures 10 years
Leasehold improvements Term of lease
Vehicles 3 – 5 years
Equipment under capital lease Term of lease

f. Intangibles

An internally-generated intangible asset arising from development (or from the development phase of
an internal project) is recognized if, and only if, all of the following have been demonstrated:

• the technical feasibility of completing the intangible asset so that it will be available for use or
sale;

• the intention to complete the intangible asset and use or sell it;
• the ability to use or sell the intangible asset;
• how the intangible asset will generate probable future economic benefits;
• the availability of adequate technical, financial and other resources to complete the development

and to use or sell the intangible asset; and
• the ability to measure reliably the expenditure attributable to the intangible asset during its

development.



JTI-MACDONALD CORP.
Notes to the Non-consolidated Financial Statements
Unaudited
December 31, 2017
(in thousands of dollars)

f. Intangibles (continued)

Subsequent to initial recognition, internally-generated intangible assets are reported at cost less
accumulated amortization and accumulated impairment losses, on the same basis as intangible assets
that are acquired separately

Intangible assets acquired separately are carried at cost less accumulated amortization and accumulated
impairment losses. Amortization is recognized on a straight-line basis over their estimated useful lives,
which are as follows:

Software 5 years

Under IAS 38, software costs previously recorded in property, plant & equipment (“PP&E”), should
now be classified as intangible assets.  To be consistent with prior year presentation, the Company has
decided to include software costs in PP&E on the non-consolidated balance sheet, and have separately
identified software costs in note 4, Property, Plant & Equipment.

g. Goodwill

Goodwill is the excess of the cost of a business acquisition over the fair value assigned to the assets
acquired and liabilities assumed.

The Company has elected to test the goodwill for impairment only when events or changes in
circumstances indicate that they might be impaired rather than on an annual basis.  The recoverable
amount is determined as the higher of fair value less cost to sell and value-in-use.  If the recoverable
amount is less than its carrying amount, the impairment loss is allocated to reduce the carrying amount
of any goodwill. Any impairment loss for goodwill is recognized directly in income in the statement
of income.  An impairment loss recognized for goodwill is not reversed in subsequent periods.

h. Investment in subsidiary companies

Investment in subsidiary companies has been accounted for using the cost method as permitted under
IAS 27 Separate financial statements.

i. Income taxes

The Company uses the liability method of tax allocation for accounting for income taxes. Future
income tax assets and liabilities are recorded on the difference between the accounting carrying values
of assets and liabilities and the tax cost basis of these assets and liabilities based on substantively
enacted tax laws and rates.

j. Employee benefits

Contributions to defined contribution retirement benefit plans are recognized as an expense when
employees have rendered service entitling them to the contributions.

Certain employees are covered by defined benefit pension plans and certain former employees are
entitled to other post-employment benefits such as medical, dental and life insurance.  The cost of
pension and post-employment benefits related to employees’ current service is charged to income
annually.  The cost of the pension plan is computed on an actuarial basis using the projected unit credit



JTI-MACDONALD CORP.
Notes to the Non-consolidated Financial Statements
Unaudited
December 31, 2017
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j. Employee benefits (continued)

method and management’s best estimates of investment yields, the discount rate to measure
obligations, the projected age of employees upon retirement, salary escalation and other factors.
Pension plan assets are valued at fair value for purposes of calculating the expected return on plan
assets.  The asset or liability disclosed in note 11 represents the present value of the defined benefit
obligation as adjusted for unrecognized actuarial gains and losses and unrecognized past service costs
and is reduced by the fair value of the plans assets.  The present value of the defined benefit obligation
is determined by discounting the estimated future cash outflows using interest rates of high quality
bonds that have terms to maturity approximating the terms of the related pension liability.  All actuarial
gains and losses that arise in calculating the present value of the defined benefit obligation and the fair
value of plan assets are recognized immediately in other comprehensive income (loss), either at the
group level or locally.

Current employee wages and benefits are expensed as incurred.

k. Leases

A finance lease is a lease which transfers substantially all the benefits and inherent risks related to the
ownership of the property leased to the Company.  Assets held under finance lease are initially
recognized as assets of the Company at the commencement of the lease term at the lower of (i) fair
value and (ii) the present value of the minimum lease payments.  The corresponding liability is
recognized as a finance lease obligation.  Any initial direct costs of the Company are added to the
amount recognized as an asset.  Lease payments are apportioned between interest expense and
reduction of the lease obligation to achieve a constant rate of interest on the remaining liability.  The
leased asset is depreciated in accordance with the Company’s policy described above.

Rentals payable under operating leases are expensed over the term of the lease.

l. Revenue recognition

Revenue primarily consists of sales generated from cigarettes and other tobacco products.  Revenue is
measured at the fair value of the consideration received or receivable. Revenue is reduced for actual
customer returns and other allowances.

Revenue from the sale of goods is recognized when all the following conditions are satisfied:

• the Company has transferred to the buyer the significant risks and rewards of ownership of the
goods;

• the Company retains neither continuing managerial involvement to the degree usually associated
with ownership nor effective control over the goods sold;

• the amount of revenue can be measured reliably;
• it is probable that the economic benefits associated with the transaction will flow to the entity; and
• the costs incurred or to be incurred in respect of the transaction can be measured reliably.
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m. Provisions

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result
of a past event, it is probable that the Company will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cash flows estimated to settle the
present obligation, its carrying amount is the present value of those cash flows.

Provisions are made for warranty costs (dry stock provision) based on past performance and
experience.

When some or all of the economic benefits required to settle a provision are expected to be recovered
from a third party, a receivable is recognised as an asset if it is virtually certain that reimbursement
will be received and the amount of the receivable can be measured reliably.

Present obligations arising under onerous contracts are recognised and measured as provisions. An
onerous contract is considered to exist where the Company has a contract under which the unavoidable
costs of meeting the obligations under the contract exceed the economic benefits expected to be
received under it.

n. Other comprehensive income (loss)

Other comprehensive income (loss) includes items that would not normally be included in net income,
such as recognized actuarial gains and losses relating to post employment benefit obligations and
currency translation adjustments.

o. Financial Assets and Liabilities

Financial Assets

The Company has classified its financial assets as follows:

Instrument Classification
Cash Loans and receivables
Accounts receivable Loans and receivables
Receivable from related parties Loans and receivables

Accounts receivable are measured at amortized cost less impairments, which approximates fair value
given the short term nature of these assets.  An assessment of whether a financial asset is impaired is
made at least at each reporting date.  Receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market.  Accounts receivables are classified as
impaired when there is objective evidence as to the ultimate timing or collectability of the receivable.
The Company maintains an allowance for credit losses sufficient to provide adequate protection
against losses.  The allowance is based on management’s assessment of the risks associated with each
receivable, including loss and recovery experience, performance and the impact of current economic
conditions.
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o. Financial Assets and Liabilities (continued)

Financial Liabilities

The Company has classified its financial liabilities as follows:

Instrument Classification
Accounts payable and accrued Other financial liabilities
Due to related parties Other financial liabilities
Interest payable to related parties Other financial liabilities
Demand Loan Payable Other financial liabilities
Demand promissory notes Other financial liabilities
Convertible debentures Other financial liabilities

Other financial liabilities are initially measured at fair value, net of transactions costs.  The fair value
of due to related parties, accounts payable and accrued liabilities is approximately equal to their
carrying values due to their short term to maturity.  The fair value of interest payable to related parties,
demand promissory notes and convertible debentures is approximately equal to their carrying value
which have been recorded at the exchange amounts, due to the Company’s affiliation with the lending
parties (ie. either a wholly-owned subsidiary or commonly controlled corporation).

p. Presentation and functional currency including foreign currency translation

The Company’s functional and presentation currency is the Canadian dollar (“$”).

Transactions in foreign currencies have been stated in Canadian currency at the daily rate of exchange
on the day in which they occurred.  Monetary assets and liabilities denominated in foreign currencies
are translated to the functional currency at the rates of exchange in effect at the balance sheet date.
Non-monetary assets and liabilities are translated using the historical rate on the date of the transaction.
All gains or losses on foreign exchange are included in income in the year incurred.

3. INVENTORIES

Inventories consist of the following:

2017 2016

Finished goods 93,462$ 88,024$
Leaf tobacco 31,266 27,499
Raw materials and supplies 972 1,834

125,700$ 117,357$

Inventories recognized and included in operating costs as cost of sales during the year ended December
31, 2017 were $157,177 ($129,960 in 2016).
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4. PROPERTIES, PLANT AND EQUIPMENT

Properties, plant and equipment consist of the following for 2017:

Cost beginning Additions / Cost end
of the year (Closures) Disposals of the year

Land 211$ -$ -$ 211$
Buildings 36,023 18 - 36,041
Machinery & Equipment 155,937 6,667 (197) 162,407
Leasehold Improvement 1,377 1 - 1,378
Furniture & Fixtures 8,412 722 (88) 9,046
Vehicles 2,287 652 (677) 2,262
Construction in process 4,795 505 - 5,300
Software 5,099 508 - 5,607
CIP - software 45 259 - 304

214,186$ 9,332$ (962)$ 222,556$

Accumulated Accumulated
depreciation Addtions/ Depreciation depreciation Net

beginning of year (Closures) Disposals expense end of year book value

Land -$ -$ -$ -$ -$ 211$
Buildings 27,017 - - 835 27,852 8,189
Machinery & Equipment 134,229 83 (195) 5,281 139,398 23,009
Leasehold Improvement 223 - - 124 347 1,031
Furniture & Fixtures 6,027 - (70) 572 6,529 2,517
Vehicles 787 - (355) 462 894 1,368
Construction in process - - - - - 5,300
Software 3,762 - - 564 4,326 1,281
CIP - software - - - - - 304

172,045$ 83$ (620)$ 7,838$ 179,346$ 43,210$
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4. PROPERTIES, PLANT AND EQUIPMENT (continued)

Properties, plant and equipment consist of the following for 2016:

Cost beginning Additions / Cost end
of the year (Closures) Disposals of the year

Land 211$ -$ -$ 211$
Buildings 35,743 346 (66) 36,023
Machinery & Equipment 156,876 3,886 (4,825) 155,937
Leasehold Improvement 2,436 1,201 (2,260) 1,377
Furniture & Fixtures 7,629 1,079 (296) 8,412
Vehicles 2,422 802 (937) 2,287
Construction in process 672 4,123 - 4,795
Software 4,679 431 (11) 5,099
CIP - software 129 (84) - 45

210,797 11,784 (8,395) 214,186

Accumulated Accumulated
depreciation Depreciation depreciation Net
beginning of year Disposals expense end of year book value

Land -$ -$ -$ -$ 211
Buildings 26,258 (66) 825 27,017 9,006
Machinery & Equipment 134,036 (4,596) 4,789 134,229 21,708
Leasehold Improvement 2,266 (2,258) 215 223 1,154
Furniture & Fixtures 5,601 (158) 584 6,027 2,385
Vehicles 974 (692) 505 787 1,500
Construction in process - - - - 4,795
Software 3,228 (11) 545 3,762 1,337
CIP - software - - - - 45

172,363 (7,781) 7,463 172,045 42,141
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5. INVESTMENT IN SUBSIDIARY COMPANIES

At December 31, the Company holds investments in the following wholly-owned subsidiaries:

2017 2016

JTI-Macdonald TM Corp. 1,200,000$ 1,200,000$

1,200,000$ 1,200,000$

During July 2015, JTI-Macdonald Corp.’s Parent Company, JT Canada LLC Inc., appointed a
private receiver of all the properties, assets and undertakings of JTI-Macdonald TM Corp., a
subsidiary of JTI-Macdonald Corp.  At this time, there is reasonable expectation that JTI-
Macdonald TM Corp. will continue as a going concern and as such the investment in JTI-
Macdonald TM Corp. is appropriately valued.

6. RELATED PARTY TRANSACTIONS AND BALANCES

The Company in its normal course of business had various transactions recorded at exchange amounts
with its subsidiaries and corporations commonly controlled by the Company’s ultimate parent, Japan
Tobacco Inc., as follows:

2017 2016
Subsidiaries

Interest expense 91,999$ 92,195$
Royalty expense 9,956 9,934

Commonly controlled corporations
Sales of tobacco products 34,218 30,641
Purchases of tobacco products 70,545 48,402
Service charge revenue 19,936 21,598
Service charge expense 18,549 15,477
Others 3,414 5
Royalty expense 11 192

At December 31, the amounts due to related parties, excluding loans disclosed in note 7, consist of the
following:

2017 2016

Due to subsidiaries 1,615$ 5,223$
Due to (from) commonly controlled corporations 3,753 (2,021)

5,368$ 3,202$
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7. LOANS

Principal Interest Principal Interest
Payable Payable Payable Payable

(i) Convertible debentures issued by the
Company to  JTI-Macdonald TM Corp.,
a wholly-owned subsidiary.

(1,186,021)$ (3,421)$ (1,187,655)$ (11,096)$

(ii) Non-interest bearing demand
promissory note issued by the Company
to  JT Canada LLC Inc., a commonly
controlled corporation.

(8,989) - (8,989) -

(iii) Demand loan payable issued by the
Company to  JT Canada LLC Inc., a
commonly controlled corporation.
Interest rate on the loan was set at
2.25%.

- - - -

(1,195,010)$ (3,421)$ (1,196,644)$ (11,096)$

2017 2016

i. The outstanding debentures of $1,186,021 are convertible in whole or part into special
preference shares of the Company at the option of the holder.

For the period ending December 31, 2017, outstanding interest of $99,672 ($92,132 in 2016)
was paid, and $91,997 ($92,118 in 2016) of interest was expensed. Principal payments made
during 2017 equaled $1,634 ($1,514 in 2016).  Interest rate on these debentures for 2017 was
7.75% (7.75% in 2016).

ii. No principal payments were made in 2017 ($nil in 2016).

iii. The demand loan payable was repaid in full during fiscal 2016.
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8. COMMITMENTS

Finance leases
Payments under finance lease liabilities consist of lease commitments for vehicles the following:

2017 2016

2017 -$ 500$
2018 534 499
2019 459 428
2020 381 275
2021 182 32
2022 30 -

1,586 1,734
Less: Interest and executory costs 129 151

1,457 1,583
Less: Current portion 405 349

1,052$ 1,234$

Operating leases
The Company has operating lease commitments for buildings, equipment and vehicles.  Approximate
minimum future payments on operating leases in effect at December 31, 2017 are as follows:

2017 2016

2016 -$ 1,681$
2017 1,833 1,622
2018 1,695 1,462
2019 1,654 1,414
2020 1,086 874
2021 879 3,528
Over 5 Years 2,976

10,123$ 10,581$
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9. SHARE CAPITAL

The Company’s authorized share capital at December 31, consist of the following:

2017 2016

Common shares 2,000,000 2,000,000
Preference shares 9,591,777,088 9,591,777,088
Special preference shares 2,000,000,000 2,000,000,000

The holder of the preference shares is entitled to receive non-cumulative dividends.  These preference
shares cannot be redeemed at the option of the holder.  The holder of the special preferences shares is
entitled to receive non-cumulative dividends.  These special shares are redeemable by both the issuer
and the holder.

The Company’s issued share capital at December 31, consist of the following:

2017 2016

Common shares 1,000,001 411,029$ 1,000,001 411,029$
Preference shares 123,454,656 123,992 123,454,656 123,992

535,021$ 535,021$

10. NET SALES

Net sales are net of excise and sales taxes which amounted to $485,229 in 2017 (2016 – $497,537).
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11. EMPLOYEE FUTURE BENEFITS

The Company sponsors various pension and post-retirement benefit plans.  The following table
provides components of these employee future benefits plan for the year ended December 31, 2017:

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Accrued benefit asset (liability)
at beginning of year 10,547$ (54)$ (335)$ (111,598)$

Pension expense (5,455)$ (1,212)$ (644)$ (7,254)$
Total actuarial gains/(losses) (4,075)$ (357)$ (34)$ 7,689$
Employer contributions 8,007$ 810$ 1,049$ 4,001$

Accrued benefit asset (liability)
at end of year 9,024$ (813)$ 36$ (107,162)$

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Accrued benefit obligation (385,575)$ (55,541)$ (15,739)$ (107,162)$
Fair value of Plan assets 394,599$ 54,728$ 15,775$ -$
Funded status, end of year 9,024$ (813)$ 36$ (107,162)$
Unrecognized past service cost -$ -$ -$ -$
Accrued benefit asset (liability),
 end of year 9,024$ (813)$ 36$ (107,162)$

Plan assets Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Fair value of Plan assets,
  beginning of year 408,448$ 51,494$ 14,176$ -$
Employer contributions 8,737$ 810$ 1,049$ -$
Return on plan assets 14,385$ 1,911$ 517$ -$
Benefits paid (51,769)$ (1,049)$ (344)$ -$
Actuarial gains (losses) 14,798$ 1,562$ 377$ -$
Fair value of Plan assets,
  end of year 394,599$ 54,728$ 15,775$ -$
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11. EMPLOYEE FUTURE BENEFITS (continued)

Accrued benefit obligation Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Accrued benefit obligation,
  beginning of year 397,901$ 51,548$ 14,511$ 111,598$
Current service cost 5,752$ 1,525$ 623$ 2,815$
Interest cost 14,088$ 1,884$ 538$ 3,926$
Expected employee contributions 730$ -$ -$ -$
Benefits paid (51,769)$ (1,049)$ (344)$ (4,001)$
Plan Amendments -$ (286)$ -$ 513$
Actuarial (gains) losses 18,873$ 1,919$ 411$ (7,689)$
Accrued benefit obligation,
  end of year 385,575$ 55,541$ 15,739$ 107,162$

The Company’s net benefit plan expense is as follows:
Other

Retirement Supplemental Executive Benefit
Plan Plan Plan Plans

Current service cost 6,482$ 1,525$ 623$ 2,815$
Interest cost 14,088$ 1,884$ 538$ 3,926$
Expected return on plan assets (14,385)$ (1,911)$ (517)$ -$
Unamortized prior service cost -$ -$ -$ -$
Plan amendments -$ (286)$ -$ 513$
Employee contributions (730)$ -$ -$ -$
Net periodic pension costs 5,455$ 1,212$ 644$ 7,254$
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11. EMPLOYEE FUTURE BENEFITS (continued)

The significant actuarial assumptions adopted in measuring the Company’s accrued benefit obligations
in 2017 are as follows:

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans
Weighted average assumptions
  for expense
Discount rate 3.30% 3.30% 3.30% 3.30%
Rate of compensation increase 3.00% 3.50% 3.50% 3.00%
Cost of Living Increase 2.00% 2.00% 2.00% 2.00%

The Company’s plans’ assets by asset category are as follows:

Retirement Supplemental Executive
Plan Plan Plan

Equity securities 9.50% 48.40% 9.40%
Debt securities 77.70% 12.70% 77.20%
Hedge Funds 12.20% 0.00% 12.10%
Other 0.60% 38.90% 1.30%
Total 100.00% 100.00% 100.00%

Employer contributions were made in accordance with the Report on the Actuarial Valuation for
Funding Purposes as at December 31, 2016.  The next actuarial valuation for funding purposes must
be as of a date no later than December 31, 2017.  The measurement date used to measure the plan
assets and the accrued benefit obligation was December 31, 2017.
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11. EMPLOYEE FUTURE BENEFITS (continued)

The Company sponsors various pension and post-retirement benefit plans.  The following table
provides components of these employee future benefits plan for the year ended December 31, 2016:

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Accrued benefit asset (liability)
at beginning of year 29,123$ (2,318)$ 397$ (103,785)$

Pension expense (4,791)$ (1,597)$ (586)$ (6,570)$
Total actuarial gains/(losses) (18,990)$ (2,073)$ (728)$ (4,936)$
Employer contributions 5,205$ 5,934$ 582$ 3,693$

Accrued benefit asset (liability)
at end of year 10,547$ (54)$ (335)$ (111,598)$

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Accrued benefit obligation (397,901)$ (51,548)$ (14,511)$ (111,598)$
Fair value of Plan assets 408,448$ 51,494$ 14,176$ -$
Funded status, end of year 10,547$ (54)$ (335)$ (111,598)$
Unrecognized past service cost -$ -$ -$ -$
Accrued benefit asset (liability),
 end of year 10,547$ (54)$ (335)$ (111,598)$
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11. EMPLOYEE FUTURE BENEFITS (continued)

Plan assets Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Fair value of Plan assets,
  beginning of year 435,666$ 45,396$ 13,755$ -$
Employer contributions 5,921$ 5,934$ 582$ -$
Return on plan assets 16,225$ 1,776$ 527$ -$
Benefits paid (38,424)$ (890)$ (299)$ -$
Actuarial gains (losses) (10,940)$ (722)$ (389)$ -$
Fair value of Plan assets,
  end of year 408,448$ 51,494$ 14,176$ -$

Accrued benefit obligation Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Accrued benefit obligation,
  beginning of year 406,543$ 47,714$ 13,358$ 103,785$
Current service cost 5,810$ 1,534$ 590$ 2,508$
Interest cost 15,206$ 1,839$ 523$ 4,062$
Expected employee contributions 716$
Benefits paid (38,424)$ (890)$ (299)$ (3,693)$
Plan Amendments -$ -$ -$ -$
Actuarial (gains) losses 8,050$ 1,351$ 339$ 4,936$
Accrued benefit obligation,
  end of year 397,901$ 51,548$ 14,511$ 111,598$

The Company’s net benefit plan expense is as follows:

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans

Current service cost 6,526$ 1,534$ 590$ 2,508$
Interest cost 15,206$ 1,839$ 523$ 4,062$
Expected return on plan assets (16,225)$ (1,776)$ (527)$ -$
Unamortized prior service cost -$ -$ -$ -$
Employee contributions (716)$
Net periodic pension costs 4,791$ 1,597$ 586$ 6,570$
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11. EMPLOYEE FUTURE BENEFITS (continued)

The significant actuarial assumptions adopted in measuring the Company’s accrued benefit obligations
in 2016 are as follows:

Other
Retirement Supplemental Executive Benefit

Plan Plan Plan Plans
Weighted average assumptions
  for expense
Discount rate 3.60% 3.60% 3.60% 3.50%
Rate of compensation increase 3.00% 3.50% 3.50% 3.00%
Cost of Living Increase 2.00% 2.00% 2.00% 2.00%

The Company’s plans’ assets by asset category are as follows:

Retirement Supplemental Executive
Plan Plan Plan

Equity securities 9.80% 44.90% 9.70%
Debt securities 78.50% 11.70% 77.90%
Hedge Funds 11.60% 0.00% 11.50%

Other 0.10% 43.40% 0.90%
Total 100.00% 100.00% 100.00%

Employer contributions were made in accordance with the Report on the Actuarial Valuation for
Funding Purposes as at December 31, 2015.  The next actuarial valuation for funding purposes must
be as of a date no later than December 31, 2016.  The measurement date used to measure the plan
assets and the accrued benefit obligation was December 31, 2016.
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12. INCOME TAXES

The Company’s income taxes consist of the following:

2017 2016

Taxes included in Income
Current 15,878$ 15,900$
Future 8,150 (3,770)

24,028$ 12,130$

Taxes included in Other Comprehensive Income
Current -$ -$
Future (7,850) (8,729)

(7,850)$ (8,729)$

The provision for income taxes is different from the amount computed by applying the combined
statutory Canadian federal and provincial tax rates to earnings before provision for income taxes.  A
reconciliation of income taxes at Canadian statutory rates with reported income taxes is as follows for
the years ended December 31:

2017 2016

Income before income taxes 59,599$ 32,635$
Combined Canadian federal and provincial income tax rate 27.83% 32.46%
Expected income taxes payable at statutory rates 16,586 10,593

Items affecting income tax provision:

Other non-deductible expenses 1,561 1,384
Temporary timing differences 34 (59)
Change in tax rates 5,291 -
Other 556 212
Provision for income taxes 24,028$ 12,130$
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12. INCOME TAXES (continued)

Components of future income tax liabilities and assets as at December 31 are as follows:

2017 2016

Loss carry forward benefits 12,678$ 12,693$
Employee future benefits 27,015 35,443
Contingent accruals 2,083 3,870
Other 80 128

41,856 52,134
Less valuation allowance (12,678) (12,693)
Total future income tax assets 29,178 39,441

Other (406) (516)
Property, plant and equipment (2,969) (4,093)
Total future income tax liabilities (3,375) (4,609)
Net future income tax assets (liabilities) 25,803$ 34,832$

13. CASH FLOW INFORMATION

Change in non-cash operating working capital items:

2017 2016
Cash Provided by (used for):

Accounts receivable (14,869)$ (1,324)$
Inventory (8,343) 26,980
Prepaid expenses 2,061 (1,690)
Accounts payable and accrued liabilities (5,719) 22,205
Due to related parties 2,166 (308)
Excise taxes (4,749) 52,367
Income taxes (8,148) 8,041

(37,601)$ 106,271$
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14. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Components of accumulated other comprehensive income (loss) as at December 31 are as follows:

2017 2016

Actuarial losses on defined benefit retirement plan (56,343)$ (59,501)$
Tax Effects 17,278 18,157

(39,065)$ (41,344)$

15. FINANCIAL INSTRUMENTS

Fair value

Management believes its cash and short-term investments, accounts receivables, inventories, prepaids,
accounts payable and accrued liabilities are indicative of fair values because of their short maturity.
The fair value of other financial instruments is not determinable due to the related party nature of these
instruments.

Credit risk

The Company’s financial assets that are exposed to credit risk consist primarily of cash and short-term
investments and accounts receivable.

The Company, in the normal course of business, is exposed to credit risk from its customers.

Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in
market interest rates.

16. CONTINGENCIES

a. Class Actions

Quebec

In February 2005, a Quebec trial court authorized two class actions against the Company. The first
class (Blais/Conseil Quebecois), comprising Quebec residents allegedly suffering from certain
diseases, initially sought collective recovery of approximately CAD 5 billion from all defendants
(which include two competing cigarette manufacturers) in addition to damages for individual members
and punitive damages.  The second class (Letourneau), composed of allegedly addicted smokers in
Quebec, initially sought collective recovery of approximately CAD 18 billion from all defendants
(which include two competing cigarette manufacturers) in addition to individual and punitive damages.
In July 2013, the Court changed the class definitions, which allowed an increase of the amounts
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claimed in Blais/Conseil Quebecois from CAD 5 billion to CAD 13 billion, but a decrease of the
amounts claimed in Letourneau from CAD 18 billion to CAD 9 billion. The joint trial began in March
2012 and ended in December 2014.  In June 2015, the Quebec Superior Court released a first instance
judgment ordering the payment jointly and severally by defendants of CAD 6.9 billion (CAD 16.3
billion with interest as at December 31, 2017) in relation to the Blais/Conseil Quebecois class; and
CAD 131 million (CAD 151.2 million with interests) in relation to the Letourneau class.  The
Company’s total share of the damages awarded is approximately CAD 2.1 billion with interest as at
December 31, 2017 (CAD 2.1 billion in Blais/Conseil Quebecois class and CAD 14.4 million in the
Letourneau class). The defendants’ appeal on the merits was heard in November 2016 and the decision
of the Court of Appeal is pending.

No provision has been recorded for these two actions as the Company vigorously defends itself and
believes that there are good grounds to defeat them.

Merchant Class Actions

Tony Merchant, a Saskatchewan lawyer has filed seven class actions.

In July 2009, four class actions seeking unquantified damages were filed in Saskatchewan (Adams),
Manitoba (Kunta), Alberta (Dorian) and Nova Scotia (Semple) against the Company as well as a
number of other manufacturers participating in the Canadian cigarette market.  The claim in Alberta
expired, while the Manitoba, Saskatchewan and Nova Scotia class actions are currently dormant.

In July 2010, two class actions (Bourassa and McDermid) seeking unquantified damages were filed
and served in British Columbia against the Company as well as a number of other manufacturers
participating in the Canadian cigarette market.  The Bourassa and McDermid class actions are
currently dormant.

In June 2012, a class action (Jacklin) seeking unquantified damages was filed in Ontario against the
Company as well as a number of other manufacturers participating in the Canadian cigarette market.  It
was served on the Company in November 2012, but is currently dormant.

b. Health Care Costs Recovery

There are ten ongoing health-care cost recovery cases in Canada pending against the Company brought
by the Provinces of British Columbia, New Brunswick, Ontario, Newfoundland and Labrador,
Manitoba, Quebec, Alberta, Saskatchewan, Prince Edward Island and Nova Scotia. These provinces
filed lawsuits under their own provincial legislation which was enacted exclusively for the purpose of
authorizing the provincial government to file a direct action against tobacco manufacturers to recoup
the health-care costs the government allegedly incurred and will incur, resulting from “tobacco related
wrongs.”

b. Health Care Costs Recovery (continued)

British Columbia (BC)

This health-care cost recovery litigation was filed by the Province of British Columbia in January 2001
against tobacco industry members including the Company based on its provincial legislation, the
“Tobacco Damages and Health-Care Costs Recovery Act.” The claim amount is unspecified.  In 2001,
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several defendants challenged the legislation’s constitutionality which was ultimately rejected by the
Supreme Court of Canada in September 2005.  The action remains pending in the first instance. The
pre-trial process is ongoing.  A trial date is not yet scheduled.

New Brunswick (NB)

This health-care cost recovery litigation was filed by the Province of New Brunswick in March 2008
against tobacco industry members including the Company based on legislation similar to that
introduced in the Province of British Columbia. The claim amount is unspecified. The pre-trial process
is ongoing. The trial is set to begin in November 2019.

Ontario (ON)

This health-care cost recovery litigation was filed by the Province of Ontario in September 2009
against tobacco industry members including the Company based on legislation similar to that
introduced in the Province of British Columbia. The statement of claim contains allegations of joint
and several liabilities among all the defendants but does not specify any individual amount or
percentages within the total claimed amount of CAD 50 billion. The pre-trial process is ongoing. A
trial date is not yet scheduled.

Newfoundland and Labrador (NFL)

This health-care cost recovery litigation was filed by the Province of Newfoundland and Labrador in
February 2011 against tobacco industry members including the Company based on legislation similar
to that introduced in the Province of British Columbia. The claim amount is unspecified. The pre-trial
process is ongoing. A trial date is not yet scheduled.
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b. Health Care Costs Recovery (continued)

Manitoba (MB)

This health-care cost recovery litigation was filed by the Province of Manitoba in May 2012 against
tobacco industry members including the Company based on legislation similar to that introduced in
the Province of British Columbia. The claim amount is unspecified. The pre-trial process is ongoing.
A trial date is not yet scheduled.

Quebec (QC)

This health-care cost recovery litigation was filed by the Province of Quebec in June 2012 against
tobacco industry members including the Company based on legislation similar to that introduced in
the Province of British Columbia. The statement of claim contains allegations of joint and several
liabilities among all the defendants but does not specify any individual amount or percentages, within
the total amount of the claim approximately CAD 61 billion. The pre-trial process is ongoing. A trial
date is not yet scheduled.

Saskatchewan (SK)

This health-care cost recovery litigation was filed by the Province of Saskatchewan in June 2012
against tobacco industry members including the Company based on legislation similar to that
introduced in the Province of British Columbia. The claim amount is unspecified. The pre-trial process
is ongoing. A trial date is not yet scheduled.

Alberta (AB)

This health-care cost recovery litigation was filed by the Province of Alberta in June 2012 against
tobacco industry members including the Company based on legislation similar to that introduced in
the Province of British Columbia. The statement of claim contains allegations of joint and several
liabilities among all the defendants but does not specify any individual amount or percentages, within
the total claimed amount of at least CAD 10 billion. The pre-trial process is ongoing. A trial date is
not yet scheduled.

Prince Edward Island (PEI)

This health-care cost recovery litigation was filed by the Province of Prince Edward Island in
September 2012 against tobacco industry members including the Company based on legislation similar
to that introduced in the Province of British Columbia. The claim amount is unspecified. The pre-trial
process is ongoing. A trial date is not yet scheduled.
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b. Health Care Costs Recovery (continued)

Nova Scotia

This health-care cost recovery litigation was filed by the Province of Nova Scotia in January 2015
against tobacco industry members including the Company based on legislation similar to that
introduced in the Province of British Columbia. The statement of claim was served on the Company
and the Company’s indemnitees. The claim amount is unspecified. The pre-trial process is ongoing. A
trial date is not yet scheduled.

c. Other Tobacco-Related Litigation

Tobacco Growers

In April 2010, a class action (Ontario Tobacco Growers) was served against the Company seeking
USD 37 million (CAD 50 million) for an alleged breach of contract between the Ontario Flue-Cured
Tobacco Growers Marketing Board and the Company.  Similar proceedings were issued separately
against two other manufacturers participating in the Canadian cigarette market.  In June 2014, the
Court dismissed Defendants’ Motion for Summary Judgment to dismiss the claim. The defendants’
appeal was dismissed by the Divisional Court in July 2016. The Company’s subsequent motion for
leave to appeal was dismissed by the Ontario Court of Appeal in November 2016.  The proceedings
are on-going.
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In the Matter of the COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C. 
1985, c. C-36, AS AMENDED 

AND IN THE MATTER OF A PLAN OF COMPROMISE OR 
ARRANGEMENT OF JTI-MACDONALD CORP. 

("JTIM" or the "Applicant") 

 

Notes to the Applicant's Unaudited Cash Flow Statement 

 

 

Disclaimer 

In preparing this cash flow projection (the "Cash Flow Statement"), the Applicant has relied 
upon unaudited interim financial information and the major assumptions listed below.  The Cash 
Flow Statement includes estimates concerning the operations of the Applicant with consideration 
to the impact of a filing under the Companies' Creditors Arrangement Act, as amended (the 
"CCAA").   The Cash Flow Statement is based on assumptions about future events and the 
actual results achieved during the forecast period will vary from the Cash Flow Statement, 
even if the assumptions materialize, and such variations may be material. There is no 
representation, warranty or other assurance that any of the estimates, forecasts or projections 
will be realized.  Parties using the Cash Flow Statement for reasons other than to assess the cash 
flows of the Applicant during the forecast period are cautioned that it may not be appropriate for 
their purposes. 

Overview 

The Cash Flow Statement reflects cash flows from JTIM. The Applicant, with the assistance 
of the Monitor, has prepared the Cash Flow Statement based primarily on historical results and 
JTIM’s current expectations derived from their annual budgeting process. Consistent with the 
Applicant’s budgeting process, the Cash Flow Statement is presented in thousands of Canadian 
Dollars. Receipts and disbursements denominated in U.S. Dollars have been converted into 
Canadian Dollars using an exchange rate of CDN$1.29 = USD$1.00.  
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Major Assumptions 

RECEIPTS 

1. Opening cash balance 

This is the opening cash balance at the start of the cash flow projection.  

2. Sales  

Receipts from JTIM's trade sales are estimated based on a weekly forecast of collections from 

existing accounts.  The projected sales are derived from JTIM’s annual budget, which includes 

assumptions surrounding industry wide price fluctuations.  JTIM collects payment from its 

customers via direct debit once product is shipped.  The vast majority of JTIM’s customers are 

tobacco wholesalers.  In limited circumstances, JTIM sells directly to retail accounts. 

3. Intercompany Receipts 

JTIM is owned indirectly by Japan Tobacco Inc. (“Japan Tobacco”), a publicly listed company in 

Japan.  Certain employees of JTIM, located at either the Mississauga head office or Montreal factory 

locations, perform services for non-Canadian entities.  A charge for time spent is applied to the 

related party corporation benefiting from the services.  The charge is based on time spent by the 

employees based on an annual submission that the employee provides.  The fee rate is based on the 

cost of each employee to JTIM, plus a 5% mark-up. 

JTIM provides other related-party international tobacco companies outside of Japan (“JT 

International”) with skilled personnel (i.e. expatriates working abroad), and is reimbursed the costs 

of such employees. 

There are three JT International Global Service Desks (“GSDs”) located across the world in Canada, 

Russia and Malaysia.  The GSDs handle information and technology queries from JT International 

employees and corporations on a twenty-four hour basis.  The GSDs are managed out of the 

international headquarters of Japan Tobacco in Geneva, Switzerland. The costs of the Canadian 

GSD, located in Montreal, are initially paid by JTIM, but fully cross-charged to JT International 

S.A. (“JTI-SA”) to be included in the global IT cost base for allocation across Japan Tobacco. 
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JTIM performs contract manufacturing for non-Canadian branded cigarettes at the Montreal 

manufacturing facility for JTI-SA.  

JTIM also provides services to another JT International entity in Canada with respect to that entity’s 

distribution of potentially reduced risk products in Canada. 

JTIM exports Canadian brand cigarettes to other JT International entities for sale. 

4. Tax Refunds 

The projected tax refunds relate to the collection of QST refunds in Quebec, excise tax refunds for 

product that require rework or destruction and customs duty refunds for imported product that 

require destruction.  

DISBURSEMENTS 

5. General Expenses 

These projected disbursements include payments related to non-tobacco materials, travel, service 

related activities, utilities and rent.  

6. Payroll and Benefits 

These projected disbursements include payroll and benefit costs for all salaried and hourly plant 

employees.  The forecast amounts are based on historic run rates.  Hourly plant employees are paid 

weekly and salaried employees are paid bi-weekly.  Payroll disbursements include all employee 

source deductions, employee and employer portions of CPP/QPP and EI, and other payroll-related 

taxes.   

7. Pension 

These projected disbursements represent payments to JTIM’s registered employees plan, registered 

executive employees plan and the executive supplemental benefit plan.  The pension amounts 

forecast in the cash flow include all current and special obligation amounts.   
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8. Promotions and Marketing 

These projected disbursements relate to the various marketing and promotional initiatives, such as 

inventory support programs and brand support programs.  Initiatives are generally paid 30 days in 

arrears or via quarterly installments. 

9. Leaf 

These projected disbursements represent payments to third party suppliers of tobacco leaf.  Third 

party purchases are used in circumstances where JTI-SA does not have a specific grade of tobacco 

available at the time required to meet the plant’s tobacco blend requirements to reduce disruptions 

in the production process. 

10. Capital Expenditures and Leases 

These projected disbursements relate to capital expenditures for plant and equipment purchases at 

the Montreal production facility.  These capital expenditures primarily relate to new plain 

packaging machinery for statutory compliance, machine upgrades, new product flow control 

systems and environmental health and safety.  Additional expenditures are forecast for regional 

sales office leases, vehicles used by marketing representatives and miscellaneous information 

technology requirements. 

11. Professional Fees 

These projected disbursements include payments to JTIM's legal advisors for corporate litigation 

matters.  

12. Restructuring Costs   

These projected disbursements include payments to JTIM’s legal advisors for specialist 

restructuring advice, the fees and costs of the Monitor and its counsel and the fees and costs of 

the Chief Restructuring Officer. 
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13. Domestic and Import Duty 

These projected disbursements relate to payments to the Canada Revenue Agency (“CRA”) with 

respect to tobacco products produced under the Excise Act, 2001 and duty on imported tobacco 

products.  Excise duty returns and payments are due on the last day of the month following the 

reporting period (e.g. a return for a period ending February 28 is due by March 31).  Import duty 

payments are paid once a month on a rolling basis with the 21st being the end of the month. 

14. GST and HST 

These projected disbursements represent payments to the CRA with respect to GST and HST.  

Historically, JTIM has always been in a monthly net payable position. 

15. Intercompany Disbursements 

These projected disbursements represent: (i) payments for goods and services provided by JT 

International entities such as tobacco products from JTI-SA, LLC Cres Neva, JTI (US) Holdings 

Inc., and Japan Tobacco International USA Inc., (ii) IT services provided by JTI-SA, (iii) global 

administrative services provided by JTI Business Services Ltd., (iv) employee arrangements 

provided by JTI Services Switzerland SA, and (v) global headquarter services provided by JT 

International Holdings B.V. 

16. Intercompany Royalties 

JTI-Macdonald TM Corp. (“TM”) provides licenses to JTIM to use the trademarks to manufacture 

and sell goods bearing the trademarks in exchange for a monthly royalty payment.   

17. Intercompany Interest and Principal 

This disbursement represents the semi-annual principal and monthly interest payments on the $1.2 

billion secured convertible debentures by JTIM to TM.  Principal payments on the debentures are 

made in May and November. 
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18. Income Tax Instalments and Provincial Tobacco Taxes 

These projected disbursements represent corporate income tax instalments and payments of 

Provincial Tobacco Taxes (“PTT”) on direct retail sales.  The Cash Flow Statement includes a top-

up payment for 2018 corporate income tax on February 28, 2019.     

19. Cash Collateral 

Cash Collateral of $8.9 million was pledged to Citibank pursuant to two agreements dated in 2016 

and 2017 to allow for continued central travel account card services and cash management services 

provided by Citibank.  



EXHIBIT “EE” 









EXHIBIT “FF” 
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Court File No. l!)t./- Ct. S"S'Jo 
ONTARIO 

SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

~ 

THE HONOURABLE MR. 

rusTICE FARLEY 

) 
) 
) 

TUESDAY, THE 24111 

DAY OF AUGUST, 2004 

IN THE MATTER OF THE COMPANIES'. CREDITORS 
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED 

AND IN THE MA TIER OF JTI-MACDONALD CORP. 

INITIAL ORDER 

Applicant 

THIS APPLICATION made by m-MACDONALD CORP. (the "Applicant''), for an 

Order substantially in the form attached to the Notice of Application herein was heard this day, 

at 393University Avenue, Toronto, Ontario. 

ON READING the Notice of Application, the Affidavit of Michel Poirier sworn August 

24, 2004 and the Exht'bits thereto (the "Poirier Affidavit''), and the consent ofEmst & Young 

Inc. as proposed Monitor, and on hearing the submissions of counsel for the Applicant and 

counsel to the proposed Monitor and counsel to m Canada LLC Inc., but that no other person 

was served with the Application Record: 

SERVICE 

1. THIS COURT ORDERS that the time for service of the Notice of Application and 

Applic;ation Record is abridged and that this Application is properly returnable today and further 

that service thereof upon any interested party not served is hereby dispensed with. 
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APPLICATION 

2. TIDS COURT ORDERS AND DECLARES that the Applicant is a company to which the 

Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the "CCAA") 

applies. 

STAY OF PROCEEDINGS 

3. TIDS COURT ORDERS that the Applicant shall remain in possession and control of its 

property, assets and undertaking, including without limitation any present or future property, 

rights, assets or undertaking of the Applicant wheresoever located, and whether held by the 

Applicant in whole or in part, directly or indirectly, as principal or nominee, beneficially or 

otherwise, whether in the possession of the Applicant, or subleased to another entity, any and all 

real property, personal property and intellectual property of the Applicant, and any and all 

securities, instruments, debentures, notes or bonds issued to, or held by or on behalf of the 

Applicant (the "Property"), and shall continue to carry on business in the ordinary co=e and in 

a manner consistent with the preservation of the Applicant's business (the "Business") and 

Property. 

4. TIDS COURT ORDERS that, until and including September 22, 2004, or such later date as 

the Coun may Order (the "Stay Period"), 

(a) Except as otherwise provided in this paragraph no suit, action, enforcement 

process, extra-judicial proceeding or other proceeding (including a proceeding in 

any court, statutory or otherwise), right or remedy Qudicial or extra-judicial, 

statutory or non-statutory) (a "Proceeding") shall be commenced by any person, 

firm, corporation, government, administrative or regulatory body or other entity 

or organization (including, without limitation, creditors, customers, suppliers, 

employees, pensioners, unions, regulators, contracting parties, lessors, licensors, 

co-venturers or partners of the Applicant) (collectively, "Persons" and 

individually a "Person") against or in respect of the Applicant or the Property, and 

any and all Proceedings against or in respect of the Applicant or the Property 
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already commenced be and are hereby stayed and suspended and the continuation 

thereof is restrained unless the prior written consent of the Applicant and the 

Monitor is obtained or leave of this Court is granted, and 

{b) unless the prior written consent of the Applicant and the Monitor is obtained or 

leave of this Court is granted, all Persons are enjoined and restrained :from: 

(i) commencing or continuing realization steps or Proceedings in respect of any 

security interest, encwnbrance, lien, charge, mortgage or other security held in 

relation to, or any trust attacrung to, any ofthe Property (including, without 

limitation, the right of any Person to take any step in asserting or perfecting 

any right or interest therein or to exercise any right of registration of 

securities, distress, seizure, repossession, revendication, stoppage in transit, 

foreclosure or sale); and 

(ii) asserting, enforcing or exercising any right, option or remedy available to it 

arising by law, under any agreement or otherwise (including, without 

limitation, any right under section 224 (1.2) of the Income Tax Act (Canada) 

or substantially similar provision under provincial law ( subject to section 11.4 

of the CCAA) any right of dilution, buy-out, divestiture, forced sale, demand, 

acceleration, termination, suspension, modification, cancellation, set-off or 

consolidation of accounts; any right of first refusal; any right to give notice of 

assignment of a claim; or any right to revoke any qualification or registration), 

against or in respect of any of the Applicant or any of the Property or arising 

out of, relating to or triggered by the occurrence of any default or non­

performance by or the insolvency of any of the Applicant, the making or filing 

of these proceedings or any allegation, admission or evidence in these 

proceedings (for greater certainty, rights under the Loi sur le minlstere du 

Revenu of Quebec including the right to make demand for payment on third 

parties pursuant to section 15 thereof and similar remedies under the statutes 

of any province, and any such demands are, from the Effective Tirne, of no. 

effect), 
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provided that nothing in this Order shall have the effect of staying, impairing or delaying 

the conduct of criminal proceedings commenced against the Applicant in the Province of 

Ontario on February 27, 2003, charging JTI-Macdonald Corp. and others with fraud, 

conspiring to commit the indictable offence of fraud contrary to section 380(l)(a) of the 

Criminal Code of Canada, and with the possession of property and/or proceeds of crime 

contrazy to sections 354(1) and 355(a) (the "Criminal Proceedings"), however the taking 

of any Proceedings to enforce or collect any fines, restitution orders or other claims or 

awards resulting from such Criminal Proceedings shall by stayed l!S set out in paragraphs 

4(a) and (b) above. 

~'r1-1 
5. THIS COURT ORDERS that during the Stay Period, no ~fu~ti6!11, ~ 

~-,_. .. ,~:..A,_~ .... ~"..::=.::x:::.~ 921' 
w-ceay-, ;a1;;el, ,r in~ith or terminate any right, contract, arrangement, agreement, 

licence or permit in favour o the Applicant or the Property or held by or on behalf of the 

Ap~ 3 r ~ r ult of any default or non-performance by the Applicant prior to the 

making of this Order, the making or filing of these proceedings or any allegation contained in 

these proceedings or the making of this Order. 

6. TIDS COURT ORDERS that, subject to the provisions of s.11.3 of the CCAA, during the 

Stay Period, all Persons having oral or written agreements with the Applicant or statutory or 

regulatory mandates for the supply of goods and/or services, including without limitation, the 

sale of inventory, all computer software, communication and other data sexvices, centralized 

banking services, payroll services, insurance, transportation services, utility or other services to 

the Applicant or any of the Property are hereby restrained until further Order of this Court from 

discontinuing, failing to renew on reasonable terms, altering, interfering with or terminating the 

supply of such goods or services as may be required by the Applicant, and that the Applicant 

shall be entitled to the continued use of their cum:nt telephone numbers, facsimile numbers, 

internet addresses and domain names, provided in each case that the normal prices or charges for 

all such goods or services received after the date of this Order are paid by the Applicant in 
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accordance with their current payment practices or such other practices as may be agreed upon 

by the supplier or service provider and the Applicant. 

7. THIS COURT ORDERS that, notwithstanding anything else contained in this Order, any 

persons who provided letters of credit, standby letters of credit, performance bonds or guarantees 

(the "Issuing Party") at the request of the Applicant (whether provided for the payment of 

suppliers of goods or services or otherwise) shall be required to continue honouring, in 

accordance with the terms thereof, any and all such letters of credit, standby lettm of credit, 

performance bonds, payment bonds and/or guarantees, issued on or before the date of this Order 

subject to the Issuing Party being entitled to retain the bills of lading and/or shipping or other 

documents relating thereto until paid therefore. For greater certainty, the Issuing Party shall be 

probi"bited from tenninating, suspending, modifying, determiuing, refusing to honour ( otherwise 

than in accordance with their terms) or cancelling any such letters of credit, standby letters of 

credit, performance bonds, payment bonds or guarantees, and the beneficiaries of such letters of 

credit, standby letters of credit, performance bonds, payment bonds or guarantees for the supply 

and delivery of goods shall be entitled to draw on such letters of credit, standby letters of credit, 

performance bonds, payment bonds or guarantees, as the case may be, in accordance with their 

respective tenns and conditions, without the prior written consent of the Applicant or leave of 

this Court 

8. THIS COURT ORDERS that Persons may exercise ohly such rights of set-off as are 

permitted under Section 18.1 ofthe CCAA. v 

aA .... v 4<J:.jJc.r to A, I(, 3 '6 ff- c<::AA, ~ 
9. THIS COURT ORDEifs th?without limiting the generality of paragraph 8 hereof, all 7? / 
banks and financial institutions at which the Applicant maintains a bank account are hereby 

restrained from stopping, withholding, redirecting, consolidating, combining accounts or 

otherwise interfering with any amount in such account(s) against any indebtedness owing to that 

bank or financial institution by the Applicant, or from discontinuing, failing to renew on terms 

no more onerous than those existing prior to these proceedings, altering, interfering with or 

terminating such banking arrangements. 
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10. TIDS COURT ORDERS that during the Stay Period, and except as pemrltted by 

Subsection 11 (2) of the CCAA, no action may be commenced or continued against any of the 

former, current or future directors of the Applicant with respect to any claim against the directors 

that arose before the date hereof and that relates to any obligations of the Applicant whereby the 

directors arc alleged under any law to be liable in their capacity as directors for the payment or 

performance of such obligations. 

11. THIS COURT ORDERS !hat no person shall commence or continue any proceeding 

against the Applicant's directors, officers, employees, legal counsel or financial ad¥isors, 

without first obtaining leave of this Court, upon (7) seven days' written notice to the Applicant's 

counsel of record and to all those referred to in this paragraph whom it is proposed be named in 

such proceedings. 

12. TmS COURT ORDERS that, for greater certainty, no person shall withhold or refuse to 

make all required payments as they become due to the Applicant in respect of Agreements with 

the Applicant, whether written or oral, solely by virtue of the Applicant's insolvency or the 

commencement of these proceedings. 

13. TIIlS COURT ORDERS that, notwithstanding anything else contained herein, the 

Applicant with the consent of the Monitor may, by written consent of its counsel of record 

herein, agree to waive any of the protections provided to it herein. 

EFFECTIVE TIME 

14. TIDS COURT ORDERS that, from 12:01 a.m. (Toronto time) on the date of this Order (the 

"Effective Time") to the time of the granting of this Order, any act or action la.ken or notice 

given by the Applicant's creditors or other persons in funherance of their rights to commence or 

continue realization or to take or enforce any other step or remedy will be deemed not to have 

been taken or given, as the case may be, subject to the right of any such person to further apply 

to this Coun on seven days' notice to the Applicant and the Monitor in respect of such step, act, 

action or notice given. 
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POSSESSION OF PROPERTY AND OPERATIONS 

15. THIS COURT ORDERS that the Applicant shall be authorized and empowered to continue 

to retain and employ, and terminate the retention and employment of, the agents, advisors, 

contractors, employees, solicitors and other assistants, consultants and valuators currently in its 

employ, with h"berty to retain such further agents, advisors, contractors, employees, solicitors, 

assistants, consultants and valuators including, without limitation, those who were formerly, are 

now or may in the future be retained, employed or paid by the Applicant or any person, firm, 

corporation or other entity related to or affiliated with the Applicant, as they deem reasonably 

necessary or desirable in the ordinary course of business or the canying out of the tenns of this 

Order. 

16. Tms COURT ORDERS that, after the date hereof and except as otherwise provided to the 

conmu:y herein the Applicant shall be entitled to pay all reasonable expenses incurred by the 

Applicant in carrying on the BusinCS$ in the ordinary course both prior to and after the Effective 

Time and in carrying out the provisions of this Order, operating the Business or preserving the 

Property, and which expenses, pending any further Order of this Court, include, without 

limitation, payment: 

(a) of all expenses reasonably necessary for the operation and preservation of the 

Property or the Business including, without limitation, payments on account of 

insurance (including directors and officers insurance), maintenance, security, and 

normal course individual capital expenditures of $2.5 million or less, and, with 

the Monitor's prior approval, individual capital expenditures exceeding $2.5 

million; 

(b) of all outstanding and future wages, salaries, employee, retirement and pension 

benefits, vacation pay, bonuses and expenses, in each case incurred in the 

ordinary course of business and consistent with existing compensation policies 

and arrangements, and retention and severance payments accruing due to 

employees, provided that any such retention or severance payments to be paid to 
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officers and directors of the Applicant may only be made upon further Order of 

this Court; 

( c) of all rent payable under any lease ( or as otherwise may be negotiated by the 

Applicant from time to time) including, for greater certainty, common area 

maintenance charges, utilities and realty taxes and any other amounts payable to 

the landlord; 

(d) of the reasonable fees and disbursements of the Monitor, including the reasonable 

fees and disbursements of any counsel retained by the Monitor; 

(e) of the reasonable fees and disbursements of any auditor, financial advisor or other 

professional retained by the Applicant in respect of these proceedings, the 

operation of the Business or the preservation of the Property; 

(f) of all of the reasonable fees and disbursements, of counsel retained by the 

Applicant in respect of these or any other proceedings (including the Criminal 

Proc:eedings), the operation of the Business, or the preservation of the Property; 

(g) of all outstanding and future amounts due from any Applicant under any credit 

card arrangements; and 

(h) of expenses incurred in relatiOll. to goods or services actually supplied to the 

Applicant either before or following the date of this Order, including payments in 

respect of outstanding docwnentary credits or deposits. 

17. THIS COURT ORDERS that the Applicant shall remit, in accordance with legal 

requirements, or pay: 

(a) any statutory deemed trust amounts in favour of the Crown in right of Canada or 

of any Province or Territory thereof or any other taxation authority which are 

requited to be deducted from employees' wages, including, without limitation, 
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amounts in respect of employment insurance, Canada Pens.ion Plan, and income 

taxes; 

(b) amounts accruing and payable by the Applicant in respect of employment 

insurance, Canada Pension Plan, and any other public or private pension plans, 

workers compensation, employer health taxes and similar obligations of any 

jurisdiction with respect to employees; and 

(c) all goods and services or other applicable duties or taxes payable or required to be 

paid by the Applicant on or in connection with the ordinary course manufacture 

and/or sale of goods and services by the Applicant, incurred or arising from and 

after the Effective Time. 

18. THIS COURT ORDERS that, except as otherwise permitted herein, the Applicant is hereby 

directed, until further Order of this Court; (a) to make no payments of principal, interest thereon, 

or otherwise on account of amounts owing by the Applicant to any of their creditors as of this 

date; (b) to grant no mortgages, charges, hypo thees, liens or other security upon or in respect of 

any of their present or future Property; and pending further order of this Court no payments of 

principal, interest, royalties or dividends to related parties shall be made, however payments in 

relation to transactions descn1,ed in paragraph 20( d) of this Order are permitted. 

19. Tms COURT ORDERS that nothing herein shall be construed as in any way limiting the 

tenns and conditions of any licence, permit or approval granted to the Applicant. 

20. THIS COURT ORDERS that the Applicant shall have the right, with the consent of the 

Monitor to; 

(a) permanently or temporarily cease, downsize or shut down any of their businesses 

or operations; 

(b) sell or otherwise dispose of redundant or non-material assets with an individual 

value of more than $1 million; and 



AUG-24-2004 15:16 BORDEN LADNER GERVAIS 416 367 6749 P.11/27 

• 
• 10 • 

( c) terminate or suspend 6Ullh of its arrangements or agreements of any nature 

whatsoever, whether oral or written, as the Applicant deems appropriate; and 

( d) engage in usual and ordinary course transactions with other related parties. 

DIRECTORS' AND OFFICERS' INDEMNIFICATION AND CHARGE 

21. THIS COURT ORDERS that, in addition to any existing indemnities, the Applicant shall 

indemnify each of its directors and each Person who was or in the future is requested by the 

Applicant to act, and who is acting or did or does act or is deemed or treated by applicable 

legislation to be acting or to have acted, as a director, officer or person of a similar position (a 

"Responsible Person'') of another entity in which the Applicant has a direct or indirect interest 

(an "Associated Entity") from and against the following; 

(a) all costs (including, without limitation, full defence costs), charges, expenses, 

claims, liabilities and obligations of any nature whatsoever which may arise as a 

result of his or her association with the Applicant or Associated Entity as a 

director or RespollSl'ble Person in each case on or after the date hereof (including, 

without limitation, an amount paid to settle an action or satisfy a judgment in a 

civil, criminal, administrative or investigative action or proceeding to which such 

director or Responsible Person may be made a party by reason of being or having 

been a director or Responsible Person ( as the case may be), provided that such 

director or Responsible Person (i) acted honestly and in good faith with a view to 

the best interests of the Applicant or Associated Entity (as the case may be) and 

(ii) in the case of a criminal or administrative action or proceeding that is enforced 

by monetary penalty, such director or Responsible Person had reasonable grounds 

for believing his or her conduct was lawful) except to the extent that such director 

or Responsible Person has actively participated in the breach of any related 

fiduciary duties or has been grossly negligent or guilty of wilful misconduct; and 

(b) all costs (including without limitation, full defence costs), charges, expenses, 

claims, liabilities and obligations relating to the failure of the Applicant or an 
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Associated Entity at any time to make payments of the nature referred to in 

paragraphs 16 or 17 of this Order or to pay amounts in respect of employee or 

former employee entitlements to wages, vacation pay, termination pay, severance 

pay, pension or other benefits or any other amount for services performed, 

whether incurred or accruing prior to, on or after the date of this Order and that he 

or she sustains or incurs by reason of or in relation to bis or her association with 

the Applicant or Associated Entity as a directDr or Responsible Person (as the 

case may be), except to the extent that such director or Responsible Person has 

actively participated in the breach of any related fiducilll)' duties or has been 

grossly negligent or guilty of wilful misconduct, 

(collectively, "D&O Claims") provided that the foregoing shall not constitute a contract of 

insurance and shall not constitute other valid and collectible insurance a.s such term tnay be used 

in any existing policy of insurance issued in favour of the Applicant or Associated Entities or any 

of the directors or Responsible Persons. For greater certaintY, no person shall be entitled by way 

of subrogation to enforce the indemnity contained in this paragraph. 

22. THIS COURT ORDERS that as security for the obligation of the Applicant to indemnify 

the directors and Responsible Persons pursuant to paragraph 21, the ditectors and Responsible 

Persons be and they are hereby granted a :fixed lien on, mortgage and hypothec 0£, and security 

interest in the Property (the "Directors' Charge"), having the priority established by 

paragraphs 32 and 35. Such Directors' Charge, notwithstanding any language in any applicable 

policy of insurance to the contrary, shall only apply to the extent that the directors and 

Responsible Persons do not have coverage under the provisions of any applicable directors' and 

officers' insurance which shall not be excess insurance to the Di?ectors' Charge. In respect of 

any D&O Claim that is asserted against any of the directors and Responsible Persons, if the 

directors and Responsible Persons against whom the D&O Claim is asserted (collectively, the 

"Respondent Directors") do not receive satisfactory confirmation from the applicable il'lsurer 

within 21 days of delivery of notice of the D&O Claim to the applicable insurer confirming that 

the applicable insurer will provide coverage for and indemnify the Respondent Directors against 

the D&O Claim then, without prejudice to the subrogation rights hereinafter referred to, the 
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Applicant shall pay the amount of the D&O Claim as it becomes payable by the Respondent 

Directors and, failing Sllch payment, the Respondent Directors shall be entitled to enforce the 

Directors' Charge; provided that the Respondent Directors shall reimburse the Applicant to the 

extent that they subsequently receive insurance proceeds in respect of the D&O Claim paid by 

the Applicant, and provided further that the Applicant shall, in the event of such payment being 

made, be subrogated to the rights of the Respondent Directors to pursue recovery thereof from 

the applicable insurer as ifno such payment had been made. 

23. TmS COURT ORDERS that the Applicant shall and does hereby indemnify the Monitor 

and the legal counsel and the financial advisors to the Applicant and the Monitor, of and from all 

claims, liabilities and obligations of any nature whatsoever, including, without limitation, legal 

fees and disbursements, which may arise out of their involvement with the Applicant from and 

after the curte hereof; save and except such as may arise from wilful misconduct or gross 

negligence on the part of any of them. 

APPOINTMENT OF MONITOR 

24. THIS COURT ORDERS that Ernst & Young Inc. be and is hereby appointed pursuant to 

the CCAA as the Monitor and an officer ofthis Court, to monitor the Property and Business and 

the Applicant's conduct of the Business and affairs of the Applicant with the powers and 

obligations set forth in the CCAA and hereinafter set forth and that the Applicant and its 

shareholders, officers, directors, advisors, employees, servants, agents and representatives shall 

co-operate fully with the Monitor in the exercise of its power and discharge of its obligations, 

subject to the limitations contained in this Order. 

2S. TmS COURT ORDERS that the Monitor, in addition to its prescribed rights and 

obligations under the CCAA, is hereby directed and empowered to: 

(a) deliver to the Applicant and file with this Court, such reports as the Monitor 

considers appropriate or relevant to these proceedings or as the Court directs; 

(b) monitor the Applicant's receipts and disbursements; 
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(c) have ii.Ill and complete access to the books and records, management, employees, 

agents, and advisors of the Applicant and to the Property to the extent required to 

perform its duties arising under this Order, subject to the limitations contained in 

this Order, 

( d) be at liberty to engage independent legal counsel to advise and to represent the 

Monitor in relation to the exercise of its powers and discharge of its obligations 

under this Order; 

(e) be at Uberty to retain, engage, and utilize the services of such other persons as the 

Monitor deems necessary to perform its duties and obligations under this Order; 

and 

(f) perform such other duties as are required by this Order or by this Court from time 

to time. 

26. THIS COORT ORDERS that, in response to any reasonable request for information made 

in writing by the Applicant's creditors addressed to the Monitor, the Monitor shall request such 

information from the Applicant and shall provide such creditor with such information as may be 

supplied by the Applicant in response to the request. In the case of information which the 

Monitor has been advised by the Applicant is or may be confidential (whether because it is 

subject to formal confidentiality obligations, because it represents sensitive business information, 

or otherwise), is privileged, or, whether or not confidential or privileged has been collected or 

assembled in relation to the defence of the Criminal Proceedings currently outstanding against 

the Applicant, the Monitor shall not provide such infonnation to the requesting creditor unless 

otherwise directed by this Court or consented to by the Applicant. 

27. THIS COURT ORDERS that the Monitor is not empowered to take possession of the 

Property or to manage any pan of the Business and shall not, by fulfilling its obligations 

hereunder, be deemed to have taken or maintained possession or control of the Property, or any 

part thereof. In addition, and notwithstanding anything else in this Order, the Monitor shall not, 
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the possession of the Applicant or counsel for the Applicant which relate to the Criminal 

Proceedings, including individual docket entries in su1:h counsel's accounts. 

28. THIS COURT ORDERS that the Monitor and counsel to the Monitor shall be paid their 

reasonable fees and disbursements by the Applicant as part of the cost of these proceedings, 

whether inclln'ed before or after the making of this Order. 

29. THIS COURT ORDERS that, in addition to the rights and protections afforded to the 

Monitor under the CCAA or as an officer of this Court, the Monitor shall incur no liability or 

obligation as a result of its appointment or the fillfihnent of its duties in the carrying out of the 

provisions of this Order, save and except where it bas been grossly negligent or wilfillly 

misconducted itself, and no action or other proceeding shall be commenced against the Monitor 

in any Court or other tribunal as a result of or relating in any way to its appointment as Monitor, 

the fulfilment of its duties as Monitor or the carrying out of any of the Orders of this Court, 

unless the leave of this Court is first obtained on motion on at least seven (7) days' notice to the 

Monitor and the Applicant Related entities of the Monitor shall also be entitled to the 

protections, benefits and privileges of this paragraph 29, mutatis mu11Jndis. 

30. THIS COURT ORDERS that the appointment of the Monitor shall not constitute the 

Monitor to be an employer, successor employer, sponsor or payor within the meaning of any 

agreement or other contract between the Applicant and any of its present or former employees or 

any legislation governing employment or labour standards or pension benefits or health and 

safety or any other statute, regulation or rule of law or equity for any purpose whatsoever and, 

further, that the Monitor shall be deemed not to be an owner or in possession, care, control, or 

management of the Property of the Applicant or of the Business and affairs of the Applicant, 

whether pun.uant to any legislation enacted for the protection of the environment, health and 

safety, the regulations thereunder, or any other statute, regulation or rule of law or equity under 

any federal, provincial or other jurisdiction for any purpose whatsoever. 
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ADMINISTRATIVE CHARGE 

31. THIS COURT ORDERS that the Monitor, counsel to the Monitor, and counsel to the 

Applicant, shall be paid their fees and disbursements by the Applicant as part of the costs of 

these proceedings. The Applicant are hereby authorized and directed to pay the Monitor, any 

counsel to the Monitor and the Applicant's own coW1Sel on a weekly basis and to pay retainers to 

the Monitor and to the Applicant's own COWISel in the amount of up to Sl million each as 

security for payment of their fees and disbursements from time to time. The indemnity provided 

in paragraph 23 of this Order and the fees and disbursements of the Monitor, counsel to the 

Monitor and counsel to the Applicant shall be secured by a charge on the Property (the 

"Administrative Charge"), without the requirement to file, register, record or perfect the charge. 

PRIORITY OF CHARGES 

32. THIS COURT ORDERS that the Administrative Charge and the Directors' Charge shall 

have priority over all present and future charges, encumbrances and .security in the Property, in 

the following priority: 

(a) fir.rt, the Administrative Charge up to a maximum ofS3 million; and 

(b) second, the Directors' Charge up to a maximum of$10 million. 

33. THIS COURT ORDERS that the filing, registration or perfection of the Directors' Charge 

or the Administrative Charge (collectively, the "Charges") shall not be required, and that the 

Charges shall be valid and enforceable for all purposes, including as against any right, title or 

interest tiled, registered, recorded or perfected subsequent to the Charges coming into existc:ncc:, 

notwithstanding any such failure to file, register, record or perfect 

34. THIS COURT ORDERS that except as otherwise expressly provided for herein, or as may 

be approved by this Court, the Applicant shall not grant any encumbrances over any Property 

that rank in priority to, or pari passu with, either of the Directors' Charge or the Administrative 

Charge, unless the Applicant obtains the prior written consent of the directors and the Monitor. 
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35. THIS COURT ORDERS that each of the Directors' Charge and the Administrative Charge 

( as constituted and defined herein) shall constitute a fixed and floating charge, mortgage, 

hypothec, lien and security interest in all of the Property and such Charges shall rank in priority 

to any and all other charges, mortgages, hypothecs, liens, security interests, encumbrances or 

security of whatever nature or kind affecting any oftbe Property. 

36. THIS COURT ORDERS that the Directors' Charge and the Administrative Charge shall not 

be rendered invalid or unenforceable and the rights and remedies of the chargees entitled to the 

benefit of the Charges (collectively, the "Chargees") thereunder shall not otherwise be limited or 

impaired in any way by (i) the pendency of these proceedings and the declarations of insolvency 

made herein; (ii) any petitions for receiving orders issued pursuant to the Bankruptcy and 

Insolvency Act (the "BIA"), or any receiving ordexs made pursuant to such petitions; (iii) the 

filing of any assignments for the general benefit of creditors made pursuant to the BIA; (iv) the 

provisions of any federal or provincial statutes; or (v) any negative covenants, prolu'bitions or 

other similar provisions with respect to borrowings, incurring debt or the creation of 

encumbrances, contained in any existing agreement, lease, sublease, offer to lease or other 

ammgement (..:ollectively, an "Agreement") which binds the Applicant, and notwithstanding any 

provision to the contrary in any Agreement: 

(a) the creation of the Charges shall not create or be deemed to constitute a breach by 

the Applicant of any Agreement or to which it is a party; 

(b) none of the Chargees shall have any liability to any Person whatsoever as a result 

of any breach of any Agreement caused by or resulting from the creation of the 

Charges; and 

(c) the payments made by the Applicant pursuant to this Order and the granting of the 

Charges, do not and will not constitute fraudulent preferences, fraudulent 

conveyances, oppressive conduct, settlements or other challengeable, voidable or 

reviewable 1Iansactions under any applicable law. 
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SERVICE AND NOTICE 

37. THIS COURT ORDERS that the Monitor shall, within ten (10) business days of the date of 

entry of this Order post the Order on a publicly available website and send notice of this Order to 

any known creditor or other party advancing a claim (contingent, disputed or otherwise) which 

will not be paid in the ordinary course pursuant to the terms of this Order, and the amount of 

whose claim might, in the reasonable estimation of the Applicant, exceed $10,000, at their 

addresses as they appear on the Applicant's records, and shall promptly send a copy of this Order 

(a) to all parties filing a Notice of Appearance in respect of this Application, and (b) to any other 

interested Person requesting a ~opy of this Order, and the Monitor is relieved of its obligation 

under Section 11 (5) of the CCM. to provide similar notice, other than to supervise this process. 

38. TIDS COURT ORDERS that, in addition to the right to serve documents pursuant to the 

Rules of Civil Procedure, the Applicant shall be at liberty to serve all materials in these 

proceedings (including, without limitation, application records, motion material, and fact.a,) on 

all represented parties electronically, by e•mailing a PDF copy (other than any Book of 

Authorities) to counsel's e-mail addresses as recorded on the service list maintained by the 

Monitor and by posting a copy of the materials to its website as soon as practicable; and 

provided that the Applicant shall deliver hard copies of s11Ch material to any party requesting 

same as soon as practicable thereafter. 

39. Tms COURT ORDERS that, in addition to the right to serve documents pumiant to the 

Rules of Civil Procedure, any party in these proceedings ( other than the Applicant) may serve all 

materials (including, without limitation, application records, motion material, facta and orders) 

electronically, by e-mailing a PDF copy (other than a Book of Authorities) to counsels' e-mm1 

addresses as recorded on the service list maintained by the Monitor; provided that such party 

deliver both PDF and hard copies of full material to counsel of the Applicant and the Monitor 

and any other party requesting same and the Applicant sh.all post a copy on the website, all as 

soon as practicable thereafter. 
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MISCELLANEOUS 

40. THIS COURT ORDERS that, notwithstanding any other provision of this Order, the 

Applicant or the Monitor may, from time to time, apply to this Court for advice and directions in 

the discharge of its powers and duties hereunder or to seek any further relief. 

4 l. THIS COURT ORDERS that, notwithstanding any provision of this Order, the Applicant 

may apply at any time to this Court to vary this Order or seek further relief including, without 

limitation, directions in respect of the proper execution of this Order. 

42. THIS COURT ORDERS that, notwithstanding any other provision of this Order any 

interested party may apply to this Court to vary or amend this Order or seek other relief on seven 

(7) days' notice to the Applicant and the Monitor and to any other party likely to be affected by 

the Order sought or upon such other notice, if any, as this Court may Order. 

43. THIS COURT ORDERS that the Applicant and the Monitor be at b1,erty and are hereby 

authorized and empowered to apply to any judicial, regulatory or administrative body or any 

other Court in any other jurisdiction, whether in Canada or elsewhere, for an Order recognizing 

this Order or these proceedings in such other forums and in such other jurisdictions or to take 

such steps, actions or proceedings as may be necessary or desirable for the receipt, preservation, 

protection and maintenance of the Property, including the seeking of an Order recognizing the 

Monitor as foreign representative of the Applicant. All Cowts of other jurisdictions and all 

judicial, regulatory or administrative bodies are hereby respectfully requested to make such 

Orders and provide such other aid and assistance to the Applicant or to the Monitor, as an officer 

of this Court, as they may deem necessary or appropriate in furtherance of this Order. 
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MANAGING BOARD REPORT 

General 

JT International Holding B.V. (Company or JTIH) and its subsidiaries (collectively referred to as JTI 

Group or JTI) are a leading international tobacco business. JTI manufactures and markets a portfolio of 

internationally recognized tobacco brands. 

 

JTIH is a wholly-owned subsidiary of Japan Tobacco Inc. (JT). The activities of the Company consist of 

holding, financing and treasury activities for the JTI Group. 

 

Pursuant to an amendment of Dutch law effective January 1, 2013, the Company shall pursue a policy of 

having at least 30% of the seats on the Supervisory and Managing Boards held by men and at least 30% of 

the seats held by women. The Supervisory Board of the Company did not meet the abovementioned 

gender criterion in 2017. The requirements of the law regarding the Managing Board were fulfilled in 

2017. In April 2018, due to the resignation of the female Managing Board member the gender criterion 

was no longer met. The JTI Group will strive for an adequate and balanced composition of its Supervisory 

and Managing Boards in future appointments, taking into account all relevant selection criteria, including 

but not limited to gender balance and executive experience. 

1 Developments in the year ended December 31, 2017 

The Company continued its holding and financing activities on behalf of the JTI Group. 

 

On October 19, 2017, the Company acquired an additional 3% of the outstanding share capital of 

Megapolis Distribution B.V. and its subsidiaries (collectively referred to as “Megapolis”). As a result, the 

Company’s share of ownership in Megapolis increased from 20% (acquired in 2013) to 23%. Megapolis is 

Russia’s leading tobacco distributor, accounting for approximately 70% of the Russian cigarette 

distribution market. Additionally, the principal activity of the associate includes distribution of beer and 

certain other products within the Russian Federation. 

 

On October 31, 2017, the Company acquired 100% ownership of PT Karyadibya Mahardhika (“KDM”) 

and PT Surya Mustika Nusantara (“SMN”), a group of tobacco companies based in Indonesia. 

 

On December 21, 2017, JTI acquired 30.95% of National Tobacco Enterprise Share Company (“NTE”) 

from the Ethiopian Government. As a result, JTI’s share of ownership in NTE increased from 40% 

(acquired in 2016) to 70.95%. NTE is Ethiopia’s leading tobacco manufacturer, with NTE brands 

accounting for approximately 98% of the Ethiopian duty paid market. The principal activity of the entity is 

the manufacturing and distribution of cigarettes within Ethiopia. Acquisition of a controlling stake in NTE 

will enable JTI to invest in the promising Ethiopian market and take NTE to a new level of growth. In 

addition to enhancing equity of NTE's local brand, Nyala, and further strengthening the overall 

manufacturing and distribution capabilities, the Company plans to explore opportunities for JTI brands in 

this vibrant market. 
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2 Financial position at year end 2017 

The balance sheet includes participations in group companies for an amount of USD 27.3 billion (2016: 

USD 25.3 billion). Total assets amount to USD 31.5 billion (2016: USD 29.9 billion). Total equity of the 

Company amounts to USD 28.0 billion (2016: USD 25.8 billion). Current liabilities amount to USD 3.4 

billion (2016: USD 4.1 billion). 

3 Result analysis 

Net dividends increased in 2017 and amounted to USD 3,522 million (2016: USD 2,264 million), an 

increase of USD 1,258 million in comparison to last year. Net profit for 2017 is USD 3,266 million, in 

comparison to a net profit of USD 2,113 million in 2016, which is mainly due to variances in dividend 

income. 

4 Risk exposure 

Country risks 

JTI has consistently expanded its earnings base to secure long term growth by making acquisitions, 

entering new markets and increasing share in markets where JTI had limited presence. Such a 

geographical expansion increases the Group’s exposure to country risks. In any market where the JTI 

Group operates, we may face economic, political or social turmoil which may lead to lower volume, 

revenue and profits in the markets. As such, this may negatively affect the Company’s ability to repatriate 

cash, impacting the dividend income line of our financial statements. Whilst it is not possible to eliminate 

this risk, the JTI Group aims to avoid overdependence on a small number of markets as sources of profit 

by expanding the pool of highly profitable markets. 

 

Foreign exchange risk 

The Company conducts a significant portion of its business in currencies other than USD, such as the 

Russian Ruble, Euro, British pound, and several other currencies. Transactions in currencies other than 

USD are typically related to intercompany financing and cash repatriation from JTI group companies. 

Currency fluctuations may, therefore, adversely affect the Company’s dividend income and operating 

results. 

 

The Company has a low risk appetite to foreign exchange transaction risk and monitors these risks closely. 

The Company mitigates foreign exchange transaction risks through hedging activities such as derivative 

contracts and back-to-back intercompany financing. However, it is not possible to completely eliminate 

foreign exchange transaction risk. 

 

Interest rate risk 

As the Company is engaged in significant intercompany financing transactions across JTI Group 

companies, the Company is exposed to interest rate risk. A significant portion of the Company’s financing 

transactions are back-to-back with JT International SA, earning a margin which is at arm’s length. In 

addition, the majority of the interest income of the Company results from intercompany financing bearing 

a fixed interest rate. Hence, the interest rate risk for the Company is limited. 

 

Counterparty risk 

The Company is exposed to the risk that financial institutions where cash is deposited will fail to meet 

their contractual obligations. To mitigate the counterparty credit risk, JTI has a policy of only entering into 
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contracts with carefully selected major financial institutions based upon their credit ratings and other 

financial indicators, within strict individually allocated limits. 

 

The Company’s Corporate Policies and Procedures for mitigating credit risk on principal transactions 

include reviewing and establishing limits for credit exposure and continually assessing the 

creditworthiness of counterparties. ISDA agreements with counterparties give JTI the option to net 

amounts due from JTI to a counterparty with amounts due to JTI from a counterparty reducing the 

maximum loss from credit risk in the event of counterparty default. At December 31, 2017, there were no 

significant concentrations of credit risk with any individual counterparty. 

 

Litigation risk 

The Company itself is no named party to any litigation as of December 31, 2017. However, certain JTI 

subsidiaries are defendants in lawsuits filed by plaintiffs seeking damages for harm allegedly caused by 

smoking. For further information, we refer to the consolidated financial statements of JT Inc. 

(http://www.jt.com). An unfavorable decision regarding current litigation in Canada could materially 

affect the valuation of our Canadian subsidiary as well as the recoverability of an intercompany loan 

provided to this subsidiary. The maximum risk to the financial statements of the Company would be a full 

write down of our investment in Canada as well as the intercompany loan provided to the Canadian 

subsidiary (December 31, 2017: USD 1.1 billion). 

5 Research and development 

As a holding and financing entity, the Company does not carry out any research and development 

activities. 

6 Employee information 

The Company employed an average number of 64 employees during 2017 (2016: 58). 

7 Distribution of earnings 

The distribution of the earnings of the Company is at the disposal of the General Meeting of Shareholders. 

 

The Managing Board proposes to add the result of the year to the retained earnings. The financial 

statements do not yet reflect this proposal. 

  

DocuSign Envelope ID: 9371FB35-5A21-471A-92D3-0550F3CC91A5



JT INTERNATIONAL HOLDING B.V., AMSTERDAM 

 

 4 

8 Future outlook 

The Company intends to continue to provide holding and financing activities on behalf of the JTI Group. 

The Company’s income is mainly driven by the level of financing provided to other group companies, the 

level of external debt and interest rate developments, as well as by the performance of the JTI Group as a 

whole. 

 

Management expects that the cash generated by the operating activities of the JTI Group will continue to 

cover its expenditures and repayment of debt. 

 

In 2018, the Company will continue to support the JTI Group to secure long term growth by making 

acquisitions, entering new markets and increasing share in markets where JTI had limited presence. 

 

The Company is continuously adapting its resource requirements to future business needs. For 2018, 

headcount is expected to remain stable. 

 

The Company does not plan to engage in activities in the field of research and development. 
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Amsterdam, May 7, 2018 

 

 

 

 

 

Managing Board 

 

 

 

 

 

 

 

 

 

 

M.P.M. Ramaekers    D.J. Ex 
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Financial statements 
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Balance sheet as at December 31, 2017 
(Before appropriation of result) 

 

Assets December 31, 2017 December 31, 2016  

   

 Note USD ‘000 USD ‘000 USD ‘000 USD ‘000 

 

Fixed assets 6.     

Participations in group companies 7. 27,333,699  25,326,859  

Participations in affiliated 

companies 7. 901,841  855,693  

Loans to group companies 8. 1,214,110  935,403  

Others 9. 88,058  80,139  

      

   29,537,708  27,198,094 

      

Current assets      

Short term loans to group 

companies  638,987  2,044,563  

Current portion of loans to group 

companies  36,677  404,514  

Current portion of other receivables  -  -  

Other receivables from group and 

affiliated companies  1,171,210  167,887  

Accounts receivable third parties  15  22  

Other receivables and accrued 

income 10. 20,623  25,290  

      

   1,867,512  2,642,276 

      

Cash and cash equivalents 11.  96,488  72,969 

      

      

   31,501,708  29,913,339 
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Balance sheet as at December 31, 2017 
(Before appropriation of result) 

 

Equity and Liabilities December 31, 2017 December 31, 2016 

   

 Note USD ‘000 USD ‘000 USD ‘000 USD ‘000 

 

Shareholder’s equity 12.     

Share capital  1,800,372  1,800,372  

Share premium  10,516,127  11,621,869  

Retained earnings  12,882,425  10,765,410  

Currency translation adjustment  (416,259)  (461,069)  

Unappropriated result  3,265,773  2,113,489  

      

   28,048,438  25,840,071 

      

Provisions      

Deferred income taxes 13.  613  616 

      

Long term liabilities 14.     

Debts to group companies  -  -  

Other Long term liabilities  65,968  3,780  

      

   65,968  3,780 

      

Current liabilities 16.     

Short term loans to group and 

affiliated companies  3,121,154  3,160,204  

Other payables to group companies  240,328  370,093  

Current portion of debts to group 

companies  -  -  

Current portion of other long term 

liabilities  -  -  

Current portion of long term 

liabilities  -  500,198  

Taxes and social security charges  283  223  

Accounts payable and accrued 

liabilities  24,924  38,154  

      

   3,386,689  4,068,872 

      

      

   31,501,708  29,913,339 
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Income statement for the year ended December 31, 2017 
 

  2017 2016  

    

  Note USD ‘000 USD ‘000 USD ‘000 USD ‘000 

      

      

Dividend income  3,525,561  2,271,600  

Withholding taxes  (3,637)  (7,613)  

      

Net dividend income   3,521,924  2,263,987 

      

Interest income 19. 84,717  86,372  

Interest expenses 19. (45,310)  (33,127)  

      

Net interest   39,407  53,245 

      

General and administrative 

expenses 20. (229,196)  (192,145)  

      

Operating expenses   (229,196)  (192,145) 

      

      

Result from operations   3,332,135  2,125,087 

      

Foreign exchange result   (871)  (3,860)  

Other financial 

(expense)/income 22. (57,762)  (1,276)  

      

Total financial income and 

expense   (58,633)  (5,136) 

      

Result before taxation   3,273,502  2,119,951 

      

Income taxes 23.  (7,729)  (6,462) 

      

Result after taxation   3,265,773  2,113,489 
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Notes to the balance sheet and income statement 

1. General notes 

1.1  Activities and registered office 

JT International Holding B.V. (Company or JTIH), having its statutory seat in Amsterdam, the 

Netherlands and offices in Amstelveen, the Netherlands, is a wholly-owned subsidiary of JT International 

Group Holding B.V., having its statutory seat in Amsterdam, which in turn is a wholly-owned subsidiary 

of Japan Tobacco Inc. (JT), Japan. The activities of the Company consist of holding, financing and 

treasury activities for the JTI Group. The latter entail both internal and external financing activities to 

meet the funding needs for future growth of JTI entities. 

1.2 Operations/Group structure 

JTIH and its subsidiaries (referred to as JTI Group or JTI) are a leading multinational tobacco business 

with a strong portfolio of brands deployed across numerous markets around the world. JTI has a license 

agreement with JT, granting JTI the exclusive rights to use certain JT trademarks outside the United 

States, Japan and China. 

 

For further information about JTI Group and its operations, we refer to the website of JT Inc. 

(http://www.jt.com). 

 

The list of directly and indirectly held investments of the Company is filed with the Trade Register in line 

with article 2:379 sub 5 of the Dutch Civil Code. 

1.3 Related parties 

All legal entities that can be controlled, jointly controlled or significantly influenced are considered to be a 

related party. Also, entities which can control the Company are considered to be a related party. In 

addition, statutory directors, other key management of JTIH or the ultimate parent company and close 

relatives are regarded as related parties. 

 

Transactions with related parties are disclosed in the notes insofar as they are not transacted under normal 

market conditions. The nature, extent and other information is disclosed if this is necessary in order to 

provide the required insight. 
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2.  General policies 

2.1  General 

The financial statements are prepared in accordance with accounting principles generally accepted in the 

Netherlands and with the financial reporting requirements included in Part 9 of Book 2 of the Dutch Civil 

Code and the firm pronouncements in the Dutch Accounting Standards, as published by the Dutch 

Accounting Standards Board (‘Raad voor de Jaarverslaggeving’). 

 
Valuation of the assets and liabilities and determination of the result takes place under the historical cost 

convention, unless stated otherwise. An asset is recognized in the balance sheet when it is probable that the 

expected future economic benefits that are attributable to the asset will flow to the entity and the cost of 

the asset can be measured reliably. A liability is recognized in the balance sheet when it is expected to 

result in an outflow from the entity of resources embodying economic benefits and the amount of the 

obligation can be measured with sufficient reliability. 

 

Income is recognized in the income statement when an increase in future economic potential related to an 

increase in an asset or a decrease of a liability has arisen, the size of which can be measured reliably. 

 

Expense is recognized when a decrease in the economic potential related to a decrease in an asset or an 

increase of a liability has arisen, the size of which can be measured with sufficient reliability. Losses 

originating before the end of the financial year are taken into account if they have become known before 

the date of the financial statements. 

 

If a transaction results in a transfer of future economic benefits and/or when all risks relating to assets or 

liabilities transfer to a third party, the asset or liability is no longer included in the balance sheet. Assets 

and liabilities are not included in the balance sheet if economic benefits are not probable and/or cannot be 

measured with sufficient reliability. 

 

In the balance sheet and income statement, references are made to the notes. 

2.2  Comparison with previous year 

The valuation principles and method of determining the result are the same as those used in the previous 

year. 

2.3  Foreign currency 

2.3.1 Functional currency 

The Company belongs to a multinational, which operates on a worldwide basis. Therefore, the Company 

has elected the US dollar as its functional currency. Consequently, in accordance with Article 2:362, 

Section 7 of the Dutch Civil Code, the financial statements are presented in US dollars. 

 

All amounts have been rounded to the nearest thousand, unless otherwise indicated. 
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2.3.2 Transactions, receivables and liabilities 

Transactions in foreign currencies are stated in the financial statements at the exchange rate of the 

functional currency on the transaction date. 

 

Monetary assets and liabilities in foreign currencies are converted at the closing rate of the functional 

currency on the balance sheet date. The translation differences resulting from settlement and conversion 

are credited or charged to the income statement, unless hedge accounting is applied. 

 

Non-monetary assets valued at historical cost in a foreign currency are converted at the exchange rate on 

the transaction date. 

 

Non-monetary assets valued at fair value in a foreign currency are converted at the exchange rate on the 

date on which the fair value was determined. 

 

Translation differences on intragroup long term loans that effectively constitute an increase or decrease in 

net investments in a foreign operation are directly recognized in equity as a component of the legal reserve 

for translation differences. 

2.4  Consolidation 

As the financial information of the Company and its subsidiary companies is included in the consolidated 

financial statements of Japan Tobacco Inc. (‘JT’), Tokyo, Japan, the Company has elected to apply Article 

2:408, Section 1 of the Dutch Civil Code. As a result, 1) the annual report does not include a consolidated 

balance sheet nor a consolidated income statement, 2) the Company does not disclose litigation related to 

participations in group companies in which the Company is no named party, unless an unfavorable 

decision regarding such litigation could materially affect the valuation of the related participating interest 

or loan provided to such group company. 

 

We refer to the website of JT (http://www.jt.com) for the consolidated financial statements. Furthermore, 

the consolidated statements of JT are also available at the Chamber of Commerce. 

2.5 Use of estimates 

The preparation of the financial statements in conformity with accounting principles generally accepted in 

the Netherlands requires management to make estimates and assumptions that affect the reported amounts 

of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 

statements and the reported amounts of revenues and expenses during the reporting period. Actual results 

could differ from these estimates. The estimates and the underlying assumptions are constantly assessed. 

Revisions of estimates are recognized in the period in which the estimate is revised and in future periods 

for which the revision has consequences. 
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3.  Accounting policies applied to the valuation of assets and liabilities 

3.1  Financial fixed assets 

3.1.1 General 

Financial fixed assets include participations in group companies and affiliated companies, loans to group 

companies and deferred tax assets. Following the international structure of the JTI Group and the decision 

to apply for Article 2:408, the Company elected to apply Article 2:389 Section 9 of the Dutch Civil Code. 

As such, participations in group companies are valued at the lower of cost and fair market value. 

Dividends are accounted for in the period in which they are declared. 

 

The Company applies a collective approach to impairment testing of participations in group companies, 

affiliated companies and loans to group companies. The Company aggregates the underlying assets of the 

participations in group companies and affiliated companies and loans to group companies into a single 

cash generating unit, aligned with the highly integrated operating model of the international tobacco 

business of the JT Group. 

 

3.1.2. Loans to group companies 

Upon initial recognition, the loans to group companies are valued at fair value and then valued at 

amortized cost, which equals the face value, less impairment for doubtful debts. Interest income is 

recognized in the income statement as it accrues. 

 

3.1.3 Deferred tax assets 

Deferred tax assets are reported within financial fixed assets if and to the extent it is probable that the tax 

claim can be realized in due course. These deferred tax assets are valued at nominal value and have a 

predominantly long term character. 

3.2 Impairment of non-current assets 

At each balance sheet date, the Company assesses whether there are any indications that a fixed asset may 

be subject to impairment. If there are such indications, the realizable value of the asset is determined. 

3.3 Receivables 

Upon initial recognition receivables on and loans to group companies are valued at fair value, including 

any directly attributable transaction costs, and then valued at amortized cost, after deduction of any 

provisions. These provisions are determined by individual assessment of the receivables. 

3.4 Cash and cash equivalents 

Cash equivalents include all short term, highly liquid investments that are readily convertible to known 

amounts of cash that have contractual maturities of three months or less at the date of purchase. Cash at 

banks and in hand is carried at nominal value. 
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3.5 Provisions 

3.5.1 General 

Provisions are valued at the nominal value of the expenses expected to be incurred in settling the liabilities 

and losses. A provision is recognized if the following applies: 

 the Company has a legal or constructive obligation, arising from a past event; and 

 the amount can be estimated reliably; and 

 it is probable that an outflow of economic benefits will be required to settle the obligation. 

 

3.5.2 Deferred income tax 

Provisions consist of deferred income tax liabilities regarding withholding tax on accrued interest, which 

become due at the moment that the interest is paid in cash. 

 

3.5.3 Retirement benefits 

The Company has various pension plans. The Dutch plans are financed through contributions to the 

pension provider. The foreign pension plans can be compared to how the Dutch pension system has been 

designed and functions. The pension obligations of both the Dutch and the foreign plans are valued 

according to the ‘valuation to pension fund approach’. This approach accounts for the contribution 

payable to the pension provider as an expense in the profit and loss account. 

 

Based on the administration agreement it is assessed whether and, if so, which obligations exist in addition 

to the payment of the annual contribution due to the pension provider as at balance sheet date. These 

additional obligations, including any obligations from recovery plans of the pension provider, lead to 

expenses for the Company and are included in a provision on the balance sheet. With final salary pension 

plans an obligation (provision) for (upcoming) past service is included if future salary increases have 

already been defined as at balance sheet date. The valuation of the obligation is the best estimate of the 

amounts required to settle this as at balance sheet date. If the effect of the time value of money is material, 

the obligation is valued at the present value. Discounting is based on interest rates of high-quality 

corporate bonds. Additions to and release of the obligations are recognized in the profit and loss account.  

 

A pension receivable is included in the balance sheet when the group has the right of disposal over the 

pension receivable and it is probable that the future economic benefits which the pension receivable holds 

will accrue to the group, and the pension receivable can be reliably established.  

 

As of year-end 2017 (and 2016) no pension receivables and no obligations existed for the Company in 

addition to the payment of the annual contribution due to the pension provider. 

3.6 Long term liabilities  

Interest-bearing loans and liabilities are valued at fair value upon initial recognition and then valued at 

amortized cost. 

3.7 Taxation 

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be 

available against which the temporary difference can be utilized. Deferred tax assets are reviewed at each 

reporting date and reduced to the extent that it is no longer probable that the related tax benefit will be 

realized. 
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3.8 Cash flow statement 

No cash flow statement is presented as this information is included in the consolidated financial 

statements of Japan Tobacco Inc. (‘JT’), Tokyo, Japan. 

4. Principles for the determination of the result 

4.1  Dividends 

Dividends are accounted for in the period in which they are declared. 

4.2 Taxation 

The corporate income tax is calculated at the applicable tax rate on the result for the financial year, taking 

into account permanent differences between profit calculated according to the financial statements and 

profit calculated for taxation purposes. 

 

The nominal tax rate for the Netherlands is 25% for 2017 and for 2016. The tax rate for future years, 

which is used for the calculation of the deferred tax assets, is 25%. 

5.  Financial instruments and risk management 

5.1 Financial instruments 

Financial instruments include investments in shares and bonds, trade and other receivables, cash items, 

loans and other financing commitments, and trade and other payables. Financial instruments are initially 

recognized at fair value, including any directly attributable transaction costs. 

 

A significant portion of the Company’s financing transactions are back-to-back with the same tenor, 

earning a margin which is at arm’s length. In addition, the majority of the interest income of the Company 

results from intercompany financing bearing a fixed interest rate. Hence, the interest rate risk for the 

Company is limited. 

 

After initial recognition, financial instruments are valued in the manner described below. 
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5.2 Derivatives 

The Company uses derivative and non-derivative financial instruments to mitigate its foreign exchange 

currency risk and not for speculative or trading purposes. The derivatives might represent assets and 

liabilities, which are valued at fair value and included in other receivables from and / or payables to group 

and affiliated companies on the balance sheet. Changes in the fair value are included in the foreign 

exchange results of the income statement 

5.3 Receivables 

Accounts receivable are stated at amortized cost less impairment for doubtful debts. The impairment is 

determined on the basis of individual assessment of the collectability of the receivables. 

5.4 Cash and cash equivalents 

Cash equivalents include all short term, highly liquid investments that are readily convertible to known 

amounts of cash that have contractual maturities of three months or less at the date of purchase. 

5.5 Long term liabilities 

Interest-bearing loans and liabilities are valued at fair value upon initial recognition and then valued at 

amortized cost. 
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6. Financial fixed assets 

The movements in financial fixed assets are as follows: 

 

 

Participations 

in group 

companies 

Participations 

in affiliated 

companies 

Loans to 

group 

companies 

Other Total 

      

 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 

      

Balance as at December 31, 2015 24,472,174 855,693 2,495,811 21,052 27,844,730 

       

Additions 871,943 - - 62,953 934,896 

Disposals and repayments (17,258) - (1,084,230) (3,866) (1,105,354) 

Currency exchange differences - - (52,945) - (52,945) 

      

Balance as at December 31, 2016 25,326,859 855,693 1,358,636 80,139 27,621,327 

      

Additions 2,064,451 46,148 257,077 11,662 2,379,338 

Disposals and repayments (57,611) - (525,395) (3,743) (586,749) 

Currency exchange differences - - 160,469 - 160,469 

 27,333,699 901,841 1,250,787 88,058 29,574,385 

Reclassification of current portion as 

current assets 

 

- - (36,677) 

 

- (36,677) 

 
     

Balance as at December 31, 2017 27,333,699 901,841 1,214,110 88,058 29,537,708 

      

Additions to participations in group companies mainly relate to external acquisitions and capital 

contributions into group companies. 

 

At balance sheet date, the accumulated amortization and impairments on financial fixed assets amounted 

to nil (2016: nil). 

7. Participations in group and affiliated companies 

In accordance with article 2:379 sub 5 of the Dutch Civil Code, the list of directly and indirectly held 

participations in group companies is filed with the Trade Register. 

8. Loans to group companies 

A loan receivable from JT Canada LLC, denominated in CAD is classified as ‘loans to group companies’, 

bearing a fixed interest rate of 7.51%.  Given the maturity date and other conditions to this loan, the 

currency exchange differences are recorded in the currency translation adjustment account as part of the 

Company’s equity, if and insofar repayment is not expected in the foreseeable future. 
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The Company itself is no named party to any litigation as of December 31, 2017. However, certain JTI 

subsidiaries are defendants in lawsuits filed by plaintiffs seeking damages for harm allegedly caused by 

smoking. For further information, we refer to the consolidated financial statements of JT Inc. 

(http://www.jt.com). An unfavorable decision regarding current litigation in Canada could materially 

affect the valuation of our Canadian subsidiary as well as the recoverability of an intercompany loan 

provided to this subsidiary. The maximum risk to the financial statements of the Company would be a full 

write down of our investment in Canada as well as an intercompany loan provided to the Canadian 

subsidiary (December 31, 2017: USD 1.1 billion). 

9. Other financial fixed assets 

Other financial fixed assets consist of: 

 

 December 31, 

2017 

December 31, 

2016 

 
  

 USD ‘000 USD ‘000 

   

Third party receivable 74,289 62,942 

Loans to affiliated companies 12,875 16,375 

Deferred income tax assets - - 

Other 894 822 

   

 88,058 80,139 

 
  

The deferred income tax assets are as follows: 

 

 December 31, 

2017 

December 31, 

2016 

 
  

 USD ‘000 USD ‘000 

   

Temporary differences 18,403 12,557 

Tax credits and carry forward losses 42,563 39,080 

   

 60,966 51,637 

Valuation allowances (60,966) (51,637) 

   

 - - 
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The deferred income tax assets are predominantly of a long term character and are reported at historical 

cost. 

10. Other receivables and accrued income 

The other receivables from group and affiliated companies mainly consist of interest bearing current 

account positions, bearing overnight Libor rates per currency, with a margin which is at arm’s length. 

11. Cash and cash equivalents 

The cash and bank balances are at free disposal of the Company. 

12. Shareholder’s equity 

 

Share capital Share 

premium 

Retained 

earnings 

Currency 

translation 

adjustment 

Unappro-

priated result 

Total 

       

 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 

       

Balance as at December 31, 2015 1,800,372 13,307,869 9,684,491 (478,696) 1,082,885 25,396,921 

       

       

Appropriation of result - - 1,082,885 - (1,082,885) - 

Result for the year - - - - 2,113,489 2,113,489 

Cash repatriation - (1,686,000) - - - (1,686,000) 

Currency translation adjustments - - (1,966) 17,627 - 15,661 

       

Balance as at December 31, 2016 1,800,372 11,621,869 10,765,410 (461,069) 2,113,489 25,840,071 

       

       

Appropriation of result - - 2,113,489 - (2,113,489) - 

Result for the year - - - - 3,265,773 3,265,773 

Cash repatriation - (1,105,742) - - - (1,105,742) 

Currency translation adjustments - - 3,526 44,810 - 48,336 

 
      

Balance as at December 31, 2017 1,800,372 10,516,127 12,882,425 (416,259) 3,265,773 28,048,438 

 
      

12.1 Share capital issued 

As of December 31, 2017, issued share capital amounts to USD 1,800,372,005 and consists of 

1,800,372,005 shares of USD 1 each. 

12.2 Share premium 
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The share premium of USD 10.5 billion is considered to be capital for tax purposes. 

  

DocuSign Envelope ID: 9371FB35-5A21-471A-92D3-0550F3CC91A5



JT INTERNATIONAL HOLDING B.V., AMSTERDAM 

 21 

12.3  Appropriation of result for the financial year 2016 

The annual report 2016 was adopted by means of a shareholder’s resolution on May 8, 2017. The General 

Meeting of Shareholders determined the appropriation of the result in accordance with the proposal being 

made to that end. 

12.4  Appropriation of result for the financial year 2017 

Pending the decision of the General Meeting of Shareholders, the net result for the year 2017 is presented 

as unappropriated result in equity. The Managing Board proposes to add the result of the year to the 

retained earnings. 

 

The financial statements do not yet reflect this proposal. 

13. Provisions 

The provisions consist of a deferred tax liability. The movements are as follows: 

 

 December 31, 

2017 

December 31, 

2016 

 
  

 USD ‘000 USD ‘000 

   

Opening balance  616 617 

Net additions and withdrawals (3) (1) 

   

Closing balance 613 616 

 
  

The deferred tax liability is of a short term nature. 
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14. Long term liabilities 

The movements are as follows: 

 

 December 31, 

2017 

December 31, 

2016 

 
  

 USD ‘000 USD ‘000 

   

Opening balance including current liabilities 6,211 24,467 

Additions 65,768 3,780 

Repayments (2,431) (22,036) 

   

 69,548 6,211 

Reclassification as current liabilities (3,580) (2,431) 

   

Closing balance 65,968 3,780 

 
  

Long term liabilities mature within five years and bear no interest. 

 

Additions in 2017 represent a long term deferred consideration for an acquisition made in the year with a 

due date at April 30, 2019. 

15. Credit facilities 

At December 31, 2017, the Company had access to a committed syndicated credit facility of EUR 1.3 

billion (2016: EUR 1 billion). The facility was unused as of year-end 2017. Together with its ultimate 

parent company Japan Tobacco Inc., the Company also had access to an uncommitted revolving credit 

facility of USD 3 billion, each draw down to be guaranteed by Japan Tobacco Inc. The facility was also 

unused as of year-end 2017. 

 

In 2017, the Company entered into a multi-currency credit facility agreement of JPY 700 billion with 

Japan Tobacco Inc. USD 1.4 billion of the credit facility was used as of year-end 2017 and is due within 

12 months after the balance sheet date. 

16. Current liabilities 

The other payables to group and affiliated companies mainly consist of interest bearing current account 

positions, bearing overnight Libor rates per currency with a margin, which is at arm’s length. 

 

At December 31, 2017, the Company had a social insurance contributions payable outstanding of USD 

283 (2016: USD 223). 

 

Current liabilities do not include pension premiums due (2016: nil). 
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17. Financial instruments 

The Company uses derivatives to reduce its foreign exchange balance sheet exposure. At December 31, 

2017 the amount outstanding was nil (2016: USD -10). 

 

The fair value of all derivatives contracts as of year-end 2017 amounts to nil (2016: USD -10). 

 

In 2017, the result on currency forward transactions was a loss of USD 2,845 (2016: USD 1,703 loss) and 

is recorded under foreign exchange result in the income statement. 

18. Assets and liabilities not recognized in the balance sheet 

18.1 Operational leasing 

Annual lease obligations to third parties in respect of vehicles were USD 480 as of year-end 2017 (2016: 

USD 468). The maximum term of the lease contracts was 4 years. 

18.2 Fiscal unity 

JT International Holding B.V. is part of a fiscal unity for corporate income tax and VAT. The head of the 

fiscal unity is its parent company, JT International Group Holding B.V.. Each of the companies in the 

fiscal unity is severally liable for corporate income tax and VAT to be paid by the fiscal unity. 

 

Up and until 2016, the Company charged the other members in the fiscal unity based on their commercial 

result. As from the year 2017, the Company bears the tax charges of the entire fiscal unity. This change 

was made to simplify the corporate income tax reporting in the small holding companies in the fiscal unity 

for efficiency purposes. 

18.3 Commitments 

On December 14, 2007, the JTI Group, the European Commission (EC) and 26 of its member states 

signed a 15-year cooperation agreement (EC agreement) to combat contraband and counterfeit of 

cigarettes in the European Union. The agreement calls for a payment of USD 400 million over 15 years, 

which will be used by the EC and the participating Member States to support anti-contraband and anti-

counterfeit initiatives. The Group shall pay USD 50 million annually for the first five years and USD 15 

million in each of the following ten years. These payments are guaranteed by the Company. 

 

The Company also issued payment guarantees in favor of third parties for the total amount of USD 32,424 

(2016: USD 139,777). 
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18.4 Contingent liabilities 

The Company provided support letters to the following JTI entities to enable them to meet their 

obligations: 

 

 Emerging Products Holding B.V., Netherlands 

 JTI Hungary Dohányértékesítő Zrt., Hungary 

 JTI Leaf Malawi Limited, Malawi 

 JT International A.D. Senta, Serbia 

 JTI Cigarettes & Tobacco Factory Limited, South Sudan 

 BIS Overseas Bolivia S.R.L., Bolivia 

 JT International (Thailand) Limited, Thailand 

 Japan Tobacco International Bulgaria EOOD, Bulgaria 

 

The support letters were issued in connection with the 2016 statutory audit of these entities and are valid 

up to 12 months after the approval of the entity’s 2016 financial statements by its board of directors. As of 

December 31, 2017, the financial impact of these support letters cannot be reasonably estimated. 

19. Interest income and interest expense 

The interest income is as follows: 

 

 2017 2016 

 
  

 USD ‘000 USD ‘000 

   

Interest income from group and affiliated companies 83,028 81,322 

Interest income from third parties and other affiliated companies 1,689 5,050 

   

 84,717 86,372 

 
  

The interest expenses are as follows: 

 

 2017 2016 

 
  

 USD ‘000 USD ‘000 

   

Interest expenses to group and affiliated companies 42,571 28,154 

Interest expenses to banks and other third parties 2,739 4,973 

   

 45,310 33,127 

 
  

DocuSign Envelope ID: 9371FB35-5A21-471A-92D3-0550F3CC91A5



JT INTERNATIONAL HOLDING B.V., AMSTERDAM 

 25 

20. General and administrative expenses 

General and administrative expenses consist of: 

 

 2017 2016 

 
  

 USD ‘000 USD ‘000 

   

Salary and salary related expenses 11,219 10,125 

Net charges from / to group and affiliated companies 207,710 167,997 

Other expenses 10,267 14,023 

   

 229,196 192,145 

 
  

Salary and salary related expenses are as follows: 

 

 2017 2016 

 
  

 USD ‘000 USD ‘000 

   

Salaries 9,036 7,727 

Social security charges 1,345 1,384 

Pension cost 838 1,014 

   

 11,219 10,125 

 
  

21. Audit fees 

The fees associated with the audit of the 2017 financial statements amounted to USD 90 (2016: USD 80). 

No other (audit related) services were used from Deloitte Accountants B.V. or their other network. 

22. Other financial (expenses)/income 

Other financial expenses and income include liquidation losses, bank charges and other items of a 

financial nature. In 2017, the Company wrote off an intercompany loan of USD 49.7 million based on the 

assessment of the collectability of the loan. 
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23. Income taxes 

Income taxes are as follows: 

 

 2017 2016 

 
  

 USD ‘000 USD ‘000 

   

Current income tax 7,729                   6,462 

Deferred income taxes - - 

   

 7,729 6,462 

 
  

The current income tax primarily relates to withholding tax paid related to foreign interest and services. 

 

The available tax credits, which can be offset against future corporate income tax payables, are estimated 

at USD 42.6 million as of year-end 2017 (2016: USD 39.1 million). 

 

The nominal tax rate for the Netherlands is 25% for 2017 and for 2016. The tax rate for future years, 

which is used for the calculation of the deferred tax assets, is 25%. The difference between the nominal 

and effective tax rate primarily reflects dividend income, which is tax exempted. 

24. Employee information 

During the 2017 financial year, the average number of staff employed in the group, converted into full-

time equivalents, amounted to 64 (2016: 58). 

 

In 2017, the Managing Board of the Company received remuneration for their services to the Company 

and its subsidiaries amounting to USD 1,355 (2016: USD 1,192). The emoluments charged in the financial 

year to the Company for the Supervisory Board amounted to nil (2016: nil). 

25. Subsequent events 

On March 28, 2018, Mrs. M. Franke resigned as statutory director of the Company. 
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Signing of the annual report 

 

 

 

 

 

Amsterdam, May 7, 2018 

 

 

 

 

 

Managing Board 

 

 

 

 

 

 

 

 

 

 

M.P.M. Ramaekers    D.J. Ex  

 

 

 

 

 

 

 

 

 

 

Supervisory Board 

 

 

 

 

 

 

 

 

 

S.R. Kostantos     W. Wright    N. Minami 
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OTHER INFORMATION 

Independent auditor’s report 

Reference is made to the independent auditor’s report on the next page. 

Statutory rules in respect of result appropriation 

In accordance with Article 26 of the Company’s statutes, the net result is at the disposal of the General 

Meeting of Shareholders. Dutch law stipulates that distributions may only be made to the extent the 

company’s equity is in excess of the reserves it is required to maintain by law and its Articles of 

Association. Moreover, no distributions may be made if the Managing Board is of the opinion that, by 

such distribution, the Company will not be able to fulfill its financial obligations in the foreseeable future. 
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Execution Version 

 

 

REPAYMENT AGREEMENT 

 

THIS AGREEMENT (this “Agreement”) is made as of the 1st day of March, 2019. 

 

BETWEEN:  

JTI-MACDONALD CORP., a corporation existing under the laws of Canada 

(hereinafter referred to as “JTIM”) 

-and- 

JT INTERNATIONAL HOLDING B.V., an entity existing under the laws of the Netherlands 

(hereinafter referred to as “JTIH”, and together with JTIM, the “Parties”, and each, a “Party”) 

 

WHEREAS: 

A. As part of the acquisition transactions (the “Integrated Transactions”) resulting in the 

purchase of the non-US tobacco assets of RJR Nabisco, Inc., R. J. Reynolds Tobacco 

Company and their affiliates, JTIM is indebted to JTI-Macdonald TM Corp. (“TM”) and 

granted security to TM in respect thereof, including but not limited to the following: 

1. Convertible Debenture Subscription Agreement dated November 23, 1999 (as such 

agreement has been amended from time to time); 

2. Debenture Delivery Agreement dated November 23, 1999 (as such agreement has 

been amended from time to time); 

3. Convertible Debenture No. 1 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

4. Convertible Debenture No. 2 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

5. Convertible Debenture No. 3 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

6. Convertible Debenture No. 4 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

7. Convertible Debenture No. 5 dated November 23, 1999 (as such agreement has 

been amended from time to time); 
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8. Convertible Debenture No. 6 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

9. Convertible Debenture No. 7 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

10. Convertible Debenture No. 8 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

11. Convertible Debenture No. 9 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

12. Convertible Debenture No. 10 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

13. Convertible Debenture No. 11 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

14. Convertible Debenture No. 12 dated November 23, 1999 (as such agreement has 

been amended from time to time); 

15. Deed of Hypothec dated November 23, 1999; 

16. Supplemental Deed of Hypothec dated December 2, 1999; 

17. Deed of Movable Hypothec and Pledge of Shares dated December 12, 2000; 

18. Deed of Assignment dated March 24, 2004; 

19. Deed of Confirmation dated May 14, 2015, 

collectively, the “JTIM Security”. 

B. Also as part of the Integrated Transactions, TM granted certain security to JT Canada LLC 

Inc. (“JT LLC”) to secure the payment and performance of TM’s obligations to LLC under 

certain loan agreements (the ““TM Security”). 

C. Also as part of the Integrated Transactions, JT LLC granted certain security to JTIH to 

secure the payment and performance of LLC’s obligations to JTIH under certain loan 

agreements. 

D. JTIM may commence proceedings under the Companies’ Creditors Arrangement Act (the 

“Proceedings”) before the Ontario Superior Court of Justice (the “Court”).  In the event 

that Proceedings are commenced, JTIM will use its best efforts to seek to continue to make 

all interest payments due and owing on its secured obligations, including, without 

limitation, payments to TM for interest on the indebtedness secured by the JTIM Security 

(the “TM Secured Payments”), in such Proceedings for the duration of such Proceedings. 
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NOW, THEREFORE, for the consideration received and for other good and valuable 

consideration, the receipt and sufficiency of which hereby are acknowledged, and upon the Court 

granting JTIM the authority to continue to make the TM Secured Payments, the Parties covenant 

and agree as follows: 

1. The Parties acknowledge and confirm the accuracy and validity of all the above Recitals, 

and further acknowledge that they are each relying upon same in entering into this 

Agreement. 

2. In the event that the Court makes an order in the Proceedings providing that all of the JTIM 

Security is invalid and unenforceable such that TM is not entitled to the TM Secured 

Payments on a priority basis (the “Order”) and such Order becomes a Final Order, JTIH 

hereby agrees that it will pay to JTIM, or cause TM and/or JT LLC to pay to JTIM, an 

amount equal to the aggregate of any TM Secured Payments received by TM from JTIM 

(the “Repayment Amount”), from the date of commencement of the Proceedings until the 

date on which the Order becomes a Final Order; provided, however, that the Repayment 

Amount shall only be with respect to amounts paid by JTIM to TM as a result of the 

Integrated Transactions and the Repayment Amount shall not include any amounts paid by 

JTIM to TM in relation to the use of any of TM’s intellectual property under any royalty 

or licencing agreements and such amounts shall not be repaid by either the undersigned or 

TM as part of this agreement.  A “Final Order” means an order: (a) as to which no appeal, 

leave to appeal, notice of appeal, motion to amend or make additional findings of fact, 

motion to alter or amend judgment, motion for rehearing or reconsideration or motion for 

new trial has been timely filed (in cases in which there is a date by which such filing is 

required to occur, it being understood that with respect to an order issued by the Court, the 

time period for seeking leave to appeal shall be deemed to have elapsed on the date that is 

22 days after the rendering of such order unless a motion has been made to extend such 

time period) or, if any of the foregoing has been timely filed, it has been disposed of in a 

manner that upholds and affirms the subject order in all material respects without the 

possibility for further appeal thereon; (b) in respect of which the time period for instituting 

or filing an appeal, leave to appeal, motion for rehearing or reconsideration or motion for 

new trial shall have expired (in cases in which such time period is capable of expiring, it 

being understood that with respect to an order issued by the Court, the time period for 

seeking leave to appeal shall be deemed to have elapsed on the date that is 22 days after 

the rendering of such order unless a motion has been made to extend such time period); 

and (c) as to which no stay is in effect.   

3. This Agreement shall terminate upon the termination or conversion of the Proceedings.  

4. All dollar amounts payable under this Agreement shall be payable in lawful money of 

Canada. 

5. Neither this Agreement nor the rights, interests or obligations hereunder may be assigned 

by either Party without the prior written consent of the other Party. 
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6. This Agreement may be executed by the Parties in separate counterparts which when so 

executed and delivered will be an original, but all such counterparts will together constitute 

one and the same instrument. A faxed or electronic copy will be considered an original. 

7. This Agreement will be interpreted in accordance with the laws of the Province of Ontario 

(and the laws of Canada applicable therein). 

 

[Remainder of page intentionally left blank.  Signature pages to follow.]
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Bennett Jones
Bennett lones llP

3400 One First Canadian Place, P.O. Box 130

Toronto, Ontario, M5X 1A4 Canada

T: 416.863.1200

F: 416.863.1716

Jeffrey S. Leon
Partner

Direct line: 416.777.7472

e-mail: leonj@bennettjones.com

March 6, 2019

By Email: rthornton@tgf.ca

Robert Thornton

THORNTON GROUT FINNIGAN LLP

Suite 3200,100 Wellington Street West

P.O. Box 329

Toronto-Dominion Centre

Toronto, ON M5K 1K7 Canada

Dear Mr. Thornton:

Re: Health Care Cost Recovery Litigation

We write to you in your capacity as counsel to ITI-MacDonald Corp. (the "Company"). As you know,

we are counsel to the Provinces of British Columbia, Manitoba, New Brunswick, Nova Scotia, Prince

Edward Island and Saskatchewan in connection with their statutory claims for the recovery of health

care costs against, among others, the Company. As such, our clients have very significant claims

against the Company.

In light of the March 1, 2019 decision of the Quebec Court of Appeal with respect to the Quebec class

action, we assume that the Company is considering various options. We would be pleased to engage

with you in that regard. But to the extent the Company intends to seek relief under any insolvency

statute, including making an application for an Order under the Companies' Creditors Arrangement
Act, we request that we receive advance notice of such an application. We recognize that any such

application may be required to be made on an urgent basis. Nevertheless, we still request that we

receive as much notice as is practicable in the circumstances. There is no need for an application to

proceed on an ex parte basis.

JSL:mdlr
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IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT, 
 R.S.C. 1985, c. C-36, AS AMENDED 

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT 
OF JTI-MACDONALD CORP. 

Court File No.:  19-CV-615862-00CL

 ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 
Proceedings commenced at Toronto 
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100 Wellington Street West 
Suite 3200 
TD West Tower, Toronto-Dominion Centre 
Toronto, ON   M5K 1K7 

Robert I. Thornton (LSO# 24266B) 
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Leanne M. Williams (LSO# 41877E) 
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