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PART |
ITEM 1. DESCRIPTION OF BUSINESS.
(A) GENERAL DEVELOPMENT OF BUSINESS
GENERAL

Philip Morris Companies Inc. is a holding compartyose principal wholly-owned subsidiaries, Philip e Incorporated, Philip Morris
International Inc., Kraft Foods, Inc., and Millerd8ving Company, are engaged in the manufacturesaledof various consumer products. A
wholly-owned subsidiary of the Company, Philip Msi€apital Corporation, engages in various finag@nd investment activities. As used
herein, unless the context indicates otherwiseteim "Company" means Philip Morris Companies brd its subsidiaries. The Company is
the largest consumer packaged goods company indHd.*

Philip Morris Incorporated ("PM Inc."), which concts business under the trade name "Philip Morr&.AL," and its subsidiaries and
affiliates are engaged in the manufacture andafat@arettes. PM Inc. is the largest cigarette pany in the United States. Philip Morris
International Inc. ("Philip Morris Internationally a holding company whose subsidiaries and af#iand their licensees are engaged
primarily in the manufacture and sale of tobacamdpcts (mainly cigarettes) internationally. A sulisiy of Philip Morris International is the
leading United States exporter of cigarettes. MARIERD, the principal cigarette brand of these cormgmriias been the world's largest-
selling cigarette brand since 1972. Certain subgih and affiliates of Philip Morris Internatiomabnufacture and sell a wide variety of food
products in Latin America.

Kraft Foods, Inc. ("Kraft"), is the largest procesand marketer of retail packaged foods in theddéhBtates. A wide variety of cheese,
processed meat products, coffee and grocery predwetmanufactured and marketed in the United Statd Canada by Kraft. Subsidiaries
and affiliates of Kraft Foods International, IntKfaft Foods International”), a subsidiary of Kraftanufacture and market coffee,
confectionery, cheese, grocery and processed madtqts in Europe and the Asia/Pacific region.

Miller Brewing Company ("Miller") is the second st brewing company in the United States.
SOURCE OF FUNDS--DIVIDENDS

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

(B) FINANCIAL INFORMATION ABOUT INDUSTRY SEGMENTS

In 1996, the Company's significant industry segmerdre tobacco products (principally cigarettes)df products, beer, and financial serv
and real estate. Operating revenues, operating paether with a reconciliation to operatingamee) and identifiable assets attributable to
each such segment for each of the last three gearset forth in Note 10 to the Company's constdiifinancial statements and are
incorporated herein by reference to the Compamyis@ report to stockholders for the year endecebdoer 31, 1996 (the "1996 Annual
Report").

In 1996, operating profit from tobacco products \@pproximately 67% of the Company's total operagirgit (up from 65% in 1995), with
PM Inc. and Philip Morris International contribugi84% and 33%, respectively (compared with 34%3¥d, respectively, in 1995). Food
products, beer, and

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



financial services and real estate accounted foregmately 27%, 4% and 2%, respectively, of thenpany's total operating profit in 1996
(compared with 29%, 4% and 2%, respectively, in5)99

(C) NARRATIVE DESCRIPTION OF BUSINESS
TOBACCO PRODUCTS

PM Inc. manufactures, markets and sells cigaréttdse United States (including military sales)bSidiaries and affiliates of Philip Morris
International and their licensees manufacture, etaakd sell tobacco products outside the UniteteSt&nd export tobacco products from the
United States.

DOMESTIC TOBACCO PRODUCTS

PM Inc. is the largest tobacco company in the Wh8tates, with total cigarette shipments in thetéthBtates of 230.8 billion units in 1996
(an increase of 4.1% from 1995), accounting foB% of the cigarette industry's total estimated stapts in the United States (an increase of
1.7 share points from 1995). The industry's estihaigarette shipments in the United States inexthyg 0.4% in 1996, compared with 1995,
due to two additional shipping days in 1996 andrithistor buying patterns. While PM Inc. cannot potduture growth rates, it believes that,
over the long term, the United States industryigreknts will continue to decline in line with thdiistorical average decline of 1% to 2% per
annum. The following table sets forth the industsstimated cigarette shipments in the United S§t&#® Inc.'s shipments and its share of
United States industry shipments:

YEARS ENDED PM INC.
DECEMBER 31 INDUSTRY* PMINC. SHARE OF INDUSTRY*

(IN BILLIONS OF UNITS)
(%)

1996, . 483.3 230.8 47.8
1995, . . 481.1 221.8 46.1
1994, . . 489.6 219.4 44.8

PM Inc.'s major premium brands are MARLBORO, BENS®MNMEDGES, MERIT, VIRGINIA SLIMS and PARLIAMENT. K principal
discount brands are BASIC and CAMBRIDGE. All of litsands are marketed to satisfy differing prefeesnaf adult smokers. PM Inc. has
been the leading cigarette company in the UnitateStmarket since 1983.+ MARLBORO is the largelingecigarette brand in the United
States, with shipments of 156.2 billion units irf&qup 7.8% from 1995), equating to 32.3% of thététhStates market (up from 30.1% in
1995).

In 1996, the premium and discount segments accddoteapproximately 71.6% and 28.4%, respectivefyjomestic cigarette industry
volume, versus approximately 70% and 30%, respalgtivn 1995, reflecting a continued shift to thigher-margin premium segment, which
began in the second half of 1993.

In 1996, PM Inc.'s share of the premium segment36a3%, an increase of 1.9 share points over 198fments of premium cigarettes
accounted for 84.4% of PM Inc.'s 1996 volume, @onf82.7% in 1995. In 1996, United States indushigraents within the discount segm
declined 4.9% from 1995 levels; PM Inc.'s 1996 stépts within this category declined 6.3%, resuliing share of 26.2% of the discount
segment (down 0.4 share points from 1995).

PM Inc. cannot predict future change or rates ahgfe in the relative sizes of the premium and distsegments or in PM Inc.'s shipments,
market share (based on shipments) or retail mataate.

* Source: Wheat, First Securities, Inc., publish&#r$he Maxwell Consumer Report.
+ Source: The Maxwell Consumer Report (issued by&VHFirst Securities, Inc.).
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INTERNATIONAL TOBACCO PRODUCTS

Philip Morris International's total cigarette shipnts grew 11.3% in 1996, to approximately 660dmillunits, including approximately 17
billion units of local Polish brands acquired imd89see discussion below). Philip Morris Internadits share of the world cigarette market
(excluding the United States) was approximately 13%096, up from approximately 12% in 1995. PhMprris International estimates that
world cigarette industry unit shipments (excludihg United States) were approximately 5.1 trilliorits in 1996, which represents a
compounded annual increase of approximately 1%gar over the last five years. Philip Morris Intinnal estimates that the American-
style segment of the world market (excluding thététhStates), of which it accounts for approximaf8%, has increased at a compounded
annual rate of more than 3% per year over thdilastears. It also estimates that the Americatestggment constituted approximately 32%
of the world cigarette market (excluding the Unitdtes) in 1996, up from approximately 31% in 1996it sales of Philip Morris
International's principal brand, MARLBORO, incred$2:2% in 1996 over 1995, to 302.2 billion unitsarly 6% of the world cigarette
market (excluding the United States).

Philip Morris International has a cigarette markedire of at least 15%--and in a number of instasgbstantially more than 15%--in more
than 40 markets, including Argentina, Australialgdém, the Canary Islands, the Czech Republic,d@fid] France, Germany, Hong Kong,
Italy, Japan, the Netherlands, the PhilippinesaRa| Singapore, Spain, Switzerland and Turkeyig°Nbrris International's leading
international brands are MARLBORO, L&M, PHILIP MORR BOND STREET, CHESTERFIELD, LARK, PARLIAMENT, ME&T and
VIRGINIA SLIMS.

In 1996, Philip Morris International increased cgipaand improved productivity through various aisifions and capital projects. During the
year, Philip Morris International acquired a cotling interest in Poland's largest tobacco compaaklady Przemyslu Tytoniowego
Krakowie S.A. Also in 1996, Philip Morris Internatial began exports for selected Asian markets ftemewly completed leaf-processing
facility in Malaysia, and expanded its infrastruety investing in manufacturing and distributi@eifities in Europe and by opening
additional sales and representative offices iné&tagturope. In January 1997, Philip Morris Inteioval acquired a controlling interest in
Tabaqueira-Empresa Industrial de Tabacos, S.Atugalts formerly state-owned tobacco company.

TAXES, LEGISLATION, REGULATION AND OTHER MATTERS RE GARDING TOBACCO AND SMOKING

The tobacco industry, both in the United Statesabrdad, has faced, and continues to face, a nuofiliesues that may adversely affect
volume, operating revenues and operating profRMdfinc., Philip Morris International and the Compaiihese issues include tax increases,
health concerns relating to the use of tobaccoumisdand exposure to environmental tobacco smdkKES™), governmental regulation,
privately imposed smoking restrictions, governmeatal grand jury investigations, decreasing saiakptance of smoking, increased
pressure from anti-smoking groups and unfavorat#egreports.

Cigarettes are subject to substantial excise taxéwe United States and to similar taxes in mostifjn markets. The United States federal
excise tax on cigarettes, last increased in 139812 per 1,000 cigarettes ($0.24 per pack of @érettes). Recently, several measures have
been proposed to increase the federal excise taigarettes. In general, excise taxes, sales x@®ther cigarette-related taxes levied by
various states, counties and municipalities hawen liecreasing, and additional increases have begmoged in a number of states. These |
vary considerably and, when combined with the qurfederal excise tax, may be as high as $1.2¢ack.

In the opinion of PM Inc. and Philip Morris Intetianal, past increases in excise and similar téwee® had an adverse impact on sales of
cigarettes. Any future increases, the extent ottvitannot be predicted, could result in volumeideslfor the cigarette industry, including
PM Inc. and Philip Morris International, and migiause shifts from the premium segment to the disceegment.
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Reports with respect to the alleged harmful phystfaects of cigarette smoking have been publicitednany years, and the sale, promotion
and use of cigarettes continue to be subject t@asing governmental regulation. Since 1964, thrge®un General of the United States and
the Secretary of Health and Human Services haeasel a number of reports purporting to link cigaremoking with a broad range of
health hazards, including various types of cammagnary heart disease and chronic lung diseasee@ommending various governmental
measures to reduce the incidence of smoking. TB8,11090, 1992 and 1994 reports focus upon theopiag "addictive” nature of cigarett
the purported effects of smoking cessation, theedese in smoking in the United States and the enanand regulatory aspects of smokin
the Western Hemisphere, and cigarette smoking bieadents, particularly the purported "addictivatune of cigarette smoking in
adolescence.

In 1996, the journal SCIENCE reported the resulis study that suggest that a metabolite of a cbalnfibund in cigarette smoke may be
involved in a cellular mechanism leading to lungeer. The Company believes that the study meriesfalreview.

The Comprehensive Smoking Education Act (the "SmgplEducation Act"), enacted in 1984, requires @garmanufacturers and importers
to include the following warning statements in tistg sequence on cigarette packages and in adsmeists: "SURGEON GENERAL'S
WARNING: Smoking Causes Lung Cancer, Heart DiseBsghysema, And May Complicate Pregnancy"; "SURGEEENERAL'S
WARNING:

Quitting Smoking Now Greatly Reduces Serious RiskKgour Health"; "SURGEON GENERAL'S WARNING: SmokjiBy Pregnant
Women May Result in Fetal Injury, Premature Bidind Low Birth Weight"; and "SURGEON GENERAL'S WARNG:

Cigarette Smoke Contains Carbon Monoxide." The SngpEducation Act also covers the size and formiatarnings on cigarette packages
and in cigarette advertising, and prescribes a figoversion of the warnings for outdoor billboadvertisements. In addition to the warning
statements, pursuant to an agreement sanctionte yederal Trade Commission (the "FTC"), cigaratteertising in the United States must
disclose the average "tar" and nicotine yieldshefdadvertised brand or variety. The FTC is considgiroposing changes to the existing
method of measuring and disclosing "tar" and nietjiields.

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

Most of the cigarettes sold by Philip Morris Intational are sold in countries where warning statémequirements for cigarette packages
have been adopted. In markets where such statearent®t legally required, Philip Morris Internatad's policy is to place the United States
Surgeon General's warnings on all cigarette package

Studies with respect to the alleged health riskdlesmokers of ETS have received significant pulgli¢éh 1986, the Surgeon General of the
United States and the National Academy of Scienggsrted that nonsmokers were at increased rigkngf cancer and respiratory illness due
to ETS. In January 1993, the United States Enviemtal Protection Agency (the "EPA") issued a reportcluding, among other things, that
ETS is a human lung carcinogen and that ETS ineseesrtain health risks for young children. In Ju@83, PM Inc. joined five other
representatives of the tobacco manufacturing alatiebindustries in a lawsuit against the EPA, segh declaration that the EPA does not
have the authority to regulate ETS, and that, @&wwvof the available scientific evidence and the BERailure to follow its own guidelines in
making the determination, the EPA's final risk assgent be declared arbitrary and capricious anereddwithdrawn. The outcome of this
lawsuit cannot be predicted. The EPA report, togiettith adverse publicity on ETS, have resultethanenactment of legislation and
privately imposed limitations that restrict or beigarette smoking in certain public places and splaees of employment. It has been
reported that the International Agency for ReseartiCancer of the World Health Organization is agriithg research on ETS that may be
published during 1997.



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

In April 1994, the United States Occupational Sa#etd Health Administration ("OSHA") issued a pregd rule that could, as a practical
matter, ultimately ban smoking in the workplaceakHiegs on this proposed rule were held from Sep&rib94 through March 1995. The
period for post-hearing submissions on the propogledended in February 1996. OSHA has not yeed®ither a final rule or a proposed
revised rule.

Television and radio advertising of cigarettesrizhibited in the United States, and prohibitedestricted in many other countries. In June
1995, PM Inc. entered into a consent decree wetDidpartment of Justice, pursuant to which it adjteeaeposition its brand advertising at
professional football, baseball, basketball andkbgarenas so as to minimize incidental televisioverage.

In June 1992, the Alcohol, Drug Abuse and MentahldeAct was reauthorized. This act requires stateslopt a minimum age of at least 18
for purchases of tobacco products and to estahlsfstem to monitor, report and reduce the illegh of tobacco products to minors in order
to continue receiving federal funding for mentadltfe and drug abuse programs. In January 1996latgus implementing this legislation
were announced by the Department of Health and HuBeavices.

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

In May 1996, PM Inc. proposed that comprehensideral legislation be enacted to respond to cond®yrrike President and others regarding
the use of tobacco products by minors. The proptesgsdlation would establish a federal minimum afj&8 for the sale of tobacco products,
and would ban, restrict or otherwise limit the doling, among other things: cigarette vending maesiitobacco product brand names, logos,
characters and selling messages displayed on hatdo-related items such as hats or T-shirts; tmbpmduct sponsorship of events with
significant youth audiences; outdoor advertiseménttobacco products within 1,000 feet of any plieund or elementary or secondary
school, including outward-facing window display adising; advertisements for tobacco products iarotrains, buses, subways and taxis,
and in terminals, stations, platforms or stopsiie@se vehicles; and advertisements for tobaccauptedn youth-oriented publications. The
proposed legislation would restrict youth acces®lb@cco products by calling for a ban on the eingle cigarettes or packs with fewer
than 20 cigarettes; requiring all tobacco saldsetéace-to-face where proof of age can be verffiednyone appearing under age 21;
mandating that tobacco products in retail estabvishts be displayed within the control or line @ffdiof an employee; banning sampling
except in locations where minors are denied aceggbrequiring retailers and their employees ttifgahat they understand and will comply
with minimum-age laws. To ensure compliance, ttoppsed legislation calls for penalties of up to,$80 for violations by a tobacco
manufacturer. The proposed legislation also call&f$250 million contribution from the tobacco ustry (based on market share) over a five-
year period to assist the government and otheérapfementation and enforcement. The proposed kigsl, which as of yet has not be
introduced into either house of Congress, wouldlpde the United States Food and Drug Administraftbe "FDA") from regulating

tobacco products, except with respect to brandwa/fach a manufacturer makes an express health ¢tagonsumers.

In August 1996, the FDA issued final regulationspoutedly designed to reduce youth smoking. Inrdgulations, the FDA purports to
exercise jurisdiction over cigarettes as a "mediesice” (a "nicotine

5



delivery system") under the provisions of the Fdoryg and Cosmetic Act. The final regulations irtgltsevere restrictions on the
distribution, marketing and advertising of cigaesitand would require the industry to comply withide range of labeling, reporting,
recordkeeping, manufacturing, and other requiresnapplicable to medical devices and their manufacsuFor the most part, the regulations
are scheduled to become effective on August 287.188e FDA's exercise of jurisdiction, if not resed by judicial or legislative action,
could lead to more expansive FD#posed restrictions on cigarette operations thasd set forth in the final regulations, and caddersely
affect the volume, operating revenues and operatiafjt of PM Inc. in amounts that cannot be deteed. PM Inc. and other domestic
cigarette manufacturers and an advertising firmetgned the FDA, seeking a judicial declaration thatFDA has no authority to regulate
cigarettes and asking the court to permanentlyietii@ FDA from enforcing its regulations. Simikarits have been filed against the FDA by
manufacturers of smokeless tobacco products, kada association of cigarette retailers and by didiugy agency associations. A hearing on
the plaintiffs' motion for summary judgment wascheh February 10, 1997. The outcome of the litayathallenging the FDA regulations
cannot be predicted.

In August 1996, the Commonwealth of Massachusatisted legislation that would require cigarette ufacturers to disclose the flavorings
and other ingredients used in each brand of cigarebld in the Commonwealth, and to provide "miesyield ratings” for their products
based on standards to be established by the MasstthDepartment of Public Health. PM Inc. belsetreat enforcement of the statute,
which is scheduled to take effect on July 1, 12®uld require the disclosure of valuable proprietaformation concerning its brands. PM
Inc. and three other domestic cigarette manufacturave filed suit in federal district court in Bais challenging the legislation as being
preempted by the Federal Cigarette Labeling ande&tbimg Act (the "Labeling Act") and as violatitige commerce, full faith and credit, due
process and takings clauses of the U.S. ConstitutioFebruary 1997, the court ruled on summargiuent motions that the Labeling Act
does not preempt the requirement that ingredidatrimation be provided to the Commonwealth. Therpifis intend to appeal that decision,
and will continue to assert their other constiméibclaims. The ultimate outcome of this lawsuitroat be predicted. The enactment of this
legislation has encouraged, and continues to engeyefforts to enact similar legislation in otettes. The Department of Public Health has
proposed regulations to implement the Massachusgjitslation, and has invited public comment onghaposed regulations. PM Inc. and
three other domestic cigarette manufacturers fitedments objecting to the proposed regulationsalFagulations have not been issued.

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

In recent years, various members of Congress maradiiced legislation--some of which has been thgest of hearings or floor debate--that
would subject cigarettes to various regulationseurtde Department of Health and Human Servicesgulation under the Consumer Prod
Safety Act, establish anti-smoking educational caigs or anti-smoking programs, or provide addaldonding for governmental anti-
smoking activities, further restrict the advertgsiof cigarettes, including requiring additional wiaigs on packages and in advertising, pro
that the Labeling Act and the Smoking Education éaild not be used as a defense against liabiiletustate statutory or common law,
allow state and local governments to restrict #ile and distribution of cigarettes, and furthetriescertain advertising of cigarettes and
eliminate or reduce the tax deductibility of tobaadvertising.

Some foreign countries have also taken steps toatesr prohibit cigarette advertising and pronoatj to require ingredient disclosure, to
impose maximum constituent levels, to increasesaxecigarettes, to control prices, to restrictamg, to ban or severely restrict smoking in
workplaces and public places, and otherwise toodisme cigarette smoking.
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It is not possible to determine the outcome offB& regulatory initiative or the related litigatipar to predict what, if any, other foreign or
domestic governmental legislation or regulationt & adopted relating to the manufacturing, adsierg, sale or use of cigarettes, or to the
tobacco industry generally. However, if any orddlthe foregoing were to be implemented, the voluoperating revenues and operating
profit of PM Inc., Philip Morris International artdie Company could be adversely affected, in amahiatscannot be determined.

PM Inc. has received requests for information (idadg grand jury subpoenas) in connection with goreental investigations of the tobacco
industry, and is cooperating with respect to swtjuests. Certain present and former employees aineMave testified or have been asked
to testify in connection with certain of these raedt The investigations are as follows:

An investigation by the United States Attorneyttoe Eastern District of New York relating to Theudail for Tobacco Research-U.S.A.,
Inc., a research organization of which PM Inc. gpansor; and an investigation by the United Sttgsartment of Justice relating to issues
raised in testimony provided by tobacco industrgenives before Congress and other related matters.

PM Inc. has been informed that an investigatioheyUnited States Attorney for the Southern DiswfdNew York, which had been initiated
following the publication of an article in THE NEWORK TIMES that made allegations about PM Inc. doeats and supposedly secret
research relating to nicotine, has been consolidaith the United States Department of Justicestigation discussed immediately above.

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

PM Inc. has been informed that previously repoiteestigations by the United States Attorney far Bastern District of Virginia relating to
Healthy Buildings International, Inc., and by theitdd States Department of Justice relating tothesibility of alleged joint activity to
restrain competition in the manufacture and saleigdrettes, have been closed.

In July 1996, an affiliate of Philip Morris Interianal received a request for information from @@mpetition Directorate of the European
Commission concerning the relationship of certdiitiates of Philip Morris International with thedlian state cigarette monopoly. Philip
Morris International and its affiliates believe thiaey have acted in accordance with European Caritynlaw.

SMOKING AND HEALTH LITIGATION

Note 13 to the Company's consolidated financial staments ("Note 13"),

incorporated herein by reference to the Compar886 Annual Report, describes certain litigationgirg against the Company and its
subsidiaries and related entities. Item 3 heregtidiees certain subsequent developments in sugatidn. Further reference is made to such
Note 13 and Item :

During 1996, press reports discussed proposatyt¢e fa comprehensive legislative solution to smpkind health claims against the tobacco
industry. The Company believes that any such latiesi would involve significant, and perhaps insaumtable, difficulties in reconciling the
views of many competing interests. However, the Gamy will explore all reasonable measures that beaip the best interests of its
shareholders and, toward that end, may enter istusisions with appropriate parties. Were thasjgplen, the Company would not
contemplate making any further comment as to tlstence or progress of any such discussions. Iregagt, the Company continues to
believe that it has a number of valid defensetdcsmoking and health cases pending against ivdhdontinue to defend all cases
vigorously.



DISTRIBUTION, COMPETITION AND RAW MATERIALS

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

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

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

FOOD PRODUCTS

During 1995, 1996 and the first quarter of 1997afksold several domestic and international foosifesses, including its bakery busines:
North American margarine, specialty oils, marshmadl, caramels and Kraft Foodservice distributiosifbesses, its bagel business, its s
confectionery business in Scandinavia, its margabimsinesses in the U.K. and Italy, and severall sm@rnational food businesses. The s
of these businesses have not had and are not ededhave a material effect on the Company's tesiibperations and have improved the
profit margins of its food operations.

NORTH AMERICA

Kraft is the largest packaged food company in Néutterica. Kraft's principal products include cheasd cheese products, processed meat
and poultry products, coffee, ready-to-eat cerealad and other dressings, powdered and readsirtkloeverages, frozen pizza, packaged
and refrigerated desserts and snacks, packageagiasers, lunch combinations, barbecue sauceserirtoppings and other cultured dairy
and grocery products. Its principal brands incld@&AFT, VELVEETA and CRACKER BARREL cheese and chepsoducts,
PHILADELPHIA BRAND cream cheese, CHEEZ WHIZ chesseice, OSCAR MAYER luncheon meats, hot dogs, batam,and other
meat products, LOUIS RICH luncheon meats, pouliayks, turkey bacon and other poultry products, OBMBLES lunch combinations,
CLAUSSEN pickles, MAXWELL HOUSE, YUBAN and NABOB ¢fees, GENERAL FOODS INTERNATIONAL COFFEES flavored
coffees, POST ready-to-eat cereals, MIRACLE WHIRd&dressing, KRAFT spoonable and pourable salesisitigs, KOOL-AID, TANG,
CAPRI SUN, CRYSTAL LIGHT and COUNTRY TIME powdereshd ready-to-drink beverages, TOMBSTONE and JAGKIZen pizzas
and DIGIORNO pastas, sauces, cheeses and frozaasp#ELL-O desserts, HANDI-SNACKS snacks, KRAFT @#RONI & CHEESE
dinners, KRAFT and BULL'S&EYE barbecue sauces, COOL WHIP whipped topping&©\EH TOP stuffing mix, MINUTE rice, LOG CABII
syrups, SHAKE 'N BAKE coatings, LIGHT N' LIVELY ctdred dairy products, and TACO BELL grocery produ@tcquired by Kraft in
August 1996).



INTERNATIONAL

Subsidiaries and affiliates of Kraft Foods Interoiaal manufacture and market a wide variety of @effconfectionery, cheese and grocery
processed meat products in Europe, the Middle Basta and the Asia/Pacific region. In Latin Ameai subsidiaries and affiliates of Philip
Morris International manufacture and market a widsety of food products, including ice cream, was powdered soft drinks and a number
of the other products sold by Kraft. In 1996, apjirately 82% of operating revenues for the intéoretl foods businesses were derived f
sales made in Europe. International brands inciudéde variety of the products sold by Kraft in MoAmerica, as well as JACOBS CAFE,
GEVALIA, CARTE NOIRE, JACQUES VABRE, KAFFE HAG, GRAD' MERE, KENCO, SAIMAZA and SPLENDID coffees, MIL&
SUCHARD, KIBON, COTE D'OR, MARABOU, TOBLERONE, FRE| TERRY'S, DAIM and CALLARD & BOWSER confectionery
products, HOLLYWOOD chewing gum, DAIRYLEA, EL CASHER and INVERNIZZI cheeses, MIRACOLI pasta dinnenslaauces,
VEGEMITE spread, ESTRELLA and MAARUD snacks and IENTHAL meats. In 1996, Philip Morris Internatioretquired nearly all «
the remaining voting shares of Industrias de Chatedlacta S.A., the leading confectionery compangrazil.

DISTRIBUTION, COMPETITION AND RAW MATERIALS

Kraft's products in North America are generallyds supermarket chains, wholesalers, club stonass merchandisers, distributors,
individual stores and other retail food outletodrcts are distributed through distribution centsasellite warehouses, compamyerated an
public cold-storage facilities, depots and otheilitzes. Selling efforts are assisted by natiomadl regional advertising on television and radio
and in magazines and newspapers, as well as by/mamotions, product displays, trade incentivéfrimative material offered to customers
and other promotional activities. Subsidiaries affiliates of Kraft Foods International and Philworris International sell their food products
primarily in the same manner and also through saffases and agents. Advertising is tailored bydarct and country to reach targeted
audiences.

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

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

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

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

The purchase price of poultry and meat cuts isrtagr factor in the cost of Kraft's processed npeatiucts. Poultry and meat prices are
cyclical and are affected by market supply and dem&leats for OSCAR MAYER processed products aoeiged primarily by full-lot
guantity purchases.



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

The prices paid for raw materials used in food pobsl generally reflect external factors such astheraconditions, commodity market
activities, currency fluctuations, and the effagftgovernmental agricultural programs. Although piiees of the principal raw materials can
be expected to fluctuate as a result of governmetiins and/or market forces (which would direetffect the cost of products and value of
inventories), Kraft and Philip Morris Internatiortaglieve such raw materials to be generally avil&iom numerous sources and in adequate

supply.
REGULATION

Almost all of Kraft's United States food producisd packaging materials therefor) are subjectdalegions administered by the FDA or,
with respect to products containing meat and ppuitre USDA. Among other things, these agenciesrepfstatutory prohibitions against
misbranded and adulterated foods, establish ingnésliand/or manufacturing procedures for certaindgrd foods, establish standards of
identity for food, determine the safety of food stances, and establish labeling standards andiontidbeling requirements for food
products.

In addition, various states regulate the businégsaft's United States operating units by licegsitairy plants, enforcing federal and state
standards of identity for food, grading food promspecting plants, regulating certain tradeficas in connection with the sale of dairy
products and imposing their own labeling requirets@m food products.

Many of the food commodities on which Kraft's Unit8tates businesses rely are subject to governhagrtaultural programs. These
programs have substantial effects on prices anpliegpand are subject to Congressional review.

Almost all of the activities of the Company's fomgerations outside of the United States are sutgagtgulations similar to those applicable
to Kraft's United States businesses and are suigjéotal and national and, in some cases, inteEnmalt(such as the European Union)
regulatory provisions. The rules and regulationatecto labeling, packaging, food content, pricimgrketing and advertising, and related
areas.

BEER
PRODUCTS

Miller's brands include MILLER LITE, MILLER LITE IE, MILLER GENUINE DRAFT, MILLER GENUINE DRAFT LIGHT MILLER
BEER and ICEHOUSE in the premium segment; the MIRUEIGH LIFE family, including MILLER HIGH LIFE, MILLER HIGH LIFE
LIGHT and MILLER HIGH LIFE ICE, and RED DOG in theear-premium segment; LOWENBRAU, brewed and solthénUnited States
under license from Lowenbrau Munchen AG in the @&premium segment; MEISTER BRAU, MILWAUKEE'S BESAcaAMAGNUM
MALT LIQUOR in the below-premium segment; and SHARRon-alcohol brew. Competing in the specialtynsexgt are the
LEINENKUGEL, CELIS and SHIPYARD brands. Miller aleawns and operates Molson Breweries U.S.A. Ine stcond largest beer
importer in the United States, whose brands incM@.SON, FOSTER'S and ASAHI. Shipment volume foll®ti including imports,
exports and nodcohol brew, decreased 2.7% in 1996, compared 18€b, while the U.S. industry was up 1.8%. Despigder shipments
MILLER LITE in 1996, shipments of premium-pricedaimds decreased, as did shipments of budget-prieedi$. Lower volume was due to
softness in most of Miller's brands and intensepetition. Miller's share of the U.S. industry (béiem shipments) was 21.6%, down 1.0 s
point from 1995. Despite lower overall volume, Mils premium shipments increased to 82.5% from%8TBMiller's total shipments.
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The following table sets forth, based on shipmehisU.S. industry's sales of beer and brewed hohal beverages, as estimated by Miller,
Miller's unit sales and its estimated share of gtidusales:

YEARS ENDED MILLER'S
DECEMBER 31 INDUST RY MILLER SHARE OF INDUSTRY
(IN THOUSANDS OF
BARRELS) (%)
1996 202, 332 43,799 21.6
1995, 198, 838 45,006 22.6
1994.oooeeeeeeeeeeeeeee e 199, 572 45243 22.7

During 1996, Miller took a number of actions inteddo restore growth, streamline its organizatiot educe costs, including a workforce
reduction.

DISTRIBUTION, COMPETITION AND RAW MATERIALS

Beer products are distributed primarily throughepdndent beer wholesalers. The United States mwdtrage industry is highly competitive,
with the principal methods of competition beinggwot quality, price, distribution, marketing andraedising. Miller engages in a wide vari
of advertising and sales promotion activities. Barhops, corn and water represent the princigakiients used in manufacturing Miller's
beer products, and are generally available in thekat. The production process, which includes feratgon and aging periods, is conducted
throughout the year, and at any one time Millerdmasiand only a small quantity of finished produ€entainers (bottles, cans and kegs) for
beer products are purchased from various suppliers.

REGULATION

The Alcoholic Beverage Labeling Act of 1988 reqgsigdl alcoholic beverages manufactured for satbénUnited States to include the
following warning statement on containers: "GOVERENT WARNING: (1) According to the Surgeon Generabmen should not drink
alcoholic beverages during pregnhancy because afskef birth defects; (2) Consumption of alcoledbeverages impairs your ability to drive
a car or operate machinery and may cause healliepns.” The statute empowers the Bureau of Alcohalbacco and Firearms to regulate
the size and format of the warning.

The federal excise tax is 32 cents per packagdf2sounce containers. Excise taxes, sales taxes apdtattes affecting beer are also le\
by various states, counties and municipalitiegshé&opinion of Miller, increases in excise taxegehhad, and could continue to have, an
adverse effect on shipments.

Advertising of alcoholic beverages, including béers come under increasing scrutiny by governmeaigiihcies, and others. The FTC's
Division of Advertising Practices is conductingiamestigation of advertising of alcoholic beveragks part of its investigation, the Division
of Advertising Practices has issued to Miller awary request for certain information and matsrialating to Miller's advertising. Miller is
cooperating with this request. While the outcoméhefinvestigation cannot be predicted, Miller beds it has acted lawfully.

FINANCIAL SERVICES AND REAL ESTATE

Philip Morris Capital Corporation ("PMCC") invedtsleveraged and direct finance leases, other teented financing transactions, third-
party financial instruments, and engages in varfowancing activities for customers and suppligrthe Company's subsidiaries. Mission
Viejo Company, a wholly-owned subsidiary of PMCE&gengaged in land planning, development and satasti@s in Southern California
and in the Denver, Colorado, area. Total asse®VEC increased to $5.9 billion at December 31, 1886pared with $5.6 billion at
December 31, 1995, reflecting an increase in mernite assets.
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OTHER MATTERS
CUSTOMERS

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

EMPLOYEES
At December 31, 1996, the Company employed apprateiyn 154,000 people worldwide.
TRADEMARKS

Trademarks are of material importance to all tlulethe Company's consumer products businessesramt@ected by registration or
otherwise in the United States and most other ntarkbere the related products are sold.

ENVIRONMENTAL REGULATION

The Company and its subsidiaries are subject towafederal, state and local laws and regulatcmmeerning the discharge of materials into
the environment, or otherwise related to environiaeurotection, including the Clean Air Act, thee@h Water Act, the Resource
Conservation and Recovery Act and the Compreheii&ivironmental Response, Compensation and Lialfldy which imposes joint and
several liability on each responsible party (comipdmown as "Superfund"). In 1996, subsidiariesf(@mer subsidiaries) of the Company
were involved in approximately 197 matters subjegthem to potential remediation costs under Supérbr otherwise. The Company and
its subsidiaries expect to continue to make capitdl other expenditures in connection with envirental laws and regulations. Although i
not possible to predict precise levels of environtakrelated expenditures, compliance with suctslamnd regulations, including the payment
of any remediation costs and the making of sucleedipures, have not had and are not expected ® davaterial adverse effect on the
Company's results of operations, capital expengtor financial position.

SHARE REPURCHASE PROGRAM

On February 26, 1997, the Company announced a nagvgm to spend up to $8 billion to repurchaseeshaf its Common Stock in open
market transactions over three years. This newrprogvill commence following the anticipated comjaatin the next few weeks of the
Company's current three-year $6 billion repurctlasgram. Under that program, through March 6, 189¢ Company repurchased
approximately 67 million shares of its Common Stock

COMMON STOCK SPLIT

On February 26, 1997, the Company announced a-foreme split of its Common Stock, to be effecsda distribution on April 10, 1997,
of two shares for each share held of record atltee of business on March 17, 1997. Effectivénatdose of business on March 17, 1997,
the par value of the Company's Common Stock wilthenged from $1.00 to $0.33 1/3, and authorizedeshof Common Stock will be
increased from 4 billion to 12 billion shares. Aftgving effect to the stock split, earnings andidiénds per share amounts reported in the
Company's consolidated financial statements, irmraited herein by reference to the Company's 199@ualrReport, would be as follows:
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PER SHARE DATA: 1996 1 995 1994

Earnings before cumulative effect of accounting cha NGBS eeiieeiiieeiiiieeeeiieeeenns . 217 $ 1.82
Cumulative effect of changes in method of accountin [0 PP PR PRRN - (.01)

NEt €AMINGS...ieiiiiiiive e e 216 $ 1.82
Dividends declared.........cccovvvvvvvcceneccs

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

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

The tobacco industry continues to be subject waddwo health concerns relating to the use of tobgroducts and exposure to ETS,
legislation, including tax increases, governmerggllation, privately imposed smoking restrictioggyernmental and grand jury
investigations, and litigation. Each of the Comparmperating subsidiaries is subject to intensepatition, changes in consumer preferences,
the effects of changing prices for its raw materad local economic conditions. The performanaeach of Philip Morris International and
Kraft Foods International is affected by foreigmeomies and currency movements. Developments irohthese areas, which are more fully
described elsewhere in Part | hereof and in Managé€mDiscussion and Analysis of Financial Conditimd Results of Operations

("MD&A") on pages 2129 of the Company's 1996 Annual Report, each otkvis incorporated into this section by referemoelld cause th
Company's results to differ materially from restiftat have been or may be projected by or on belfidife Company. The Company cautions
that the foregoing list of important factors is matlusive. The Company does not undertake to epatat forwardeoking statement that m.

be made from time to time by or on behalf of therpany.

(D) FINANCIAL INFORMATION ABOUT FOREIGN AND DOMESTEC OPERATIONS AND EXPORT SALES

The amounts of operating revenues, operating paofitidentifiable assets attributable to each ef@bmpany's geographic segments and the
amount of export sales from the United States &@heof the last three fiscal years are set forfiate 10 to the Company's consolidated
financial statements, incorporated herein by refeggo the Company's 1996 Annual Report.

Subsidiaries of Philip Morris International, Krafind Miller export tobacco and tobacco-related potglicoffee products, grocery products,
cheese, processed meats and beer. In 1996, treeafadll exports from the United States by thedssiliaries amounted to approximately
$6.5 billion.

ITEM 2. DESCRIPTION OF PROPERTY.
TOBACCO PRODUCTS

PM Inc. owns nine tobacco manufacturing and prangdacilities--six in the Richmond, Virginia, areavo in Louisville, Kentucky, and one
in Cabarrus County, North Carolina. Subsidiaried affiliates of Philip Morris International own,dse or have an interest in 47 cigarette or
component manufacturing facilities in 28 countoesside the United States, including cigarette meeturing facilities in Bergen Op Zoom,
the Netherlands, and in Berlin, Germany.
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FOOD PRODUCTS

The Company's subsidiaries have 60 manufacturidgpamcessing facilities and 229 distribution cesi@nd depots throughout the United
States, as well as 113 foreign manufacturing andgssing facilities in 34 countries, and variowgrdiution and other facilities outside the
United States. All significant plants and propestissed for production of food products are own#tipagh the majority of the domestic
distribution centers and depots are leased.

BEER

Miller currently owns and operates eight breweriesated in Milwaukee, Wisconsin (two); Fort Worlfexas; Eden, North Carolina; Albar
Georgia; Irwindale, California; Trenton, Ohio; a@tippewa Falls, Wisconsin. Miller owns a majorityearest in the Celis Brewery in Austin,
Texas, and the Shipyard Brewery in Portland, Maltidler also owns a hops-processing facility in \dbssin, and owns or leases warehouses
in several locations.

GENERAL

The plants and properties owned and operated bgohgpany's subsidiaries are maintained in gooditiondand are believed to be suitable
and adequate for present needs. In the fourtheyafrtl 993, the Company provided for the costssfructuring its worldwide operations.
The charge related primarily to the downsizinglosare of approximately 40 manufacturing and ofheilities. Write-downs of such
facilities included in the restructuring charge &/8429 million, of which $141 million, $211 millicemd $77 million related to tobacco, food
and beer facilities, respectively. The 1993 restniicg and its impact on the Company's financiatesnents are described in the MD&A,
incorporated herein by reference to the Compargg$ Annual Report.

ITEM 3. LEGAL PROCEEDINGS.

Reference is made to Note 13, incorporated hereieference to the Company's 1996 Annual Reparia fescription of certain pending
legal proceedings. The following summarizes redenelopments with respect to such litigation.

In January 1997, defendants in the BROIN caseudssad in Note 13, filed a motion to dismiss ongfminds that the suit is preempted by
Labeling Act.

In February 1997, the judge in the LACEY case, ulised in Note 13, entered a written order confightire court's oral decision to grant
defendants' motion for summary judgment on the gaisithat the suit was preempted by the Labeling Act

In February 1997, the trial court in the CASTANGeadiscussed in Note 13, denied defendants' nsotiwrsummary judgment as to the
individual claims asserted by the two remaining adrmlaintiffs in the case.

In February 1997, plaintiffs in the SCOTT casecdssed in Note 13, filed briefs that seek to chahgescope of this purported class action to
include not only individuals with claims relating ‘thicotine dependence" but also those with cladfrshysical injury.

In February 1997, plaintiffs in the MCGINTY casésalissed in Note 13, filed a class certificatiortiomoon behalf of all current residents of
Arkansas who were smokers as of November 4, 198bBwéo began smoking at or before age 19.
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In January 1997, the court in the HARRIS PRO SEe cdiscussed in Note 13, dismissed PM Inc. ancCtrapany.

In January 1997, a purported class action was ffiléfest Virginia state court against United Statiggrette manufacturers and others,
including the Company, on behalf of all "nicotinepgndent” residents of West Virginia, their estates families. Defendants have removed
this case to federal court.

MCCUNE, ET AL., V. THE AMERICAN TOBACCO COMPANY, ERL., UNITED STATES DISTRICT COURT, SOUTHERN
DISTRICT OF WEST VIRGINIA, CASE NO. 97-C-00204.

In February 1997, a purported class action wad fileHawaii state court against United States etjamanufacturers and others, including
the Company, on behalf of citizens of Hawaii wheéaurchased and smoked cigarettes manufacturddfepdant tobacco companies and
all persons who have claims because of their patsetationship with those who purchased and smaketi cigarettes. Defendants have
removed this case to federal court. PETERSON, ET XLTHE AMERICAN TOBACCO COMPANY, INC., ET AL., MITED STATES
DISTRICT COURT, DISTRICT OF HAWAII, CASE NO. 97-083-HG.

In February 1997, a purported class action wad fiteKansas state court against United Statesatigamanufacturers and others, including
the Company, on behalf of citizens of Kansas wheelmurchased and smoked cigarettes manufacturddfepdant tobacco companies and
all persons who have claims because of their patsetationship with those who purchased and smaketi cigarettes. Defendants have
removed this case to federal court. EMIG, ET AL., V

THE AMERICAN TOBACCO COMPANY, INC., ET AL., UNITEDSTATES DISTRICT COURT, DISTRICT OF KANSAS AT WICHHA,
CASE NO. 97-1121-MLB.

In February 1997, a purported class action wad fiteOklahoma state court against United Statesrette manufacturers and others,
including the Company, on behalf of citizens of &dma who have purchased and smoked cigarettedawamed by defendant tobacco
companies and those individuals who have claimsddidve from the individuals who purchased and leedosuch cigarettes. Defendants t
removed this case to federal court. WALLS, ET AL. THE AMERICAN TOBACCO COMPANY, INC., ET AL., UNI'ED STATES
DISTRICT COURT, NORTHERN DISTRICT OF OKLAHOMA, CASEO. 97-CIV-0218.

In February 1997, the court in the FLORIDA healéineccost recovery action, discussed in Note 13itgdaplaintiffs’ motion to strike all of
defendants' affirmative defenses to the countsditbunder Florida's Medicaid recovery statute.esponse to defendants' motion for
reconsideration, the court permitted certain ofdfiemative defenses to be asserted. The cowtraled that defendants are entitled to the
names of the individual Medicaid recipients whosdinal expenses form the basis of the State's desraayd that defendants may depose
obtain the medical records of twenty-five recipgeot defendants' choice.

In February 1997, the court in the WEST VIRGINIAaltl care cost recovery action, discussed in N8tgyfanted defendants’ motion to
dismiss the State's common law and equitable claimtse grounds that the State did not have atdigacse of action against defendants on
these claims.

In February 1997, plaintiffs in the TEXAS healtlrea@ost recovery action, discussed in Note 13 flenotion seeking to prevent defendants
from asserting a "set off" defense based on thisexaxes that the State collects from the sateliEicco products.

In February 1997, certain defendants, includingIB&4, in the LOUISIANA health care cost recoveryiae, discussed in Note 13, appealed
the trial court's ruling that the Attorney GeneslLouisiana had procedural capacity to bring #ggon.

In February 1997, the court in the SAN FRANCISCG@iltrecare cost recovery action, discussed in N8tgfanted defendants' motion to
dismiss the suit, with leave to file an amended glamt.
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In February 1997, defendants in the WASHINGTON tieaare cost recovery action, discussed in Notéile8, a motion to dismiss claims of
special duty and unjust enrichment and a claimdfegorgement of profits.

In March 1997, defendants in the CONNECTICUT headite cost recovery action, discussed in NoteitE8] & motion seeking to dismiss
complaint on various grounds.

In February 1997, defendants in the UTAH healtle @arst recovery action, discussed in Note 13, filedotion to dismiss the complaint on
the grounds that the State's exclusive remedyhigogation.

In February 1997, the court in the declaratory judgt action filed by plaintiff tobacco companiesimgt the State of Utah, discussed in Note
13, denied plaintiffs' motion for partial summanggment challenging the ability of the State tospute a health care cost recovery actia
a contingent fee basis.

In February 1997, defendants in the LOS ANGELESthezre cost recovery action, discussed in Notari®/ed to dismiss plaintiffs'
misrepresentation and breach of warranty claims.

In February 1997, defendants in the MICHIGAN heatine cost recovery action, discussed in NoteitE®] motions to dismiss the complaint
on the grounds that plaintiff's exclusive remedsgubrogation and in response to plaintiff's moattacking certain affirmative defenses.

In March 1997, the court dismissed the action,wlised in Note 13, brought by plaintiff tobacco camips challenging the right of the New
Jersey Attorney General to bring a health care remstvery action and to prosecute such a casecontagent fee basis.

In February 1997, defendants in the NEW YORK CITéalth care cost recovery action, discussed in li8teemoved the case to federal
court.

In January 1997, the State of New York filed a tireahre cost recovery action in New York State tddefendants have removed this action
to federal court. STATE OF NEW YORK AND DENNIS CACCO, ATTORNEY GENERAL OF THE STATE OF NEW YORK V.
PHILIP MORRIS INC., ET AL., UNITED STATES DISTRICTOURT FOR THE SOUTHERN DISTRICT OF NEW YORK, CASEON
97-CIV-0794 (LMM).

In February 1997, the State of Hawaii filed a Heaklire cost recovery action in Hawaii state c&FATE OF HAWAII V. BROWN &
WILLIAMSON TOBACCO CORPORATION AS SUCCESSOR BY MERER TO THE AMERICAN TOBACCO COMPANY, ET AL.,
FIRST CIRCUIT COURT, HONOLULU, HAWAII, CASE NO. 99441-01.

In February 1997, the State of Wisconsin filed altiecare cost recovery action in Wisconsin statgtc STATE OF WISCONSIN V. PHILI
MORRIS INCORPORATED, ET AL., CIRCUIT COURT, DANE GINTY, WISCONSIN, CASE NO. 30704.

In February 1997, the State of Indiana filed a theehre cost recovery action in Indiana state c&@FATE OF INDIANA V. PHILIP
MORRIS INCORPORATED, ET AL., MARION COUNTY SUPERIOBROURT, INDIANA, CASE NO. 49D07-9702-CT-0236.

As reported in Note 13, during 1996, tax assesssradletging the underpayment of certain Italian sawere asserted against affiliates of the
Company. In February 1997, the Italian tax autfemitvithdrew assessments totaling $104.5 millieaying total outstanding assessments of
$693.9 million. The Company anticipates that furthgbstantial tax assessments may be claimed. mpény and its
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affiliates believe they have complied with appligahalian tax laws and intend to vigorously cohthbe assessments.

The Company and each of its subsidiaries namedateadant believe, and each has been so advisealiogel handling the respective
cases, that it has a number of valid defensed litigation pending against it. All such cases,aed will continue to be, vigorously defended.
It is not possible to predict the outcome of tlitigdtion. Litigation is subject to many uncerté@s, and it is possible that some of these ac
could be decided unfavorably. An unfavorable outeaha pending smoking and health case, such &BSARTER case mentioned in Note
13, could encourage the commencement of additginalar litigation. There have also been a numberdverse legislative, regulatory,
political and other developments concerning cigareinoking and the tobacco industry. These devedopsrgenerally receive widespread
media attention. The Company is not able to evaltta effect of these developing matters on penidiggtion and the possible
commencement of additional litigation.

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

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
None.
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EXECUTIVE OFFICERS OF THE COMPANY

The following are the executive officers of the Gmamy as of March 1, 1997:

NAME OFFICE AGE

Geoffrey C. Bible.........coovveeviieiiiienns .. Chairman of the Board and Chief Executive Offic er 59

John D. BOWIIN.....ccoviiiiiieciiiccciiees .. President and Chief Executive Officer of Kraft Foods 46
International

Murray H. Bring......ccoooovevviieniiiecinnn .. Executive Vice President, External Affairs, and 62
General Counsel

Bruce S. Brown.........coecoeeeeeeeeeeieiiiieenn, .. Vice President, Taxes 57

Louis C. Camilleri. .. Senior Vice President and Chief Financial Offic er 42

Katherine P. Clark .. Vice President and Controller 48

Dinyar S. Devitre.. . .. Senior Vice President, Corporate Planning 49

Marc S. Goldberg........cceecveveiiiieeniiieenns .. Senior Vice President, Worldwide Operations and 53
Technology

G. Penn HolsenbecK.......c.ccoooveivieiiiennnnnn. .. Vice President, Associate General Counsel and 50
Secretary

James M. KiltS.........ccvvvvvvvvvvveenreenrnnnnnn. .. Executive Vice President, Worldwide Food 49

George R. Lewis...... .. Vice President and Treasurer 55

John N. MacDonough.........ccccccvvvviveeiinnnn. .. Chairman and Chief Executive Officer of Miller 53

James J. Morgan........ . .. President and Chief Executive Officer of PM Inc . 54

Robert S. MOITISON..........ccvvvvvvveiriiirinnnen. .. Chairman and Chief Executive Officer of Kraft F oods, 54
Inc.

Steven C. Parrish........ccoeccvciceiiceieeennn, .. Senior Vice President, Corporate Affairs 46

Timothy A. SOmpolsKi.........cccccvevviiiennnnn. .. Senior Vice President, Human Resources and 44
Administration

William H. Webb..........ccoooveiviiiiiiieens .. President and Chief Executive Officer of Philip 57

Morris International

All of the above-mentioned officers, with the extiep of Messrs. Holsenbeck and MacDonough, have kegployed by the Company in
various capacities during the past five years. irisenbeck was elected to his current position withCompany in January 1995.
Previously, Mr. Holsenbeck held various positiorithvBethlehem Steel Corporation, including Secketard Deputy General Counsel from
1992 to January 1995. Mr. MacDonough was Execltice President, Marketing, of Anheuser-Busch Indional, Inc., from 1991 until
September 1992, when he became President and @bézhiting Officer of Miller. He assumed his currposition in August 1993.
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS.

The information called for by this Item is herebgaorporated by reference to the paragraph captitQedrterly Financial Data (Unaudited)”
on page 52 of the Company's 1996 Annual Repornzarde a part hereof.

ITEM 6. SELECTED FINANCIAL DATA.

The information called for by this Item is herebgarporated by reference to the information appgannder the caption "Selected Financial
Data" on page 30 of the Company's 1996 Annual Repat made a part hereof.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

The information called for by this Iltem is herebgarporated by reference to the paragraphs captitvianagement's Discussion and
Analysis of Financial Condition and Results of Ggiems" on pages 21-29 of the Company's 1996 AnRegbrt and made a part hereof.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information called for by this Iltem is herebgarporated by reference to the Company's 1996 &rRReport as set forth under the cap
"Quarterly Financial Data (Unaudited)" on page 6@ & the Index to Consolidated Financial Statesand Schedules (see Item 14) and
made a part hereof.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
Not applicable
PART llI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
ITEM 11. EXECUTIVE COMPENSATION.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

Except for the information relating to the execatofficers of the Company set forth in Part | a§tReport, the information called for by
Items 10, 11 and 12 is hereby incorporated by eefeg to the Company's definitive proxy statementif@ in connection with its annual
meeting of stockholders to be held on April 24, 2.98nd made a part hereof.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.
Not applicable
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A’ ND REPORTS ON FORM 8-K.
(a) Index to Consolidated Financial StatementsSeitedules

REFERENCE

FORM 10-K 1996 ANNUAL
ANNUAL REPORT REPORT
PAGE PAGE

Data incorporated by reference to the Company's 199 6
Annual Report:
Consolidated Balance Sheets at December 31, 199 6 and 1995.... - 32-33
Consolidated Statements of Earnings for the yea rs ended
December 31, 1996, 1995 and 1994............. . e - 34
Consolidated Statements of Stockholders' Equity for the years
ended December 31, 1996, 1995 and 1994....... e -- 36
Consolidated Statements of Cash Flows for the y ears ended
December 31, 1996, 1995 and 1994............. . e - 34-35
Notes to Consolidated Financial Statements..... ... - 37-52
Report of Independent Accountants............... . ... -- 53
Data submitted herewith:
Report of Independent Accountants................. e S-1 -
Financial Statement Schedule--Valuation and Qua lifying
ACCOUNES...ovviiiiiiiiie e e, S-2 -

Schedules other than those listed above have baited either because such schedules are not egbjoirare not applicable.

(b) Reports on Form 8-K: No Current Reports on F8ri were filed during the last quarter of the pdrfor which this Report is filed.
Subsequent to the last quarter of the period fackvthis Report is filed, the Company filed its @mt Report on Form 8-K dated January 30,
1997.

(c) The following exhibits are filed as part ofgfReport (Exhibit Nos. 10.1-10.15 are managememiracts, compensatory plans or
arrangements):

1.1. Form of Underwriting Agreement, including fo rm of Terms Agreement.(1)

1.2. Form of Selling Agency Agreement.(2)

1.3. Form of First Amendment to Selling Agency Ag reement.(3)

3.1. Restated Articles of Incorporation of the Co mpany.(4)

3.2. By-Laws, as amended, of the Company.(5)

4.1. Plan of Exchange and Articles of Incorporati on.(6)

4.2. Form of Indenture between the Company and Th e Chase Manhattan Bank, Trustee.(7)

4.3. 5-Year Loan and Guaranty Agreement dated as of October 26, 1995, among the Company,
the Banks named therein and Citibank, N.A. , as Agent.(4)

10.1. Financial Counseling Program of PM Inc. and the Company.(8)

20



10.2.

10.3.

10.4.

10.5.

10.6.

10.7.

10.8.

10.9.

10.10.

10.11.

10.12.

10.13.

10.14.

10.15.

Philip Morris Benefit Equalization Plan, as

Form of Employee Grantor Trust Enrollment A
Automobile Policy of PM Inc. and the Compan
Agreement, dated March 8, 1989, between the

Agreement, dated October 12, 1987, between
amended.(3)

Agreement, dated November 1, 1989, between
Agreement, dated March 8, 1989, between the

Form of Employment Agreement between the Co

Supplemental Management Employees' Retireme

The Philip Morris 1992 Incentive Compensati
1992 Compensation Plan for Non-Employee Dir
Unit Plan for Incumbent Non-Employee Direct
The Philip Morris 1987 Long Term Incentive

Form of Executive Master Trust between the
(formerly known as Chemical Bank) and Han

amended.

greement.(4)

y-(8)

Company and Robert S. Morrison.

the Company and Murray H. Bring, as

the Company and Murray H. Bring.(9)
Company and James M. Kilts.(9)
mpany and its executive officers.(9)
nt Plan of the Company, as amended.
on and Stock Option Plan.(10)

ectors, as amended.(4)

ors, effective January 1, 1996.(4)
Plan.(11)

Company, The Chase Manhattan Bank
dy Associates.(9)

12. Statements re computation of ratios.(1)

13. Pages 21-53 of the Company's 1996 Annual Re port, but only to the extent set forth in
ltems 1, 5, 6, 7, 8 and 14 hereof. With t he exception of the aforementioned
information incorporated by reference in this Annual Report on Form 10-K, the
Company's 1996 Annual Report is not to be deemed "filed" as part of this Report.

21. Subsidiaries of the Company.

23. Consent of independent accountants.

24. Powers of attorney.

(1) Incorporated by reference to the Company'sétifiReport on Form 8-K dated January 30, 1997.

(2) Incorporated by reference to the Company's fedion Statement on Form S-3 (No. 33-49195) dalimeember 25, 1992.
(3) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decertied 993.

(4) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decer3tied 995.

(5) Incorporated by reference to the Company's @tgrReport on Form 10-Q for the period ended Saper 30, 1996.

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

(7) Incorporated by reference to the Company's fegion Statement on Form S-3 (No. 333-16955)diblievember 27, 1996.

21



(8) Incorporated by reference to the Company's fedion Statement on Form 8-B (No. 1-8940) dateég 7, 1985.
(9) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decer3tied 994.

(10) Incorporated by reference to the Company'sypstatement in connection with its annual meetihgtockholders held on April 23, 19¢
filed on March 12, 1992.

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

PURSUANT TO THE REQUIREMENTS OF SECTION 13 OR 15@f THE SECURITIES EXCHANGE ACT OF 1934, THE
REGISTRANT HAS DULY CAUSED THIS REPORT TO BE SIGNEDN ITS BEHALF BY THE UNDERSIGNED, THEREUNTO
DULY AUTHORIZED.

PHILIP MORRIS COMPANIES INC.

BY: /'SI CGECFFREY C. BIBLE

(Ceoffrey C. Bible,
Date: March 11, 1997 Chai rman of the Board)

PURSUANT TO THE REQUIREMENTS OF THE SECURITIES EXBNGE ACT OF 1934, THIS REPORT HAS BEEN SIGNED
BELOW BY THE FOLLOWING PERSONS ON BEHALF OF THE RE&GIRANT AND IN THE CAPACITIES AND ON THE DATE
INDICATED:

S| GNATURE TI TLE DATE
/'s/ CGECFFREY C. BIBLE Director, Chairnman of the
S - Board and Chi ef March 11, 1997
(Geoffrey C. Bible) Executive O ficer
/'s/ LOU S C. CAM LLERI Seni or Vice President
S - and Chi ef Financi al March 11, 1997
(Louis C. Camilleri) O ficer
/sl KATHERI NE P. CLARK Vice President and
S - Control | er March 11, 1997

(Katherine P. dark)

* ELIZABETH E. BAILEY, MURRAY H. BRING, HAROLD BROWN, WILLIAM H. DONALDSON, JANE EVANS, ROBERT E. R.
HUNTLEY, RUPERT MURDOCH,

JOHN D. NICHOLS, RICHARD

D. PARSONS, ROGER S.

PENSKE, JOHN S. REED,

STEPHEN M WOLF, Directors
*BY: /S/ LOUS C. CAM LLERI

(Louis C. Canilleri March 11, 1997
Attorney-in-fact)
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REPORT OF INDEPENDENT ACCOUNTANTS

Our report on our audits of the consolidated finamrstatements of Philip Morris Companies Inc. haen incorporated by reference in this

Form 10-K from the 1996 annual report to stockhadd® Philip Morris Companies Inc. and appears agep53 therein. In connection with

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

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

COOPERS & LYBRAND L.L.P.

New York, New York
January 27, 1997
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PHILIP MORRIS COMPANIES INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

FOR THE YEARS ENDED DECEMBER 31, 1996, 1995 AND 199
(IN MILLIONS)

CoL.C
COL.B ADDITIONS COL.E
COL. A BALANCE AT CHARGED TO CHARGED TO COL.D BALANCE AT

BEGINNING  COSTS AND

END OF

DESCRIPTION OF PERIOD  EXPENSES DEDUCTIONS PERIOD
(A (8)
1996:
CONSUMER PRODUCTS:
Allowance for discounts.............ccccereenne $ 12 $ 492 $ - $ 499 $ 5
Allowance for doubtful accounts . 163 27 16 39 167
Allowance for returned goods..................... 3 64 - 62 5
$ 178 $ 583 $ 16 $ 600 $ 177
FINANCIAL SERVICES AND REAL ESTATE:
Provision for l0Sses.........c.ccccevveninnnn. $ 1000 $ - $ - $ - 101
1995:
CONSUMER PRODUCTS:
Allowance for discounts..............cccoceune. $ 15 $ 551 $ - $ 554 $ 12
Allowance for doubtful accounts 168 35 12) 28 163
Allowance for returned goods..................... 4 40 - 41 3
$ 187 $ 626 $ (12 $ 623 $ 178
FINANCIAL SERVICES AND REAL ESTATE:
Provision for [0SS€S............ccceveveerinnne $ 104 $ - $ - $ 3 101
1994:
CONSUMER PRODUCTS:
Allowance for discounts.............cccceeeenns $ 18 $ 538 $ - $ 541 $ 15
Allowance for doubtful accounts.................. 153 38 8 31 168
Allowance for returned goods..................... 4 100 - 100 4
$ 175 $ 676 $ 8 $ 672 $ 187
FINANCIAL SERVICES AND REAL ESTATE:
Provision for [0Sses...........cccccvveninnnn. $ 94 $ 10 $ - $ - 104

Notes:
(a) Related to divestitures, acquisitions and awydranslation.
(b) Represents charges for which allowances werated.
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EXHIBIT 10.2
PHILIP MORRIS BENEFIT EQUALIZATION PLAN
Effective September 2, 1974

(As amended and in effect as of January 1, 1



PHILIP MORRIS BENEFIT EQUALIZATION PLAN

The Philip Morris Benefit Equalization Plan govethe rights of a person whose benefits under thgdReent Plan or the Profharing Plar
or both Plans, are subject to the Statutory Linutes.

The Plan as hereinafter set forth shall, in the cdBenefit Equalization Retirement Allowances gialg under Article 1, A hereof, be
effective with respect to each Employee whose dhtetirement (as specified in an application fetirement under Article II, B of the PM
Retirement Plan) is on or after April 1, 1993 orontas filed an application for an Optional Paynmnsuant to Article I, C(2) of the Plan
after March 1, 1992. The rights of a person whivgédtor otherwise terminated employment before Mdrc1993 shall be governed by the
provisions of the Plan as in effect on the dateetifement or other termination of employment, gelan application for an Optional Payment
was filed after March 1, 1992.

The Plan as hereinafter set forth shall, in the cdBenefit Equalization Profit-Sharing Allowangesyable under Article II, B hereof, be
effective with respect to Employees whose datetifement or other termination of employment isoorafter April 1, 1993 or who has filed
an application for an Optional Payment pursuairtle 11, C(2) of the Plan after March 1, 1992hdrights of a person who retired or
otherwise terminated employment before April 1,398all be governed by the provisions of the Piimaffect on the date of retirement or
other termination of employment, unless an appbcator an Optional Payment was filed after Mar¢ii992.

That portion of the Philip Morris Benefit Equaliiat Plan which provides benefits to a Beneficiasiely in excess of the Section 415
Limitations shall be treated as a separate plan it portion of the Plan which provides bendfita Beneficiary attributable solely to the
Compensation Limitation or to the Compensation tatdn and the Section 415 Limitatior



ARTICLE |
DEFINITIONS

The following terms as used herein shall have teanings set forth below. Capitalized terms usedihend not defined below shall have
meanings set forth in the PM Retirement Plan oPtwdit-Sharing Plan, as the context may require.

(a) "ACTUARIAL EQUIVALENT" shall mean a benefit wbh is equivalent in value to the benefit otherwiagable pursuant to the terms of
the Plan, based on the actuarial principles angnagons set forth in Exhibit "I" to the PM Retiremt Plan; provided, however, that a Single
Sum Payment shall be the Actuarial Equivalent efBlenefit Equalization Retirement Allowance payablequal monthly payments during a
twelve (12) month period for the life of the RetirEmployee, using the actuarial principles and mggions set forth in Exhibit "A" to the
Plan.

(b) "ALLOWANCES" shall mean a Benefit Equalizati®etirement Allowance and a Benefit Equalizationfiy®haring Allowance.

(c) "BENEFICIARY" shall mean an Employee or the 8@ or other beneficiary of such Employee whosefitsrunder the Retirement Plan
or Profit-Sharing Plan, or both Plans, are suliiethe Statutory Limitations.

(d) "BENEFIT EQUALIZATION PROFIT-SHARING ALLOWANCE"or "PROFIT- SHARING ALLOWANCE" shall mean the bdite
determined under Article I, B hereof and payatiléha time and in the manner set forth in Artidled hereof.

(e) "BENEFIT EQUALIZATION JOINT AND SURVIVOR ALLOWANCE" shall mean the total amount payable duringedvte (12) month
period as a reduced Benefit Equalization Retiremdiotvance to a Retired Employee for life and atiés death the amount payable to his

Spouse for life equal to one-half of the reduceddi¢ Equalization Retirement Allowance payableie Retired Employee, which together
shall be the Actuarial Equivalent of the BenefiuBlization Retirement Allowance of the Retired Eaygle.

() "BENEFIT EQUALIZATION OPTIONAL PAYMENT ALLOWANCE" shall mean (1) the total amount payable durihgelve (12)
month period in accordance with one of the paymegthods described in Article I, A(4)(d) of the HRétirement Plan designated by the
Employee in the application for an Optional Paymerder Article I, C(2) hereof pursuant to whicle tEmployee receives for life after his
retirement a reduced Benefit Equalization Retiremddiowance and after his death after retiremestlieneficiary receives for life a benefit
according to the option elected by



the Employee, which together shall be the Actud&livalent of the Benefit Equalization Retiremafibwance payable in equal monthly
payments for the life of the Employee after hisrestent, or (2) the total amount payable duringi@ve (12) month period in accordance
with one of the payment methods described in Aetitl A(4)(d) of the PM Retirement Plan pursuanatoelection described in Article 11, A
(4)(c) of the PM Retirement Plan and designatethByEmployee in the application for an Optional iRapt under Article II, C(2) hereof
pursuant to which the Employee receives for literalfiis retirement a reduced Benefit Equalizati@tir@ment Allowance and after his death
his beneficiary receives for life a benefit accargio the option elected by the Employee, whicletbgr shall be the Actuarial Equivalent of
the Benefit Equalization Retirement Allowance aedtto the date of election.

(9) "BENEFIT EQUALIZATION RETIREMENT ALLOWANCE" sh#l mean the benefit determined under Article Ilhéreof and payable
the time and in the manner set forth in ArticleQl,provided, that payment to a Retired Employeaniy form shall be the Actuarial
Equivalent of a Benefit Equalization Retirementoance expressed as a benefit payable in equahiggrayments during a twelve (12)
month period for the life of the Retired Employe#nencing at the Retired Employee's Normal RetirgrAge.

(h) "BENEFIT EQUALIZATION SURVIVOR ALLOWANCE" shallmean the total amount payable during a twelve i@)th period in
equal monthly payments for the life of the Spousa Deceased Employee or deceased Retired Empldyedas died after the date of his
retirement and prior to the date his Optional Paytnaeder Paragraph I(r)(i) or (ii) hereof commenimebe paid in an amount equal to one-
half of the reduced Benefit Equalization Retirem&lidwance which would have been payable as a BeEgfialization Joint and Survivor
Allowance to the Deceased Employee or deceaseteR&mployee.

() "CHANGE IN CIRCUMSTANCE" shall mean (1) the nieage of the Employee or Retired Employee, (2)diverce of the Employee or
Retired Employee from his Spouse, provided suchuSpwas designated as the beneficiary in the diyreffiective application to receive an
Optional Payment, or the Employee or Retired Emgédoglected to receive an Optional Payment purgaaause (i) of Paragraph (r) hereof,
(3) the death of the beneficiary designated inamglication to receive an Optional Payment, ora(#)edical condition, based on medical
evidence satisfactory to the Administrator, whistekxpected to result in the death of the benefidiacluding the Spouse) who is designated
to receive a benefit after the death of the Retitetbloyee in accordance with the application t@iex an Optional Payment originally filed
with the Administrator, within five (5) years ofeHiling of an application for change in OptionayPhent method pursuant to Article II, C(2)
or Article 11,D(2) hereof.



(j) "COMMITTEE" shall mean the Corporate Employeergfit Committee of the Company charged with thaiatstration of the Plan as
from time to time constituted.

(k) "COMPANY" shall mean Philip Morris Companie<cin

(I) "COMPENSATION LIMITATION" shall mean the limitigon of Section 401(a)(17) of the Code on the ahnampensation of an
Employee which may be taken into account undePthas.

(m) "DEFERRED RETIREMENT ALLOWANCE" shall mean tiRetirement Allowance payable pursuant to ArticleN(2) of the PM
Retirement Plan.

(n) "EARLY RETIREMENT ALLOWANCE" shall mean the Re¢ment Allowances payable pursuant to Articled3) of the PM
Retirement Plan.

(o) "EMPLOYEE" shall mean any person employed iBagticipating Company on a salaried basis whoseflieiunder the Retirement Plan
or Profit-Sharing Plan, or both Plans, are suliiethe Statutory Limitations.

(p) "FULL RETIREMENT ALLOWANCE" shall mean the Re¢iment Allowance payable pursuant to Article II1AOf the PM Retirement
Plan.

(q) "FUND" shall mean the trust fund provided forthe Profit-Sharing Plan and established undetrtis agreement with respect to the
Profit-Sharing Plan.

(r) "OPTIONAL PAYMENT" shall mean (1) in the caséaBenefit Equalization Retirement Allowance, folowing optional forms in
which the Benefit Equalization Retirement Allowarafean Employee who has made an election pursoafitticle 11, C(2) hereof may be
paid: (i) in equal monthly payments for the lifetbé Retired Employee, (ii) as a Benefit Equal@matioint and Survivor Allowance, or (iii) as
a Benefit Equalization Optional Payment Allowanaed (2) in the case of a Benefit Equalization Pi8faring Allowance, any of the
methods of distribution permitted under Article &lthe ProfitSharing Plan (other than a Single Sum Payment pagdithe time specified
Article 1l, D(1) hereof) and in the event the RetirEmployee dies before distribution of his BenEtjualization Profit-Sharing Allowance is
made, commences to be made or is fully distributethe beneficiary designated in the notificatsen forth in Article 11, E, hereof, in
accordance with the method of distribution spedifiesuch notification; provided however, that anftoyee may not revoke or modify the
method or the timing of any distribution of his Bdih Equalization Profit-Sharing Allowance lateathat the times specified in Article I, D
(2) hereof. Any election to receive an Optional iRapt with respect to a Retired Employee's Allowanaeder the Plan shall be
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independent of any election with respect to hisfiesipayable under the Retirement Plan, the R8ifdring Plan, or any other plan of a
member of the Controlled Group.

(s) "PARTICIPATING COMPANY" shall mean the Compaagd any other corporation which is a member ofGhatrolled Group and
which, with the approval of the Committee, deterasino participate in the Plan for the benefit sfeligible employees and executes such
instruments of participation as the Committee deraet®ssary.

(t) "PLAN" shall mean the Philip Morris Benefit Egjization Plan described herein and in any amentsrereto.
(u) "PLANS" shall mean the Retirement Plan andRh&fit-Sharing Plan.

(v) "PM RETIREMENT PLAN" shall mean the Philip MdsrSalaried Employees' Retirement Plan, effectsrefeSeptember 1, 1978 and as
amended from time to time.

(w) "PROFIT-SHARING PLAN" shall mean the Philip M@ Deferred Profit-Sharing Plan, effective Januhr956 and as amended from
time to time.

(x) "RETIREMENT PLAN" shall mean the PM Retiremdtian and each other defined benefit plan qualifieder Section 401(a) of the C¢
maintained by a member of the Controlled Group liclv an Employee has an accrued benefit, otherahdefined benefit plan whose
benefits in excess of the Statutory Limitations gagable from one or more of the following plansmteined by a member of the Controlled
Group other than a Participating Company: (1) aress benefit plan (as defined in Section 3(36)RIFA), or (2) a plan maintained
primarily for the purpose of providing deferred quensation for a select group of management or yighinpensated employees.

(y) "SECTION 415 LIMITATIONS" shall mean: (1) in ¢hcase of the Retirement Plan, the limitations emeffits applicable to defined ben:
plans set forth in Section 415 of the Code andrleasury Regulations promulgated thereunder, anih the case of the Profit-Sharing Plan,
the limitations on contributions applicable to defil contribution plans set forth in Section 41%hef Code and the Treasury Regulations
promulgated thereunder.

(z) "SINGLE SUM PAYMENT" shall mean (1) in the caska Benefit Equalization Retirement Allowanceg tiormal form of distribution to
a Retired Employee who is eligible for a Full, Deéel or Early Retirement Allowance, which distriiomt shall be made in one payment to the
Retired Employee (or his Spouse or



other beneficiary) at the time set forth in ArtitleC(1)(a) hereof and which is the Actuarial BEeplent of the Benefit Equalization Retirem
Allowance payable in equal monthly payments dudrtgelve

(12) month period for the life of the Retired Emy#e and (2) in the case of a Benefit EqualizatimfiPSharing Allowance, the normal form
of distribution of the balance to the credit of etired Employee as determined in accordance witiclarll, B hereof, which distribution shall
be made in one payment to the Retired Employehi¢oBpouse or other beneficiary) at the time sehfim Article I, D(1) hereof.

(aa) "STATUTORY LIMITATIONS" shall mean (1) the S&mn 415 Limitations and (2) the Compensation Latidn.

(ab) "VESTED RETIREMENT ALLOWANCE" shall mean theeRrement Allowance payable pursuant to Articled(6) of the PM
Retirement Plan.



ARTICLE II

BENEFIT EQUALIZATION RETIREMENT ALLOWANCES AND
BENEFIT EQUALIZATION PROFIT-SHARING ALLOWANCES

A. Benefit Equalization Retirement Allowances artldes benefits payable under this Plan shall beksis:

(1) (&) The Benefit Equalization Retirement Allowarwith respect to a Retired Employee who hasetin a Full, Deferred or Early
Retirement Allowance shall equal the amount by Whiee Full, Deferred or Early Retirement Allowaneeder the Retirement Plan accrue
the date of retirement, if computed without regarthe Statutory Limitations, exceeds the amournhefFull, Deferred or Early Retirement
Allowance actually payable under the RetiremenhPaeovided, however, that in the event the Berigdjialization Retirement Allowance
with respect to the Retired Employee is paid inrgl® Sum Payment pursuant to Paragraph C(1)(@pherior to the Retired Employee's
Benefit Commencement Date, the amount of such Bebefialization Retirement Allowance shall equa #mount by which the Full,
Deferred or Early Retirement Allowance under thér@ment Plan accrued to the date of retirememipifiputed without regard to the
Statutory Limitations, is reasonably estimatedHry Administrator to exceed the amount of the Hiferred or Early Retirement Allowance
which is projected by the Administrator to be atifupayable under the Retirement Plan.

(b) (i) The Spouse of a Retired Employee describeglbparagraph

(1)(a) above whose request for an Optional Paypersuant to Article I1(r)(1)(i) or (ii) hereof hagén granted by the Management
Committee, but who has died after the date ofdtisement and prior to the date his Optional Pajymemmences to be paid shall be eligible
to receive a Benefit Equalization Survivor Allowanc

(i) The beneficiary of a Retired Employee desadtlifie Subparagraph (1)(a) above whose request Bam&fit Equalization Optional Payment
Allowance pursuant to Article I(f)(1) has been gethby the Management Committee, but who has dtedthe date of his retirement and
prior to the date his Optional Payment commencégtpaid shall be eligible to receive that portidhe Benefit Equalization Optional
Payment Allowance elected by the Retired Employbiehvis payable after the death of the Retired Bygs.

(2) (&) The Benefit Equalization Retirement Allowarwith respect to a Retired Employee who is ofitil#de for a Vested Retirement
Allowance and who is living on his Benefit Commememt Date shall equal the amount by which the \teRietirement Allowance under the
Retirement Plan accrued to the date of his terrnanatf employment



with the Controlled Group, if computed without redj¢o the Statutory Limitations, exceeds the amadithe Vested Retirement Allowance
actually payable under the Retirement Plan.

(b) The Spouse of a Retired Employee describedibp&agraph 2(a) above who has died after ternoimati his employment with the
Controlled Group and prior to his Benefit CommeneatrDate shall be eligible to receive a Benefit&guation Survivor Allowance.

(3) (@) The Spouse of a Deceased Employee whoibdgdor to the date of his retirement or othemti@ation from the service of any
member of the Controlled Group shall be eligiblegceive a Benefit Equalization Survivor Allowangdess the Management Committee
granted the request of the Deceased Employee ¢oveca Benefit Equalization Optional Payment Allowa described in Article 1(f)(2)
hereof in which event such Spouse shall receiv@#reefit Equalization Survivor Allowance accruetkathe date specified in the election.

(b) The beneficiary of a Deceased Employee or demkRetired Employee whose request for a BenefialEption Optional Payment
Allowance described in Article I(f)(2) has beenmed by the Management Committee shall be eligibleceive that portion of the Benefit
Equalization Optional Payment Allowance electedhi®/Retired Employee which is payable after theldefthe Deceased Employee or
deceased Retired Employee.

B. Benefit Equalization Profit-Sharing Allowancesypable under this Plan shall be as follows:

The Benefit Equalization Profit-Sharing Allowancélwespect to a Retired Employee shall equal theumts which would have been
credited, but were not credited to his Company Aict@s a result of the Statutory Limitations. Alch amounts shall be deemed to have
invested in Part C of the Fund and valued in acoed with the provisions of the Profit-Sharing Plan

C. Commencement and termination of Benefit EquatinaRetirement Allowances:

(1) (&) The Benefit Equalization Retirement Allowarpayable pursuant to Paragraph A(1)(a) heredifshaistributed to the Retired
Employee in a Single Sum Payment no later thary $6@) days following the Retired Employee's ddteetirement (or, if the Retired
Employee dies after the date of retirement andrbed@stribution of his Single Sum Payment is maddiis beneficiary as determined
pursuant to Paragraph E hereof, in a Single SurmBatwithin sixty (60) days following the date bEtRetired
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Employee's death) unless the Employee has elezteave distribution of his Benefit Equalization Renent Allowance made in accordance
with Subparagraph
(2) hereof.

(b) The Benefit Equalization Retirement Allowanagyable pursuant to Paragraph A(2)(a) hereof sleadlistributed as an Optional Payment
under Article I(r)(2)(i) or (ii) hereof (which Omthal Payment shall be in the same form which thir€&®EEmployee's benefits are paid from
the PM Retirement Plan) and shall commence on thpl&/ee's Benefit Commencement Date.

(c) (i) The Benefit Equalization Survivor Allowanpayable pursuant to Paragraphs A(1)(b)(i), (AJ2End A(3)(a) hereof shall commence

to be paid on the later of (A) the first day of ta@endar month coincident with or next followirgtdate the Deceased Employee or decease
Retired Employee would have attained the age tyf-fite (55) years, or (B) the first day of the @atlar month in which the Deceased
Employee or deceased Retired Employee died, prdviis the Spouse may elect in accordance witlpiinésions of Article 11, A(5)(c) or (i

of the PM Retirement Plan, as applicable to theuSppthat the Benefit Equalization Survivor Allowarshall commence on the first day of
any month thereafter, but not later than the fiest of the calendar month in which the Deceased|®@ep or deceased Retired Employee
would have attained his Normal Retirement Age. Angh Benefit Equalization Survivor Allowance shealiminate with the payment due on
the first day of the month in which the Spouse dies

(il) The benefit payable to the beneficiary of ibeceased Employee or deceased Retired Employeeamite Paragraph A(1)(b)(ii) or (3)(b)
hereof shall commence on the first day of the cidemonth following the month in which the Deceaketployee or deceased Retired
Employee died.

(2) An Employee who is eligible to retire on a Flleferred or Early Retirement Allowance and whBseefit Equalization Retirement
Allowance is otherwise payable in a Single Sum Raytpursuant to Paragraph C(1)(a) hereof may mpikcation to the Administrator to
receive an Optional Payment. The application mafjlée prior to the date the Employee is eligibde &n Early Retirement Allowance and
shall specify the form of Optional Payment, thedfamary and the date on which the Optional Payniettd commence to be made, which
date shall be on or before the first day of the thaoincident with or next preceding the Employé&@gjuired Benefit Commencement Date,
but in no event shall the Employee's Optional Paytmemmence to be paid prior to the later of thet filay of the month following the first
anniversary of the date of the filing of his apption with the Administrator or the Employee's B#n@ommencement Date; provided,
however, that in the event the Employee or formaplbyee incurs a Change in Circumstance on or #ftedate of the filing of the
application and prior to the date his Optional Pagtrtommences to be paid, the Employee or formeyl&rae may file an application with
the Administrator within ninety (90) days of thea®ige in Circumstance,
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but in no event later than the date his Optionghint is to commence, to change the form of OptiBagment or to change the beneficiary
who is designated to receive a benefit after ttatdef the Retired Employee in accordance withQp&onal Payment method originally filed
with the Administrator; provided, further that aghgction to change the form of Optional Paymeetfiafter the date of his retirement and
prior to the date his Optional Payment is to comeeamay only change the form of Optional Paymemin® of the forms specified in Article |
(N() or (ii) hereof. In the case of an Employebareighteen (18) months prior to attaining the afggxty-five

(65) years could be compulsorily retired by histiegrating Company upon attaining the age of sikeg-(65) years pursuant to Section 12(c)
of the Age Discrimination in Employment Act, anypdipation to receive an Optional Payment must leaifivith the Administrator more than
one (1) year preceding the date the Employee atthmage of sixty-five (65) years. The Adminisirathall notify the Management
Committee of all applications for an Optional Paymdhe Management Committee may grant or denysanii application in its sole and
absolute discretion. Any such application shalbbao force and effect if

(i) the Employee does not retire on a Full, Defémwe Early Retirement Allowance, (ii) the Employieeurs a disability at any time before the
date his Optional Payment commences to be madéwhigses him to be eligible for benefits undeRhéip Morris Long-Term Disability
Plan, or (iii) the Employee is retired for ill héal disability or hardship under Article Il, A(3)(af the PM Retirement Plan, provided that in
the event the application is of no force and eftexder clauses (ii) or (iii) hereof, payment of Employee's Benefit Equalization Retirement
Allowance shall be made in a Single Sum Paymerdyant to Paragraph C(1)(a) hereof within sixty @&ys of the date of his retirement,
otherwise such application shall be irrevocable efifiekctive on the Employee's retirement on a Féiferred or Early Retirement Allowance
and the Employee's benefits shall commence onatespecified in the application; provided, howetteat (A) if within the one (1) year
period following the date of the filing of the apation with the Administrator the Employee's seewvith any member of the Controlled
Group is involuntarily terminated other than bysaa of the Employee's death, disability or miscandas determined by the Management
Committee), such Employee's Optional Payment sloatimence to be paid on the Employee's Benefit Camement Date, or (B) if within
the one (1) year period following the date of tiiad of the application with the Administrator tlemployee voluntarily retires or his
employment is terminated for misconduct (as deteechiby the Management Committee) by any membédreo€ontrolled Group, the
Optional Payment shall be reduced as specifiecmadtaph C(4)(a) hereof.

(3) (a) Notwithstanding the preceding provisionshi$ Paragraph, the Committee may cause thehlisioh of the Benefit Equalization
Retirement Allowance to any group of similarly sited Beneficiaries in a Single Sum Payment or a3ional Payment.

(b) Notwithstanding the preceding provisions oftRaragraph, the Administrator shall distributdcamployee's Benefit Equalization
Retirement Allowance in a



Single Sum Payment if the Benefit Equalization Retient Allowance payable in equal monthly payméentsot more than $250 per month.

(4) (&) The Benefit Equalization Retirement Allowarpayable to an Employee pursuant to clause (Bpodgraph C(2) hereof shall be
further reduced by one percent (1%) for each m@mtiportion of a month) by which the month in whitie Employee's termination of
employment precedes the first anniversary of tliregfiof the application with the Administrator.

(b) Any Benefit Equalization Survivor Allowance Benefit Equalization Optional Payment Allowance alalg under this Plan to any
Beneficiary other than a Retired Employee commanainan age other than the Retired Employee's Ndreiirement Age shall be the
Actuarial Equivalent of the Beneficiary's benefitypble pursuant to the terms of the Plan in equaithty payments for life commencing at
the Retired Employee's Normal Retirement Age.

D. Commencement and termination of Benefit EquibnaProfit-Sharing Allowances:

(1) The Benefit Equalization Profit-Sharing Allowanpayable pursuant to Paragraph B shall be distibto the Retired Employee in a
Single Sum Payment no later than sixty (60) dajleviong the Retired Employee's date of retirement if the Retired Employee dies after
the date of retirement and before distributionief$ingle Sum Payment is made, to his beneficiargetermined pursuant to Paragraph E
hereof, in a Single Sum Payment within sixty

(60) days following the date of the Retired Empgaleath) unless the Employee's Benefit Equatizdrofit-Sharing Allowance is
distributed in accordance with Subparagraph (2¢dfer

(2) An Employee who is eligible for a Benefit Egaation Profit-Sharing Allowance may make applioatio the Administrator to receive an
Optional Payment. The application shall specifyftiren of Optional Payment, the beneficiary anddhge on which the Optional Payment is
to be paid or commence to be paid, which date &leatin or before the first day of the month coiraidwith or next preceding the Employ:t
Required Benefit Commencement Date, but in no esfeall the Employee's Optional Payment commende toaid prior to the later of the
first day of the month following the first annivarg of the date of the filing of his applicationtivthe Administrator or the Employee's dat
retirement; provided, however, that in the eventBEmployee or former Employee has elected to redaiv Optional Payment over the joint
life expectancies of the Employee and his beneficdad incurs a Change in Circumstance describédtiole 1(i)(2), (3) or (4) hereof on or
after the date of the filing of the application grbr to the date his Optional Payment commenad®tpaid, the Employee or former
Employee may file an application with the Adminggtr within ninety (90) days of the Change in Cinstiance, but in no event later than the
date his Optional Payment commences to be madesigrthte a new
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beneficiary or elect to receive his Optional Paytreser the life expectancy of the Employee or forfmployee. In the case of an Employee
who eighteen (18) months prior to attaining the eiggixty-five (65) years could be compulsorilyiretl by his Participating Company upon
attaining the age of sixty-five (65) years pursuanbection 12(c) of the Age Discrimination in Eimginent Act, any application to receive an
Optional Payment must be filed with the Administranore than one (1) year preceding the date thel@ree attains the age of sixty-five
(65) years. The Administrator shall notify the Mgeement Committee of all applications for an OptidP@yment. The Management
Committee may grant or deny any such applicatiatsisole and absolute discretion. If within theedqf) year period following the date of 1
filing of the application with the AdministratoretEmployee voluntarily retires (other than foihidalth, disability or hardship under Article
A(3)(a) of the PM Retirement Plan), voluntarilyrténates his employment with his Participating Compgother than for a disability which
causes him to be eligible for benefits under thi&ig°Morris Long-Term Disability Plan) or his emplment is terminated for misconduct (as
determined by the Management Committee) by any neewfithe Controlled Group, the Optional Paymeiatldte reduced in the same
manner as specified in Paragraph C(4)(a) heretiielEmployee dies after the date of retirementpiud to the date his Benefit Equalization
Profit-Sharing Allowance is paid or commences tphbil, payment shall be made to his designatedfioearg commencing in the form and
on the date specified in the application and isnoh form or commencement date shall be specifi¢ide application, to his designated
beneficiary in a Single Sum Payment within sixt@)@ays of the date of his death.

(3) (&) Notwithstanding the preceding provisionshi$ Paragraph, the Committee may cause thehlisioh of the Benefit Equalization
Profit-Sharing Allowance to any group of similadifjuated Beneficiaries in a Single Sum Paymensa@araOptional Payment.

(b) Notwithstanding the preceding provisions o§tRaragraph, the Administrator shall distributdcamployee's Benefit Equalization Profit-
Sharing Allowance in a Single Sum Payment if thelwaf such Benefit Equalization Profit-Sharingd@lance is not more than $10,000.

E. Application or Notification for payment of Allcances:

An application for a Retirement Allowance, Survividiowance or optional form of benefit under thetiRement Plan shall be deemed
notification to the Administrator that payment bétBenefit Equalization Retirement Allowance oresthenefit is to be made or commenc
be made to the Retired Employee, Spouse
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or other beneficiary in accordance with the terrfihis Plan. An application for distribution of tlienployee's Accounts shall be deemed
notification to the Administrator that payment bé&tBenefit Equalization Profit-Sharing Allowanceasbe made or commence to be made to
the Retired Employee, Spouse or other beneficrmpctordance with the terms of this Plan. In thenéthe Employee shall not have elected
an Optional Payment method with respect to his BeBqualization Retirement Allowance, any suchification shall specify the beneficia

to whom payment of the Single Sum Payment shathlde in the event the Employee dies after theafdies retirement and prior to the date
the Single Sum Payment is made, provided, thaeifEmployee shall fail to designate a beneficiary the beneficiary shall predecease the
Employee, the Administrator shall distribute thagi® Sum Payment to the duly authorized repredeatat the former Employee's estate.
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ARTICLE Il
FUNDS FROM WHICH ALLOWANCES ARE PAYABLE

Individual accounts shall be established for theeffie of each Beneficiary under the Plan. Separateidual accounts shall be established for
that portion of each Beneficiary's benefits untherPlan attributable solely to the Section 415 tations, and for that portion of each
Beneficiary's benefits under the Plan attributaolely to the Compensation Limitation, or to then@@nsation Limitation and the Section
415 Limitations. If any portion of a Beneficiarydenefits are attributable to the Compensation latiuh, the total amount of all benefits
payable to the Beneficiary under the Plan shappdid from that portion of the Plan which providesbfits attributable solely to the
Compensation Limitation or to the Compensation tatidn and the Section 415 Limitations. Any bersefiyable from an individual accot
shall be payable solely to the Beneficiary for wheush account was established. The Plan shall tumded. All benefits intended to be
provided under the Plan shall be paid from tim#ére from the general assets of the Employee'sdizating Company and paid in
accordance with the provisions of the Plan; prodjdewever, that the Participating Companies restre right to meet the obligations
created under the Plan through one or more trusither agreements. The contributions by eachddaating Company on behalf of its
Employees to the individual accounts establishedyant to the provisions of the Plan, whetherusttor otherwise, shall be in an amount
which such Participating Company, with the advitamactuary, determines to be sufficient to previor the payment of the benefits under
the Plan.
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ARTICLE IV
THE CORPORATE EMPLOYEE BENEFIT COMMITTEE AND ITS DE LEGATEES
The general administration of the Plan shall beéedem the Committee, the Management Committeete@ddministrator.

All powers, rights, duties and responsibilitiesigised to the Committee, the Management Committeetlae Administrator under the
Retirement Plan applicable to this Plan shall lsepbwers, rights, duties and responsibilities ef@mmmittee, the Management Committee
and the Administrator under the terms of this Pé&tept that the Committee, the Management Comenatitel the Administrator shall not be
fiduciaries (within the meaning of Section 3(21)ERISA) with respect to that portion of the Planiethis intended to be exempt from the
requirements of ERISA pursuant to Section 4(b){&yeof.

14



ARTICLE V
AMENDMENT AND DISCONTINUANCE OF THE PLAN

The Board may, from time to time, and at any tiamaend the Plan; provided, however, that authooitgnhend the Plan is delegated to the
following committees or individuals where approeéthe Plan amendment or amendments by the shaesisadf the Company is not
required: (1) to the Committee, if the amendmentfoendments) will not increase the annual cott@fPlan by $10,000,000, (2) to the
Management Committee, if the amendment (or amentihesil not increase the annual cost of the Phu$4,000,000, (3) to the
Administrator, if the amendment (or amendments) mat increase the annual cost of the Plan by 81D,

Any amendment to the Plan may effect a substachihge in the Plan and may include (but shall edirbited to) any change deemed by
Company to be necessary or desirable to obtaibdarfits under any existing or future laws or rdesegulations thereunder; provided,
however, that no such amendment shall deprive ameficiary of any Allowances accrued at the timsudh amendment.

The Plan may be discontinued at any time by the®qaovided, however, that such discontinuancd sloadeprive any Beneficiary of any
Allowances accrued at the time of such disconticaan
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ARTICLE VI
FORMS; COMMUNICATIONS

The Management Committee shall provide such apfaigpiorms as it may deem expedient in the admatisnh of the Plan and no action to
be taken under the Plan for which a form is so jglex shall be valid unless upon such form. All camircations concerning the Plan shall
be in writing addressed to the Committee, the Mansnt Committee or the Administrator at such addassmay from time to time be

designated. No communication shall be effectiveafoy purpose unless received by the Committegyiiieagement Committee or the
Administrator.
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ARTICLE VII
INTERPRETATION OF PROVISIONS

The Management Committee shall have the full paamer authority to grant or deny requests for payréatBenefit Equalization
Retirement Allowance in accordance with a formistribution authorized under the Retirement Plath tne Committee shall have full pow
and authority with respect to all other mattersiag in the administration, interpretation and &agtlon of the Plan. Any member of the
Management Committee who makes a request for payoh@nBenefit Equalization Retirement Allowanceaitcordance with a form of

distribution authorized under the Retirement Plaallsexcuse himself from any and all deliberatiansl decisions of the Management
Committee in connection with such request.
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ARTICLE VIl
CHANGE IN CONTROL PROVISIONS

A. In the event of a Change of Control, each Em@éoghall be fully vested in his Allowances and atier benefits accrued through the date
of the Change of Control ("Accrued Benefits"). E&ahployee (or his beneficiary) shall, upon the @eaf Control, be entitled to a lump
sum in cash, payable within 30 days of the Charigeoatrol, equal to the actuarial equivalent of Aixrued Benefits, determined using
actuarial assumptions no less favorable than theed under the Supplemental Management Employe&scRent Plan immediately prior
the Change of Control.

B. Definition of Change of Control.
"Change of Control" shall mean the happening of afrye following events:

(1) The acquisition by any individual, entity ologp (within the meaning of Section 13(d)(3) or )42}l of the Securities Exchange Act of
1934, and amended (the "Exchange Act")) (a "Pe)sointieneficial ownership (within the meaning ofl&@3d-3 promulgated under the
Exchange Act) of 20% or more of either (i) the tloenstanding shares of common stock of the Comiidaey"Outstanding Company
Common Stock") or (ii) the combined voting powettloé then outstanding voting securities of the Camypentitled to vote generally in the
election of directors (the "Outstanding CompanyiM@tSecurities"); provided, however, that the faling acquisitions shall not constitute a
Change of Control: (i) any acquisition directlyfndhe Company, (ii) any acquisition by the Compdjiiy,any acquisition by any employee
benefit plan (or related trust) sponsored or maiethby the Company or any corporation controllgdie Company or (iv) any acquisition
by any corporation pursuant to a transaction deedrin clauses (i), (ii) and (iii) of paragraph @)this Section B; or

(2) Individuals who, as of the date hereof, constithe Board (the "Incumbent Board") cease forraagon to constitute at least a majority of
the Board; provided, however, that any individuatdming a director subsequent to the date hereo$&vhlection, or nomination for election
by the Company's shareholders, was approved byeso¥@t least a majority of the directors then pasing the Incumbent Board shall be
considered as though such individual were a membire Incumbent Board, but excluding, for thisgse, any such individual whose ini
assumption of office occurs as a result of an dctuthreatened election contest with respect ¢éoetlection or removal of directors or other
actual or threatened solicitation of proxies orgamts by or on behalf of a Person other than tleedor
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(3) Approval by the shareholders of the Compang oforganization, merger, share exchange or calagioih (a "Business Combination™), in
each case, unless, following such Business Comibimdf) all or substantially all of the individusahnd entities who were the beneficial
owners, respectively, of the Outstanding Companym@on Stock and Outstanding Company Voting Secsritienediately prior to such
Business Combination beneficially own, directlyimdirectly, more than 80% of, respectively, thertlitstanding shares of common stock
and the combined voting power of the then outstameidting securities entitled to vote generallyhia election of directors, as the case may
be, of the corporation resulting from such Busin@smbination (including, without limitation, a canf@ation which as a result of such
transaction owns the Company through one or mdrsidiaries) in substantially the same proportionthair ownership, immediately prior
such Business Combination of the Outstanding Comganmmon Stock and Outstanding Company Voting Sgesiras the case may be, (ii)
no Person (excluding any employee benefit plamdlated trust) of the Company or such corporatesulting from such Business
Combination) beneficially owns, directly or inditlg 20% or more of, respectively, the then outdtag shares of common stock of the
corporation resulting from such Business Combimatinthe combined voting power of the then outstamsoting securities of such
corporation except to the extent that such ownprskisted prior to the Business Combination anfldtileast a majority of the members of
the board of directors of the corporation resulfiogn such Business Combination were members ofrttiembent Board at the time of the
execution of the initial agreement, or of the attid the Board, providing for such Business Comtiama or

(4) Approval by the shareholders of the Compan§i)at complete liquidation or dissolution of ther@pany or (ii) the sale or other
disposition of all or substantially all of the assef the Company, other than to a corporation wéspect to which following such sale or
other disposition, (A) more than 80% of, respedyivthe then outstanding shares of common stoauoh corporation and the combined
voting power of the then outstanding voting se@sibf such corporation entitled to vote generailthe election of directors is then
beneficially owned, directly or indirectly, by at substantially all of the individuals and enttiwho were the beneficial owners, respectiv
of the Outstanding Company Common Stock and OulsigrCompany Voting Securities immediately priostech sale or other disposition
in substantially the same proportion as their owhigx, immediately prior to such sale or other dsfan, of the Outstanding Company
Common Stock and Outstanding Company Voting Seaesrias the case may be, (B) less than 20% ofecésply, the then outstanding
shares of common stock of such corporation anddngbined voting power of the then outstanding \@8ecurities of such corporation
entitled to vote generally in the election of dias is then beneficially owned, directly or inditly, by any Person (excluding any employee
benefit plan (or related trust) of the Companyumtscorporation), except to the extent that suesdPeowned 20% or more of the
Outstanding Company Common Stock or Outstanding2mmy Voting Securities prior to the sale or disposiand (C) at least a majority of
the members of the board of directors of such et were members of the Incumbent Board atithe bf the execution of the

19



initial agreement, or of the action of the Boanhiding for such sale or other disposition of assdé the Company or were elected, appoi
or nominated by the Board.
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EXHIBIT A
PHILIP MORRIS BENEFIT EQUALIZATION PLAN
ACTUARIAL ASSUMPTIONS USED TO CALCULATE A SINGLE SU M PAYMENT

INTEREST RATE: Average of the interest rates estalld by the Pension Benefit Guaranty Corporatioveiue immediate annuities in the
case of a plan termination for the 24 months priecgthe Employee's date of retirement, less 1/2%6f

MORTALITY ASSUMPTION: UP-1984 Unisex Mortality Tabl
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Exhibit 10.5
[Philip Morris Companies Inc. letterhead]
March 8, 1989

Mr. Robert S. Morrison
1193 Scott Avenue
Winnetka, IL 60093

Dear Bob:

On behalf of Philip Morris Companies Inc., | wolike to thank you for your efforts in connectiontiwthe integration of the management of
our food operations. Your continued participatiorhis integration is essential to enable us tédoan effective food operations management
team that will assure future growth and continusetess. The purpose of this letter is to confirmreaent understandings regarding your
Deferred Incentive Payment.

In recognition of your importance to managemertheffood operations, we have agreed that you wilphid a Deferred Incentive Payment
designed to provide you with a special incentivestmain with us during the integration of Kraft aBdneral Foods. Your Deferred Incentive
Payment award will be computed and paid to yoheatime and in the form described in Appendix A.

If your employment terminates for any reason (idolg death), you will be entitled, subject to tbddwing provisions, to the amount of any
Deferred Incentive Payment, including any interdstidends and appreciation thereon, and alsoledtib any unpaid compensation.
Generally, any payment to which you are entitledesmination of employment will be paid to you witt80 days of your date of terminatic
However, if you retire or otherwise voluntarily t@nate employment prior to February 15, 1991, yDeferred Incentive Payment will be
paid in accordance with Appendix A. If your emplogmh is terminated prior to February 15, 1991, foy eeason you will not be entitled to
other payments under any severance plan or policy.

Although our discussions have focused on your eympémnt during the next two years, we recognize trerto provide a level «



continuing financial assurance after the expiratibthe two-year business integration period. lelent your employment is involuntarily
terminated without cause after February 15, 1980,will receive an amount equal to the greateddttje sum of your annual base salary at
the rate in effect at the time your employmengisiinated and the annual incentive payment (exetudmounts attributable to the Deferred
Incentive Payment) which you received for the nesent calendar year for which the computationushsaward has been made at the time
of your termination of employment, or (2) the ambtmwhich you would be entitled under the termshaf normal severance plans or policies
of Philip Morris Companies Inc. or its subsidiartesn applicable to you.

Whenever your employment terminates, you and yaunilfy will be covered by lifetime medical, dentaldhlife insurance benefits on terms at
least as favorable as those currently availabtgher peer executives retiring from service witlaKrinc., but not less favorable than those
available to you and your family, in the aggregatejer the medical, dental and life insurance ptdréraft, Inc. as of December 1, 1988 (for
this purpose the Kraft, Inc. life insurance plandotive employees shall be applicable until agartd thereafter the Kraft, Inc. life insurance
plan for retire employees shall be applicableyolfi are reemployed and are eligible to receiveraagiical or dental benefits under your new
employer's plans, the medical and dental plansifpRfMorris Companies Inc. or its subsidiarieslwihly provide secondary coverage to you
and your family during such applicable period agibllity under the new employer's plans.

This letter is intended to summarize our previondeaustanding relating to your employment with RhiMorris Companies Inc. and its
subsidiaries. It replaces any prior employment@gents you had with Kraft or Philip Morris Compamnlac. or its subsidiaries, and any such
agreements are to be of no effect. However, notiminbis letter precludes you from participatingaimy compensation plan, benefit plan or
other executive benefit which is generally avaieata similarly situated executives of Kraft Inc.i@rsuccessors and which has not been
expressly addressed by this letter. Nothing inlgtier replaces or otherwise changes the obligatad Philip Morris Companies Inc. under its
indemnification agreement with you dated Decemi@erl988.

The payments referred to in this letter are obiaye of your employer. Philip Morris Companies Ingll cause your employer to comply w
the terms of this letter and to assume its obligestiand will also serve as a guarantor with respeitte payments. In the event of any merger,
reorganization or similar event, Philip Morris Coamges Inc. will cause any successor entity to asstin@ obligations evidenced by this
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letter. In addition, if payment of any of the amtaiprovided for in Appendix A subjects you to femlexcise tax, on those amounts or any
other amounts you have received, you will recedl@ittonal payments sufficient to place you in thusition that would have existed had no
such excise tax been payable.

If this letter accurately describes the matterdadh above, please sign the enclosed copy ofi¢ttisr and Appendix A which should be
returned to us, and will then constitute our ergiggeement on this subject.

Sincerely,
PHILIP MORRIS COMPANIES INC.

By /sl Richard L. Snyder

Ri chard L. Snyder
Seni or Vice President, Human Resources
Admi ni stration

Agreed to this 11th day of
March, 1989
By /s/ Robert S. Mrrison

Robert S. Morrison
Presi dent, Kraft General Foods Canada
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APPENDIX A
DEFERRED INCENTIVE PAYMENT

On the terms and conditions set forth in the atddbtter agreement and this Appendix, your emplape Philip Morris Companies Inc.
promise to make the Deferred Incentive Paymenokmafs:

(a) a "shadow stock account” will be credited aBelruary 15, 1989, with 12,335 shadow shares. Elaatiow share will have a value equal
to that of one share of the common stock of PiMigaris Companies Inc.

(b) When dividends are paid on the common stoctlitiathal shadow shares will be credited to the aotéan an amount determined by
multiplying the number of shadow shares by thed#inid per share paid on the common stock and diyithiis product by the closing price of
the common stock on the New York Stock Exchangtherdate the dividend is paid.

(c) The number and value of shadow shares willgpeapriately adjusted in the event of any stockddind, stock split, subdivision or
combination of shares, reclassification or conwersf stock in the event of a merger or consolatgtor similar event with respect to the
common stock so that the aggregate value of shatiaves credited will be at least as great immdgiaféer as immediately before any such
event. In the event of any dissolution or liquidatof Philip Morris Companies Inc., or if tradingthe common stock on the New York Stock
Exchange ceases for five or more consecutive dagsglwhich such Exchange is open for trading, tregrardless of any other provision of
this Appendix you will receive an immediate caslmpant of an amount equal to the value of the shastoek account computed on the basis
of the average closing prices for the common stotkhe New York Stock Exchange on the last fivesdary which such stock was traded.

(d) The number of shadow shares shall also be tadjus the following circumstances:

() In the event that on or before February 15,119®u die, become disabled for six consecutivethmrhave your employment involuntarily
terminated, or take normal or employer approvetyeatirement, the



number of shadow shares credited to your shadoek stocount will be increased by the amount, if argcessary to bring the aggregate v
of the shadow shares credited, determined as afateeof any such event, to the amount determigedtdditing $1,233,403 with interest
from December 6, 1988 to the date of such eveatrate equal to (A) the annual rate on 12 montlgatibns of the United States Treasury
February 15, 1989 for the portion of the periodpto February 15, 1990, and (B) the annual ratsumh obligations on February 15, 1990
(applied to the balance of both principal and ies¢ion that date) for any portion of the periocboafter February 15, 1990.

(i) If you continue your employment with Philip Mdas Companies Inc. or any of its subsidiariesIUtrbruary 15, 1991, the number of
shadow shares credited to your shadow stock acabuafitbe increased in the amount, if any, necgdsaoring the aggregate value of the
shadow shares credited to your account on Febffgr§991 to the amount determined by creditingdibléar amount specified in (i) above
with interest at the rates and in the manner desdriherein to February 15, 1991.

For purposes of this Appendix, other than for psgzoof the last sentence of paragraph (c), theevaddleach shadow share will be the closing
price of a share of the common stock on the masnteNew York Stock Exchange trading day precethiegdate of the determination of
value.

(e) The amount of the Deferred Incentive Paymenapie to you will be determined by multiplying thember of shadow shares credited to
you on the most recent New York Stock Exchangdntpdreceding payment by the closing price of themon stock on such day. St
amount shall be paid to you in cash, or at thereigm of Philip Morris Companies Inc. in sharesofmmon stock equal in number to your
shadow shares, at the time you select by initiading of the following alternative payment schedules

[ 1 The Deferred Incentive Payment will be paidhint 30 days after the earliest to occur of yourtldedisability for six consecutive months,
or other termination of employmet



except in the event of your voluntary terminatidremployment for reasons other than normal or egeslapproved early retirement, the
Deferred Incentive Payment will be paid no eatliem February 15, 1991.

OR

[ X ] The Deferred Incentive Payment will be paiithin 30 days after the earliest to occur of yoeatth, disability for six consecutive mont
other termination of employment, or February 181;%xcept in the event of your voluntary termioatof employment for reasons other
than normal or employer approved early retiremtat,Deferred Incentive Payment will be paid noieathan February 15, 1991.

Your entitlement to the Deferred Incentive Paynaiogs not constitute an interest in specific assfiegpur employment or Philip Morris
Companies Inc. Your status with respect to sucthmaay shall be that of an unsecured general creditor

The Deferred Incentive Payment may not be assignetherwise transferred by you (other than by wailiror by operation of law in the
event of your death) prior to the date you actuadheive such payment or payments.

PHILIP MORRIS COMPANIES INC.

By /sl Richard L. Snyder

Ri chard L. Snyder
Seni or Vice President, Human Resources
Admini stration

Agreed to this 11th day of
March, 1989
By /s/ Robert S. Mrrison

Robert S. Morrison
Presi dent, Kraft General Foods Canada
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SUPPLEMENTAL MANAGEMENT EMPLOYEES' RETIREMENT PLAN
OF
PHILIP MORRIS COMPANIES INC.

The Supplemental Management Employees' Retiremantd? Philip Morris Companies Inc., as hereinafet forth shall be effective with
respect to an Employee designated as a Partidipantefined herein) whose date of retirement (asiied in an application for retirement in
Article 1, B of the PM Retirement Plan) is on dtea April 1, 1993, or who has filed an applicatifam an Optional Payment pursuant to
Article 1l D(3) of the Plan after March 1, 1992 awith respect to former Employees designated asscReants on or after April 1, 1993. The
rights of an Employee or former Employee designated Participant who retired before such date$lshgoverned by the provisions of the
Plan as in effect on the date of retirement datér, the date of designation as a Participariessnan application for an Optional Payment
filed after March 1, 1992.
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ARTICLE |
DEFINITIONS

The following terms as used herein shall have teanings set forth below. Capitalized terms usedihend not defined below shall have
meanings set forth in the PM Retirement Plan oPtwdit-Sharing Plan, as the context may require.

(&) "Accredited Service" shall have the same mepa@in the PM Retirement Plan, provided, howethat, Accredited Service shall also
include the additional periods of Accredited Sesvichich may be credited to a Participant undeptiogisions of Article 11, A(1)(a) of the
Plan.

(b) "Actuarial Equivalent” shall mean a benefit ahis equivalent in value to the benefit otherwisgable pursuant to the terms of the Plan,
based on the actuarial principles and assumptier®gh in Exhibit "I" to the PM Retirement Plgmovided, however, that a Single Sum
Payment shall be the Actuarial Equivalent of the@emental Retirement Allowance payable in equahthly payments during a twelve

(12) month period for the life of the Retired Pegant, using the actuarial principles and assumngtset forth in Exhibit "A" to the Plan.

(c) "Administrator" shall mean the Senior Vice Rdest, Human Resources and Administration of PMigrris Companies Inc. (or his
delegatee) designated by the Committee to carrgetidin responsibilities in connection with theraaistration of the Plan.

(d) "Allowances" shall mean a Supplemental Retineiddlowance and a Supplemental Profit-Sharing whmce.

(e) "Appointee” shall mean the person or entity wharsuant to the provisions of the Plan, is empedign his, her or its sole discretion, to
designate an Employee as a Participant and granbiomore Allowances under the Plan. The Appoifitean Employee who is not a chief
executive officer of a Participating Company shellthe chief executive officer of his Participat@gmpany. The Appointee for a Retired
Employee and an Employee who is a chief execufifieeo of a Participating Company other than therany shall be the Chief Executive
Officer. The Appointee of the Chief Executive Officshall be the Committee.

(f) "Benefit Equalization Plan" shall mean the RhiMorris Benefit Equalization Plan, effective dsSeptember 2, 1974 and as amended from
time to time, but only to the extent that benedits payable pursuant to Article II, A thereof.

(9) "Change in Circumstance" shall mean (1) theriage of the Participant or Retired Participan},tf#z divorce of the Participant or Retired
Participant from his Spouse, provided such Spowedesignated as the beneficiary in the currefffiéactve application to receive an
Optional Payment, or the
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Participant or Retired Participant elected to ree@in Optional Payment pursuant to clause (1) cdd?aph (u) hereof, (3) the death of the
beneficiary designated in the application to reeeia Optional Payment, or (4) a medical conditimsed on medical evidence satisfactory to
the Administrator, which is expected to resulthie tleath of the beneficiary (including the Spowd®) is designated to receive a benefit after
the death of the Retired Employee in accordande tivé application to receive an Optional Paymeigfimally filed with the Administrator,
within five (5) years of the filing of an applicati for change in Optional Payment method pursuaaiticle 1, D(3) hereof.

(h) "Change of Control" shall mean the happeningrof of the following events:

(1) The acquisition by any individual, entity oiogp (within the meaning of Section 13(d)(3) or )42}l of the Securities Exchange Act of
1934, as amended (the "Exchange Act")) (a "Persafitfeneficial ownership (within the meaning of Bdl3d-3 promulgated under the
Exchange Act) of 20% or more of either (i) the tloenstanding shares of common stock of the Comiduey"Outstanding Company
Common Stock") or (ii) the combined voting powettloé then outstanding voting securities of the Camypentitled to vote generally in the
election of directors (the "Outstanding CompanyiM@tSecurities"); provided, however, that the faling acquisitions shall not constitute a
Change of Control:

(i) any acquisition directly from the Company, @)y acquisition by the Company, (iii) any acquisitby any employee benefit plan (or
related trust) sponsored or maintained by the Compaany corporation controlled by the Companyiwyrany acquisition by any
corporation pursuant to a transaction describexginses (i), (ii) and (iii) of paragraph 3 of tlsisbsection (h); or

(2) Individuals who, as of the date hereof, constithe Board (the "Incumbent Board") cease forraagon to constitute at least a majority of
the Board; provided, however, that any individuatdming a director subsequent to the date hereo$evblection, or nomination for election
by the Company's shareholders, was approved byeao¥@t least a majority of the directors then pasing the Incumbent Board shall be
considered as though such individual were a membire Incumbent Board, but excluding, for thisgse, any such individual whose ini
assumption of office occurs as a result of an dcuthreatened election contest with respect éoeflection or removal of directors or other
actual or threatened solicitation of proxies orsamts by or on behalf of a Person other than tleed@r

(3) Approval by the shareholders of the Compang oforganization, merger, share exchange or calasioih (a "Business Combination”), in
each case, unless, following such Business Combmdf) all or substantially all of the individusahnd entities who were the beneficial
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owners, respectively, of the Outstanding Companyn@on Stock and Outstanding Company Voting Secsritienediately prior to such
Business Combination beneficially own, directlyirmdirectly, more than 80% of, respectively, thertloaitstanding shares of common stock
and the combined voting power of the then outstamsidting securities entitled to vote generallyhia election of directors, as the case may
be, of the corporation resulting from such Busin@smbination (including, without limitation, a canf@ation which as a result of such
transaction owns the Company through one or mdrsidiaries) in substantially the same proportionthair ownership, immediately prior
such Business Combination of the Outstanding Comg@ammon Stock and Outstanding Company Voting Seéesiras the case may be, (ii)
no Person (excluding any employee benefit plamdlated trust) of the Company or such corporatesulting from such Business
Combination) beneficially owns, directly or inditBc 20% or more of, respectively, the then outdiag shares of common stock of the
corporation resulting from such Business Combimatinthe combined voting power of the then outstagaoting securities of such
corporation except to the extent that such ownprskisted prior to the Business Combination anfldtileast a majority of the members of
the board of directors of the corporation resulfiogn such Business Combination were members ofrttiembent Board at the time of the
execution of the initial agreement, or of the attid the Board, providing for such Business Comtiama or

(4) Approval by the shareholders of the Compan§i)af complete liquidation or dissolution of ther@pany or (ii) the sale or other
disposition of all or substantially all of the atssef the Company, other than to a corporationh waspect to which following such sale or
other disposition, (A) more than 80% of, respedyivthe then outstanding shares of common stoauoh corporation and the combined
voting power of the then outstanding voting se@sibf such corporation entitled to vote generailthe election of directors is then
beneficially owned, directly or indirectly, by af substantially all of the individuals and ensti@ho were the beneficial owners, respectiv
of the Outstanding Company Common Stock and OulsigrCompany Voting Securities immediately priostech sale or other disposition
in substantially the same proportion as their owhigxr, immediately prior to such sale or other dfan, of the Outstanding Company
Common Stock and Outstanding Company Voting Seaesrias the case may be, (B) less than 20% ofecésply, the then outstanding
shares of common stock of such corporation anddgbined voting power of the then outstanding \@8ecurities of such corporation
entitled to vote generally in the election of dias is then beneficially owned, directly or inditly, by any Person (excluding any employee
benefit plan (or related trust) of the Companyumtscorporation), except to the extent that suesdPeowned 20% or more of the
Outstanding Company Common Stock or Outstanding 2oy Voting
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Securities prior to the sale or disposition andgCpast a majority of the members of the boardigctors of such corporation were members
of the Incumbent Board at the time of the executibthe initial agreement, or of the action of Beard, providing for such sale or other
disposition of assets of the Company or were aele@ppointed or nominated by the Board.

(i) "Chief Executive Officer" shall mean the ch&tecutive officer of the Company.

() "Committee" shall mean the Corporate Employeadit Committee of the Company charged with thmiadtration of the Plan as from
time to time constituted.

(k) "Company" shall mean Philip Morris Companies.In

() "Deceased Participant” shall mean any formeti€pant who died while he was a Participant, jided that no Optional Payment pursuant
to clause (3) of Paragraph (u) hereof will be mawéer the Plan after the death of the Deceasettipartt.

(m) "Deceased Retired Participant" shall mean &&¥EParticipant who has elected to receive anddptiPayment but who has died prior to
the date his Optional Payment commences to be paid.

(n) "Deferred Retirement Allowance" shall mean Retirement Allowance payable pursuant to ArticleA(2) of the PM Retirement Plan.
(o) "Early Retirement Allowance" shall mean theiRehent Allowances payable pursuant to ArticleA(3) of the PM Retirement Plan.

(p) "Employee" shall mean any person who (1) isleygrl on a salaried basis by a Participating Comp@) is a member of a select group
of management or a highly compensated employe&sdtdrticipating Company and (3) is eligible toaiwe a Retirement Allowance under
the PM Retirement Plan. An Employee shall ceadeetsuch under the Plan upon termination of hisisefeor any cause whatsoever;
provided, however, that he shall be deemed to Henaployee during the periods of service accredibelim pursuant to Article 1l of the PM
Retirement Plan.

(q) "Exchange Act" shall mean the Securities Exgeafict of 1934, as amended from time to time, andsaiccessor thereto.

(r) "Fiduciary" shall mean the Committee, the Magragnt Committee and the Administrator to the extieat such person or body (1)
exercises any
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discretionary authority or control respecting masragnt of the Plan, or
(2) has discretionary authority or responsibilitytihe administration of the Plan.

(s) "Full Retirement Allowance" shall mean the Ratient Allowance payable pursuant to Article 11,LA6f the PM Retirement Plan.

(t) "Management Committee" shall mean the PhilipridoManagement Committee for Employee Benefitsgieged by the Committee to
carry out certain responsibilities in connectiothvthe administration of the Plan.

(u) "Optional Payment" shall mean the followingrfarin which a Supplemental Retirement Allowanca &farticipant who has made an
election pursuant to Article Il, D(3) hereof mayfed: (1) in equal monthly payments for the lifdlee Retired Participant, (2) as a
Supplemental Joint and Survivor Allowance, or (8 peSupplemental Optional Payment Allowance. Aegtan to receive an Optional
Payment with respect to a Retired Participant'spfeupental Retirement Allowance under the Plan dimlhdependent of any election with
respect to his benefits under any Other Plan.

(v) "Other Plan" shall mean (1) the Retirement P(@hthe Benefit Equalization Plan, (3) any othkm, except a defined contribution or
similar plan, maintained by the Company, or any dstig or foreign subsidiary of the Company, whicbvides retirement income to one or
more employees on or after termination of employinagia (4) any employment contract or other agre¢fetween an Employee and the
Company or any other member of the Controlled Grogwiding for retirement benefits or benefits lire tevent of a termination of
employment or a Change in Control of the Compangf@ny other member of the Controlled Group.

(w) "Participant” shall mean an Employee or Retimdployee who is designated as such by his Appeiptesuant to the terms of the Plan.
The designation of an Employee or Retired Empl@agea Participant by a chief executive officer #faaticipating Company shall be
communicated in writing to the Committee. An Empmeyor Retired Employee shall become a Participaof the date designated in writing
by his Appointee. Except as otherwise specificptlyvided for in the Plan, a Participant shall cetasge such whenever he ceases to be an
Employee.

(x) "Participating Company" shall mean the Compangt any other corporation which is a member ofGbatrolled Group and which, with
the approval of the Committee determines to padig in the Plan for the benefit of its Employeed executes such instruments of
participation as the Committee deems necessary.

(y) "Plan" shall mean this Supplemental Managertanployees' Retirement Plan of Philip Morris Companinc., as amended from time to
time.
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(z) "PM Retirement Plan" shall mean the Philip M®8alaried Employees' Retirement Plan, effectsreféSeptember 1, 1978 and as
amended from time to time.

(aa) "Profit-Sharing Plan" shall mean the PhiliprkDeferred ProfitSharing Plan, effective as of January 1, 1956 areheaended from tin
to time.

(bb) "Retired Participant" shall mean a Participahb ceases to be such but is eligible for, or Was retired and is receiving a Supplemental
Retirement Allowance from the Plan. A former Emmeyshall cease to be a Retired Participant asaddte he receives a Single Sum
Payment.

(cc) "Retirement Plan” shall mean the PM Retirenidah and each other defined benefit plan qualifieder Section 401(a) of the Code
maintained by a member of the Controlled Group liriclv a Participant has an accrued benefit.

(dd) "Single Sum Payment" shall mean (1) in theead#sa Supplemental Retirement Allowance, the noforan of distribution to a Retired
Participant who is eligible for a Full, Deferredarly Retirement Allowance, which distribution Bh@e made in one payment to the Retired
Participant (or his designated beneficiary) attilme set forth in Article 11, D(2)(a) hereof and igh is the Actuarial Equivalent of the
Supplemental Retirement Allowance payable in equaithly payments during a twelve (12) month pefarahe life of the Retired
Participant and (2) the sole form of distributidrtlte Retired Participant's Supplemental Profiti8ftpAllowance.

(ee) "Supplemental Joint and Survivor Allowancedlsmean the total amount payable during a tweh®& (month period as a reduced
Supplemental Retirement Allowance to a Retiredi€ipant for life and after his death the amountagiag to his Spouse for life equal to one-
half of the reduced Supplemental Retirement Alloweapayable to the Retired Participant, which togeetinall be the Actuarial Equivalent of
the Supplemental Retirement Allowance of the RétRarticipant.

(ff) "Supplemental Optional Payment Allowance" $imaéan (1) the total amount payable during a twéh& month period in accordance
with one of the payment methods described in Agtitl A(4)(d) of the PM Retirement Plan designatgdhe Participant in the application
an Optional Payment under Article Il, D(3) hereafguant to which the Participant receives for difeer his retirement a reduced
Supplemental Retirement Allowance and after highdatier retirement his beneficiary receives fte & benefit according to the option
elected by the Employee, which together shall eeftttuarial Equivalent of the Supplemental Retirab#dlowance payable in equal
monthly payments for the life of the Participarteahis retirement, or (2) the total amount payalleng a twelve (12)
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month period in accordance with one of the paymegthods described in Article I, A(4)(d) of the HRétirement Plan pursuant to an
election described in Article Il, A(4)(c) of the PREetirement Plan and designated by the Participathie application for an Optional Paym
under Article II, D(3) hereof pursuant to which tRarticipant receives for life after his retiremarreduced Supplemental Retirement
Allowance and after his death his beneficiary reegifor life a benefit according to the option &deicby the Participant, which together shall
be the Actuarial Equivalent of the Supplementaif@atent Allowance accrued to the date of election.

(g9) "Supplemental Profit-Sharing Allowance" shakan the benefit determined and payable in a SBge Payment upon termination of a
Participant's service with the Controlled Groupguant to Article 11l hereof.

(hh) "Supplemental Retirement Allowance" shall mé@nbenefit determined under Article Il, A herao payable at the time and in the
manner set forth in Article I, D, provided, howeythat, except as otherwise required by ArticleAl[1) or Article II, D(3) of the Plan,
payment to a Retired Participant in any form shalthe Actuarial Equivalent of a Supplemental Retient Allowance expressed as a benefit
payable in equal monthly payments during a tweh® (nonth period for the life of the Retired Papamt commencing at the Retired
Participant's Normal Retirement Age.

(i) "Supplemental Survivor Allowance" shall medrettotal amount payable during a twelve (12) mauethiod in equal monthly payments for
the life of the Spouse of a Deceased Participabemeased Retired Participant who has died afeeddte of his retirement and prior to the
date his Optional Payment under Paragraph (u)(13)dnereof commences to be paid in an amount d¢quale-half of the reduced
Supplemental Retirement Allowance which would hbgen payable as a Supplemental Joint and Survillowance to the Deceased
Participant or Deceased Retired Participant. Paywigthe Supplemental Survivor Allowance to the Ggpmof a Deceased Participant or
Deceased Retired Participant who is eligible fahsbenefit under Article II, B hereof shall be phlgaat the time set forth in Article I, D(4)
hereof.

(i) "Supplemental Survivor Income Benefit Allowasicshall mean the total amount payable during &&vE2) month period to the Spouse
of a Deceased Participant or Deceased Retireccanit equal to one-half of the reduced Supplent@&eatirement Allowance which would
have been payable to the Deceased Participanta@a3ed Retired Participant had he elected to reeeSupplemental Joint and Survivor
Allowance. Payment of the Supplemental Survivoome Benefit Allowance to the Spouse of a Deceaseticihant or Deceased Retired
Participant who is eligible for such benefit undeticle I, B hereof shall be payable at the ting ®rth in Article 11, D(4) hereof.
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(kk) "Supplemental Survivor Income Benefit Planablimean the Philip Morris Survivor Income Bené&gualization Plan, effective as of
January 1, 1985 and as amended from time to time.

(I "Survivor Income Benefit Plan" shall mean tRbilip Morris Survivor Income Benefit Plan, effeaias of February 1, 1974 and as
amended from time to time.

(mm) "Vested Retirement Allowance" shall mean tleifement Allowance payable pursuant to ArticleA(6) of the PM Retirement Plan,
provided, however, that a Participant who is otilgilele for a Vested Retirement Allowance may bemed to be eligible for an Early
Retirement Allowance for any and all purposes & Blan if in accordance with his designation &asicipant in the Plan.

As used in this Plan, the masculine pronoun shalute the feminine and the feminine pronoun shalude the masculine unless otherwise
specifically indicated.
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ARTICLE Il
SUPPLEMENTAL RETIREMENT ALLOWANCES
A. Supplemental Retirement Allowances payable utigisrPlan shall be as follows:
(1) A Participant may be granted one or more offtlewing Supplemental Retirement Allowances unther Plan:

(a) A Supplemental Retirement Allowance in an amai@termined by using the formula for calculatihg Participant's Retirement
Allowance under the PM Retirement Plan, but, sulifethe limitations of Subparagraph (2) hereoéditing Accredited Service in addition
that credited to the Participant pursuant to theR¥Irement Plan in recognition of previous senigehe Participant deemed to be of special
value to the Company or his Participating Company;

(b) A Supplemental Retirement Allowance in an amaqual to (i) a stated dollar amount per yeafjipa stated percentage of not more t
sixty (60) percent of the Participant's Five-Yearefage Compensation, or (iii) the Participant'sfeetent Allowance under the PM
Retirement Plan, which Supplemental Retirementwdioce accrues at a rate as a percentage of theifart's Five-Year Average
Compensation which is greater than the rate ofuatemder the PM Retirement Plan, such Supplem&atement Allowances to be
calculated in individual instances on the basispafcific instructions which may depart only for lsystirpose from the terms, conditions and
requirements of the PM Retirement Plan; or

(c) A Supplemental Retirement Allowance in an amaletermined by using the formula for calculatihg Participant's Retirement
Allowance under the PM Retirement Plan, such Supelgal Retirement Allowance to be payable on atef #ie Participant's retirement in
an amount which is greater than the Retirementwdloce otherwise payable to the Participant at aigeh

(2) If a Supplemental Retirement Allowance undeb&uagraph (1) hereof is determined pursuant toraudla in the PM Retirement Plan
using the Participant's Compensation (includingradeander incentive compensation plans of the Caorylpshe aggregate number of year
Accredited Service used in calculating the amofithh® Participant's Supplemental Retirement Alloeeaander this Plan shall not exceed
thirty-five (35) years.

(3) The name of each Participant and the SuppleahBatirement Allowance awarded to him pursuar8ubparagraph (1) above shall be set
forth in Appendix | to the Plan.
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B. Supplemental Survivor Allowances, Supplementav&or Income Benefit Allowances and Supplemefptional Payment Allowances
payable to the Spouse or beneficiary of certaind@sed Participants and Deceased Retired Partisiphall be as follows:

(1) (a) If a Deceased Participant has died priatai® he would have attained the age of sixty{88) years, his Spouse shall be eligible to
receive a Supplemental Survivor Allowance deterighiimeaccordance with the applicable provisions dfdde II, A(1) of this Plan.

(b) If a Deceased Participant who is eligible f@wpplemental Retirement Allowance under Subpapdgréa), (b)(iii) or (c) of Article I, A
(1) has died prior to date he would have attaihedaige of sixty-five (65) years and has (or is d=gbto have) completed five (5) or more
years of Accredited Service, his Spouse shall igghéd to receive a Supplemental Survivor Income & Allowance determined i
accordance with Subparagraphs

(@), (b)(iii) or (c) of Article Il, A(1) as applidae to such Deceased Participant, assuming sucéa3ed Participant had continued in the
employ of his Participating Company until the a@sigty-five (65) years, that his compensationdagned in the Survivor Income Benefit
Plan) for all periods of time subsequent to higld@ead until age sixty-five (65) had been his congadion as in effect immediately prior to
his death and that the Deceased Participant deedak after attaining the age of sixty-five (65a5% reduced by the amount of any
Supplemental Survivor Allowance payable pursuar@ubparagraph (a) hereof.

(2) If a Deceased Participant has died after attgithe age of sixty-five (65) years his Spousdl dieeligible to receive a Supplemental
Survivor Allowance determined in accordance with dpplicable provisions of Article Il, A(1) hereof.

(3) (&) The Spouse of a Deceased Retired Partic{pémer than a Deceased Retired Participant wioalig eligible for a Vested Retirement
Allowance) whose request for an Optional Paymensymnt to Article 1(u)(1) hereof has been grantgdhe Management Committee, but
who has died prior to the date his Optional Paymenimences to be paid shall be eligible to recei®ipplemental Survivor Allowance
determined in accordance with the applicable piomisof Article 11, A(1) of this Plan.

(b) The Spouse of a Deceased Retired Participamer(than a Deceased Retired Participant who ig @igible for a Vested Retirement
Allowance) who prior to his death commenced to isecan Optional Payment pursuant to Article I(u)i&yeof shall be eligible to receive a
Supplemental Survivor Income Benefit Allowance.

(4) The Spouse of a Deceased Retired Participaatisvonly eligible for a Vested Retirement Allowanender the PM Retirement Plan but
who has died prior to his Benefit Commencement Bhatdl be eligible to receive a Supplemental Suwilowance determined in
accordance with the applicable provisions of Adilt| A(1) of this Plan.
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(5) The beneficiary of a Retired Participant whoesguest for a Supplemental Optional Payment Allaxeain accordance with Article 1(ff)(1)
hereof has been granted by the Management Comrhittegho has died after the date of his retirenagat prior to the date his Optional
Payment commences to be paid shall be eligibledeive that portion of the Supplemental Optionginfent Allowance elected by the
Retired Participant which is payable after the deditthe Retired Participant.

(6) The beneficiary of a Deceased Participant ardased Retired Participant whose request for alSmgmtal Optional Payment Allowance
described in Article I(ff)(2) hereof has been geghby the Management Committee shall be eligibleteive that portion of the Suppleme
Optional Payment Allowance elected by the Dece&setcipant or Deceased Retired Participant whighaiyable after the death of the
Deceased Participant or Deceased Retired Participan

C. Reduction of benefits under the Plan

(1) (&) The Supplemental Retirement Allowance p&yaiha Retired Participant pursuant to ArticleAlhereof shall be reduced by the
Actuarial Equivalent of the benefits payable purgua any Other Plan to the extent that servicel tigaletermine the amount of benefits
payable from such Other Plan is also used to catietthe amount of a Retired Participant's Suppléamh&etirement Allowance under this
Plan and assuming that the Participant electedasive such benefits in equal monthly paymentsiiife; provided, however, that (1) in 1
event the Supplemental Retirement Allowance is paitie Retired Participant (or his beneficiarypi®ingle Sum Payment prior to the
Retired Participant's Benefit Commencement Dateh Supplemental Retirement Allowance shall be cdetbin accordance with the
applicable provisions of Paragraph A(1) hereofeasonably estimated by the Administrator, redumethe Actuarial Equivalent of the
projected annual amount of benefits payable putsioaamy Other Plan assuming that such benefitpayable to the Retired Participant in
equal monthly payments for life and (2) in the ewbe benefit equalization retirement allowancearrttie Benefit Equalization Plan is pait
the Retired Participant (or his Spouse or otheebeiary) in a single sum payment (as defined m Benefit Equalization Plan) prior to the
Retired Participant's Benefit Commencement Dateathount of the reduction to the Participant's &mpntal Retirement Allowance shall
be determined in good faith by the Administrator.

(b) Any Supplemental Survivor Allowance or Supplenad Survivor Income Benefit Allowance payable tte Spouse of a Deceased
Participant or Deceased Retired Participant puttsioafirticle 11, B hereof shall be reduced by thetdarial Equivalent of the maximum
benefits for which the Spouse was actually eliginieer the Retirement Plan, the Benefit Equalizaltan, the Survivor Income Benefit Plan
and the Supplemental Survivor Income Benefit PEsuming that the Participant elected to receivetrénent Allowance under the
Retirement Plan and a benefit equalization retirgme
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allowance under the Benefit Equalization Plan inagnonthly payments for the life of the RetiredtRgant.

(c) Any Supplemental Optional Payment Allowancegiag to the beneficiary of a Deceased Participaftezeased Retired Participant
pursuant to Article II, B hereof shall be reducedliie Actuarial Equivalent of the benefits payamlesuant to the Retirement Plan and the
Benefit Equalization Plan assuming that the Paudict had elected to receive such benefits in egoathly payments for life.

(2) No benefits shall be payable to the Spousdlmrdeneficiary of a Deceased Retired Participansuant to Article Il, B hereof, if prior to
his death the Deceased Retired Participant receiv&idgle Sum Payment from this Plan or the SiSgle Payment is made after his death to
his Spouse or a beneficiary.

D. Notification for Supplemental Retirement Allowaas; Commencement and termination of Supplemertileent Allowances

(1) An application for a Retirement Allowance, Suor Allowance or optional form of benefit undeetPM Retirement Plan shall be deemed
notification to the Administrator that payment odapplemental Retirement Allowance or other berngfib be made or commence to be v

to the Retired Participant, Spouse or other beiaeficn accordance with the terms of the Planhimeévent the Participant shall not have
elected an Optional Payment method with respelist&upplemental Retirement Allowance, any sucification shall specify the

beneficiary to whom payment of the Single Sum Payrskall be made in the event the Participant alites the date of retirement and prio
the date the Single Sum Payment is made, provttiadif the Participant shall fail to designateeméficiary or if the beneficiary shall
predecease the Participant, the Administrator shsttibute the Single Sum Payment to the duly atitled representative of the former
Participant's estate.

(2) (a) A Retired Participant who is eligible foFall, Deferred or Early Retirement Allowance shalteive his Supplemental Retirement
Allowance in a Single Sum Payment no later thatygg0) days following the Retired Participant'sedaf retirement (or, if the Retired
Participant dies after the date of retirement agfdite distribution of his Single Sum Payment is mydd his beneficiary as determined
pursuant to Subparagraph (1) hereof, in a Singte Bayment within sixty (60) days following the dafehe Retired Participant's death)
unless the Participant has elected to have disiibof his Supplemental Retirement Allowance medaccordance with Subparagraph (3)
hereof.

(b) The Supplemental Retirement Allowance with eztgo an Employee who is only eligible for a VelsRetirement Allowance shall be
distributed as an Optional Payment under clausesr () of Article I(u) hereof (which Optional Pangnt shall be in
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the same form which the Retired Participant's benafe paid from the PM Retirement Plan) and st@iimence on the Participant's Benefit
Commencement Date.

(3) A Participant who is eligible to retire on all-Deferred or Early Retirement Allowance and wh&upplemental Retirement Allowance is
otherwise payable in a Single Sum Payment purdodPéragraph D(1) hereof may make application ¢éodtiministrator to receive an
Optional Payment. The application may be filed ptiothe date the Participant is eligible for am§E&etirement Allowance and shall specify
the form of Optional Payment, the beneficiary dmeldate on which the Optional Payment is to comménde made, which date shall be on
or before the first day of the month coincidenthwér next preceding the Participant's Required Be@emmencement Date, but in no event
shall the Participant's Optional Payment commead®tpaid prior to the later of the first day o thhonth following the first anniversary of
the date of the filing of his application with tAeministrator or the Participant's Benefit Commeneat Date; provided, however, that in the
event the Participant incurs a Change in Circuntgtamm or after the date of the filing of the apgtion and prior to the date his Optional
Payment commences to be paid, the Participant iteaguf application with the Administrator withinngty (90) days of the Change in
Circumstance, but in no event later than the dst©ptional Payment is to commence, to changedima bf Optional Payment or to change
the beneficiary who is designated to receive a fitesiter the death of the Retired Participant @c@dance with the Optional Payment me!
originally filed with the Administrator; providedurther, that any election to change the form ofi@ml Payment filed after the date of his
retirement and prior to the date his Optional Payinigeto commence may only change the form of @tic®ayment to one of the forms
specified in Article 1(u)(1) or (2) hereof. In tltase of a Participant who eighteen (18) monthg poiattaining the age of sixty-five (65) years
could be compulsorily retired by his Participatibigmpany upon attaining the age of sixty-five (68ass pursuant to Section 12(c) of the Age
Discrimination in Employment Act, any applicatianreceive an Optional Payment must be filed withAldministrator more than one (1)
year preceding the date the Participant attainadgfeeof sixt-five (65) years. The Administrator shall notify thlanagement Committee of .
applications for an Optional Payment. The Managdr@ammittee may grant or deny any such applicatidts sole and absolute discretion.
Any such application shall be of no force and dffe@) the Participant does not retire on a Flleferred or Early Retirement Allowance,

(i) the Participant incurs a disability at any &rbefore the date his Optional Payment commendes paid which causes him to be eligible
for benefits under the Philip Morris Long-Term Chday Plan, or (iii) the Participant is retiredrfdl health, disability or hardship under
Article 1, A(3)(a) of the PM Retirement Plan, pided that in the event the application is of n@éand effect under clauses (ii) or (iii)
hereof, payment of the Participant's Supplemengsir&nent Allowance shall be made in a Single Saynient pursuant to Paragraph D (2)
(a) hereof within sixty (60) days of the date of hetirement, but otherwise such application dmalirrevocable and effective on the
Participant's retirement on a Full, Deferred orfRetirement Allowance and the Participant's besahall commence on the date specified
in the application; provided, however, that (Apithin the one (1) year period following the dafdte filing of the application with the
Administrator
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the Participant's service with any member of that@dled Group is involuntarily terminated otheathby reason of the Participant's death,
disability or misconduct (as determined by the Mpemaent Committee), such Participant's Optional Rangrehall commence to be paid on
the Participant's Benefit Commencement Date, oiif(B)thin the one (1) year period following thetdaf the filing of the application with
the Administrator the Participant voluntarily resror his employment is terminated for miscondastdetermined by the Management
Committee) by any member of the Controlled Grobp,®ptional Payment shall be reduced as specifi&lbparagraph (6) hereof.

(4) The Supplemental Survivor Allowance payabléh Spouse of a Deceased Participant pursuantégi@ahs B(1)(a) or B(2) hereof or to
the Spouse of a Deceased Retired Participant pursu®aragraphs B(3)(a) and B(4) above shall conua¢o be paid on the later of (a) the
first day of the calendar month coincident wittmext following the date the Deceased Participamereased Retired Participant would have
attained the age of fifty-five (55) years, or (b ffirst day of the calendar month in which the €esed Participant or Deceased Retired
Participant died, provided that the Spouse mayt @legccordance with the provisions of Article A(5)(c) or (f) of the PM Retirement Plan,
as applicable to the Spouse, that the Supplem8uotaivor Allowance shall commence on the first ddyny month thereafter, but not later
than the first day of the calendar month in whiok Deceased Participant or Deceased Retired Particivould have attained his Normal
Retirement Age and any such Supplemental Survillow&nce shall terminate on the first day of thentinoin which the Spouse dies. The
Supplemental Survivor Income Benefit Allowance gagdo the Spouse of a Deceased Participant pursudaragraph B(1)(b) above or to
the Spouse of a Deceased Retired Participant pursu®@aragraph B(3)(b) above shall commence amtirtate simultaneously with the date
on which a survivor income benefit allowance wolidtdve been payable to the Spouse pursuant to Attjdd€2)(b) or A(4), as applicable, of
the Survivor Income Benefit Plan. The Suppleme@iational Payment Allowance payable to the benefjoid a Deceased Retired Particif
pursuant to Paragraph B(5) hereof or to the beiagfiof a Deceased Participant or Deceased Rd®agticipant pursuant to Paragraph B(6)
above shall commence on the first day of the calentbnth following the month in which the DeceaBaditicipant or Deceased Retired
Participant died.

(5) (&) Notwithstanding the previous provisiongto$ Paragraph, the Committee may cause the disisibof the Supplemental Retirement
Allowance or other benefit to any group of simjesituated Retired Participants, or Spouses orfizakges in a Single Sum Payment or a:
Optional Payment.

(b) Notwithstanding the preceding provisions oftRaragraph, the Administrator shall distributeagtiBipant's Supplemental Retirement
Allowance in a Single Sum Payment if the SupplemleRetirement Allowance payable in equal monthlyrpants is not more than $250.
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(6) (a) The Supplemental Retirement Allowance ply#bha Retired Participant pursuant to clauseoff3ubparagraph (3) hereof shall be
further reduced by one percent (1%) for each mmtiportion of a month) by which the month in whitte Retired Participant's termination
of employment precedes the first anniversary offitivey of the application with the Administrator.

(b) The Supplemental Survivor Allowance of a Spoofse Deceased Participant or Deceased Retire@iparit commencing at an age other
than the Deceased Participant's or Deceased Reu@mitipant's Normal Retirement Age shall be tiotuarial Equivalent of the Supplemer
Retirement Allowance payable as a Joint and Sun®upplemental Allowance at the Deceased PartitjpanDeceased Retired Participant's
Normal Retirement Age unless otherwise requiredtticle I, A(1) of the Plan. The Supplemental Qptal Payment Allowance payable

the beneficiary of a Deceased Participant or Demk&etired Participant commencing at an age ottzar the Deceased Participant's or
Deceased Retired Participant's Normal Retiremewrt #t@ll be the Actuarial Equivalent of the SuppletakERetirement Allowance payable

a Supplemental Optional Payment Allowance at thee@sed Participant's or Deceased Retired Partitsgdaormal Retirement Age unless
otherwise required by Article I, A(1) of the Plan.

E. Cessation of accruals of Supplemental RetirerAgotvance

Any right or claim to any Supplemental Retiremefibvance or other benefit under the Plan which Bayticipant, Spouse or designated
beneficiary may have shall terminate if the Comesitshall find that such Participant has been gaflfyaud or dishonesty towards a
Participating Company, or has willfully damaged gineperty of a Participating Company, or has wrafigfdisclosed any secret process or
imparted any confidential information, or has damg other act materially inimical to the interebadParticipating Company.
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ARTICLE Il
SUPPLEMENTAL PROFIT-SHARING ALLOWANCES

A Participant may be granted a Supplemental P&iffing Allowance equal to the amount, if any, thick the sum of the Contribution
which would have been made to the Profit-Sharirzsn RInd the amount which would have been creditéistaccount under the Benefit
Equalization Plan had such Participant been ebgiblparticipate in such plans for a plan yeargers the amount, if any, of employer
contributions (excluding any contributions whicle tRarticipant has elected to have an employer makes behalf pursuant to a cash or
deferred arrangement) actually made or creditethimplan year on behalf of such Participant urdéefined contribution plan qualified
under

Section 401(a) of the Code, an excess benefit(pladefined in ERISA) and a plan maintained pritpdar the purpose of providing deferr
compensation for a select group of managementgbiyhcompensated employees maintained by any ateenber of the Controlled Group.

Any amounts credited to a Participant's accounsymmt to the provisions of this Article Il sha# deemed to have been invested in Part C of
the Fund under the Profit-Sharing Plan and shalldbeed in accordance with the provisions of thefiRGharing Plan.

A Retired Participant shall receive his Supplemigdtafit-Sharing Allowance in a Single Sum Payment no [ditan sixty (60) days followin
the Participant's date of retirement or other taation of employment with the Controlled Group.
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ARTICLE IV
FUNDS FROM WHICH ALLOWANCES ARE PAYABLE

An individual account shall be established for Itle@efit of each Participant (and Spouse or desighia¢neficiary) under the Plan. The Plan
shall be unfunded. All benefits intended to be pied under the Plan shall be paid from time to tiroen the general assets the Participant's
Participating Company and paid in accordance vhighprovisions of the Plan; provided, however, thatParticipating Companies reserve
right to meet the obligations created under th@ Heough one or more trusts or other arrangeme&hes.contributions by each Participating
Company on behalf of its Participants to the indiinl accounts established under the Plan, whetttenst or otherwise, shall be in an amc
which such Participating Company and the Manager@entmittee, with the advice of an actuary, deteasito be sufficient to provide for
the payment of the benefits under the Plan. Nddfaaint, Spouse or designated beneficiary shaleasthe Plan expressly provides
otherwise, have any right or claim whatsoever tp specific assets of a Participating Company arof trust.

Each Participating Company shall maintain suchrveseon its books with respect to Participants wieoemployed by such Participating
Company as determined by the actuary for the Plan.
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ARTICLE V

APPLICABILITY OF PROVISIONS OF PM RETIREMENT
PLAN AND SURVIVOR INCOME BENEFIT PLAN

Except as expressly provided to the contrary, fathe provisions, conditions and requirements sghfin the PM Retirement Plan and where
applicable, the Survivor Income Benefit Plan, wigspect to eligibility for and payment of benetliereunder shall be equally applicable to
the granting of Supplemental Retirement Allowarmed other benefits to Participants and Beneficigpigrsuant to this Plan and the payment
thereof pursuant to the provisions of Article I#reof. Whenever a Participant's rights under tkds Bre to be determined, appropriate

reference shall be made to the PM Retirement Plan.
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ARTICLE VI
ADMINISTRATION

The Committee, the Management Committee and theiridtrator shall be responsible for the generalia@stration of the Plan. The
appropriate Fiduciary shall have full authoritydietermine all questions arising in connection \ligh Plan; provided, however, that any
Fiduciary who makes a request for payment of a leupgntal Retirement Allowance in accordance witbran of distribution authorized
under the Retirement Plan shall excuse himself faosnand all deliberations and decisions in conaratith such request. Decisions of the
appropriate Fiduciary shall be conclusive and bigdin all persons.

The Fiduciaries may employ and rely on actuarigall counsel, accountants and agents as they dbasalale.
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ARTICLE VII
CERTAIN RIGHTS AND LIMITATIONS

A. No benefit under the Plan shall be subject iy manner to anticipation, alienation, sale, transissignment, pledge, encumbrance, or
charge, and any attempt to do so shall be voidshall any benefit be in any manner liable forujsct to the debts, contracts, liabilities,
engagements, or torts of the person entitled th beoefit. In the event that the Administrator sfiatl that any Participant, Retired
Participant or Spouse or other beneficiary undemtan has become bankrupt or that any attempiders made to anticipate, alienate, sell,
transfer, assign, pledge, encumber, or charge finig denefits under the Plan, then such bendiadl sease and determine, and in that event,
the Administrator shall hold or apply the sametdoo the benefit of such Participant, Retired Rgrant, Spouse or other beneficiary or af
the same to or for the benefit of such ParticipRetired Participant, Spouse or other beneficiarguch manner as the Administrator may
deem proper.

B. Except as otherwise expressly provided in tlenPSupplemental Retirement Allowances and otheefits shall be payable only if the
Participant meets all of the requirements for bignehder the Plan.
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ARTICLE VIl
AMENDMENT AND TERMINATION OF THE PLAN

A. The Board may, by resolution, from time to tiared at any time, amend or modify, in whole or intpany and all of the provisions of the
Plan; provided, however, that authority to ameredRkan is delegated to the following Fiduciarieewehapproval of the Plan amendment (or
amendments) by the shareholders of Philip Morrim@anies Inc. is not required: (1) to the Commitiethe amendment (or amendments)
will not increase the annual cost of the Plan b§,820,000, (2) to the Management Committee, ifaimendment (or amendments) will not
increase the annual cost of the Plan by $4,0004a@®d(3) to the Administrator, if the amendmentgorendments) will not increase the
annual cost of the Plan by $500,000; providedhintthat no such amendment or modification stibleesely affect the rights of any
Participant, Retired Participant, Spouse or beisfido benefits accrued at the time such amendimremiodification is adopted or becomes
effective, whichever is later.

B. (1) The Board may terminate the Plan for angoaaat any time, provided that such terminationl stvd adversely affect the rights of any
Participant, Retired Participant, Spouse or beisfido benefits accrued to the date of termination

(2) In the event the Plan is terminated, each épait, whether or not such Participant is eligtioleeceive benefits under this Plan, shall be
immediately and fully vested in the benefits setifan Article Il accrued to the date of terminatiof the Plan. Payment of any such benefits
shall be made or commence to be made at the tiokfeRarticipant (or his Spouse or designated baagficmeets, under the terms of the F
at the time of its termination, the requirementgayment of benefits under the Plan.

C. Notwithstanding any other provision of the Plaithe contrary, in the event of a Change of Cdmifthe Company, each Participant shall
immediately be fully vested in the benefits setifan Article Il which have accrued through thealaf the Change of Control and, upon the
Change of Control, each Participant (or his Spaunstesignated beneficiary) shall be entitled toreg® Sum Payment in an amount which is
the Actuarial Equivalent of such accrued benefitsich amount shall be paid within 30 days of the@e of Control.
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EXHIBIT A

SUPPLEMENTAL MANAGEMENT EMPLOYEES' RETIREMENT PLAN
OF PHILIP MORRIS COMPANIES INC.
ACTUARIAL ASSUMPTIONS USED TO CALCULATE A SINGLE SU M PAYMENT

INTEREST RATE: Average of the interest rates estalld by the Pension Benefit Guaranty Corporatioveiue immediate annuities in the
case of a plan termination for the 24 months priecgthe Participant's date of retirement, lessof/2%.

MORTALITY ASSUMPTION: UP-1894 Unisex Mortality Tabl
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Management's Discussion and Analysis of
Financial Condition and Results of Operations

Consolidated Operating Results--Operating Revenues

(in millions) 1 996 1995 1994
Tobacco $36, 549  $32,316 $28,671
Food 27, 950 29,074 31,669
Beer 4, 327 4,304 4,297
Financial services and real estate 378 377 488
Operating revenues $69, 204  $66,071 $65,125

Consolidated Operating Results--Operating Income

(in millions) 19 96 1995 1994
Tobacco $8,2 63 $7,177 $6,162
Food 3,3 62 3,188 3,108
Beer 4 37 444 413
Financial services and real estate 1 92 164 208
Operating profit 12,2 54 10,973 9,891
Unallocated corporate expenses 4 85) 447) (442)
Operating income $11,7 69  $10,526 $9,449

1996 Compared with 1995

Operating revenues for 1996 increased $3.1 bi({ovi%) and operating profit increased $1.3 billjat.7%) over 1995. Operating profit, as
defined for segment reporting purposes, is opagaticome before unallocated corporate expensega@pg revenues increased in 1996 over
1995 due primarily to increases in tobacco revenpadially offset by the impact of divestituresfobd businesses. Operating profit incree

in 1996 over 1995 due primarily to increases inttdimcco and food segments.

Excluding the results of divested North Americaaddousinesses (discussed below in Food--Businedsdament), operating revenues and
operating profit in 1996 increased $5.2 billion1@) and $1.4 billion (12.9%), respectively, ovef%9

Currency movements, primarily the strengtheninthefU.S. dollar versus the Japanese yen, decreasedting profit by $116 million in
1996. Although the Company cannot predict futuresemoents in currency rates, it anticipates thattirginued strength of the U.S. dollar
versus the Japanese yen and European currenciégmwal an unfavorable impact on operating profit997.

Interest and other debt expense, net, decreasenhifighh (7.9%) compared to 1995, due primarilyattower average interest rate on
outstanding debt and higher interest income in 1996

Excluding the cumulative effect of accounting chesdiscussed below, earnings per share of $7.6896 increased by 18.0% over 1995,
due to higher net earnings and lower shares oulistgnAs a result of the Company's share repurchesgram, the weighted average number
of shares outstanding decreased to 821 millior®B6Xrom 842 million in 1995.

In 1996, the American Institute of Certified Pubfccountants' Accounting Standards Executive Comemiissued Statement of Position No.
96-1, "Environmental Remediation Liabilities," whicas required, was adopted by the Company ashabda 1, 1997. The effect of adoption
will not be material to the Company's 1997 resofteperations or financial position.

1995 Compared with 1994

Operating revenues for 1995 increased $946 mi(llos%) over 1994, primarily due to increases iratmwo revenues, partially offset by the
impact of divestitures of food businesses. Opegatirofit increased $1.1 billion (10.9%), reflectimgreases in all consumer products
business segments. Currency movements, primagljdpanese yen and German mark, increased opepatiithy $213 million in 1995.
Excluding the results of divested food businesdesssed below), operating revenues and operptofd increased $5.1 billion (8.7%) and
$1.2 billion (13.0%), respectively, over 1994.

Interest and other debt expense, net, decreasenhififith (4.4%) in 1995, due primarily to lower aege outstanding debt during the year,
partially offset by higher average commercial papées.

Effective January 1, 1995, the Company adopted®i@t of Financial Accounting Standards ("SFAS") Nb6, "Accounting for
Contributions Received and Contributions Made."sThiatement requires the Company to recognize eondlitional promise to make a
contribution as an expense in the period the premsisnade. The Company had previously expensedilcotibns when payment was mai



The cumulative effect at January 1, 1995 of adgp8RAS No. 116 reduced 1995 net earnings by $7omi(.01 per share). The application
of SFAS No. 116 did not materially reduce 1995 eys before cumulative effect of accounting changes

Effective January 1, 1995, the Company adopted SHASL06, "Employers' Accounting for PostretiremBehefits Other Than Pensions,"
for non-U.S. postretirement benefits other tharspers. The cumulative effect at January 1, 19%dafpting SFAS No. 106, for the non-U.S.
plans, reduced 1995 net earnings by $21 millio@3$%er share). However, application of SFAS No. ftBéion-U.S. employees during the
year ended December 31, 1995 did not materiallycecarnings before cumulative effect of accountimgnges

Excluding the 1995 cumulative effect of accountihgnges discussed above, net earnings increasgbBymillion (15.9%) in 1995,
primarily due to increased operating profit ($1illidn), which was partially offset by a higher imme tax provision ($378 million).
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Excluding the 1995 cumulative effect of accountihgnges discussed above, earnings per share iedriepd9.4% in 1995, due to a 15.9%
increase in net earnings to $5.5 billion and fesieres outstanding. As a result of the Compangsesiepurchase program, the weighted
average number of shares outstanding decrease tmilion in 1995 from 867 million in 1994.

1993 Restructuring

In the fourth quarter of 1993, the Company provifledhe restructuring of its worldwide operatidogeduce its cost structure and to
improve its future growth, profitability and cadbwi. The charge related primarily to the downsizangclosure of approximately 40
manufacturing and other facilities. This restruittgrcharge reduced 1993 earnings before income tawet earnings and earnings per shal
$741 million, $457 million and $.52, respectivdiycluded in this charge were asset write-downs4@million, with the remainder of the
charge representing anticipated cash expenditaries funded with cash provided by operating adisitDuring 1996, 1995 and 1994, the
Company expended approximately $300 million in @wtion with this program. The estimate of plannedual after-tax savings by year-end
1997 is approximately $500 million.

Effective January 1, 1993, the Company adopted SNASL12 "Employers' Accounting for PostemploymBatefits." The liability
established upon adoption was sufficient to pro¥idecosts associated with workforce reductiongemplated by the 1993 restructuring.

Operating Results by Business Segment
Tobacco
Business Environment

The tobacco industry, including Philip Morris Inporated ("PM Inc."), the Company's domestic tobamdusidiary, and Philip Morris
International Inc. ("PMI"), the Company's intermatal tobacco subsidiary, have faced, and contiodiade, a number of issues which may
adversely affect volume, operating revenues andatipg profit.

In the United States, these issues include propiesktal regulatory controls (including, as diseasbelow, the issuance of final regulations
by the United States Food and Drug Administratibie (FDA") which purport to regulate tobacco protuas "medical devices"); actual and
proposed excise tax increases; new and proposedhfedtate and local governmental and privateictisins on smoking (including proposi
to ban or restrict smoking in workplaces and indings permitting public access); new and propassttictions on tobacco manufacturing,
marketing, advertising (including decisions by agrtcompanies to limit or not accept tobacco adsieg) and sales; new and proposed
legislation and regulations to require substamtiilitional health warnings on cigarette packagésimadvertising, and to eliminate the tax
deductibility of tobacco advertising and promotibcests; actual and proposed requirements regadiguipsure of cigarette ingredients and
other proprietary information; increased assertiminsdverse health effects associated with bothkémyand exposure to environmental
tobacco smoke ("ETS"); legislation or other goveental action seeking to ascribe to the industrgaasibility and liability for the purported
adverse health effects associated with both smakiitgexposure to ETS; the diminishing social aarege of smoking; increased pressure
from anti-smoking groups; unfavorable press repgdsernmental and grand jury investigations; pevalaintiff class action litigation; and
actions brought primarily by states and local goweents seeking Medicaid and health care reimbunseamsl existing and proposed laws to
help facilitate such recoveries.

In August 1996, the FDA issued final regulationspgoutedly designed to reduce youth smoking. Inréggilations, the FDA purports to
exercise jurisdiction over nicotine as a "drug" @aner cigarettes as a "medical device" (a "nicotiakvery system") under the provisions of
the Food, Drug and Cosmetic Act. The final regoladiinclude severe restrictions on the distribytioarketing and advertising of cigarettes
and would require the industry to comply with a @iidnge of labeling, reporting, recordkeeping, nf@cturing and other requirements
applicable to medical devices and their manufacsuieor the most part, the regulations are schddoléecome effective on August 28, 1¢
The FDA's exercise of jurisdiction, if not reverdmdjudicial or legislative action, could lead t@mra expansive FDA-imposed restrictions on
cigarette operations than those set forth in th&l fiequlations and could adversely affect the m&uoperating revenues and operating profit
of PM Inc. in amounts that cannot be determined.IR&and other domestic cigarette manufacturedsaamnadvertising firm have sued the
FDA, seeking a judicial declaration that the FD/A Im@ authority to regulate cigarettes and askiegctiurt to permanently enjoin the FDA
from enforcing its regulations. Similar suits hdgen filed against the FDA by manufacturers of seheds tobacco products, by a trade
association of cigarette retailers and by advelisigency associations. A hearing on plaintiffstiomofor summary judgment was held on
February 10, 1997. The outcome of the litigatioallegmging the FDA regulations cannot be predicted.

In August 1996, the Commonwealth of Massachusatisted legislation that would require cigarette ufacturers to disclose the flavorings
and other ingredients used in each brand of cigaraebld in the Commonwealth, and to provide "miesyield ratings” for their products
based on standards to be established by the MassthDepartment of Public Health. PM Inc. belsetreat enforcement of the statute,
which is scheduled to take effect on July 1, 12®tld require the disclosure of valuable proprietaformation concerning its brands. PM
Inc. and three other domestic cigarette manufacturave filed suit in federal district court in Bais challenging the legislation as being
preempted by the Federal Cigarette Labeling ande&tbing Act (the "Labeling Act") and as violatitlye commerce, full faith and credit, due
process and takings clauses of the U.S. ConstitutioFebruary 1997, the court ruled on summargiuent motions that the Labeling Act
does not preempt the requirement that ingredidatrimation be provided to the Commonwealth. Therpifis intend to appeal that decision
and will continue to assert their other constiméibclaims. The ultimate outcome of this lawsuitrat be predicted. The enactment of this
legislation has encouraged, and continues to eageyefforts in other states to enact similar latiem. The Department of Public Health has
proposec
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regulations to implement the Massachusetts le@slaand has invited public comment on the proposedlations. PM Inc. and three other
domestic cigarette manufacturers filed commentsaiinjg to the proposed regulations. Final regutetioave not been issued.

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

In May 1996, PM Inc. proposed that comprehensiderial legislation be enacted to respond to cond®rrike President and others regarding
the use of tobacco products by minors. The proptesgdiation would establish a federal minimum afé8 for the sale of tobacco products
and would ban, restrict or otherwise limit the doling, among other things: cigarette vending maesiitobacco product brand names, logos,
characters and selling messages displayed on h@atdo-related items such as hats or T-shirts; tmbpmduct sponsorship of events with
significant youth audiences; outdoor advertiseméttobacco products within 1,000 feet of any gieund or elementary or secondary
school, including outward-facing window display adising; advertisements for tobacco products iarotrains, buses, subways and taxis,
and in terminals, stations, platforms or stopsiie@se vehicles; and advertisements for tobaccauptedn youth-oriented publications. The
proposed legislation would restrict youth accegsi@cco products by calling for a ban on the s&ngle cigarettes or packs with fewer
than 20 cigarettes; requiring all tobacco saldsetéace-to-face, where proof of age can be verffiednyone appearing to be under age 21,
mandating that tobacco products in retail estabvimhts be displayed within the control or line @ffdiof an employee; banning sampling
except in locations where minors are denied aceggbrequiring retailers and their employees ttifgahat they understand and will comply
with minimum-age laws. To ensure compliance, troppsed legislation calls for penalties of up to,$80 for violations by a tobacco
manufacturer. The proposed legislation also call&f$250 million contribution from the tobacco ustry (based on market share) over a five-
year period to assist the government and otherapfementation and enforcement. The proposed kigsl, which as of yet has not be
introduced in either house of Congress, would pideithe FDA from regulating tobacco products.

Some foreign countries have also taken steps toatesr prohibit cigarette advertising and pronoati to require ingredient disclosure, to
impose maximum constituent levels, to increasesaxecigarettes, to control prices, to restrictamg, to ban or severely restrict smoking in
workplaces and public places, and to otherwiseodisge cigarette smoking.

It is not possible to predict what, if any, otherdign or domestic governmental legislation or tations will be adopted relating to the
manufacturing, advertising, sale or use of cigasetir to the tobacco industry generally.

As further discussed in Note 13 to the Consolid&i@dncial Statements, there is litigation pendimgarious jurisdictions related to tobacco
products. These cases generally fall within thie@egories: (i) smoking and health cases allegimggmal injury brought on behalf of
individual smokers,

(if) smoking and health cases alleging personakynand purporting to be brought on behalf of @slaf plaintiffs, and (iii) health care cost
recovery actions brought primarily by states arwl@overnments seeking reimbursement for Mediaadiother health care expenditures
allegedly caused by cigarette smoking.

In the individual and class action smoking and theedses pending against PM Inc. and, in some cime€ompany and/or certain of its of
subsidiaries, plaintiffs allege "addiction" to cigie smoking, personal injury resulting from ciggge smoking and/or personal injury result
from exposure to ETS and seek compensatory arsnte cases, punitive damages in amounts ranginghetbillions of dollars. During the
past two years, there has been a substantial seieahe number of such smoking and health casth®iUnited States, with a majority of 1
new cases having been filed in Florida on behaihdividual plaintiffs. As of December 31, 1996eth were 185 smoking and health cases
filed and served on behalf of individual plaintiffsthe United States against PM Inc. and, in soases, the Company, compared to 115 such
cases as of December 31, 1995, and 84 such casEBasember 31, 1994. One hundred twenty-two efddses filed and served as of
December 31, 1996, were filed on behalf of indigdplaintiffs in the state of Florida. Ten of thlividual cases involve allegations of
various personal injuries allegedly related to esye to ETS.

In addition to the foregoing individual smoking ameklth cases, as of January 27, 1997, there wepearported smoking and health class
actions pending in the United States against PMdnd, in some cases, the Company, including aatdrikiolves allegations of various
personal injuries related to exposure to ETS. Tevelithese actions purport to constitute state-widss actions and were filed after the Fifth
Circuit Court of Appeals, in the Castano case dised in Note 13 to the Consolidated Financial States, reversed a federal district court's
certification of a purported nation-wide class aegton behalf of persons who were allegedly additdg¢dbacco products. Further state-wide
class actions have been threatened. One purpaonekirsy and health class action is pending in Ca@autbanother in Brazil against affiliates
of the Company. In California, individuals and Ibgavernments and other organizations purportediing as "private attorneys general"
have filed suits seeking, among other things, icijwe relief, restitution and disgorgement of ptefor alleged violations of California's
consumer protection statutes. As of January 277,199
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26 health care cost recovery actions were pending.
government entities have announced that they are co
cost recovery actions.

The Company and each of its subsidiaries name
each has been so advised by counsel handling the re
number of valid defenses to all litigation pending
are, and will continue to be, vigorously defended.
the outcome of this litigation. Litigation is subje
it is possible that some of these actions could be
unfavorable outcome of a pending smoking and health
case discussed in Note 13 to the Consolidated Finan
encourage the commencement of additional similar li
been a number of adverse legislative, regulatory, p
developments concerning cigarette smoking and the t
developments generally receive widespread media att
able to evaluate the effect of these developing mat
and the possible commencement of additional litigat

Management is unable to make a meaningful est
of loss that could result from an unfavorable outco
It is possible that the Company's results of operat
particular quarterly or annual period or its financ
materially affected by an ultimate unfavorable outc
litigation. Management believes, however, that the
pending litigation should not have a material adver
financial position.

During 1996, press reports discussed proposal
legislative solution to smoking and health claims a
The Company believes that any such legislation woul
perhaps insurmountable, difficulties in reconciling
interests. However, the Company will explore all re
in the best interests of its shareholders.

Tobacco--Operating Revenues

(in millions) 19

Domestic tobacco $12,4

International tobacco 24,0
Total $36,5

Other states and local
nsidering filing health care

d as a defendant believe, and
spective cases, that it has a
against it. All such cases

It is not possible to predict

ct to many uncertainties, and
decided unfavorably. An
case, such as the Carter
cial Statements, could
tigation. There have also
olitical and other

obacco industry. These
ention. The Company is not
ters on pending litigation

ion.

imate of the amount or range
me of all pending litigation.
ions or cash flows in a

ial position could be

ome of certain pending
ultimate outcome of all

se effect on the Company's

s to forge a comprehensive
gainst the tobacco industry.

d involve significant, and

the views of many competing
asonable measures that may be

96 1995 1994

62  $11,493 $11,110
87 20,823 17,561

49  $32,316 $28,671

Tobacco--Operating Profit

(in millions) 19

Domestic tobacco $4,2

International tobacco 4,0

Amortization of goodwill (
Total $8,2

96 1995 1994

06 $3,740 $3,302
78 3453 2,877
21) (16) 17

63 $7,177 $6,162

1996 Compared with 1995

Domestic tobacco. PM Inc.'s 1996 operating revemmsased 8.4% over 1995, due to higher volumég$dillion, including excise taxes),
pricing ($414 million) and improved product mix (nillion). 1996 operating profit increased 12.5%@01995, due primarily to price
increases, net of product cost increases ($36mjijlhigher volume ($289 million), improved producix ($75 million) and lower fixed
manufacturing expense ($82 million, due primardythie costs of a product recall in 1995), partiaffiget by higher marketing, administration
and research expense ($342 million).

PM Inc.'s 1996 shipment volume was 230.8 billioftsjran increase of 4.1% over 1995, compared witlndustry increase of 0.4%. Industry
volume increased due to two extra shipping dayl®®6 and distributor buying patterns. While PM loannot predict future growth rates, it
believes that, over the long term, industry shiptaevill continue to decline in line with their histcal average decline of 1% to 2% per
annum.

Based on shipments, the premium and discount seagraecounted for approximately 71.6% and 28.4%yeetsvely, of domestic cigarette
industry volume in 1996, versus approximately 7088 30.0%, respectively, in 1995, reflecting aticmred shift to the higher margin
premium segment, which began in the second hdlpes.

PM Inc.'s 1996 shipment market share was 47.8%aaase of 1.7 share points from 1995. In the prensegment, PM Inc.'s volume
increased 6.3%, compared with a 2.7% increasén®imidustry, resulting in a premium segment sh&&6@%, an increase of 1.9 share
points from 1995. Marlboro volume increased 111Boi units (7.8%) for a 32.3% share of the totalustry, an increase of 2.2 share pa



from 1995. In the discount segment, PM Inc.'s sleipts decreased 6.3%, to 36.0 billion units in 1&@®pared with an industry decline of
4.9%, resulting in a discount segment share oféa6&@decrease of 0.4 share points from 1995.

Retail sales data (compiled by the A.C. Nielsen @any) indicate PM Inc. and Marlboro market sharfe$904% and 33.3%, respectively, in
1996, compared with 47.3% and 30.7%, respectiwel$995. The retail market share for PM Inc.'s ofiremium brands as a group was 9

in 1996, up slightly from 1995. In the discount semt, Basic increased its segment share of reti@is$o 17.4%, an increase of 1.6 share
points from 1995.

PM Inc. cannot predict future change or rates ahgfe in the relative sizes of the premium and disteegments or in PM Inc.'s shipments,
market share (based on shipments) or retail maheet.

During the second quarter of 1996, PM Inc. impletedra price increase of $2.00 per thousand cigarett its domestic premium and
discount brands. PM Inc. previously increased tieemf its domestic brands by $1.50 per thousagalrettes in the second quarter of 1995.
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International tobacco. PMI's 1996 operating reverinereased 15.7%, due primarily to higher foredgaise taxes ($1.6 billion, including
those for previously unconsolidated and newly asglsubsidiaries), favorable volume/mix ($1.1 billj, pricing ($469 million), and the
impact of previously unconsolidated and newly aplisubsidiaries ($390 million, excluding exciseets), partially offset by unfavorable
currency movements ($287 million). Operating profdreased 18.1%, due primarily to favorable volimir ($506 million) and price
increases, net of higher costs ($297 million) dreitmpact of previously unconsolidated and newlyured subsidiaries ($22 million),
partially offset by unfavorable currency movemg@®s28 million) and higher marketing and administnatcosts.

PMI's volume grew 67.1 billion units (11.3%) in 8ver 1995 to 660.2 billion units, including lodehnds manufactured by Zaklady
Przemyslu Tytoniowego w Krakowie S.A., a Polishacigfte manufacturer in which PMI acquired a cotitrglinterest in February 1996.
Excluding this acquisition, PMI's overall volumeegr 8.4%, which continued to be driven in part by ¢xpanding market of Eastern Europe.
Although PMI cannot predict future growth ratesgriticipates an eventual return to its historielef annual growth of 5% to 7%. In Janu
1997, PMI purchased a controlling interest in Taleag, Portugal's formerly state-owned tobacco amypThe acquisition will favorably
impact volume in 1997.

Volume advanced in most major markets, includingn@ay, Italy, the Netherlands, Belgium, Spain, Cardnd Eastern Europe, Turkey, the
Middle East, Japan, Korea, Singapore, the Philggpeind Argentina. In Australia, PMI's volume wasgdg, following the unusually high
levels reached during the 1995 price war. Voluntk strare continued to decline in Mexico, due to eatio conditions and retail price
increases. In Brazil, PMI lost volume and share tduatense competition.

PMI's market shares rose in most major markets, iwidreases recorded in Germany, Italy, FrancelN#taerlands, Belgium, Spain,
Switzerland, Turkey, Japan, Korea, Hong Kong, Sioge, the Philippines and Argentina.

1995 Compared with 1994

Domestic tobacco. During 1995, PM Inc.'s operatagnues increased 3.4% from 1994, due primaripriting ($174 million), volume
($120 million) and improved product mix ($83 millip Operating profit for 1995 increased 13.3% frb®®4, due primarily to pricing ($174
million), volume ($73 million), improved product m{$76 million), lower marketing, administrationcaresearch costs ($60 million) and
lower fixed manufacturing expense in 1995, pastiaffset by the costs from a product recall in 1995

PM Inc.'s shipment volume for 1995 was 221.8 hillimits, an increase of 1.1% over 1994, comparéd avi industry decline of 1.7% during
1995. The premium and discount segments accouatexpproximately 70.0% and 30.0%, respectivelydarhestic cigarette industry
shipment volume in 1995, versus approximately 67f62the premium segment and 32.5% for the disceagiment in 1994, continuing the
shift toward the premium segment that began irsdwond half of 1993.

PM Inc.'s shipment market share for 1995 was 46d®ncrease of 1.3 share points over 1994. Iiptmium segment, volume in PM Inc.'s
brands increased 3.5%, compared with a 1.9% inereagthe industry, resulting in a premium segnsdrare of 54.5%, an increase of 0.9
share points from 1994. Marlboro volume was upbillibn units (5.2%) for a 30.1% share of the tatalustry, an increase of 2.0 share pa
from 1994. In the discount segment, PM Inc.'s skeipts decreased 9.1%, to 38.5 billion units, in 1@ pared with an industry decline of
9.2%, resulting in a discount segment share of%364h increase of 0.1 share points from 1994.

Retail sales data (compiled by the A.C. Nielsen @any), indicate PM Inc. and Marlboro market shafe$7.3% and 30.7%, respectively, in
1995, compared with 46.2% and 28.6%, respectiwel¥994. The retail market share for PM Inc.'s ofiremium brands as a group was 8
in 1995, unchanged from 1994. In the discount segnBasic increased its segment share of retaikshi3 points, to 15.8%, in 1995.

International tobacco. During 1995, operating rexanof PMI increased 18.6%, due primarily to higloeeign excise taxes ($1.6 billion),
favorable currency movements ($708 million), highelume/mix ($713 million) and price increases (826illion). Operating profit increas:
20.0% due primarily to higher volume/mix ($338 moitl), price increases ($264 million) and favoradlerency movements ($210 million),
partially offset by higher marketing, administratiand research costs ($264 million).

PMI's volume grew 57.2 billion units (10.7%) in B® 593.2 billion units. Volume advanced in mostjon markets, including Germany,
Italy, Spain, the Netherlands, Belgium, Central &iadtern Europe, Turkey, the Middle East, Japame&dhe Philippines, Australia and
Argentina. In Eastern Europe, which includes pafthe former Soviet Union, PMI's volume climbe®®4This emerging market has in part
driven PMI's volume growth to double its historiogth level. Volume declined in France, due to tlixen price increases; in Mexico, due
to continued poor economic conditions; and in Braltie to competition. Importantly, however, voluared market share for Marlboro
increased in France and Brazil.

PMI's market shares reached record levels in magimmternational markets, with strong gains ir@any, Italy, the Netherlands, Belgium,
Spain, the Czech and Slovak Republics, Turkey,nlaparea, Hong Kong, Singapore, Australia and Atien

Food
Business Environment

Several steps have been taken in recent yearsitbthe value of premium brands, reduce costs aokase profitability in the Compan'



food businesses. During 1995, the North Americanlfousiness was reorganized to combine the opesatibKraft USA and General Foods
USA. The combined organization, named Kraft Fodus, ("Kraft"), has streamlined operations and ioyed effectiveness and customer

response. Also in 1995, the international food ess, Kraft Foods International, Inc. ("KFI"), wasligned to capitalize on future growth
opportunities and reorganized into separate regjiona
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units: Western Europe; Northern Europe; Central and
and Africa; and Asia/Pacific.

During 1995 and 1996, Kraft and KFI realigned
businesses to focus on higher-margin premium produc
its bakery, North American margarine, specialty oil
Kraft Foodservice distribution businesses. In addit
international food businesses. During 1996, Kraft s
KFI sold several non-strategic businesses (includin
U.K. and ltaly) at net gains of $320 million. In ad
initiated cost saving programs that included downsi
severance for workforce reductions. The cost of the
offset the gains from businesses sold. Kraft also a
and Del Monte shelf-stable pudding businesses durin
respectively. In Latin America, where certain subsi
manufacture and market a wide variety of food produ
of the remaining voting shares of Industrias de Cho
a Brazilian chocolate confectionery company, in the

The North American and international food bus
continue to be affected by green coffee bean price
green coffee bean prices were volatile, significant
patterns and leading to intense price competition a
markets. In 1996, intense competition continued as
declined. The green coffee bean price decline lower
prices charged to consumers were reduced. Kraft was
cheese commodity costs, as well as other higher dai
from low U.S. milk production. The increased commod
prices charged to consumers. Additionally, Kraft's
by intense price competition, particularly from pri
response, Kraft implemented price reductions and si
cereal products in the second quarter of 1996. Seve
similar pricing strategies.

Food--Operating Revenues

(in millions) 19

North American food $16,4

International food 11,5
Total $27,9

Eastern Europe, Middle East

their portfolios of

ts. During 1995, Kraft sold
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g 1996 and 1995,

diaries and affiliates of PMI
cts, PMI acquired nearly all
colate Lacta S.A. ("Lacta"),
second quarter of 1996.
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volatility. Throughout 1995,

ly affecting consumer buying
mong coffee companies in some
green coffee bean prices

ed 1996 operating revenues as
also affected by record high

ry commodity costs, arising

ity costs have led to higher
cereal business was affected
vate label brands. In

mplified couponing of its

ral competitors followed with

96 1995 1994

47  $17,891  $21,556
03 11,183 10,113

50 $29,074  $31,669

Food--Operating Profit

(in millions) 19

North American food $2,6

International food 1,3

Amortization of goodwill 5
Total $3,3

96 1995 1994

28  $2,542 $2,539
03 1218 1,153
69)  (572)  (584)

62 $3,188 $3,108

1996 Compared with 1995

North American food. During 1996, operating revendecreased 8.1% from 1995, due primarily to thgaich of divestitures ($2.0 billion
product mix ($95 million) and pricing ($82 millionpartially offset by volume increases in ongoimeerations ($662 million), the impact of
acquisitions ($63 million) and favorable currencgvaments ($39 million). Operating profit increaged% over 1995 due primarily to
volume increases in ongoing operations ($405 mijlend lower marketing, administration and reseangis ($46 million), partially offset t
net price reductions and net cost increases ($ili8mj, the impact of divestitures ($116 milliorgnd product mix ($101 million). Kraft had
net gains from sales of businesses of $250 millidt©96. In addition, Kraft initiated cost savirgstions that included downsizing facilities.
The cost of these actions substantially offsegéias from businesses sold. The effect of pricind. 896 operating revenues was due
primarily to price reductions in coffee and cerepkstially offset by price increases in cheese @&fiect of net price reductions on 1996
operating profit was due primarily to price redoos in cereals. The effect of net cost increases986 operating profit was due primarily to
higher cheese commodity costs.

Excluding operating results of the divested busasgliscussed above, 1996 North American food tipgnevenues and operating profit
increased 3.8% and 8.5%, respectively, over 1995.

Significant volume gains were achieved in beverageghe strength of ready-to-drink and powderextipcts, and in frozen pizza, helped by
new product introductions and geographic markeaagn. Volume also increased in desserts, dueangth in packaged and refrigerated
products, as well as the acquisition of a shelfistaudding product line in the fourth quarter 80%; coffee, aided by sales of premium-
priced line extensions; processed meats, with gramvtunch combinations, driven by product introtioigs, and cold cuts; and meals, due to
strength in dinners and stuffing. Volume increaisecereals in 1996, due primarily to product intiotions and the implementation of pr



reductions and simplified couponing in the secondrter. Despite lower consumption in the proceggsh category as prices rose, total
cheese volume grew slightly due to new producbohictions.

International food. Operating revenues for 1996dased 2.9% over 1995, due primarily to higher may$44 million), the consolidation of
previously unconsolidated operations ($612 millian)l the impact of acquisitions ($105 million), tily offset by pricing ($255 million,
primarily coffee), the impact of divestitures ($131lion) and unfavorable currency movements ($48ion). Operating profit during 1996
increased 7.0% over 1995, reflecting higher vol{##38 million), cost decreases, net of price readuni($81 million), the consolidation of
previously unconsolidated operations ($66 millian§l favorable currency movements ($7 million), ipyt offset by higher marketing,
administration and research costs ($101 milliomarily higher marketing costs) and the impact of
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divestitures ($7 million). KFI had net gains of $nlllion from sales of businesses in 1996. In additKFI initiated cost savings actions that
included increased severance for workforce redosti®he cost of these actions substantially offsegains from businesses sold.

Higher international food volume was due primatdythe consolidation of previously unconsolidatedibesses, the acquisition of Lacta and
growth in coffee. KFI's coffee volume increasedliregions during 1996, particularly in severay kearkets such as Germany and France,
KFI's largest coffee markets. The gains were ate$increased marketing and several premium peothiroductions. KFI's confectionery
volume increased, due primarily to the emergingkeisrof Central and Eastern Europe, but declinaf@stern Europe where competition
remained intense. KFI's cheese and grocery voldeessased, due to divestitures of businesses, lowvsumption of beef in Italy, and the
effects of a peanut butter recall in Australia tigdly offset by increased sales of snacks in Stenda. Latin America volume was higher as a
result of the acquisition of Lacta and strong safgsowdered soft drinks throughout the region.

Steps were taken during 1996, and will continu#d87, to lower KFI's overhead costs and strengthemarketing of KFI brands in the
intensely price competitive environments of Europe.

1995 Compared with 1994

North American food. During 1995, operating revendecreased 17.0%, due primarily to the impaciwedtitures ($4.2 billion), partiall
offset by increases in price/mix ($311 million) aralume ($226 million). Operating profit increas@d % over 1994, due primarily to price
increases, net of cost increases ($61 millionngah sales of businesses ($202 million), volunsesimses ($97 million) and lower marketing,
administration and research costs ($14 millionjtially offset by the reduction in operating prafitsulting from divestitures ($166 million)
and provisions for an early retirement program twedwrite-down of assets of facilities to be closediownsized (aggregating $202 million).

Excluding operating results of divested businegdissussed above), North American food operatingmaes and operating profit increased
3.3% and 7.3%, respectively, in 1995 compared 0% .

Volume grew in beverages, on the strength of readyrink fruit juices; cheese, led by growth in v@cess and natural cheese segments;
processed meats, driven by lunch combinations aftbauits, both of which were aided by new produattiductions; ready-to-eat and
packaged desserts, due to enhanced marketingsedfiodtthe introduction of line extensions; frozeaza, helped by geographic expansion
new product introductions; and coffee, which repdrtolume growth in premium products. Volume deseéean cereals, due to a general
slowdown in industry sales and heightened compaetitind in pourable and spoonable salad dresgingsto declines in industry sales. In
Canada, volume decreased, due primarily to weaknehg foodservice business, partially offset ighler retail sales, which benefited from
enhanced advertising and marketing support. Mathates were higher in the majority of North Amemiéaod's top categories.

International food. Operating revenues for 199%dased 10.6% over 1994, due primarily to favorableency movements ($652 million),
price increases ($477 million, primarily coffee)Xahe impact of acquisitions ($92 million), paryabffset by volume decreases ($151
million). Operating profit increased 5.6% over 196de primarily to gains on sales of businessetiszsissed below ($73 million), the gain
sale of an equity investment ($43 million), andome from unconsolidated subsidiaries, reflectirghkr volume in emerging markets ($77
million), partially offset by provisions recordedmarily to write-down assets of facilities to besed ($73 million) and lower volume ($50
million).

During 1995, KFI sold a Scandinavian cereal operata U.K. frozen foods operation and the inteorai distribution rights of Kraft's bake
business.

Overall volume declined in 1995. In Western Europsyume declined, due to market softness and ietenmpetition for core coffee and
confectionery products, particularly in Germany |'KRkargest European market. Despite intense pacepetition in coffee and a soft
confectionery market resulting from an unusually suommer, market shares increased in Germany mthetroast and ground coffee and
chocolate tablet categories. In Central and Eagfarope, volume increased in coffee and confectiopeoducts, while the Asia/Pacific
region recorded increases in the coffee, and cheabgrocery categories. In Latin America, totduwee was higher in 1995, driven by
powdered soft drinks in Argentina and Brazil anghtar ice cream volume in Brazil, partially offsgtlbwer ice cream volume in Argentina
and lower powdered soft drink volume in Mexico.

Beer
1996 Compared with 1995

Operating revenues of Miller Brewing Company ("Mill) for 1996 increased $23 million (0.5%) from 598lue to price/mix improvements
($136 million) and the impact of acquisitions ($#lion), partially offset by lower volume ($119 rfidn). Operating profit decreased $7
million (1.6%) from 1995, due to lower volume ($48llion) and unfavorable fixed manufacturing expei@®18 million), partially offset by
price/mix improvements, net of higher material sd$25 million) and lower marketing, administratimd research costs ($36 million,
primarily marketing). During 1996, Miller recordéd share of a restructuring charge at 26#1ed Molson Canada and realized the bene
lower than anticipated costs for integrating Mol&tBA's operations. Also in 1996, Miller took severetions to restore growth, streamline
organization and reduce costs. These included &farce reduction, the costs of which were charggairest the existing postemployment
liability. The impact of these items was not matetd Miller's operating profit for 1991



Miller's 1996 total shipment volume of 43.8 millibarrels decreased 2.7% from 1995. Despite hidhiprmeents of Miller Lite in 1996,
shipments of premium-priced brands decreased dashiftments of budget-priced brands. Lower voluras due to softness in most of
Miller's brands and intense competition. Miller'anket share of the U.S. malt industry (based op-shi
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ments) was 21.6%, down 1.0 share point from 19@Splde lower overall volume, Miller's premium shigmbs increased to 82.5% from
81.8% of Miller's total shipments. Miller's voluraed share in 1997 may decline further if currembpetitive conditions continue.

1995 Compared with 1994

Operating revenues of Miller for 1995 increasedlfion (0.2%) from 1994, due to price/mix improvents ($27 million), partially offset by
volume decreases. Operating profit increased $8iom({7.5%) over 1994, due to price/mix improverteeand lower costs (aggregating $39
million), partially offset by volume decreases (&8lion).

Miller's 1995 shipment volume of 45.0 million bdsref beer decreased 0.5% from 1994, in line withihdustry. Miller's domestic shipme
were 1.1% lower in 1995, reflecting the currentise$s in the domestic beer industry, but were gdbrtbffset by growth in Miller's
international sales. Shipments of premium-pricegrbeose 1.3% to account for 81.8% of shipmeni®Bb compared with 80.4% in 1994.
Premium brand growth was led by the initial sucadged Dog and increased shipments of Miller Ligflecting enhanced advertising and
marketing. Shipments of Miller Genuine Draft and Beers were down versus the prior year. Millegsket share of the U.S. malt beverage
industry (based on shipments) was 22.6% in 199%ndn1 share point from 1994.

Financial Services and Real Estate
1996 Compared with 1995

In 1996, operating revenues from financial servared real estate operations were flat, and operatiofit increased 17.1% from 1995.
Higher financial services operating revenues aratatmmg profit from Philip Morris Capital Corporati ("PMCC") reflect the continued
growth and gains realized from PMCC's leasing anggired finance portfolio. 1996 operating revenfrem real estate operations of
Mission Viejo Company ("MVC") decreased from 1986e primarily to an unfavorable comparison caused large land sale in Southern
California during 1995, but operating profit incsed slightly in 1996 due to higher margins.

1995 Compared with 1994

For 1995, operating revenues from financial ses/ged real estate operations decreased 22.7% panating profit decreased 21.1% from
1994. Lower financial services operating profiteefs gains recognized in 1994 related to the ®BIRMCC's marketable securities portfolio.
Operating profit from MVC's real estate operatiomgeased from 1994 levels, due primarily to im@dvesidential land sales volume in
Colorado, and higher profit margins in California.

Financial Review
Net Cash Provided by Operating Activities

During 1996, cash provided by operating activities $7.7 billion, $782 million higher than in 1988e primarily to higher net earnings,
partially offset by increased investments in wogkaapital.

During 1995, cash provided by operating activities $6.9 billion, compared with $7.1 billion in @9 he decrease was due primarily to an
investment in working capital, partially offset higher net earnings.

Including payments of income taxes on sales offflassies and PMCC's interest payment on zero cougaspwhich matured in 1994,
operating cash flow was $7.6 billion, $6.7 billiand $6.9 billion, for 1996, 1995 and 1994, respetyi

Net Cash Used in Investing Activities

During 1996, cash used in investing activities $24 billion, compared with $109 million during R9The change was due primarily to ¢
used in 1996 for acquisitions (primarily for conlfirgy interests in a Polish cigarette manufactned a Brazilian chocolate confectionery
company) compared with cash received in 1995 fioenstiles of food businesses. During 1995, Kraft gslbakery businesses and its North
American margarine, specialty oils, marshmallovesamels and Kraft Foodservice distribution busieesk addition, several smaller
international food businesses were sold in 199%alTaroceeds from the sales of these businesses$get billion. In 1996, the Company s
several domestic and international food businesselsiding the North American bagel business, facpeds of $612 million.

Cash used in investing activities for 1995 was $tiliflon, compared with $1.2 billion for 1994. Tlebange was due primarily to cash
received from sales of businesses in 1995, paradiset by a $797 million decrease in cash prodidg PMCC, reflecting the sale of PMCi
marketable securities portfolio in 1994.

Capital expenditures for 1996 increased 9.9%, t8 $ilion, of which 47% related to tobacco opeyat and 46% related to food operations,
primarily for modernization and consolidation of midacturing facilities and expansion of certainduction capacity. Capital expenditures
are estimated to be $1.9 billion in 1997 and d witapproximately $8.0 billion for the five-yeaepod 1997-2001, of which approximately
57% and 48%, respectively, are projected for tobaqerations and approximately 36% and 43%, reisdgtare projected for foo



operations.
Net Cash Used in Financing Activities

During 1996, the Company's net cash used in fimgnactivities increased to $6.4 billion, from $5iBion in 1995, due primarily to increas
in stock repurchases ($659 million) and dividendisl §$523 million), partially offset by lower ne#payments of short-term borrowings and
long-term debt. During 1995, the Company's net e¢eslu in financing activities was $5.6 billion, quened with $5.7 billion in 1994,
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Debt

The Company's total debt was $15.2 billion, $15ll&h and $16.5 billion at December 31, 1996, 1206 1994, respectively. Total
consumer products debt decreased $439 million 86,19606 million in 1995 and $1.4 billion in 19%e primarily to favorable cash flow
and scheduled debt maturities.

At December 31, 1996, the Company's credit faedititmounted to approximately $15.6 billion, of vihégpproximately $15.3 billion were
unused. These include revolving bank credit agredsrtetaling $12.0 billion. An agreement for $4illidn expires in October 1997. An
agreement for $8.0 billion expires in 2000, enablile Company to refinance short-term debt on g-tenm basis, based upon its intent and
ability to refinance such debt. These facilities ased to support the Company's commercial papeswings and are available for
acquisitions and other corporate purposes. The @agnpxpects to continue to refinance long-termsimaitterm debt from time to time. Tt
nature and amount of the Company's long-term aod-$&rm debt and the proportionate amount of eachbe expected to vary as a result of
future business requirements, market conditionscdiner factors.

Fixed rate debt constituted approximately 86% &b of total consumer products debt at Decembel 336 and 1995, respectively. The
average interest rate on total consumer produdis oeluding the impact of currency swap agreemeéigcussed below, was approximately
7.5% and 7.7% at December 31, 1996 and 1995, rixgplgc

The Company operates internationally, with manuwfidey and sales facilities in various locationsuane the world. The Company continue
evaluates its foreign currency net asset expogui@drily the Swiss franc, German mark, Swedismhr®British pound and Canadian dollar)
based on current market conditions and busineastegtes. It acts to manage such exposure, whenedepradent, through various hedging
transactions. The Company has entered into currendyrelated interest rate swap agreements to raangpsure to currency movements.
The aggregate notional principal amounts of thegseeanents outstanding at December 31, 1996 andwW885$2.2 billion and $2.0 billion,
respectively, of which $1.5 billion related to cameer products debt at December 31, 1996 and 189pectively.

The Company enters into forward exchange contrémt@urposes other than trading, to reduce theceffof fluctuating foreign currency on
foreign currency denominated current assets, iiedsi) commitments and short-term intercompanysaations. At December 31, 1996 and
1995, the Company had forward exchange contradtis,maturities of less than one year, of $1.7 dilland $1.2 billion, respectively.

The Company's credit ratings by Moody's at Decer8tied 996, 1995 and 1994 were "P-1" in the commaépaper market and "A2" for
long-term debt obligations. The Company's credihgs by Standard & Poor's at December 31, 19985 Ehd 1994 were "A-1" in the
commercial paper market and "A" for long-term delbligations.

Equity and Dividends

During 1996, the Company repurchased 28.6 milllwaras of its common stock at an aggregate co<2.8fl$llion. These purchases were
made pursuant to the Company's repurchase programunced in 1994, to purchase up to $6 billionsofommon stock in the open market.
These 1996 repurchases, net of 7.9 million shasesed under the Philip Morris 1992 Incentive Congpéion and Stock Option Plan in 1996,
resulted in lower average shares outstanding. Tir@ecember 31, 1996, cumulative purchases undegrtigram totaled 64.1 million sha
at a cost of $5.3 billion.

Dividends paid in 1996 were 17.8% higher than i@5,3eflecting an increase in dividends declaredtialy offset by fewer shares
outstanding. On August 28, 1996, the Board of Doecincreased the Company's quarterly divideng t@f1.20 per share, a 20.0% increase,
resulting in an annualized dividend rate of $4.80hare.

At December 31, 1996, the ratio of consumer pragldebt to total equity was 0.98, compared with hOBecember 31, 1995. The
Company's ratio of total debt to total equity atBmber 31, 1996 was 1.07 compared with 1.13 atidbee31, 1995. The changes in these
ratios primarily reflect net repayments of shortxtdborrowings and longerm debt and an increase in stockholders' eqaiity,primarily to ne
earnings partially offset by share repurchasesdends declared and currency translation adjussn&sgturn on average stockholders' equity
increased to 44.7% in 1996 from 40.7% in 1995. iNbeease from 1995 reflects higher earnings, dbrtidfset by higher stockholders'
equity.

Cash and Cash Equivalents

Cash and cash equivalents decreased to $240 nallibecember 31, 1996 from $1.1 billion at Decen®igr1995. The decrease primarily
reflects the use of cash in 1996 for investmentsri@ign operations and normal working capital ieguents, including repayment of short-
term borrowings.

Contingencies
See Note 13 to the Consolidated Financial Statesrfent discussion of contingencies.

Forward-Looking and Cautionary Statements



Reference is made to Item 1 (c) "Other Matters\wod-Looking and Cautionary Statements" of the Camyfs Form 10-K regarding
important factors that could cause actual resaltliffer materially from those contained in anyard-looking statement made by or on
behalf of the Company, including forward-lookingtetments contained in this report.
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Selected Financial Data--Fifteen-Year Review (in mi

llions of dollars, except per share data)

1996 1995 1994 1993 1992
Summary of Operations:
Operating revenues $ 69,204 $ 66,071 $ 65,125 $ 60,901 $59,131
United States export sales 6,476 5,920 4,942 4,105 3,797
Cost of sales 26,560 26,685 28,351 26,771 26,082
Federal excise taxes on products 3,544 3,446 3,431 3,081 2,879
Foreign excise taxes on products 11,107 9,486 7,918 7,199 6,157
Operating income 11,769 10,526 9,449 7,587 10,059
Interest and other debt expense, net (consumer prod ucts) 1,086 1,179 1,233 1,391 1,451
Earnings before income taxes and cumulative effect
of accounting changes 10,683 9,347 8,216 6,196 8,608
Pretax profit margin 15.4% 14.1% 12.6% 10.2% 14.6%
Provision for income taxes 4,380 3,869 3,491 2,628 3,669
Earnings before cumulative effect of accounting cha nges 6,303 5,478 4,725 3,568 4,939
Cumulative effect of accounting changes (28) 477)
Net earnings 6,303 5,450 4,725 3,091 4,939
Earnings per share before cumulative effect
of accounting changes 7.68 6.51 5.45 4.06 5.45
Per share cumulative effect of accounting changes (.03) (.54)
Net earnings per share 7.68 6.48 5.45 3.52 5.45
Dividends declared per share 4.40 3.65 3.03 2.60 2.35
Weighted average shares (millions) 821 842 867 878 906
Capital expenditures (consumer products) 1,782 1,621 1,726 1,592 1,573
Depreciation (consumer products) 1,038 1,023 1,025 1,042 963
Property, plant and equipment, net (consumer produc ts) 11,751 11,116 11,171 10,463 10,530
Inventories (consumer products) 9,002 7,862 7,987 7,358 7,785
Total assets 54,871 53,811 52,649 51,205 50,014
Total long-term debt 12,961 13,107 14,975 15,221 14,583
Total debt--consumer products 13,933 14,372 14,978 16,364 16,269
--financial services and real estate 1,307 1,454 1,494 1,792 1,934
Total deferred income taxes 3,336 2,827 2,496 2,168 2,248
Stockholders' equity 14,218 13,985 12,786 11,627 12,563
Common dividends declared as a % of net earnings 57.3% 56.3% 55.6% 73.8% 43.0%
Book value per common share 17.55 16.83 14.99 13.26 14.07
Market price of common share--high/low 119-855/8 94 3/8-55 3/4 64 1/2-47 1/4 77 5/8-45 86 5/8-69 1/2
Closing price of common share at year-end 113 90 1/4 57 1/2 55 5/8 77 1/8
Price/earnings ratio at year-end 15 14 11 14 14
Number of common shares outstanding at
year-end (millions) 810 831 853 877 893
Number of employees 154,000 151,000 165,000 173,000 161,000
1991 1990 1989 1988 1987
Summary of Operations:
Operating revenues $56,458 $51,169 $44,080 $ 31,273 $ 27,650
United States export sales 3,061 2,928 2,288 1,863 1,592
Cost of sales 25,612 24,430 21,868 13,565 12,183
Federal excise taxes on products 2,978 2,159 2,140 2,127 2,085
Foreign excise taxes on products 5,416 4,687 3,608 3,755 3,331
Operating income 8,622 7,946 6,789 4,397 3,990
Interest and other debt expense, net (consumer prod ucts) 1,651 1,635 1,731 670 646
Earnings before income taxes and cumulative effect
of accounting changes 6,971 6,311 5,058 3,727 3,344
Pretax profit margin 12.3% 12.3% 11.5% 11.9% 12.1%
Provision for income taxes 3,044 2,771 2,112 1,663 1,502
Earnings before cumulative effect of accounting cha nges 3,927 3,540 2,946 2,064 1,842
Cumulative effect of accounting changes (921) 273
Net earnings 3,006 3,540 2,946 2,337 1,842
Earnings per share before cumulative effect
of accounting changes 4.24 3.83 3.18 2.22 1.94
Per share cumulative effect of accounting changes (.99) .29
Net earnings per share 3.25 3.83 3.18 251 1.94
Dividends declared per share 1.91 1.55 1.25 1.01 79
Weighted average shares (millions) 925 925 927 932 951
Capital expenditures (consumer products) 1,562 1,355 1,246 1,024 718
Depreciation (consumer products) 938 876 755 608 564
Property, plant and equipment, net (consumer produc ts) 9,946 9,604 8,457 8,648 6,582
Inventories (consumer products) 7,445 7,153 5,751 5,384 4,154
Total assets 47,384 46,569 38,528 36,960 21,437
Total long-term debt 14,213 16,121 14,551 16,812 5,983
Total debt--consumer products 15,289 17,182 14,887 16,442 6,355
--financial services and real estate 1,611 1,560 1,538 1,504 1,378
Total deferred income taxes 1,803 2,083 1,732 1,559 2,044
Stockholders' equity 12,512 11,947 9,571 7,679 6,823
Common dividends declared as a % of net earnings 58.7% 40.5% 39.3% 40.3% 40.6%
Book value per common share 13.60 12.90 10.31 8.31 7.21
Market price of common share--high/low 81 3/4-48 1/4 52-36 451/2-25 2 51/2-201/8 31 1/8-18 1/8




Closing price of common share at year-end 80 1/4 51 3/4 41 5/8 251/2 213/8

Price/earnings ratio at year-end 19 14 13 11 11
Number of common shares outstanding at
year-end (millions) 920 926 929 924 947
Number of employees 166,000 168,000 157,000 155,000 113,000
1986 1985 1984 1983 1982
Summary of Operations:
Operating revenues $25542 $16,158 $14,102 $13,256 $11,720
United States export sales 1,193 923 925 970 978
Cost of sales 11,901 6,709 5,840 5,665 5,532
Federal excise taxes on products 2,075 2,049 2,041 1,983 1,180
Foreign excise taxes on products 2,653 1,766 1,635 1,527 1,435
Operating income 3,637 2,664 1,908 1,840 1,547
Interest and other debt expense, net (consumer prod ucts) 772 311 276 230 244
Earnings before income taxes and cumulative effect
of accounting changes 2,765 2,353 1,632 1,610 1,303
Pretax profit margin 10.8% 14.6% 11.6% 12.1% 11.1%
Provision for income taxes 1,287 1,098 743 706 521
Earnings before cumulative effect of accounting cha nges 1,478 1,255 889 904 782
Cumulative effect of accounting changes
Net earnings 1,478 1,255 889 904 782
Earnings per share before cumulative effect
of accounting changes 1.55 1.31 91 .90 .78
Per share cumulative effect of accounting changes
Net earnings per share 1.55 1.31 91 .90 .78
Dividends declared per share .62 .50 43 .36 .30
Weighted average shares (millions) 954 959 981 1,008 1,005
Capital expenditures (consumer products) 678 347 298 566 918
Depreciation (consumer products) 514 367 341 294 250
Property, plant and equipment, net (consumer produc ts) 6,237 5,684 4,014 4,381 4,178
Inventories (consumer products) 3,836 3,827 2,653 2,599 2,834
Total assets 19,482 18,712 9,880 9,908 9,756
Total long-term debt 6,887 8,035 2,239 2,549 3,776
Total debt--consumer products 6,889 7,887 2,566 3,054 3,728
--financial services and real estate 1,141 944 436 141 83
Total deferred income taxes 1,519 1,233 907 825 627
Stockholders' equity 5,655 4,737 4,093 4,034 3,663
Common dividends declared as a % of net earnings 39.9% 38.1% 46.8% 40.5% 38.6%
Book value per common share 5.94 4.96 4.21 4.03 3.64
Market price of common share--high/low 19 1/2-11 11 7/8-9 10 3/8-7 3/4 9-6 3/4 81/2-51/2
Closing price of common share at year-end 18 11 10 1/8 9 7172
Price/earnings ratio at year-end 11 8 11 10 9
Number of common shares outstanding at
year-end (millions) 951 955 971 1,000 1,007
Number of employees 111,000 114,000 68,000 68,000 72,000

See notes to the consolidated financial statentegerding the 1996 acquisitions, 1995 and 1996stitvees of food businesses, the 1995
adoptions of SFAS No. 116 and SFAS No. 106 for bo@- benefit plans, the 1993 adoption of SFAS N@ and the 1993 restructuring of
the Company's worldwide operations.
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Consolidated Balance Sheets (in millions of dollars

, except per share data)

at December 31,
Assets
Consumer products
Cash and cash equivalents
Receivables, net
Inventories:
Leaf tobacco
Other raw materials
Finished product

Other current assets

Total current assets
Property, plant and equipment, at cost:
Land and land improvements
Buildings and building equipment
Machinery and equipment
Construction in progress

Less accumulated depreciation

Goodwill and other intangible assets
(less accumulated amortization of $4,391 and
Other assets

Total consumer products assets
Financial services and real estate
Finance assets, net
Real estate held for development and sale
Other assets

Total financial services and real estate a

Total Assets

1996 1995
$ 240 $1,138
4,466 4,508
4,143 3,332
1,854 1,721
3,005 2,809
9,002 7,862
1,482 1,371
15,190 14,879
664 726
5,168 4,976
12,481 11,542
1,659 1,357
19,972 18,601
8,221 7,485
11,751 11,116
$3,873) 18,998 19,319
3,015 2,866
48,954 48,180
5,345 4,991
314 339
258 301
ssets 5,917 5,631

$54,871 $53,811

See notes to consolidated financial statements.
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1996 1995

Liabilities
Consumer products
Short-term borrowings $ 260 $ 122
Current portion of long-term debt 1,846 1,926
Accounts payable 3,409 3,364
Accrued liabilities:
Marketing 2,106 2,114
Taxes, except income taxes 1,331 1,075
Employment costs 942 995
Other 2,726 2,706
Income taxes 1,269 1,137
Dividends payable 978 834
Total current liabilities 14,867 14,273
Long-term debt 11,827 12,324
Deferred income taxes 731 356
Accrued postretirement health care costs 2,372 2,273
Other liabilities 5,773 5,643
Total consumer products liabilities 35,570 34,869
Financial services and real estate
Short-term borrowings 173 671
Long-term debt 1,134 783
Deferred income taxes 3,636 3,382
Other liabilities 140 121
Total financial services and real estate | iabilities 5,083 4,957
Total liabilities 40,653 39,826

Contingencies (Note 13)

Stockholders' Equity

Common stock, par value $1.00 per share (935,320 ,439 shares issued) 935 935
Earnings reinvested in the business 22,478 19,779
Currency translation adjustments 192 467

23,605 21,181

Less cost of repurchased stock (124,871,681 and 104,150,433 shares) 9,387 7,196
Total stockholders' equity 14,218 13,985
Total Liabilities and Stockholders' Equity $54,871 $53,811
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for the years ended December 31,
Operating revenues
Cost of sales

Excise taxes on products

Gross profit
Marketing, administration and research costs
Amortization of goodwill

Operating income
Interest and other debt expense, net

Earnings before income taxes and cumulative
effect of accounting changes
Provision for income taxes

Earnings before cumulative effect of accounting
Cumulative effect of changes in method of accountin

Net earnings

Consolidated Statements of Earnings (in millionsl@fars, except per share data)

1996 1995 1994
$69,204 $66,071 $65,125
26,560 26,685 28,351
14,651 12,932 11,349
27,993 26,454 25,425
15,630 15,337 15,372
594 591 604
11,769 10,526 9,449
1,086 1,179 1,233
10,683 9,347 8,216
4,380 3,869 3,491

changes 6,303 5,478 4,725

g

(28)

$ 6,303 $ 5450 $ 4,725

Per share data:
Earnings before cumulative effect of accounting

changes $ 768 $ 651 $ 5.45

Cumulative effect of changes in method of accoun ting (.03)
Net earnings $ 768 $ 648 $ 5.45
Consolidated Statements of Cash Flows (in millionsf dollars)
for the years ended December 31, 1996 1995 1994
Cash Provided By (Used In) Operating Activities
Net earnings--Consumer products $6,180 $5,345 $4,591
--Financial services and real estate 123 105 134
Net earnings 6,303 5,450 4,725
Adjustments to reconcile net earnings to operating cash flows:
Consumer products
Depreciation and amortization 1,691 1,671 1,722
Deferred income tax provision 163 15 237
(Gains) losses on sales of businesses (320) (275) 19
Cumulative effect of accounting changes 46
Cash effects of changes, net of the effects from acquired
and divested companies:
Receivables, net 35 (466)  (239)
Inventories (952) (5) (387)
Accounts payable 60 (260) 582
Income taxes 446 504 202
Other working capital items (448) (482) (288)
Other 467 354 180

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows (continued)

for the years ended December 31, 1996 1995 1994
Financial services and real estate
Deferred income tax provision $ 224 $ 299 $ 376
Decrease (increase) in real estate receivables 11 35 (30)
Decrease in real estate held for development and sale 25 61 86
Other 2 (22) (82)
Operating cash flow before income taxes on sa les of businesses and
interest payment on zero coupon bonds 7,707 6,925 7,103
Income taxes on sales of businesses (73) (238) (8)
Interest payment on zero coupon bonds--financial services and real estate (156)
Net cash provided by operating activities 7,634 6,687 6,939

Cash Provided By (Used In) Investing Activities
Consumer products

Capital expenditures (1,782) (1,621) (1,726)

Purchase of businesses, net of acquired cash (616) (217) (146)

Proceeds from sales of businesses 612 2,202 300

Other 47) 17 28

Financial services and real estate

Investments in finance assets (439) (613) (582)

Proceeds from finance assets 217 123 889
Net cash used in investing activities (2,055) (109) (1,237)

Cash Provided By (Used In) Financing Activities
Consumer products

Net (repayment) issuance of short-term borrowing s (1,119) (21) 172

Long-term debt proceeds 2,699 564 97

Long-term debt repaid (1,979) (1,302) (2,817)
Financial services and real estate

Net (repayment) issuance of short-term borrowing s (498) 67 (325)

Long-term debt proceeds 363 185

Long-term debt repaid (139) (44)
Repurchase of outstanding stock (2,770) (2,111) (1,532)
Dividends paid (3,462) (2,939) (2,487)
Stock rights redemption 9)
Issuance of shares 448 291 54
Other (88) (28) (20)

Net cash used in financing activities (6,406) (5,627) (5,717)

Effect of exchange rate changes on cash and cash eq uivalents (71) 3 17

Cash and cash equivalents:

(Decrease) increase (898) 954 2
Balance at beginning of year 1,138 184 182
- Balance at end of year $ 240 $1,138 $ -184-
Cash paid: Interest--Consumer products $1,244 $1,293 $ 1,340
--Financial services and real es tate $ 95 $ 89 $ 229
Income taxes $3,424 $3,067 $ 2,449

See notes to consolidated financial statements.
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Consolidated Statements of Stockholders' Equitynfiions of dollars, except per share data)

Common
Stock

the Business

Earnings Currency
Reinvested in Translation
Adjustments

Balances, January 1, 1994

Net earnings

Exercise of stock options and issuance

of other stock awards

Cash dividends declared ($3.03 per share)
Currency translation adjustments

Stock repurchased

Net unrealized depreciation on securities

$935

$15,718 $(711)
4,725
(217)
(2,623)
664

(114)

Balances, December 31, 1994

Net earnings

Exercise of stock options and issuance

of other stock awards

Cash dividends declared ($3.65 per share)

Redemption of stock rights

Currency translation adjustments

Stock repurchased

Net unrealized depreciation on securities

935

17,489 a7
5,450
(77)

(3,065)

©
514

©)

Balances, December 31, 1995

Net earnings

Exercise of stock options and issuance

of other stock awards

Cash dividends declared ($4.40 per share)
Currency translation adjustments

Stock repurchased

Net unrealized appreciation on securities

935

19,779 467
6,303
(28)
(3,606)
(275)

30

Balances, December 31, 1996

$935

$22,478 $192

Cost of Total
Repurchased  Stockholders'
Stock Equity
$(4,315) $11,627
4,725
324 107
(2,623)
664
(1,600) (1,600)
(114)
(5,591) 12,786
5,450
470 393
(3,065)
(9)
514
(2,075) (2,075)
9)
(7,196) 13,985
6,303
609 581
(3,606)
(275)
(2,800) (2,800)
30
$(9,387) $14,218

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Note 1. Summary of Significant Accounting Policies:
Basis of presentation:

The consolidated financial statements includeighificant subsidiaries. The preparation of finahctatements in conformity with generally
accepted accounting principles requires managetoenake estimates and assumptions that affecefirted amounts of assets and
liabilities and disclosure of contingent assets latullities at the dates of the financial statetseand the reported amounts of operating
revenues and expenses during the reporting perdadsal results could differ from those estimates.

Balance sheet accounts are segregated by two bypeas of business. Consumer products assets dilitiea are classified as either current
or non<urrent, whereas financial services and real eatggets and liabilities are unclassified, in acancg with respective industry practic

Cash and cash equivalents:
Cash equivalents include demand deposits with banésall highly liquid investments with original inaties of three months or less.
Inventories:

Inventories are stated at the lower of cost or mtarkhe last-in, firsbut ("LIFO") method is used to cost substantiallldamestic inventorie:
The cost of other inventories is determined byaberage cost or first-in, first-out methods. laigenerally recognized industry practice to
classify the total amount of leaf tobacco inventasya current asset although part of such invenbagause of the duration of the aging
process, ordinarily would not be utilized withineopear.

Advertising costs:
Advertising costs are expensed generally as indurre
Depreciation, amortization and goodwill valuation:

Depreciation is recorded by the straight-line mdttubstantially all goodwill and other intangilalgsets are amortized by the straight-line
method, principally over 40 years. The Companyqabcally evaluates the recoverability of goodwilldameasures any impairment by
comparison to estimated undiscounted cash flown frdgure operations.

Financial instruments:

Derivative financial instruments are used by thenBany to manage its foreign currency and inteistexposures. Realized and unrealized
gains and losses on foreign currency swaps thaféeetive as hedges of net assets in foreign digdvgs are offset against currency
translation adjustments as a component of stockinslequity. The interest differential to be paidexeived under the currency and related
interest rate swap agreements is recognized ogdif¢hof the related debt and is included in intrand other debt expense, net. Unrealized
gains and losses on forward contracts that aretaféeas hedges of assets, liabilities and comnmitenare deferred and recognized in income
as the related transaction is realized.

Accounting changes:

Effective January 1, 1996, the Company adopted i@t of Financial Accounting Standards ("SFAS") M1, "Accounting for the
Impairment of Long-Lived Assets and for Long-Livadsets to be Disposed of." This Statement requfiraiscertain assets be reviewed for
impairment and, if impaired, remeasured at faiugalvhenever events or changes in circumstanceatedhat the carrying amount of the
asset may not be recoverable. The adoption of IFAI 21 at January 1, 1996 and its applicationmduti996, had no material impact on the
Company's financial position or results of openagio

Effective January 1, 1996, the Company adopted SNASL23, "Accounting for Stock-Based Compensatiamich allows companies either
to measure compensation cost in connection witlethployee stock compensation plans using a fairevehsed method or to continue to use
an intrinsic value based method. The Company wilitimue to use the intrinsic value based methodchviienerally does not result in
compensation cost. The Company's stock compengalaos are discussed in Note 7.

Effective January 1, 1995, the Company adopted SNASL16, "Accounting for Contributions Receivedid@ontributions Made." This
Statement requires the Company to recognize anndgiittanal promise to make a contribution as an agpdn the period the promise is me
The Company had previously expensed contributidmsnypayment was made. The cumulative effect ataigiriy 1995 of adopting SFAS
No. 116 reduced 1995 net earnings by $7 millio@X$er share). The application of SFAS No. 116ndiimaterially reduce 1995 earnir



before cumulative effect of accounting changes.

Effective January 1, 1995, the Company adopted SHASL06 for non-U.S. postretirement benefits othan pensions. The cumulative
effect at January 1, 1995 of adopting SFAS No. i@6the non-U.S. plans, reduced 1995 net earriggb21 million ($.02 per share).
However, application of SFAS No. 106 for non-U.Bipdoyees during the year ended December 31, 19DBalimaterially reduce earnings
before cumulative effect of accounting changes.

In October 1996, the AICPA's Accounting Standargedtitive Committee issued Statement of Position@%el, "Environmental
Remediation Liabilities," which requires adoptionthe Company on January 1, 1997. The Company atghat the effect of adoption will
not be material.
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Note 2. Divestitures and Acquisitions:

During 1996, the Company acquired a controllingriest in a Polish tobacco company, at a cost db $2i8ion and nearly all of the

remaining voting shares of a Brazilian confectignewmpany, at a cost of $314 million. During 198t Company sold several domestic and
international food businesses for total proceeds6dP million and net pretax gains of $320 millibmaddition, the Company initiated cost
saving programs that included downsizing facilies! workforce reductions. The cost of these ast8ubstantially offset the gains from
businesses sold. The effect of these and othetemaaluisitions and dispositions, were not makévizthe Company's 1996 results of
operations.

During 1995, the Company sold its bakery busineasdsts North American margarine, specialty oitgrshmallows, caramels and Kraft
Foodservice distribution businesses. In additienegal smaller international food businesses wele: ©perating revenues and operating
income of these businesses for the period owné@8%% were $2.0 billion and $107 million, respediiyand for the year ended December
1994 were $5.9 billion and $267 million, respedvé&let assets of the businesses sold were $1i8rbillotal proceeds and net pretax gains
from the sales of these businesses were $2.1rbala $275 million, respectively. As part of thigesbtiture program, the Company offerec
early retirement program and downsized or closbdrdbod facilities. The cost of these actionsetfthe gains from businesses sold.

During 1994, the Company sold The All American Goat Company (frozen dinners business) for $170anillThe effect of this
disposition, and other smaller acquisitions angak#ions, was not material to the Company's 1@84ilts of operations.

Note 3. Inventories:

The cost of approximately 49% of inventories in 8 2%d 50% of inventories in 1995 was determinedgugiie LIFO method. The stated
LIFO values of inventories were approximately $&&8ion and $750 million lower than the current to§inventories at December 31, 1996
and 1995, respectively.

Note 4. Short-Term Borrowings and Borrowing Arrangements:

At December 31, the Company's short-term borrowargsrelated average interest rates consistecedbtlowing:

1996 1995
Averag e Average
Amount Year-En d Amount Year-End
(in millions) Outstanding Rat e Outstanding Rate
Consumer products:
Bank loans $ 295 8. 1% $ 209 13.1%
Commercial paper 1,373 5. 7% 2,495 5.8%
Amount reclassified
as long-term debt (1,408) (2,582)
$ 260 $ 122
Financial services and
real estate:
Commercial paper $ 173 6. 0% $ 671 5.9%

The fair values of the Company's short-term borngwiat December 31, 1996 and 1995, based upon tmat&e, approximate the amounts
disclosed above.

The Company and its subsidiaries maintain creditifi@s with a number of lending institutions, anming to approximately $15.6 billion at
December 31, 1996. Approximately $15.3 billiontoége facilities were unused at December 31, 1988aid of these facilities are used to
support commercial paper borrowings, are avail&drl@cquisitions and other corporate purposes aqdire the maintenance of a fixed
charges coverage ratio.

The Company's credit facilities include revolvirgnk credit agreements totaling $12.0 billion. Amesgnent for $4.0 billion expires in
October 1997. An agreement for $8.0 billion expire2000 enabling the Company to refinance shor+gebt on a long-term basis.
Accordingly, short-term borrowings intended to bérranced were reclassified as long-term debt.

Note 5. Long-Term Debt:

At December 31, the Company's long-term debt ctetsisf the following:

(in millions) 1996 1995

Consumer products:




Short-term borrowings, reclassified
Notes, 6.15% to 9.75% (average effective
rate 7.82%), due through 2008
Debentures, 6.0% to 8.5% (average effective
rate 10.77%), $1.2 billion face amount,
due through 2017
Foreign currency obligations:
Swiss franc, 2.13% to 6.88% (average effectiv
rate 5.80%), due through 2000
Deutsche mark, 2.75% to 6.38% (average
effective rate 5.96%), due through 2002
Other foreign
Other

Less current portion of long-term debt

$ 1,408 $ 2,582

9,550 8,598
1,046 1,018
957 1,303
411 392
49 102
252 255

13,673 14,250
(1,846)  (1,926)

$11,827 $12,324

Financial services and real estate:
Eurodollar notes, 6.75% and 6.63% (average
effective rate 6.68%), due 1997 and 1999
Foreign currency obligations:
ECU notes, 9.25% and 8.50%, due 1997
and 1998
Deutsche mark, 6.5%, due 2003
French franc, 6.88%, due 2006

$ 400 $ 400

372 383
166
196

$ 1134 $ 783
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Aggregate maturities of long-term debt, excludihgrs-term borrowings reclassified as long-term dal# as follows:

Financial

Consumer Services and
(in millions) Products Real Estate
1997 $1,846 $386
1998 1,516 186
1999 1,773 200
2000 845
2001 1,730
2002-2006 3,871 362
2007-2011 767
Thereafter 131

The revolving credit facility under which the conser products short-term debt was reclassified ag-term debt expires in 2000 and any

amounts then outstanding mature.

Based on market quotes, where available, or irteagss currently available to the Company for assie of debt with similar terms and
remaining maturities, the aggregate fair valuearsfstimer products and financial services and réateekong-term debt, including current
portion of long-term debt, at December 31, 1996 @b was $15.3 billion and $15.9 billion, respesdy.

Note 6. Capital Stock:

Shares of authorized common stock are 4 billissyésl, repurchased and outstanding were as follows:

Shares Shares Net Shares
Issued Repurchased  Outstanding
Balances,
January 1, 1994 935,320,439 (58,229,749) 877,090,690
Exercise of stock options
and issuance of other
stock awards 4,569,731 4,569,731

Repurchased (28,801,356) (28,801,356)
Balances,
December 31, 1994 935,320,439 (82,461,374) 852,859,065
Exercise of stock options
and issuance of other
stock awards 6,470,262 6,470,262

Repurchased (28,159,321) (28,159,321)
Balances,
December 31, 1995 935,320,439 104,150,433) 831,170,006
Exercise of stock options
and issuance of other
stock awards 7,890,835 7,890,835
Repurchased (28,612,083) (28,612,083)
Balances,
December 31, 1996 935,320,439 124,871,681) 810,448,758

At December 31, 1996, 33,794,922 shares of comruak svere reserved for stock options and othetkséweards under the Company's st
plans and 10,000,000 shares of Serial PreferreckS$d..00 par value, were authorized, none of whibe been issued.

Note 7. Stock Plans:

Under the Philip Morris 1992 Incentive Compensatiod Stock Option Plan (the "Plan"), the Company grant to eligible employees sta
options, stock appreciation rights, restricted lstmed annual incentive and long-term performansh eavards. Up to 37 million shares of
common stock are authorized for grant, of whichmmare than 9 million shares may be awarded as cesdrstock. Shares available to be
granted at December 31, 1996 and 1995 were 5,882)83 12,639,175, respectively.

Stock options are granted at an exercise pric@bless than fair value on the date of the gratutciSoptions granted under the Plan generally
become exercisable on the first anniversary ofjth@t date and have a maximum term of ten years.

The Company applies the intrinsic value based nieieomitted by SFAS No. 123 in accounting for thenPAccordingly, no compensation
expense has been recognized other than for restrstbck awards. Had compensation cost for stot@ropwards under the Plan been
determined based on the fair value at the gramisg#te effect on the Company's 1996 and 1995ameingys would not have been mater



Option activity was as follows for the years enfetember 31, 1994, 1995

and 1996:
Weighted
Shares Subject Options Average
to Option Exercisable Exercise Price
Balance at
January 1, 1994 30,035,681 $51.09
Options granted 511,610 69.73
Options exercised (2,394,089) 34.63
Options cancelled (388,045) 59.87
Balance at
December 31, 1994 27,765,157 27,253,547 52.73
Options granted 7,983,200 74.78
Options exercised (6,750,112) 45.69
Options cancelled (590,121) 68.46
Balance at
December 31, 1995 28,408,124 20,700,934 60.27
Options granted 7,542,405 108.25
Options exercised (8,436,980) 56.81
Options cancelled (442,422) 78.64
Balance at
December 31, 1996 27,071,127 19,649,932 $74.42

The weighted average exercise prices of optioneceseble at December 31, 1996, 1995 and 1994 weke6$, $54.83 and $52.41,
respectively.

The following table summarizes the status of stmgtions outstanding and exercisable as of DeceBihet996, by range of exercise price:

Option s Outstanding Options Exercisable

Weighted Weighted
Range of Remaining Average Average
Exercise Number Contractual Exercise Number Exercise
Prices Outstanding Life Price  Exercisable Price
$20.92-$35.42 1,805,676 2 years $ 30.56 1,805,676 $ 30.56
$46.31-$69.25 8,263,823 5 years 53.63 8,263,823 53.63
$73.56-$120.00 17,001,628 8 years 89.18 9,580,433 74.45

27,071,127 19,649,932
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The Company may grant shares of restricted stodkights to receive shares of stock to eligible kyges, giving them in most instances all
of the rights of stockholders, except that they matysell, assign, pledge or otherwise encumber sbares and rights. Such shares and rights
are subject to forfeiture if certain employmentditions are not met. During 1996, 1995 and 1994Gbmpany granted 60,000, 212,000 and
2,636,940 shares, respectively, of restricted stoaligible U.S. based employees and also issuetigible non-U.S. employees rights to
receive 48,000 and 1,034,320 like shares in 198518084, respectively. At December 31, 1996, resbris on the stock, net of forfeitures,
lapse as follows:

1997-2,433,985 shares; 1998-50,000 shares; 199828hares; 2000-262,000 shares; and 2002 anaftezr223,000 shares.

The fair value of the restricted shares and righthe date of grant is amortized to expense natal@r the restriction period. The unamorti
portion is reported as a reduction of earningsvesited in the business and was $47 million on Dbeer81, 1996.

Note 8. Earnings per Share:

Earnings per common share have been calculateueondighted average number of shares of common statstanding for each year, whi
was 821,108,904, 841,558,296 and 867,288,869 faB,1P995 and 1994, respectively.

Note 9. Pretax Earnings and Provision for Income Tees:

Pretax earnings and provision for income taxesistets of the following:

(in millions) 1996 1995 1994
Pretax earnings:
United States $ 7,399 $ 6,622 $ 5,781
Outside United States 3,284 2,725 2,435
Total pretax earnings $ 10,683 $ 9,347 $ 8,216

Provision for income taxes:
United States federal:

Current $ 1,836 $ 1,946 $ 1,540
Deferred 438 97 458
2,274 2,043 1,998
State and local 430 434 419
Total United States 2,704 2,477 2,417
Outside United States:
Current 1,727 1,175 919
Deferred (51) 217 155
Total outside
United States 1,676 1,392 1,074
Total provision for
income taxes $ 4,380 $ 3,869 $ 3,491
At December 31, 1996, applicable United States fede ral income taxes and foreign
withholding taxes have not been provided on approxi mately $4.2 billion of
accumulated earnings of foreign subsidiaries that a re expected to be permanently
reinvested abroad. If these amounts were not consid ered permanently reinvested,
additional deferred income taxes of approximately $ 240 million would have been
provided.

The Company and its subsidiaries are subject to tax examinations in
various U.S. and foreign jurisdictions. The Company believes that adequate tax
payments have been made and accruals recorded for a Il years.

The effective income tax rate on pretax earni ngs differed from the U.S.

federal statutory rate for the following reasons:

1996 1995 1994
Provision computed at
U.S. federal statutory rate 35.0% 35.0% 35.0%
Increase (decrease) resulting from:
State and local income taxes,

net of federal tax benefit 2.6 3.0 3.3
Rate differences--foreign

operations 3.3 1.9 1.0
Goodwill amortization 1.8 2.1 2.4
Other 1.7) (0.6) 0.8

Provision for income taxes 41.0% 41.4% 42.5%




The tax effects of temporary differences which gase to consumer products deferred income taxsssel liabilities consisted of the
following:

December 31,
(in millions) 1996 1995
Deferred income tax assets:
Accrued postretirement and

postemployment benefits $1,070 $1,018
Accrued liabilities 588 451
Restructuring, strategic and other reserves 315 331
Other 399 764
Gross deferred income tax assets 2,372 2,564
Valuation allowance 87) (125)
Total deferred income tax assets 2,285 2,439
Deferred income tax liabilities:
Property, plant and equipment (1,699) (1,687)
Prepaid pension costs (286) (197)
Total deferred income tax liabilities (1,985) (1,884)
Net deferred income tax assets $ 300 $ 555

Financial services and real estate deferred indamegabilities are primarily attributable to temaoy differences from investments in finance
leases.
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Note 10. Segment Reporting:

Tobacco, food, beer, and financial services anbestate are the major segments of the Compangiatpns. The Company's major products
are cigarettes, coffee, cheese, chocolate confegtpyrocessed meat products, various packagedrgnoemlucts and beer. The Company's
consolidated operations outside the United Stathigh are principally in the tobacco and food besses, are organized into geographic
regions by segment, with Europe the most signiticemiersegment transactions are not reported agggrsince they are not material.

For purposes of segment reporting, operating pisfiperating income exclusive of certain unalledatorporate expenses. Substantially all
goodwill amortization is attributable to the focegsnent. Identifiable assets are those assets apldito the respective industry segments.

Note 2 regarding divestitures and acquisitic

Reportable segment data were as follows:

Data by Segment for the
years ended December 31,

(in millions) 1 996 1995 1994
Operating revenues:
Tobacco $36, 549  $32,316  $28,671
Food 27, 950 29,074 31,669
Beer 4, 327 4,304 4,297
Financial services and real estate 378 377 488
Total operating revenues $69, 204  $66,071  $65,125
Operating profit:
Tobacco $8, 263 $7,177 $6,162
Food 3, 362 3,188 3,108
Beer 437 444 413
Financial services and real estate 192 164 208
Total operating profit 12, 254 10,973 9,891
Unallocated corporate expenses 485 447 442
Operating income $11, 769  $10,526  $9,449
Identifiable assets:
Tobacco $13, 314  $11,196 $9,926
Food 32, 934 33,447 34,822
Beer 1, 707 1,751 1,706
Financial services and real estate 5, 917 5,632 5,193
53, 872 52,026 51,647
Other assets 999 1,785 1,002
Total assets $54, 871  $53,811  $52,649
Depreciation expense:
Tobacco $ 378 $ 350 $ 360
Food 538 556 539
Beer 104 101 108
Capital expenditures:
Tobacco $ 829 $ 525 $ 529
Food 812 948 1,072
Beer 122 115 121
Data by Geographic Region for the
years ended December 31,
(in millions) 199 6 1995 1994
Operating revenues:
United States--domestic $31,99 3 $32,479 $35,936
--export 6,47 6 5,920 4,942
Europe 24,23 2 23,076 19,888
Other 6,50 3 4,596 4,359
Total operating revenues $69,20 4 $66,071 $65,125
Operating profit:
United States $8,76 2 $ 8,031 $ 7,306
Europe 2,63 5 2,366 1,914
Other 85 7 576 671
Total operating profit 12,25 4 10,973 9,891
Unallocated corporate expenses 48 5 447 442
Operating income $11,76 9 $10,526 $9,449



Identifiable assets:

United States $33,31 4 $32,521 $33,622
Europe 15,83 6 15,981 14,845
Other 4,72 2 3,524 3,180
53,87 2 52,026 51,647
Other assets 99 9 1,785 1,002
Total assets $54,87 1 $53,811 $52,649

Note 11. Pension Plans:

The Company and its subsidiaries sponsor noncandrip defined benefit pension plans covering sutigtly all U.S. employees. The plans
provide retirement benefits for salaried employeesed generally on years of service and compensddiong the last years of employment.
Retirement benefits for hourly employees generaltya flat dollar amount for each year of servidee Company funds these plans in
amounts consistent with the funding requirementedéral laws and regulations.

Pension coverage for employees of the Company'dh8nsubsidiaries is provided, to the extent dekappropriate, through separate plans,
many of which are governed by local statutory regjaients. The plans provide pension benefits tteabased primarily on years of service
and employees' salaries near retirement. The Coynmanwides for obligations under such plans by @épyg funds with trustees or
purchasing insurance policies. The Company red@aigities for unfunded foreign plans.
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U.S. Plans

Net pension (income) cost consisted of the follagy

(in millions) 1996 1995 1994
Service cost--benefits earned

during the year $ 143 $ 110 $ 130
Interest cost on projected

benefit obligation 373 367 342
(Return) loss on assets

--actual (980 ) (1,344) 94

--deferred gain (loss) 447 848 (605)
Amortization of net gain upon

adoption of SFAS No. 87 (25 ) (26) (28)

Amortization of unrecognized net
loss (gain) from experience

differences 9 (13) (12)
Amortization of prior service cost 14 13 12
Other (income) cost (35 ) 75 49
Net pension (income) cost $ (54 ) $ 30 $ (18)

During 1996, 1995 and 1994, the Company sold besg®and instituted early retirement and workfoedeiction programs resulting in
curtailment and settlement gains of $69 million additional pension cost of $34 million in 1996daidnal pension cost of $103 million and
curtailment gains of $28 million in 1995 and adulitl pension cost of $49 million in 1994.

The funded status of U.S. plans at December 3lawdsllows:

(in millions) 1996 1995
Actuarial present value of accumulated
benefit obligation--vested $3,871 $4,116
--nonvested 359 354
4,230 4,470
Benefits attributable to projected salaries 650 786
Projected benefit obligation 4,880 5,256
Plan assets at fair value 7,101 6,649
Excess of assets over projected benefit obligation 2,221 1,393
Unamortized net gain upon adoption of
SFAS No. 87 (108) (140)
Unrecognized prior service cost 124 131
Unrecognized net gain from experience
differences (1,404) (807)
Prepaid pension cost $ 833 $ 577

The projected benefit obligation at December 39619995 and 1994 was determined using an assuisealidt rate of 7.75%, 7.25% and
8.5%, respectively, and assumed compensation isese# 4.5% at December 31, 1996 and 1995 and & @ecember 31, 1994. The
assumed longerm rate of return on plan assets was 9% at DeeeB1h 1996, 1995 and 1994. Plan assets congistijpaily of common stoc
and fixed income securities.

The Company and certain of its subsidiaries spodsfarred profit-sharing plans covering certaimgat, nonunion and union employees.
Contributions and costs are determined generaly@ercentage of pretax earnings, as defined bgléms. Certain other subsidiaries of the
Company also maintain defined contribution plansiolints charged to expense for defined contribuilans totaled $210 million, $201
million and $191 million in 1996, 1995 and 1994spectively.

In addition, certain of the Company's subsidiapagicipate in multiemployer defined benefit plaBantributions to these plans were
immaterial in 1996, 1995 and 1994.

Non-U.S. Plans

Net pension cost consisted of the followi

(in millions) 19 96 1995 1994




Service cost--benefits earned

during the year $ 80 $ 80 $ 72
Interest cost on projected benefit

obligation 1 66 160 136
(Return) loss on assets

--actual (2 01) (195) 4

--deferred gain (loss) 70 74 (113)
Amortization of net loss (gain) upon

adoption of SFAS No. 87 3 1 1)

Net pension cost $1 18 $ 120 $ 98

The funded status of the non-U.S. plans at Dece®bevras as follows:

Assets Exceed Accumulated
Accumulated Benefits Exceed
Benefits Assets
(in millions) 1996 1995 1996 1995
Actuarial present value of
accumulated benefit
obligation
--vested $ 1,336 $ 1,257 $ 721 $ 703
--nonvested 39 46 77 69
1,375 1,303 798 772
Benefits attributable to
projected salaries 342 324 127 125
Projected benefit obligation 1,717 1,627 925 897
Plan assets at fair value 1,891 1,780 36 59
Plan assets in excess of (less than)
projected benefit obligation 174 153 (889) (838)
Unamortized net (gain) loss upon
adoption of SFAS No. 87 (14) 11 13 14
Unrecognized net gain from
experience differences (22) (42) 5) (34)
Prepaid (accrued)
pension cost $ 138 $ 122 $ (881) $ (858)
The assumptions used in 1996, 1995 and 1994 wdodl@ass:
1996 1995 1994
Discount rates 4.0% to 12.0% 45 % to 10.0% 5.0% to 13.0%
Compensation
increases 3.0%to 8.0% 35 %to 9.0% 3.5%to 11.0%
Long-term rates
of return on
plan assets 45%1t011.0% 4.5 %1t011.0% 5.5%to 12.0%

Plan assets consist primarily of common stock aratifincome securities.
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Note 12. Postretirement Benefits Other Than Pensi@n

The Company and it subsidiaries have accrued tivaaed cost of retiree health care benefits dutliregactive service periods of employees
in the United States and Canada. Health care lsffiefiretirees outside the United States and Canael generally covered through local
government plans. The Company and its U.S. and @i@amzubsidiaries provide health care and otheetfitsrto substantially all retired
employees, their covered dependents and beneéisigBienerally, employees who have attained agad®ho have rendered at least 5 to 10
years of service are eligible for these benefiext&n health care plans are contributory; othezsnancontributory

Net postretirement health care costs consisteldeofdilowing:

(in millions) 19 96 1995 1994
Service cost--benefits earned

during the period $ 59 $ 46 $ 57
Interest cost on accumulated

postretirement benefit obligation 1 80 179 165

Amortization of unrecognized net
loss (gain) from experience

differences 4 2) 6
Amortization of unrecognized prior

service cost ( 12) (13) (15)
Other (income) cost (8) (13) 32

Net postretirement health
care costs $2 23 $ 197 $ 245

During 1996, 1995 and 1994, the Company sold besg®and instituted early retirement and workfoedeiction programs resulting in
additional income or cost.

The Company's postretirement health care plangtlyrare not funded. The status of the plans aebwer 31 was as follows:

(in millions) 1996 1995

Actuarial present value of accumulated
postretirement benefit obligation:

Retirees $ 1,289 $ 1,353
Fully eligible active plan participants 278 253
Other active plan participants 859 927
2,426 2,533
Unrecognized net loss from
experience differences (75) (303)
Unrecognized prior service cost 127 140

Accrued postretirement health
care costs $2,478 $ 2,370

The assumed health care cost trend rate used isunireg the accumulated postretirement benefit akibg for U.S. plans was 9.0% in 1995,
8.5% in 1996 and 8.0% in 1997, gradually declirtim&.0% by the year 2003 and remaining at thatl ldnexeafter. For Canadian plans, the
assumed health care cost trend rate was 15.099%H, 14.0% in 1996 and 13.0% in 1997, graduallyided to 5.0% by the year 2005 and
remaining at that level thereafter. A one-percespgint increase in the assumed health care el tates for each year would increase the
accumulated postretirement benefit obligation adedfember 31, 1996 and net postretirement healéthast for the year then ended by
approximately 12% and 16%, respectively.

The accumulated postretirement benefit obligatfond).S. plans at December 31, 1996, 1995 and %834 determined using assumed
discount rates of 7.75%, 7.25% and 8.5%, respdygtifde accumulated postretirement benefit oblyatt December 31, 1996 and 1995 for
Canadian plans was determined using an assumealidis@te of 8.25% and 9.75%, respectively.

Note 13. Contingencies:

Legal proceedings covering a wide range of mateggpending in various U.S. and foreign jurisdici@gainst the Company and its
subsidiaries, including Philip Morris Incorporat¢®M Inc."), the Company's wholly-owned domestibdoco subsidiary. Various types of
claims are raised in these proceedings, includirignbt limited to products liability, antitrust,agities law, tax and patent infringement
matters.

Pending claims related to tobacco products gemyefallwithin three categories: (i) smoking and liezases alleging personal injury brought
on behalf of individual smokers, (ii) smoking argblth cases alleging personal injury and purpottiinige brought on behalf of a class of
plaintiffs, and



(iii) health care cost recovery actions broughinariily by states and local governments seekinghaimsement for Medicaid and other health
care expenditures allegedly caused by cigarettéisigo

In the individual and class action smoking and thecdses pending against PM Inc. and, in some ctme€ompany and/or certain of its of
subsidiaries, plaintiffs allege personal injuryuiéisg from cigarette smoking, "addiction" to cigée smoking or exposure to environmental
tobacco smoke ("ETS") and seek compensatory arshrire cases, punitive damages in amounts randinghie billions of dollars. During
the past two years, there has been a substardiabise in the number of such smoking and heal#sdagshe United States, with a majority
the new cases having been filed in Florida on Befiahdividual plaintiffs. As of December 31, 199®ere were 185 smoking and health
cases filed and served on behalf of individualnlés in the United States against PM Inc. andsome cases, the Company, compared tc
such cases as of December 31, 1995, and 84 sueh asaef December 31, 1994. One hundred twentyeflte cases filed and served as of
December 31, 1996, were filed on behalf of indigidplaintiffs in the state of Florida. Ten of thlividual cases involve allegations of
various personal injuries allegedly related to esyve to ETS.

In addition to the foregoing individual smoking ameklth cases, there are 17 purported smoking @althhclass actions pending in the Un|
States against PM Inc. and, in some cases, the &ommcluding one that involves allegations ofi@as personal injuries related to expos

to ETS. Twelve of these actions purport to contisiate-wide class actions and were filed afterrifth Circuit Court of Appeals, in the
Castano case discussed below, reversed a fedstradtdiourt's certification of a purported natiside class action on behalf of persons who
were allegedly addicted to tobacco products. Ompgrted smoking and health class action is pentlir@anada and another in Brazil against
affiliates of the Company. In California, individeaand local governments and other
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organizations purportedly acting as "private agmgeneral” have filed suits seeking, among dtfirgs, injunctive relief, restitution and
disgorgement of profits for alleged violations adlirnia's consumer protection statutes. As diseddelow, 26 health care cost recovery
actions are currently pending.

In August 1996, a jury awarded a former smokertandpouse $750,000 in a smoking and health casasi@nother United States cigarette
manufacturer (Carter v. American Tobacco Co., &t Eeither PM Inc. nor the Company was a partghtd litigation. Defendant in that acti
has appealed the verdict. Later that month, argtyrned a verdict for defendants in a smoking lagalth case in Indiana against United
States cigarette manufacturers, including PM IRogers v. R.J. Reynolds Tobacco Company, et danti#f has appealed the verdict.

Several smoking and health cases and health cateazmvery actions are scheduled for trial in 128though trial dates are subject to
change. One individual smoking and health casehiclwPM Inc. is a defendant is scheduled for tlialing the first quarter of 1997 and a
number of other individual cases against the ingiumte scheduled for trial later in the year. Agurted class action on behalf of flight
attendants alleging injury caused by exposure t8 Board aircraft is set for trial in June 199Florida state court. A purported class action
on behalf of Florida residents who allege injurgnfralleged nicotine addiction is set for trial iepfember 1997. A similar action on behalf of
Pennsylvania residents is set for trial in Octdl®97. Health care cost recovery actions are cuyrenheduled for trial in Mississippi in June
1997, in Florida in August 1997 and in Texas intSeyber 1997.

A description of smoking and health class actitres|th care cost recovery litigation and certalreotactions pending against the Company
and/or its subsidiaries and affiliates follows.

Smoking and Health Litigation

Plaintiffs' allegations of liability in smoking artkalth cases are based on various theories ofepcancluding negligence, gross negligence,
strict liability, fraud, misrepresentation, desugfect, failure to warn, breach of express andimdplvarranties, conspiracy, concert of action,
and violations of deceptive trade practice laws esrtsumer protection statutes. Defenses raise@tendants in these cases include lack of
proximate cause, assumption of the risk, compagd#iult and/or contributory negligence, statuteknoitations or repose, and preemption by
the Federal Cigarette Labeling and Advertising Astamended (the "Labeling Act"). In June 1992 Uh#&ed States Supreme Court held that
the Labeling Act, as enacted in 1965, does notrpppeeommon law damage claims but that the Labelicig as amended in 1969, preempts
claims arising after July 1969 against cigarett@uf@cturers "based on failure to warn and the aéinéition of federally mandated warnings
to the extent that those claims rely on omissiarin@usions in advertising or promotions." The @also held that the 1969 Labeling Act
does not preempt claims based on express warffaatglulent misrepresentation or conspiracy. TherCalgo held that claims for fraudulent
concealment were preempted except "insofar as ttlasas relied on a duty to disclose...facts thtoagannels of communication other than
advertising or promotion."” (The Court did not calesiwhether such common law damage claims werd ualiler state law.) The Court's
decision was announced by a plurality opinion. &fiect of the decision on pending and future cag#de the subject of further proceedir

in the lower federal and state courts. Additionalilar litigation could be encouraged if legislatito eliminate the federal preemption defe
proposed in Congress in recent years, were endtiedot possible to predict whether any suchslagion will be enacted.

A smoking and health class action against UnitedeStcigarette manufacturers has been pendingii&lstate court since October 1991 in
which a class has been certified consisting offati-smoking flighteattendants who are or have been employed by arbased in the Unite
States" and who are allegedly suffering from exp@$o ETS aboard aircraft. Broin, et al. v. PhNprris Incorporated, et al., Circuit of the
Eleventh Judicial Circuit in and for Dade Countgpiida, Case No. 91-49738-CA-20. Various challertgeabe class certification have been
denied on appeal, and the case is currently sétiébin June 1997.

Another smoking and health class action againstddrstates cigarette manufacturers has been peimdifigrida state court since May 1994
in which a class has been certified consistingldflarida citizens and residents and their survdwvho have suffered injury "caused by their
addiction to cigarettes that contain nicotine." IEngt al. v. R.J. Reynolds Tobacco Company, eCalcuit Court of the Eleventh Judicial
Circuit in and for Dade County, Florida, Case N&-08273-CA-20. Various challenges to the clasdfezation have been denied on appeal,
and the case is currently set for trial in Septenii987.

In March 1994, a smoking and health class actiomfiled in Alabama state court against three Un&tates cigarette manufacturers, and
subsequently removed to federal court. Lacey,.at dlorillard Tobacco Company, Inc. et al., Unitgthtes District Court, Northern District
of Alabama, Jasper Division, Civil Action No. 94B40901-J. Plaintiffs, claiming to represent all dtas who have smoked or are smoking
cigarettes sold by defendants in the State of Atehaseek compensatory and punitive damages natteed $48,500 per each class member
as well as injunctive relief arising from defendamtleged failure to disclose additives used @irthigarettes. In August 1996, the judge o1
granted defendants' motion for summary judgmerthergrounds that the suit is preempted by the liadpéict.

In March 1994, a smoking and health class actios filed in federal district court in Louisiana agsti United States cigarette manufacturers
and others, including the Company, seeking ceatifin1 of a purported class consisting of all Unitdtes residents who allege that they are
addicted, or are the legal survivors of persons whre addicted, to tobacco products. Castano, gt @ahe American Tobacco Company Ir
et al., United States District Court, Eastern Distf Louisiana, Case No. 94-1044. Plaintiffs géid that the cigarette manufacturers
concealed and/or misrepresented information reggritiie addictive nature of nicotine and manipulakedlevels of nicotine in their tobacco
products to make such products addictive. In Ferif95, the trial court certified the class and in
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May 1996, the Fifth Circuit Court of Appeals revadighe trial court's class certification and reneghthe case with instructions that the class
allegations be dismissed. Summary judgment moagagnst the two remaining named plaintiffs in tase are pending.

Following the announcement of the Fifth Circuifass decertification decision in Castano, lawyerslie plaintiffs announced that they
would file "statewide" smoking and health class actions in statetsoBubsequently, smoking and health class achiased on claims simil
to those in Castano (a "nicotine-dependence cldgmd) and, in some cases, claims of physicalrinpas well (a "physical injury class
action") were filed in a number of states, as dbedrbelow.

Immediately prior to the Fifth Circuit's decisiamthe Castano case, a purported nicotine-dependatsszaction was filed in Indiana state
court against United States cigarette manufactamedsothers. In June 1996, defendants removedaesto federal court. Norton, et al. v. |
Nabisco Holdings Corporation, et al., United Stddestrict Court for the Southern District of Ind@nCase No. IP¢-0798-C-M/S. Plaintiffs'
motion to remand the case to state court is pending

In May 1996, a purported physical injury class@ttivas filed in Maryland state court against Unifdtes cigarette manufacturers and
others, including the Company. The case was rembyeatkfendants to federal court and was subsequettianded to state court.
Richardson, et al. v. Philip Morris Incorporatetiak, Circuit Court for Baltimore City, No. 961450.

In May 1996, a purported nicotirdependence class action was filed in Louisian& stadirt against four United States cigarette marufars
and others, including the Company. Scott, et alhe American Tobacco Company, Inc., et al., idtrict Court for the Parish of Orleans,
State of Louisiana, Docket No. 96-8461. A hearingtaintiffs' motion for class certification hasdmescheduled for February 1997.

In June 1996, a purported nicotine-dependence altz&m was filed in New York state court against Bic., the Company, the Tobacco
Institute and the Council for Tobacco Research--Al,Snc. Frosina, et al. v. Philip Morris Inc., &t, Supreme Court of the State of New
York, County of New York, Case No. 96110950. In Baber 1996, defendants filed motions to dismisctmplaint and to deny class
certification.

In June 1996, a purported physical injury clasgaatas filed in the Superior Court of the DistridtColumbia against United States cigar
manufacturers and others, including the CompangdRe Philip Morris Incorporated, et al., Supe@ourt of the District of Columbia, Case
No. CA-05070-96. A hearing on whether plaintiffs can pera class action has been scheduled for June 1997.

In August 1996, a purported nicotine-dependencesaation was filed in Pennsylvania state courinsgj@nited States cigarette
manufacturers and others, including the Company veas subsequently removed to federal court. Aeth]. v. American Tobacco Company
Inc., et al., United States District Court for teastern District of Pennsylvania, Case No. 96-580B-A hearing on class certification is set
for March 1997, and the trial is scheduled for @eto1997.

In August 1996, a purported nicotine-dependencesdation was filed in Alabama state court, on etisdAlabama and North Carolina
residents, against four United States cigaretteufaaturers and others, including the Company. Ipt&aber 1996, the case was removed by
defendants to federal court. Lyons, et al. v. Tineefican Tobacco Co., Inc., et al., United Statedtriot Court for the Southern District of
Alabama, Southern Division, Civil Action No. 96-0B8H-S. Plaintiffs' motion to remand the case #@iestourt is pending.

In August 1996, a purported nicotine-dependencesdation was filed in Ohio state court againstéthBtates cigarette manufacturers and
others, including the Company, and was subsequesttipved to federal court. Chamberlain, et al.he American Tobacco Co., et al.,
United States District Court, Northern District@hio, Case No. 1:96CV2005. Plaintiffs' motion tmend the case to state court is pending.

In August 1996, a purported physical injury classam was filed in Florida state court against @diStates cigarette manufacturers, and
others. Walters, et al. v. Brown & Williamson TobadCorp., et al., Circuit Court, Fourth JudiciakBict, Duval County, Florida.

In September 1996, a purported nicotine-dependelass action was filed in Minnesota state courtregdour United States cigarette
manufacturers and others, including the Compang.ceise was removed by defendants to federal co&eptember 1996. Masepohl, et a
The American Tobacco Co., Inc., et al., United &ddistrict Court, District of Minnesota, Third Dsion, Case No. CV3-96-888. Plaintiffs'
motion to remand the case to state court is pending

In October 1996, a purported nicotine-dependerassaction was filed in New Mexico state court agfafiour United States cigarette
manufacturers and others, including the Companyn@n et al. v. The American Tobacco Co., et alcd®d Judicial District Court, County
of Bernalillo, State of New Mexico, Case No. CV-9422.

In October 1996, a purported nicotine-dependeragsahction was filed in federal court in PuertooRigainst four United States cigarette
manufacturers and others. Ruiz, et al. v. The Aca@riTobacco Co., et al., United States DistrictrCfmr the District of Puerto Rico, Civil
Action No. 96-2300.

In November 1996, a purported nicotine-dependetass @ction was filed in federal court in Arkanagainst United States cigarette
manufacturers and others, including the CompanyGixiy, et al. v. The American Tobacco Co., etldhjted States District Court for the
Eastern District of Arkansas, Western Division, €a®. LRC 9-881.



In February 1995, Rothmans, Benson & Hedges, inavijich the Company, through subsidiaries, owA8% interest) was served with a

statement of claim commencing a purported claseragt the Ontario Court of Justice, Toronto, Camaabainst Imperial Tobacco Limited,
RJRMacDonald Inc., and Rothmans, Benson & Hedges,laetourneau v. Rothmans et al., Ontario Court efida, Toronto, Canada, Col
File No. 95-CU-82186 (now captioned Caputo v. InigdeFobacco Limited, et al.). The lawsuit seeks dges in the amount of $1,000,000

(Canadian) per class member and punitive and exagnpl
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damages and an order requiring the funding of riéitealon centers. Plaintiffs seek certification @tlass of persons consisting of all current
and former cigarette smokers in Ontario, their famiand the estates of deceased smokers. Defshdaguiest for a more particular staten
of claim prior to delivering their statement of de$e was partially granted and partially denie8lpril 1996. Defendants have appealed that
order.

In July 1995, a purported class action on beha#filoBrazilian smokers and former smokers was fifedtate court in Sao Paulo, Brazil,
naming Philip Morris Marketing, S.A., a wholly-owshsubsidiary of the Company, as a co-defendant.Srheker Health Defense
Association, et al. v. Souza Cruz, S.A. and Piiioris Marketing, S.A., 19th Lower Civil Court dfi¢ Central Courts of the Judiciary
District of Sao Paulo, Brazil. Plaintiffs allegeatidefendants failed to warn that smoking is "atilit¢ and engaged in misleading advertising.
Plaintiffs have obtained an order, which was uplogldppeal, reversing the burden of proof and ptattie burden on defendants. Defend
are seeking further appellate review of this order.

Pro se prisoners have filed two purported classme&igainst United States cigarette manufactamdsothers seeking, in one case, class
certification on behalf of prisoners in two Missfgs prisons based on alleged exposure to ETS (lgtlal. v. Brown & Williamson Tobacco
Corporation, et al., United States District Cowrtthe Northern District of Mississippi, Civil Acih No. 3:96-CV-268WS) and, in the other,
on behalf of all allegedly nicotine-dependent passim the United States (Harris, et al. v. Philiprkis Incorporated, et al., United States
District Court for the Eastern District of Penngia, Civil Action No. 3:96-CV 652). In October 1®3he court issued an order dismissing
the Lyle action. In November 1996, the court in fitaentered an order denying class certification.

Health Care Cost Recovery Litigation

In certain of the pending proceedings, state aadl lgovernment entities and others seek reimbunsefoeMedicaid and/or other health care
expenditures allegedly caused by tobacco produlibes claims asserted in these health care costeegactions vary. All plaintiffs assert the
equitable claim that the tobacco industry was "stijuenriched" by plaintiffs' payment of health e@osts allegedly attributable to smoking
and seek reimbursement of those costs. Other claiage by some but not all plaintiffs include theieaple claim of indemnity, common le
claims of negligence, strict liability, breach ofpeess and implied warranty, violation of a volugtandertaking or special duty, fraud,
negligent misrepresentation, conspiracy, publisance, claims under state and federal statutesmjogeconsumer fraud, antitrust, deceptive
trade practices and false advertising, and claingeuthe Federal Racketeer Influenced and Corrugatdzation Act ("RICQO") or state RICO
statutes.

Each plaintiff seeks reimbursement of Medicaid andther health care costs. Other relief soughgdyie but not all plaintiffs includes
punitive damages, treble damages for alleged astitaw violations, injunctions prohibiting allegethrketing and sales to minors, disclosure
of research, disgorgement of profits, funding df-amoking programs, disclosure of nicotine yiedogl payment of attorney and expert
witness fees.

Defenses raised by defendants include failureaie st valid claim, lack of benefit, adequate rematdaw, "unclean hands" (namely, that
plaintiffs cannot recover because they participatednd benefited from, the sale of cigarettesk lof antitrust injury, federal preemption,
lack of proximate cause and statute of limitatidnsaddition, defendants argue that they shouldrigled to "set-off" any alleged damages to
the extent a state benefits economically from #ie sf cigarettes through the receipt of excisesax otherwise. Defendants also argue that
all of these cases are improper because plaimtifist proceed under principles of subrogation asgyament. Under traditional theories of
recovery, a payor of medical costs (such as arréngu a state) can seek recovery of health casts dmm a third party solely by "standing in
the shoes" of the injured party. Defendants argaeplaintiffs should be required to bring an actim behalf of each individual health care
recipient and should be subject to all defense#abla against the injured party. In certain ofsheases, defendants have also challenged the
ability of the plaintiffs to use contingency feeunsel to prosecute these actions. Further, cesigarette companies, including PM Inc., have
filed related declaratory judgment actions in salstates seeking to block the health care coswvesy actions in those states and/or to
prevent the state from hiring contingency fee celins

The following is a summary of certain developmeéntsach of the health care cost recovery suitsipgnaainst PM Inc. and, in some cases,
the Company and the related declaratory judgmeidrecfiled by cigarette manufacturers.

Florida--In May 1994, the State of Florida enaciestatute which purports, among other things, tisi affirmative defenses in Medicaid
recovery actions. In June 1994, PM Inc. and offilerd suit in Florida state court challenging ttenstitutionality of the statute. Associated
Industries of Florida, Inc., et al. v. State of fida Agency for Health Care Administration, et &lircuit Court of the Second Judicial Circuit
in and for Leon County, Florida, Case No. 94-3188lune 1996, the Florida Supreme Court ruledtti@provisions of the statute that
permitted the state to pursue its action withoanhidying individual Medicaid recipients violate@éfgéndants' due process rights under the
Florida constitution and that defendants may réfeitstate's claims of causation and damages aipaent-by-recipient basis. The court held
constitutional on its face the statutory provisadolishing affirmative defenses normally availatole third party, including assumption of 1
risk, but stated that this provision might be urstiational as applied in the state's case. Thet@so held that the state's independent cause
of action created by the statute could apply ooliledicaid costs paid after the amendment becafaete® in July 1994, that defendants
could be held individually liable under a markeashtheory, that the state could use statistiddlesce to present its case, and that the ag
charged with enforcing the statute was constitatigrestablished. In September 1996, plaintiffsitips for rehearing on the Florida Supre
Court's rulings on abrogation of affirmative defenand application of the statute to conduct oeugitvefore July 1994 was denied. In
December 1996, PM Inc. and another party filedtaipe for a writ of certiorari to the United Stat&upreme Court on the grounds that the
statute violates du
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process because it creates a unique cause of actibehalf of the state which abrogates certainncomlaw and equitable principles,
including affirmative defenses.

In February 1995, the State of Florida filed a tteahre cost recovery action under the statutddrida state court. The State of Florida, et al.
v. The American Tobacco Company, et al., Circuiti€of the Fifteenth Judicial Circuit in and forlPeBeach County, Florida, Case No. CL
95 1466 AO. In September 1996, the trial court iésed all of the state's claims except for its igegice and strict liability counts arising
from Medicaid payments made after July 1, 1994, iemdount for injunctive relief. The court alsalered the state to disclose the identity of
the Medicaid recipients. In October 1996, the dfitdd a coded listing (without names) for all Medid recipients with alleged smoking-
related ilinesses. The trial court accepted theddisting and, in January 1997, the Florida Sugr€uourt determined not to hear and denied
defendants' challenge to the sufficiency of theelsgurported identification of Medicaid recipignin November 1996, plaintiffs amended
their complaint to add claims for violations of Rtta's RICO and consumer protection statutes. lceDder 1996, the court granted
defendants' motion to dismiss various claims broughkler state statutes and denied the motion toislisclaims based on Florida's RICO
statute and on a state false advertising statutdgauary 1997, defendants waived their rightspgretrial determination of whether plaintiffs
can amend their complaint to include a punitive dges claim. Defendants have reserved their rightballenge the punitive damages claim
on factual or legal bases. Plaintiffs' motion tikst defendants' affirmative defenses was heardaowary 24, 1997. The trial in this case is
scheduled to begin in August 1997.

Mississippi--In May 1994, the Attorney General ofskissippi filed a health care cost recovery actioilississippi state court. Moore v. The
American Tobacco Company, et al., Chancery Coudaokson County, Mississippi, Case No. 94-142%dmruary 1995, the court granted
plaintiff's motion to strike certain of defendantkallenges to the sufficiency of the complaint dedied defendants' motion for judgment on
the pleadings. In July 1995, plaintiff filed a nmtiseeking to preclude defendants from assertigig thet off" defenses. That motion is
pending. The Governor of Mississippi and defendhate filed petitions with the Mississippi Supre@wurt challenging the authority of the
Attorney General to pursue this action. The Misp@sSupreme Court heard arguments on both pesitiorSeptember 1996, but has not
issued a decision on either petition. The trialdseduled to begin in June 1997.

Minnesota--In August 1994, the Attorney GeneraWifinesota and Blue Cross and Blue Shield of Minteefited a health care cost recovery
action in Minnesota state court. Minnesota, evaPhilip Morris Incorporated, et al., MinnesotasBDict Court, Second Judicial District,
County of Ramsey, Case No. C1-8865. In July 1996, the Minnesota Supreme Couetrtihat Blue Cross did not have standing to puitsi
tort claims against defendants, but that it coutitped against defendants for claims brought uadgirust and consumer protection statutes.
The Supreme Court also held that Blue Cross coutdye directly its equitable claims, but only fojunctive (not monetary) relief. The case
is scheduled to go to trial in January 1998.

West Virginia--In September 1994, the Attorney Gahef West Virginia filed a health care cost reegvaction in West Virginia state court.
McGraw v. The American Tobacco Company, et al.c@irCourt of Kanawha County, West Virginia, Case B4-1707. In October 1995,
the court dismissed eight of ten counts of the dampand granted defendants' motion to prohibispcution of this case pursuant to a
contingent fee agreement with private counseluhreJ1996, the Attorney General added the Publicl&yeps' Insurance Agency as a
plaintiff. In November 1996, plaintiffs added thee¥f Virginia Department of Health and Human Resesias a plaintiff, and three law firms
as defendants, and asserted additional counts timetaiies of indemnity, negligent misrepresentatieyligence, and strict product liability.
In December 1996, the court heard oral argumemntedendants' motion to dismiss plaintiff's common End equitable claims. A hearing on
defendants' motion to dismiss plaintiff's statutolaims is scheduled for February 1997.

Texas--In March 1996, the Texas Attorney Genetatifa health care cost recovery action in fedevattdn Texas. The State of Texas v. The
American Tobacco Company, et al., United StategiDisCourt, Eastern District of Texas, Civil No-95CV91. Trial in this action is set for
September 1997 and defendants have filed a nunfilmeotions to dismiss it. Defendants and othersgradiously filed an action in Texas
state court in November 1995, seeking a declardiianthe Texas Attorney General cannot pursuealitheare cost recovery action. Philip
Morris Incorporated, et al. v. Dan Morales, Attorrigeneral of the State of Texas, et al., Distrioti€ of Travis County, Texas, No. 94-
14807. The state court has stayed the action fdadsory relief pending the outcome of the Attgri@eneral's suit.

Massachusetts--In December 1995, the Massachuédtitaey General filed a health care cost recoaatjon in Massachusetts state court.
Commonwealth of Massachusetts v. Philip Morris,letal., Superior Court, Middlesex County, Civittlon No. 95-7378. Defendants have
moved to dismiss the complaint. Defendants hadipusly filed an action in Massachusetts federakrtimuNovember 1995, seeking to enji
the Attorney General from prosecuting a health cast recovery action. Philip Morris Incorporatetial. v. Scott Harshbarger, United States
District Court, District of Massachusetts, Case 88-12574-GAO. In November 1996, the federal distourt denied the Attorney General's
motion to dismiss the complaint and stayed thenicijion action.

Maryland--In May 1996, the State of Maryland filadhealth care cost recovery action in Marylandestaurt. State of Maryland v. Philip
Morris Incorporated, et al., Circuit Court for Badbre County, Maryland, Case No. 96-122017/CL211@e&fendants' motion to dismiss the
state's complaint is scheduled to be heard on 3a28a1997. The trial is scheduled for January9l®®fendants and others had previously
filed a separate action in Maryland state courkisgeto enjoin the Maryland Attorney General fronogecuting a health care cost recovery
action pursuant to a contingent fee arrangemett syiecial counsel. Philip Morris Incorporated, levaParris N. Glendening, Governor of
the State of Maryland, et al., Circuit Court folld@ County, Maryland, Case No. CG 2829. In Audi896, the court granted defendants'
motion for summary judgment and dismissed the ictjon action. Plaintiffs have appealed.
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Louisiana--In March 1996, the Attorney General olilsiana filed a health care cost recovery actiohduisiana state court. leyoub, et al. v.
The American Tobacco Company, et al., 14th Judidisirict Court, Parish of Calcasieu, Louisianas€&lo. 96-1209. In January 1997, the
court denied defendants' motion to dismiss whigjuad that the Attorney General lacked the authdoityring this action.

San Francisco--In June 1996, the City and Counyaof Francisco filed a health care cost recoveigramn California federal court and has
since been joined by ten other California counti@gy and County of San Francisco, et al. v. Philiprris, Inc. et al., United States District
Court, Northern District of California, Civil No. @6-2090. In January 1997, the court denied defaistimotion to disqualify plaintiffs'
contingency-fee counsel and took under advisemefiendants' motion to dismiss. In September 1998niiffs in the federal court action,
joined by several medical associations, filed afoadn California state court seeking, among othargs, injunctive relief and disgorgeme
of profits for alleged violations of California'smsumer protection statutes. People of the Sta@alifornia, et al. v. Philip Morris, Inc. et al.,
San Francisco Superior Court, County of San FranciSase No. 980864. In January 1997, the counteaan part defendants' motion to
dismiss by requiring plaintiffs to replead certaauses of action and denied the motion on othenmgi®

Washington--In June 1996, the Attorney Generahef$tate of Washington filed a health care costwery action in Washington state court.
State of Washington v. American Tobacco Co., letcal., Superior Court of Washington, King Couritip,. 96-2-15056. In November 199
the court dismissed claims based on special dajystienrichment and restitution to the state,diditnot dismiss claims brought under
Washington's antitrust laws. The State of Washimgézently moved to amend its complaint with tfsest intention of correcting
deficiencies found by the court to exist in thecgleduty and unjust enrichment claims and to adthen for restitution under Washington's
consumer protection statute. Trial is scheduledsfptember 1998.

Connecticut--In July 1996, the State of Connectiitetl a health care cost recovery action in Cotinatstate court. State of Connecticut v.
Philip Morris Inc., et al., Superior Court, Judidizstrict of Litchfield, Case No. CV-96-01534405efendants had previously filed an action
in federal district court in June 1996, seekingjoin the Connecticut Attorney General from bringthe health care cost recovery action.
Philip Morris Inc., et al. v. Richard Blumenthalpited States District Court, District of Connectic@ase No. 396CV01221 (PCD). This
injunction action was dismissed in December 199§ anJanuary 1997, plaintiffs appealed the disaliss

Utah--In September 1996, the Utah Attorney Gerfdesl a health care cost recovery action in fedeaairt in Utah. State of Utah v. R.J.
Reynolds Tobacco Company, et al., United StatesiBti€ourt, District of Utah, Case No. 2:96CV 0829Defendants had previously filed
an action in Utah state court in July 1996, chalieg the right of the Attorney General to bring Is@mn action and to prosecute the case
pursuant to a contingent fee arrangement with apeounsel. Philip Morris Incorporated, et al. andt C. Graham, Attorney General of the
State of Utah, et al., Third Judicial District Cbaf Salt Lake County, Utah, No. 960904948CV. Thetips have agreed that the state court
action will be stayed while the federal action isqeeding, except for the challenge to the Attor@eyeral's contingent fee arrangement with
special counsel. In December 1996, a motion fatigda@ummary judgment challenging the contingestderangement was argued before the
state court.

Los Angeles County--In August 1996, the County o§lAngeles filed a health care cost recovery adgtidbalifornia state court. County of
Los Angeles v. R.J. Reynolds Tobacco Company, eBaperior Court of California, San Diego County.

Alabama--In August 1996, a health care cost regoaetion was filed in Alabama state court as atprgaclass action on behalf of taxpayers
of the State of Alabama. Following local rules, #tate court entered an order conditionally cdrtgythe class. This action was subsequently
removed by defendants to federal court. Croziea).et. The American Tobacco Company, et al., Whiates District Court for the Middle
District of Alabama, Case No. 96-A-1403-N. Plaifgtiimotion to remand to state court is pending.

Kansas--In August 1996, the Attorney General of $éafiled a health care cost recovery action inddarstate court. State of Kansas, ex rel.
Carla J. Stovall, Attorney General v. R.J. Reyndldbacco Co., et al., District Court of Shawnee i@puKansas, Case No. 96-CV-919.
Defendants' motion to dismiss this case is schddwol®e heard in April 1997.

Michigan--In August 1996, the Attorney General oichigan filed a health care cost recovery actioMinhigan state court. Frank J. Kelley,
Attorney General, ex rel. State of Michigan v. RhMorris Incorporated, et al., Circuit Court fdret 30th Judicial Circuit, Ingham County,
Michigan, Case No. 96-84281-CZ. In October 199@emnidants moved to dismiss certain counts of theptaimt and to strike claims for
compensatory and punitive damages.

Oklahoma--In August 1996, the Attorney General &fgBoma filed a health care cost recovery actioBkiahoma state court. State of
Oklahoma, et al. v. R.J. Reynolds Tobacco Co.l.gbastrict Court for Cleveland County, Oklahon@ase No. CJ-96-1499-L.

Arizona--In August 1996, the Attorney General ofzbna filed a health care cost recovery action iizéna state court. State of Arizona, et
al. v. American Tobacco Co., Inc., et al., Supe@ourt, Maricopa County, Arizona, No. CV 96-14788e Governor of Arizona has
instructed the Attorney General to dismiss the c8sbsequently, the Attorney General filed an aradrabmplaint that abandons claims for
Medicaid payments, but seeks recovery of otherthealre costs as well as other damages and fornedieff Motions to dismiss the
complaint are pending. The trial is scheduled fotober 1998.

Hawaii-in August 1996, PM Inc. and three other cigarettmufacturers filed suit against the Hawaii Attori@@neral in federal district cot
in Hawaii seeking declaratory and injunctive reliefalidating a threatened health care cost regoaetion by Hawaii. A hearing on
defendant's motion to dismiss is scheduled for Ma@97. The action is scheduled to go to trial ec@&nber 1997. Philip Morris Inc., et al.
Margery Bronster, U.S. District Court, Hawaii, CNo. 9¢-00722 HG.



Ohio--In September 1996, two Ohio local officials filedh@alth care cost recovery action in Ohio statetcpurportedly on behalf of the St
of Ohio and all Ohio taxpayers.
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Defendants removed the case to federal court iio @hd have filed a motion to dismiss challengirggstanding of plaintiffs to bring this
action. State ex rel. Coyne, Jr., et al. v. The Aca@ Tobacco Co., et al., United States Distrioti@ Northern District of Ohio, Case No. 96-
2247. Plaintiffs motion to remand this action tatetcourt is pending.

New Jerse--In September 1996, the New Jersey Attorney Géfitrd a health care cost recovery action in Nensdy state court. The State
of New Jersey v. R.J. Reynolds Tobacco Comparsl, e€hancery Court, Middlesex County, Case No58-35. In August 1996, defendai
filed a separate suit challenging the right of Atierney General to bring such an action and teecate the case pursuant to a contingent fee
arrangement with special counsel. Philip Morrisolporated, et al. v. Peter Verniero, Attorney Gahef the State of New Jersey, et al.,
Superior Court of New Jersey, Chancery Divisionyéée County, Case No. MER-C-000114-96. Defendamégion to dismiss the complaint
and plaintiffs' motion for summary judgment are gieqg.

New York City--In October 1996, the City of New York and the N¥ark City Health and Hospitals Corporation filedh@alth care cost
recovery action in New York state court. City ofi&ork, et al. v. The Tobacco Institute, et al.pBme Court of the State of New York,
County of New York, Case No. 406225/96.

lllinois--In November 1996, the Attorney General of Illinied a health care cost recovery action in lllmetate court. People of the Stat
lllinois v. Philip Morris, Inc., et al., Circuit Got of Cook County, lllinois, Case No. 96 L 13146.

lowa--In November 1996, the State of lowa filedelth care cost recovery action in lowa state c@tdte of lowa, ex rel. Thomas J. Miller,
in his capacity as Attorney General of the Statwafa v. R.J. Reynolds Tobacco Co., et al., Disttiourt for Polk County, lowa, Case No.
CL71048.

Alaska-in January 1997, PM Inc. and three other cigaratiaufacturers filed suit against the Alaska Attgr@eneral in federal district cot
seeking declaratory and injunctive relief to prahébthreatened health care cost recovery actioAlagka on grounds that it would violate
federal law. Philip Morris Inc., et al. v. Bruce ®tho, U.S. District Court, Alaska, No. A 97-003v/C{(JWS).

Erie County--In January 1997, the County of Eriedia health care cost recovery action in New Yatate court. County of Erie v. The
Tobacco Institute, Inc., et al., Supreme Courhef$tate of New York, County of Erie, Case No. [2/399.

New York--On January 27, 1997, it was reported in the piteststhe State of New York filed a health caret cesovery action.
Other state and local government entities have @ameer that they are considering filing similar lieakre cost recovery actions.

In September 1996, a purported class action wed iiil Tennessee state court against four Unite@sStégarette manufacturers and others on
behalf of all individuals and entities in the Unit8tates who have paid premiums to a Blue Cro88ug Shield organization for medical
insurance. The complaint alleges that defendactisires have resulted in increased medical insuranemiums for all class members and
seeks recovery under various consumer protectaintes as well as under theories of breach of apéaty and unjust enrichment. This case
was removed by defendants to federal court. Petrgl. v. Philip Morris Incorporated, et al., Unit8tates District Court for the Eastern
District of Tennessee, Winchester Division, Civittlon No. 4:96-CV-106. Plaintiffs' motion to rematie case to state court is pending.

Other Tobacco Related Class Actions

In May 1995, PM Inc. announced a recall of certdiits products and in June and July four purpodeds actions relating to the recall were
filed. Three of these cases have been dismissédctisber 1995, plaintiffs in the remaining actidiijerina, et al. v. Philip Morris, Inc., et al.,
United States District Court, Northern DistrictTéxas, Amarillo Division, Case No. 2-95-CV-120etllan amended complaint alleging that
PM Inc. has, for many years, knowingly manufactuikered products that are defective because toeyain "defective filters.” Plaintiffs
purport to bring this action on behalf of all persavho "are Texas residents and who have smokdig Rtarris filtered cigarettes
manufactured with Hoechst Celanese filter matéritsl who have suffered adverse health effectintiffa allege that the filters in these
products contain hazardous chemicals and thatlosfilacetate fibers break away from the filters adinhaled and ingested by the const
when the filtered products are used. Plaintiffstfer allege that they relied on PM Inc.'s false faddulent misrepresentations, made through
advertising, regarding the safety of the use offittexs. Motions to dismiss certain of plaintiffdaims and motions for summary judgment are
pending. In October 1996, the court denied pldsitihotion for class certification.

In June 1995, an action was filed in federal couNlaryland against PM Inc. seeking certificatidragpurported class consisting of "all
persons and estates injured as a result of thedaf¢'s alleged failure to manufacture a fire safarette since 1987." Sacks, et al. v. Philip
Morris Inc., United States District Court, Distrmt Maryland, Case No. WMN-95-1840. Plaintiffs gl in their complaint that PM Inc.
intentionally withheld and suppressed materialimfation relating to technology to produce a cigartgss likely to cause fires and failed to
design and sell its cigarettes using the allegeldniglogy. Compensatory and punitive damages werghtoln September 1996, an order was
entered denying plaintiffs' motion for leave tefdn amended complaint and granting defendanti®miat dismiss. Plaintiffs have appealed
the order.

Certain Other Actions

In April 1994, the Company, PM Inc. and certainiedfs and directors were named as defendantsomalaint filed as a purported cle



action in federal court in New York. Lawrence, ktva Philip Morris Companies Inc., et al., Unit8tates District Court, Eastern District of
New York, Case No. 94 Civ. 1494 (JG). Plaintiffiege that defendants violated the federal secsiidies by maintaining artificially hig
levels of profitability through an inventory managent practice pursuant to which defendants allggstipped more inventory to customers
than was necessary to satisfy market demand. lugtutp95, the court granted plaintiffs’ motion étass certification, certifying this action
as a class action on behalf of all persons (other persons associated with defendants) who puedi@smmon stock of the Company during
the period July 10, 1991 through
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April 1, 1993, inclusive, and who held such stotkha close of business on April 1, 1993. In Sefeni996, the United States Court of
Appeals for the Second Circuit denied the CompaPgtition for Writ of Mandamus which had requesteat the Court of Appeals direct the
trial court to withdraw its order granting classtifieation. In January 1997, the court granted@ion by an alleged class member to
intervene in the action and to be named an additidiass representative.

In April 1994, the Company, PM Inc. and certainiadfs and directors were named as defendants @raqwrported class actions that were
consolidated in the United States District Courthi@ Southern District of New York. Kurzweil, et &l Philip Morris Companies Inc., et al.,
United States District Court for the Southern Distof New York, Case Nos. 94 Civ. 2373 (MBM) andl Giv. 2546 (MBM) and State Board
of Administration of Florida, et al. v. Philip MasrCompanies Inc., et al., United States Districti€ for the Southern District of New York,
Case No. 94 Civ. 6399 (MBM). In those cases, pldéndsserted that defendants violated federalritgzsilaws by, among other things,
making allegedly false and misleading statemergarding the allegedly "addictive" qualities of digties. In each case, plaintiffs claimed to
have been misled by defendants' knowing and irdeatifailure to disclose material information. legfember 1995, the court granted
defendants' motion to dismiss the two complainth@ir entirety. The court granted plaintiff in tBéate Board action leave to replead one of
its claims. In April 1996, the court entered anesrstipulating the dismissal of the State Boaréhtdaln August 1996, the court entered
judgment dismissing the claims in Kurzweil. In Sapber 1996, the Kurzweil plaintiffs filed an app&aim the judgment in the United Sta
Court of Appeals for the Second Circuit; plaintifighdrew the appeal without prejudice in Decemt@96. In September 1996, the Kurzweil
plaintiffs filed a motion in the district court t@cate the judgment and for leave to amend theaptaint; this motion remains pending.

In March 1995, an antitrust action was filed ini€ahia state court against four United States @emeanufacturers, including the Post
Division of Kraft Foods, Inc. ("Kraft"), by plairffs purporting to represent all California residentho purchased defendants' cereal products
during the four years preceding the date upon wthiercomplaint was filed. Mclver, et al. v. Genévhlls, Inc., et al., Superior Court of the
State of California, County of Santa Barbara, Qé8e206663. Plaintiffs seek treble damages andeten of profits resulting from
defendants' alleged conspiracy to fix and raisegsrof cereal products sold to California consurmarépril 1995, a second purported class
action similar to the earlier action was filed lretsame court. In August 1995, the two cases wersatidated. In September 1995, the court
granted defendants' motions for summary judgmeriDdcember 1995, plaintiffs filed an appeal of ttatision with the California Court of
Appeals and, in January 1997, the Court of Appaffisned the trial court's dismissal of this action

In April 1996, an antitrust action was filed in &dl court in Wisconsin against Kraft as a purpbriass action. Stuart, et al. v. Kraft Foods,
Inc., et al., United States District Court, EastBistrict of Wisconsin, Case No. 96-C-391. An amexhdomplaint filed in July 1996, named
two other leading dairy products manufacturersthed\ational Cheese Exchange as defendants. Hlagumtports to represent all persons
entities in the United States (excluding governrakeitities and political subdivisions) that soldknand/or bulk cheese directly to Kraft or
any of its alleged co-conspirators at any timeesid@nuary 1, 1988. Plaintiff alleges that deferglangjaged in a conspiracy to fix and depress
the prices of bulk cheese and milk through theiditng activity on the National Cheese Exchangefaiteld to deal in good faith with their

bulk cheese and milk suppliers by paying them griz&sed on the National Cheese Exchange. Plartfs injunctive and equitable relief
and treble damages. In December 1996, plaintifglon for class certification was denied and deéenid motion to dismiss plaintiffs' action
was denied without prejudice.

In September 1996, a second antitrust action Vexd ifi federal court in Wisconsin against Krafiaggurported class action. Sheeks, et al. v.
Kraft Foods, Inc., et al., United States Districtu@, Eastern District of Wisconsin, Case No. 96AD0. Plaintiffs are dairy farmers and as
virtually identical claims to those in the Stuaase discussed above. In December 1996, the cauigddplaintiffs' motion to consolidate this
action with the Stuart case.

During 1996, tax assessments alleging the underpatyof Italian value added taxes for the years 168394 and income taxes for the year
1987 were asserted against certain affiliates®fbmpany. The aggregate amount of taxes claimbd &ssessed to date, together with
interest and penalties, is $798.4 million. The Campanticipates that further substantial value edd® income tax assessments may be
claimed. The Company and its affiliates believeythave complied with applicable Italian tax lawslantend to vigorously contest the
assessments. A hearing concerning value addeditagzekeduled in the Italian tax court for Februdri997.

The Company and each of its subsidiaries namedateadant believe, and each has been so advisealimgel handling the respective
cases, that it has a number of valid defensed lidigdtion pending against it. All such cases,aned will continue to be, vigorously defended.
It is not possible to predict the outcome of tlitigdtion. Litigation is subject to many uncerté@s, and it is possible that some of these ac
could be decided unfavorably. An unfavorable outeaha pending smoking and health case, such a3atter case discussed above, could
encourage the commencement of additional simifigiation. There have also been a number of advegsglative, regulatory, political and
other developments concerning cigarette smokingtla@dobacco industry. These developments generadive widespread media attention.
The Company is not able to evaluate the effeche$e developing matters on pending litigation &edpossible commencement of additional
litigation.

Management is unable to make a meaningful estinfatee amount or range of loss that could resoltnfian unfavorable outcome of all
pending litigation. It is possible that the Compamgsults of operations or cash flows in a paldicquarterly or annual period or its financial
position could be materially affected by an ultimanfavorable outcome of certain pending litigatiglanagement believes, however, that
ultimate outcome of all pending litigation shoulot ihave a material adverse effect on the Compdimgacial position.
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Note 14. Additional Information:

(in millions) 19 96 1995 1994
Years ended December 31:
Depreciation expense $1,0 38 $1,024 $1,027
Rent expense $ 4 30 $ 390 $ 426
Research and development
expense $ 5 15 $ 481 $ 435
Advertising expense $3,6 33 $3,724 $3,358
Interest and other debt expense, net:
Interest expense $11 83 $1,259 $1,288
Interest income ( 97) (80) (55)
$1,0 86 $1,179 $1,233

Interest expense of financial
services and real estate
operations included in
cost of sales $ 80 $ 84 $ 78

Note 15. Financial Services and Real Estate Operatis:

Philip Morris Capital Corporation ("PMCC") is a wheowned subsidiary of the Company. PMCC inveatteveraged and direct finance
leases, other tax-oriented financing transactitms] party financial instruments and engages imos financing activities for customers and
suppliers of the Company's subsidiaries. Additign&MCC is engaged, through its wholly-owned sdiasy, Mission Viejo Company, in
land planning, development and sales activitigGatifornia and Colorado.

Pursuant to a support agreement, the Company hesdatp retain ownership of 100% of the voting ktotPMCC and make periodic
payments to PMCC to the extent necessary to emisarearnings available for fixed charges equidasdt 1.25 times its fixed charges. No
payments were required in 1996, 1995 or 1994.

Condensed balance sheet data at December 31, follow:
(in millions) 1996 1995
Assets
Finance leases $7,554  $6,858
Other investments 474 471
8,028 7,329
Less unearned income and allowances 2,682 2,336
Finance assets, net 5,346 4,993
Real estate held for development and sale 314 339
Other assets 258 302
Total assets $5,918  $5,634
Liabilities and stockholder's equity
Short-term borrowings $ 173 $ 671
Long-term debt 1,134 783
Deferred income taxes 3,636 3,382
Other liabilities 145 121
Stockholder's equity 830 677
Total liabilities and stockholder's equity $5,918  $5,634
The amounts shown above include receivables and pay ables with the Company and
its other subsidiaries. These amounts were eliminat ed in the Company's
consolidated balance sheets.

Finance leases consist of a portfolio of inve stments in transportation,
manufacturing facilities, power generation and real estate. Rentals receivable
for finance leases represent unpaid rentals, less p rincipal and interest on
third-party nonrecourse debt, if any.

PMCC's investment securities, included in oth er investments, are
classified as available for sale and are recorded a t fair value, with unrealized

gains and losses included as a component of stockho Ider's equity, net of related



deferred income taxes. Other investments also inclu de real estate and commercial

receivables, the total estimated fair values of whi ch, at December 31, 1996 and
1995, approximated their carrying values. Fair valu es were estimated by
discounting projected cash flows using the current rates for similar loans to
borrowers with similar credit ratings and maturitie S.
Condensed income statement data follow for th e years ended December 31,
(in millions) 1 996 1995 1994
Revenues:
Financial services $ 222 $197 $257
Real estate 157 184 236
Total revenues 379 381 493
Expenses:
Financial services 107 107 114
Real estate 98 129 190
Total expenses 205 236 304
Equity in earnings of limited
partnership investments 15 15 17
Earnings before income taxes 189 160 206
Provision for income taxes 66 55 72
Net earnings $ 123 $105 $134

Note 16. Financial Instruments:
Derivative financial instruments

The Company operates internationally, with manufidag and sales facilities in various locationsuart the world. Derivative financial
instruments are used by the Company for purpos$es tian trading, principally to reduce exposucesiarket risks resulting from
fluctuations in interest rates and foreign exchamges by creating offsetting exposures. The Comjmnot a party to leveraged derivatives.

The Company has foreign currency and related isteste swap agreements which were executed teaedtie Company's borrowing costs
and serve as hedges of the Company's net asdetgign subsidiaries, principally those denominate8wiss francs. At December 31, 1996
and 1995, the notional principal amounts of thegeements were $2.2 billion and $2.0 billion, respely. Aggregate maturities at
December 31, 1996 were as follows (in millions)97%853; 1998-$186; 1999-$391; 2000-$215 and 20@2kereafter-$540. The notional
amount is the amount used for the calculation wfrest payments which are exchanged over theflifieeoswap transaction and is equal to
amount of foreign currency or dollar principal e&olged at maturity.

Forward exchange contracts are used by the Contpaeygluce the effect of fluctuating foreign curresoon short-term foreign currency
denominated intercompany and third party transastidt December 31, 1996 and 1995, the Companydragrd exchange contracts, with
maturities of less than one year, of $1.7 billiond 1.2 billion, respectively.

51



Credit exposure and credit risk

The Company is exposed to credit loss in the esEnbnperformance by counterparties to the swapeagents. However, such exposure was
not material at December 31, 1996, and the Comparg not anticipate nonperformance. Further, thefamy does not have a significant
credit exposure to an individual counterparty.

Fair value

The aggregate fair value, based on market quokélse Company's total debt at December 31, 1996%4&s7 billion as compared to its
carrying value of $15.2 billion. The aggregate fatue of the Company's total debt at Decembefl 835 was $16.7 billion as compared tc
carrying value of $15.8 hillion. The estimated featue of financial services and real estate aiinestments, including commercial and real
estate receivables, approximated their carryingasht December 31, 1996 and 1995.

The carrying values of the foreign currency andtesl interest rate swap agreements and of the fdreamtracts, which did not differ
materially from their fair values, were not materia

See Notes 4, 5 and 15 for additional disclosurdaiofralue for

short-term borrowings, long-term debt and financial instruments within the
financial services and real estate operations, resp ectively.

Note 17. Quarterly Financial Data (Unaudited):

1996 Quarters

(in millions, except per share data) 1st 2nd 3rd 4th
-Operating revenues $17,491 $ 17,509 $17,414 $16,790
Gross profit $ 6,989 $ 7,100 $ 7,092 $6,812
Net earnings $ 1565 $ 1,621 $ 1,646 $1,471
Per share data:
Net earnings $ 189 % 197 $ 201 $ 181
Dividends declared $ 100 $ 100 $ 120 $ 1.20
Market price--high $1045/8 $ 107 1/4 $1071/2 $ 119
--low $855/8 $ 855/8 $855/8 $893/4

During the year, the Company sold several domasiitinternational food businesses at net pretaxsg#i$320 million, most of which were
reflected in fourth quarter earnings. In additithe Company initiated cost saving programs thdugfed downsizing facilities and workforce
reductions. The cost of these actions substantidi§et the gains from businesses sold. The neaainpf these divestitures and provisions
not material to fourth quarter operating incometax earnings or earnings per share.

1995 Quarters

(in millions, except per share data) 1st 2nd 3rd 4th

Operating revenues $16,517 $17,129 $ 16,689 $ 15,736

Gross profit $ 6,467 $ 6,816 $ 6,764 $ 6,407

Earnings before cumulative effect of accounting cha nges $ 1,363 $ 1,410 $ 1,433 $ 1,272

Cumulative effect of changes in method of accountin g (See Note 1) (28)

Net earnings $ 1335 $ 1,410 $ 1,433 $ 1,272

Per share data:

Earnings before cumulative effect of accounting ch anges $ 160 $ 167 $ 1.71 $ 1.53

Cumulative effect of changes in method of accountin g (.03)

Net earnings $ 157 $ 167 $ 1.71 $ 1.53

Dividends declared $ 825 $ 825 $ 1.00 $ 1.00

Market price--high $ 68 $765/8 $841/8 $94 3/8
--low $553/4 $651/4 $713/8 $825/8

During the year, the Company sold its bakery bissiee and its North American margarine, specialsy niarshmallows, caramels and Kraft
Foodservice distribution businesses. In additienesal smaller international food businesses wela: dlet pretax gains from the sales of
these businesses were $275 million, most of whieteweflected in fourth quarter earnings. In thetlo quarter of 1995, the Company a



recorded provisions in connection with these ditw®s, primarily for an early retirement progranmdahe write-down of assets of food
facilities to be downsized or closed. The net imdi¢hese divestitures and provisions was not net® fourth quarter operating income,
pretax earnings or earnings per share.

The principal stock exchange, on which the Comgaoginmon stock (par value $1 per share) is lis¢etthe New York Stock Exchange. At
January 31, 1997 there were approximately 139, 8lidehs of record of the Company's common stock.
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Report of Independent Accountants

To the Board of Directors and Stockholders of Bhiliorris Companies Inc.:

We have audited the accompanying consolidated balsimeets of Philip Morris Companies Inc. and slibses as of December 31, 1996
1995, and the related consolidated statementsroinggs, stockholders' equity and cash flows foteaftthe three years in the period ended
December 31, 1996. These financial statementdhareesponsibility of the Company's management.r@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of Philip
Morris Companies Inc. and subsidiaries at DecerBlhef996 and 1995, and the consolidated resuttsef operations and their cash flows
for each of the three years in the period endedebBer 31, 1996, in conformity with generally acegjpaccounting principles.

Coopers & Lybrand L.L.P.

New York, New York
January 27, 1997

Company Report on Financial Statements

The consolidated financial statements and all edifinancial information herein are the responiipdf the Company. The financial
statements, which include amounts based on judgnleate been prepared in accordance with genexadlgpted accounting principles. Of
financial information in the annual report is catent with that in the financial statements.

The Company maintains a system of internal contrasit believes provides reasonable assurantérémsactions are executed in
accordance with management's authorization andepisopecorded, that assets are safeguarded, ahddbauntability for assets is
maintained. The system of internal controls is abtarized by a control-oriented environment witiie Company, which includes written
policies and procedures, careful selection anditrgiof personnel, and audits by a profession#f sfanternal auditors.

Coopers & Lybrand L.L.P., independent accountdrase audited and reported on the Company's coasetidinancial statements. Their
audits were performed in accordance with geneeadbepted auditing standards.

The Audit Committee of the Board of Directors, carsgd of six non-management directors, meets peatidiwith Coopers & Lybrand
L.L.P., the Company's internal auditors and managgmepresentatives to review internal accountongrol, auditing and financial reporting
matters. Both Coopers & Lybrand L.L.P. and therima auditors have unrestricted access to the ATalihmittee and may meet with it
without management representatives being present.
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EXHIBIT 21
SUBSIDIARIES OF THE COMPANY

Certain active subsidiaries of the Company and théisidiaries as of December 31, 1996, are lisebolw. The names of certain subsidiaries,
which considered in the aggregate would not cartstia significant subsidiary, have been omitted.

Name
1020147 Ontario Limited
464088 Ontario Limited .
AB Estrella
AB Kraft Jacobs Suchard Lietuva....................
A/O Almaty Tobacco Company ............ccccuvveneee
A/O Krasnadortabakprom .............cccocvvvnnnns
A/O Philip Morris NEVA ....
AIS Freia ....oooeveeeiiiieeeeee e
AIS Maarud .........cccccevveneeeeniieie s
Ajinomoto General Foods, Inc. ...........cc....
Aktieselskabet FMD af 11 juni 1920 .
American Specialty & Craft Beer Co. .....
Beijing Kraft Food Corporation Limited ............
Burlington Foods, INC.........cccovvvviiiiiiinnes
C.A. Tabacalera Nacional .............cccccceune
Cafe GRAND'MERE S.A. .....cccooeiiiiiiiieceins
Cafe HAG S.A. ..o .
Callard & Bowser-Suchard, InC. ....................
Capri Sun, INC. .....oeeeiiiiiiieiiieeees
Celis Brewery, Inc. .....
Century Importers Inc. ...
Churny Company, Inc. .........
Comptoir De La Confiserie .............coecuvnnne

State or
Country of
Organization

. Lithuania

Kazakhstan
Russia

. Russia

Norway
Norway

... Japan
... Denmark
... Delaware
... China
. United States

Venezuela
France

. France

Delaware
Delaware

... Texas

... Delaware

... Delaware
. France

Cote d'Or Italia S.p.A. ..o ... Italy
DELAS.rl e ... Italy
Daesung Machinary ...........cccooccuvvivineennnns ... Korea

Dart Resorts Inc. .............. . Delaware
Dong Suh Foods Corporation ............ccceeeenne Korea
Dong Suh Oil & Fats Co., Ltd. ..........cccuveeee. Korea

Egri Dohanygyar kft. ............... ... Hungary

El Gallito Industrial, S.A. .......ccocovveeienns ... Costa Rica
Estrella A/S ............. ... Denmark
FTR Holding S.A. ...coooiiiiiiiiieeeie, ... Switzerland
Fabriques de Tabac Reunies S.A. ................... ... Switzerland
Fattorie Osella S.p.A. ..o ... ltaly
Franklin Baker Company of the Philippines ......... . Philippines

Freia Chokolade A/S .........cccocvivvveeveeeen.

Denmark



Name
Gardner's Good Foods, InC. .......cccceeevunenenn.
General Foods Credit Corporation ..................
General Foods Credit Investors No. 1 Corporation ..
General Foods Credit Investors No. 2 Corporation ..
General Foods Credit Investors No. 3 Corporation ..
General Foods Foreign Sales Corporation ...........
General Foods Pty. Ltd. ......c.ccoeeeviiiinnnns
Grant Holdings, InC. ........coccoiieiniineeenn.

Grundstucksgemeinschaft Kraft Jacobs Suchard GbR ..

Guangtong Food Company Ltd. ......cccccceeeeeennnn.
HAG GF AG
Hansung Life Insurance Co. Ltd. ..
HNB Investment Corp. .........cooocvvivvreneenees
Industrias de Chocolate Lacta S.A. ...............
International Pet Foods Ltd. .............c.e....

Jacob Leinenkugel Brewing Company, Inc. ...........
Jacobs Suchard Beteiligungs Gesellschaft GmbH .....
Jacobs Suchard China Limited ......................

Jacobs Suchard Figaro A.S. .....
Jacobs Suchard Pavlides SA .........ccccocveeenn.
KIS Namur SA ......ccccoevviiine
Kharkov Tobacco Factory .........ccccccceeeeennnn.
Kraft Canada INC. ........cccceevvnnieeennnnnnn.

Kraft Chorzele Sp. 2 0.0. ....ccooviiiieeiiinen.
Kraft Food Ingredients Corp. ........cccceevunees
Kraft Foods AB .........cccoevvviveininne

Kraft Foods de Mexico S.A. de C.V. ................
Kraft Foods Holdings Norway, Inc. .................
Kraft Foods, InC. .....cccceevviiieeenn.
Kraft Foods (Philippines), Inc. ..................
Kraft Foods (Puerto Rico), Inc. ...................
Kraft Foods International, Inc. ...................
Kraft Foods International Services, Inc............
Kraft Foods (Asia-Pacific) Ltd. ............
Kraft Foods (Australia) Limited ..... .
Kraft Foods (Singapore) Pte Ltd ...................
Kraft Foods Limited ..........cccccoeiiieiennnnns

Kraft Foods Manufacturing Corporation .............
Kraft Freia Marabou AB.....................

Kraft Foods (New Zealand) Limited .................
Kraft Freia Marabou ApS ................ .
Kraft Freia Marabou Danmark A/S ...................
Kraft Freia Marabou Norden a.s. ...................
Kraft General Foods Europe GmbH
Kraft General Foods Norge AS ..........cccoeouee.
Kraft Hellas SA .......ccccooviiveiiiiieee

Kraft Jacobs Suchard AG .........ccccceevivneenn.
Kraft Jacobs Suchard (Australia) Pty. Ltd. ........
Kraft Jacobs Suchard (Schweiz) AG
Kraft Jacobs Suchard BV ..........ccccocvveeene

State or
Country of
Organization

New Jersey

. Delaware

Delaware
Delaware

... Delaware

.... Virgin Islands (U.S.)
... Australia

... Pennsylvania
. Germany

China
Germany

. Korea

Delaware
Brazil

.... New Zealand
... Greece

... Wisconsin

... Austria

... Hong Kong

.... Czechoslovakia
... Greece

. Belgium

Ukraine
Canada

.... Poland

... Delaware
... Sweden
.... Mexico

... Delaware
... Delaware
... Philippines
. Puerto Rico

Delaware
United States

.... Hong Kong
... Australia

... Singapore
... Australia

... Delaware
.... Sweden

... New Zealand
. Denmark

Denmark
Norway

. Germany

Norway
Greece

... Switzerland
.... Australia
. Switzerland

Netherlands



Name
Kraft Jacobs Suchard Bulgaria AD ..................
Kraft Jacobs Suchard CS SPOL. S.R.O ..............
Kraft Jacobs Suchard Central & Eastern Europe Servi
Kraft Jacobs Suchard Coffex .........cccceeunee.

Kraft Jacobs Suchard Erzeugnisse GmbH & Co. KG ....

Kraft Jacobs Suchard France SA ....................
Kraft Jacobs Suchard GmbH (Bremen)
Kraft Jacobs Suchard Hungaria KFT ......
Kraft Jacobs Suchard Iberia, S.A. .......
Kraft Jacobs Suchard Ireland Ltd. .................

Kraft Jacobs Suchard Laverune .....................

Kraft Jacobs Suchard Limited ......................

Kraft Jacobs Suchard (Holdings) Limited (United Kin

Kraft Jacobs Suchard Management & Consulting AG ...
Kraft Jacobs Suchard Manufacturing GmbH & Co KG ...

Kraft Jacobs Suchard Oesterreich Gesellschaft MBH .
Kraft Jacobs Suchard Polska Sp. z 0.0. ............
Kraft Jacobs Suchard Portugal Productos Alimentares
Kraft Jacobs Suchard Produktion GmbH...............
Kraft Jacobs Suchard R & D, Inc. ...........
Kraft Jacobs Suchard Reims .........
Kraft Jacobs Suchard Romania SA ..................
Kraft Jacobs Suchard S.A. ........cccooeiveeene
Kraft Jacobs Suchard S.p.A. ........ceeevvirnne
Kraft Jacobs Suchard Strasbourg ...................
Kraft Japan, K.K. ...
Kraft Korea Inc......... .
Kraft Pizza Company ........cccccccceveeeeeennnn.
Kraft Suchard Argentina, S.A. .......cccccoeevnee
Kraft Suchard Brasil S.A. ........... .
Kraft Tianmei Food (Tianjin) Co., Ltd. ............
Krema Limited ..........ccocveevviiieeeiineenn.
La Loire Investment COrp. .......ccccecvveeeennee
La Seine Investment Corp. .......ccccceeevuvveeenn.
Le Rhone Investment Corp. ......cccccvvvevenrnnnn.
MBC Holdings, Inc. ..............
Malaco A/S ........... .
Marabou GMbH ........cccooiiiiiiis
Marsa Kraft Jacobs Suchard Sabanci

Gida Sanayi ve Ticaret A.S. ......cccccvvveeeenns
Martlet Importing Co. Inc. ..... .
Massalin Particulares S.A. .......cccoceeeiinns
Maxpax France SA .......ccccoeveviiiiiiiiniinennns
Miller Brewing 1855, INC. ....cccovveeeeviniinnnns
Miller Brewing Company
Miller Brewing do Brasil, Ltda. ...................
Miller Brewing of Canada, Ltd. ....................
Miller Brewing of Europe, Ltd. ....................
Mirabell Salzburger Confiserie-und Bisquit GmbH ...
Mission Viejo Company
Molson Breweries U.S. Holdings Inc.

Lda. ......

State or

Country of
Organization

Bulgaria
Czechoslovakia

... Netherlands

France

... Germany

... France

... Germany

... Hungary
. Spain

Ireland
France
United Kingdom

..... United Kingdom

Switzerland

... Germany
. Austria

Poland

.. Portugal

Germany

... Delaware
... France
. Romania

Belgium
Italy

... France
... Japan
... Korea, Republic of
... Delaware
... Argentina
... Brazil
... China
. Ireland

Delaware
Delaware

... Delaware
... Wisconsin
. Denmark

Germany

Turkey

... New York
. Argentina

France
Delaware

. Wisconsin

Brazil
Canada

... United Kingdom
... German Democratic Rep.
. California

Delaware



Name

Molson Breweries U.S.A. INC. ......cccceeeeennnen.
Oy Estrella AB
Oy Kraft Freia Marabou Finland AB
P.M. Beverage Holdings, Inc. .........ccccceene.
P.T. Kraft Ultrajaya Indonesia...
Phenix Leasing Corporation ...........
Phenix Management Corporation .....................
Philip Morris Asia Incorporated ...
Philip Morris Belgium S.A. .......
Philip Morris Brasil S.A. .........coooiiiiinnes
Philip Morris Capital Corporation .................
Philip Morris Capital (Dublin) Limited ............
Philip Morris Capital (Ireland) Limited ...........
Philip Morris Corporate Services Inc. .............
Philip Morris Credit Capital N.V. ................
Philip Morris Europe S.A. ............... .
Philip Morris Finance Europe B.V. .................
Philip Morris G.m.b.H. ..........c.......
Philip Morris Holland B.V. ...........
Philip Morris Hong Kong Limited....................
Philip Morris Incorporated ............ccccceueees
Philip Morris International Finance Corporation ...
Philip Morris International Inc. ..................
Philip Morris Kabushiki Kaisha.....................
Philip Morris Korea C.H. ..........
Philip Morris Latin America Inc. ..................
Philip Morris Limited ................
Philip Morris Management Corp. ........cccceeeees
Philip Morris Products Inc. .........ccccocuveeeee.
Philip Morris SA, Philip Morris Sabanci Pazarlama v
Philip Morris Sales InC. ..........ccooovininnnne
Philip Morris Services India Inc. .....
Philip Morris (Malaysia) Sdn. Bhd. ................
PHILSA Philip Morris Sabanci Sigara ve Tutunculuk

Sanayi ve Ticaret, A.S. ..cccoovvveveereneennn.
Pietro Negroni Limited........ .
Pietro Negroni S.A. ...
PMCC Investors No. 1 Corporation
PMCC Investors No. 2 Corporation ...
PMCC Investors No. 3 Corporation ...
PMCC Investors No. 4 Corporation ...
PMCC Leasing Corporation ..............
Porta Pack Corporation..............cccccvvvvnnnne
Premierfoods Corporation ............ccoceeeuneene
Ridg's Finer Foods, InC. .........cccoeeeeninnen.
Roskill Cartage and Storage Limited ...............
Rye Ventures, INC. ......cooovviiiiiiiiieneiennns
SB Leasing Inc. ........... .
Seven Seas Foods, INC. ......cccceoviiieeininns
Shunde Kraft Confectionery Company Limited ........

State or
Country of
Organization
Delaware

Finland
Finland
Delaware
Indonesia
Delaware
Delaware
Delaware
Belgium
Delaware
Delaware
Ireland
Ireland
Delaware
Netherlands Antilles
Delaware
Netherlands
Germany
Netherlands
Hong Kong
Virginia
Delaware
Delaware
Japan
Korea
Delaware
Australia
New York
Virginia
e Satis A.S. . Turkey
Delaware
Delaware
Malaysia

Turkey
United Kingdom
Switzerland
Delaware
Delaware
Delaware
Delaware
Delaware
United States
.............. Taiwan
Delaware
New Zealand
Delaware
Delaware
Delaware
China



Name

Societa Immobiliare Modenese S.p.A. ..............
Suchard Limited .........ccoccvvveiininieeenins

Suchard Schokolade Ges. mbH Bludenz (Austria,
Superior AgResource, INC. ........cccceeeviveeenn.
Tabacalera Centroamericana S.A. .
Tabacalera Costarricense S.A. .........cccoeueeee.

Tabak A.S. ...
Taloca AG .....cooevveeeennns
Terry's Suchard Limited .....

UAB Philip Morris Lietuva .........cccccceeeennn..
Unimat Corporation .........cccceeevevevivvennnns
Vict. Th. Engwall & Co., Inc. .
VOteSOr BV ...
Zaklady Przemyslu Cukierniczego 'Olza' SA
Zaklady Przemyslu Tytoniowego w Krakowie S.A. .....

State or
Country of
Organization
Italy

. United Kingdom
Austria
Delaware

.. Guatemala

.. Costa Rica

.. Czech Republic
.. Switzerland

. United Kingdom
Lithuania
.............. Japan

. Delaware
Netherlands
.............. Poland
.............. Poland




Exhibit 23
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference irt-Béfective Amendment No. 13 to the registratioatsiment of Philip Morris Companies
Inc. (the "Company") on Form S-14 (File No. 2-96)114Ad in the Company's registration statementsamFs-3 (File No. 333-16955) and
Form S-8 (File Nos. 333-20747, 333-16127, 33-14391480, 33-10218, 33-13210, 33-14561, 33-17878733L5, 33-38781, 33-39162, 33-
40110, 33-48781, 33-59109, 33-63975 and 33-639f7@)oreports dated January 27, 1997, on our aofliise consolidated financial
statements and financial statement schedule aftimpany as of December 31, 1996 and 1995, andhfidr ef the three years in the period
ended December 31, 1996, which reports are inclodé@ttorporated by reference in this Annual ReporForm 10-K.

COOPERS & LYBRAND L.L.P.

New York, New York
March 10, 199°



Exhibit 24
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §litia corporation (the
"Company"), does hereby constitute and appoint feeofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahan facsimile signature, electronic
transmission or otherwise, the Annual Report omt00-K of the Company for the year ended Decemefl 896 and any amendments or
supplements to said Annual Report and to caussaime to be filed with the Securities and Exchange@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorend about the premises as fully to all
intents and purposes as the undersigned mightudd co in person, hereby ratifying and confirmifigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurthiséher hand and seal this 26th day of Februk89y.

/sl Elizabeth E. Bailey

El i zabeth E. Bail ey



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/sl Murray H. Bring

Murray H. Bring



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/'s/ Harold Brown

Har ol d Br own



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/s/ WIlliam H Donal dson

W liam H Donal dson



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/'s/ Jane Evans

Jane Evans



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/'s/ Robert E.R Huntley

Robert E. R Huntley



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/'s/ Rupert Murdoch

Rupert Murdoch



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/'s/ John D. Nichols

John D. Nichols



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/sl Richard D. Parsons

Ri chard D. Parsons



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/sl Roger S. Penske

Roger S. Penske



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢ in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/sl John S. Reed

John S. Reed



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT the undersignedDirector of Philip Morris Companies Inc., a §fitia corporation (the
"Company"), does hereby constitute and appoint fe&ofC. Bible, Murray H. Bring and Louis C. Camiileor any one or more of them,
his/her true and lawful attorney, for him/her andis/her name, place and stead, to execute, byahanfacsimile signature, electronic
transmission or otherwise, the Annual Report omFd9-K of the Company for the year ended Decemtefl896 and any amendments or
supplements to said Annual Report and to caussdime to be filed with the Securities and Exchang@@ission, together with any exhibi
financial statements and schedules included oetm¢orporated by reference therein, hereby grgntirsaid attorneys full power and
authority to do and perform all and every act dndg whatsoever requisite or desirable to be dorand about the premises as fully to all
intents and purposes as the undersigned mightudd ¢l in person, hereby ratifying and confirmidigaats and things which said attorneys
may do or cause to be done by virtue of these ptese

IN WITNESS WHEREOF, the undersigned has hereurttbisther hand and seal this 26th day of Februkd9y.

/sl Stephen M Wl f

Stephen M Wl f

End of Filing
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