| Litigation

Some of JT's subsidiaries are defendants in lawsuits filed by
plaintiffs seeking damages for harm allegedly caused by
smoking or vaping, the marketing of tobacco or E-Vapor
products or exposure to tobacco smoke. There are lawsuits
involving smoking/vaping and health-related cases pending
in which some of JT's subsidiaries are named as defendants
or for which JT may have certain indemnity obligations pur-
suant to the agreement for JT's acquisition of RJR Nabisco
Inc.'s non-U.S. tobacco business. In addition, JT and/or some
of its subsidiaries are also defendants in lawsuits other than
the smoking/vaping and health-related cases.

There are 10 ongoing health care cost recovery cases in
Canada pending against JTI-Macdonald Corp. (hereinafter
referred to as JTI-Mac), our Canadian subsidiary and JT's
indemnitees (RJR Nabisco Inc.'s affiliates), brought by
Canadian provinces. In addition, there are 8 pending class
actions in Canada where plaintiffs are seeking damages for
harm allegedly caused by smoking of cigarettes. Damages
claimed in some of these cases reach sums in the multi-bil-
lion-dollar range. We will continue to take all appropriate
actions to defend such claims vigorously and believe there
are a number of valid defenses.

On March 8, 2019, JTI-Mac filed for protection from its
creditors under Canada’s Companies’ Creditors Arrangement
Act (CCAA). The Ontario Superior Court granted the CCAA
application on the same date and extended the protection in
favor of JTI-Mac. All the Canadian matters against JTI-Mac re-
ferred to herein have been stayed by the court order. JTI-Mac
carries on business in the ordinary course under the CCAA.

In recent decades, numerous, large-scale smoking and
health-related cases have been brought against tobacco
product manufacturers in the U.S. and some of the cases ini-
tially resulted in verdicts with massive damage awards. We
are not defendants in any of these lawsuits, nor are we sub-
ject to any indemnity claims with respect to them. The JT
Group's U.S. tobacco business does not include the business
that it acquired from RJR Nabisco Inc.in 1999, as well as the
Natural American Spirit's non-U.S. business that it acquired
from Reynolds American Inc. group in January 2016.
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There is ongoing litigation in the U.S. alleging health effects
associated with E-Vapor use and harm caused to consumers
by misleading representations and advertising for which
plaintiffs are seeking damages and/or demanding health
warnings against E-Vapor manufacturers in the U.S. One
such case has been brought against a number of E-Vapor
manufacturers including JT subsidiaries. This case has been
stayed by a court order. We believe that we have valid
grounds to defend this claim and intend to do so vigorously.

Even now, the scale of the JT Group’s U.S. tobacco business
remains small. Hence, we believe that litigation in the U.S.
will not materially affect its businesses in the near future.

Please see "Contingent Liabilities” in our Consolidated

I

Financial Statements’' “Contingencies” note for major law-
suits to which some of JT's subsidiaries or indemnitees are

named as defendants.

To date, the JT Group has never lost a case or paid any
settlement award in connection with smoking/vaping and
health-related litigation. However, the Group is unable to
predict the outcome of currently pending or future lawsuits.
A decision unfavorable to the JT Group and payment of a
substantial amount of monetary compensation could ma-
terially affect its financial performance. Moreover, regardless
of the results of these lawsuits, critical media coverage may
reduce social tolerance of smoking, strengthen public regu-
lations and prompt the filing of a number of similar lawsuits
against the JT Group, forcing it to bear litigation costs and
materially affecting its business performance. Apart from
smoking/vaping and health-related ones, the JT Group also
may become the defendant in further litigation. Should any
problems arise on the Group's product quality, this may
lead to claims seeking product liability. Such litigation cases
may negatively affect the Group's business performance or
the manufacture, sale and import and export of its products,
should the outcome of any such claims prove unfavorable.
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