2, amenyg oIlel thingg, SP2TiIlc palicy

TaLaltisnal L33ues relasad

provisions, multiple insurers and allocaticn of lLabLl LY ameng inasugers,

consequences of conduct by the insured, mlss;ng policies and prg of
;ul: and

coverage make quantification of liabilities exceptionally dif
subject ta lata: adjustment based on new data.

coverage continues kg
tha first quarter of
eported te date. Pending

at March 31, 1995 and December
00 claims were closed through
9,700 claims were settled witheout

28 millien. Settlements for the

The number of claima~filed for environmental pellut]
increase. Approximate 500 claimg were reported
19395 and approximately 2 7500 claims have bee
claims totaled approx;mately 800 and 38,9

31, 1994, respectively, Apprgiimégely b3
March 31, 1938, of which approxim

payment, except for claim expenses
remaining 1,000 claims totaled , Plus claim expenses of $42
million (net of reinsurarnce coveries of $3 d $4 million for ¢laim and
claim expenses, respectively). The foregoing clail tatistics represent
claimg for accident yearS 1383 and prior, which c¢oinci with CNA's
adopticn of the Sim fied Commercial General Liability coverage form which

included an abso pollution exclusicn.

£ operations in future years may continue to be adversely

affected by environmental pollution claim and claim expenses. Management

will fitinue to monitor pctential liabilities and make further adjustments
———

as/yarran:ed ,
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number of lawsuits have been filed against Lorillard and other
ufacturerg of tocbacco products seeking damages for cancer and other
iealth effects claimed to have resulted from an individualts use of
figarettes or exposure to tobacco gmeke, Plaintiffs have asserted c¢laims
ased on, among other things, theories of negligence, fraud,
iisrepresentation, sgtrict liability, breach of warranty, enterprise
/liabiiity, civil conspiracy, intentional infliction of harm, and failure to
twarn of the allegedly harmful and/cr addictive nature Qf tobaccoe products.
191a1nC1ffs saek unspeczfled amounts in compensatory and punitive damages in
{ many cases, and in other cases damages are stated to ameunt Co as much as
/ §100 million in compensatory damages and $600 million in punitive damages.
' Presently, 59 such cases are pending in the United States federal and state
! courts against manufacturers of tobacco products generally; Lorillard is a
' named defendant in 20 of these cases and the Company is a defendant in three
Twenty-five of these cases have been commenced since January

; cf these cases.
1, 19%4; Lorillard is a named defendant in eight of the cases filed since

i January 1, 13994.

In addition to cases brought by indiwviduals, five purported class actions
ar=s pending againgt Lorillard and other cigarette manufacturers, and the
Cempany 18 a defendant in one of these cases. Plainciffsg in four of the
purperted clags acticons seek damages for alleged nicotine addictioen and

1 healch effachs claimed to nave regulted from the usde of cigarettes, and

! plaintiffs in one of the purported class actions allege health effects from

| exposure to tobacco gmoke. Theories of liabilicy include a broad range of

E product liability theaories., thearies based upoen congumer protection statuted

1 and f:aud and miscepregentation. Four of che pq*co*:ed clags acst-icng have
i rorza2d clags actiions are mors

| paan Lled since Januazy L, 1994,

- R IH

Eully dﬂSﬂ"LDﬂd balcw.

Thesge pu

r Scown v, Philip Morrig Ccmpan;es, Inc., a2z al {(Cirzuiz Courz, Cade
G._an7y, Florida, ‘LLﬂd Octobar 3L. l37L),. the purpestied <l133 condlsng of
£Li3nT atzenddanng claiming in Ju:y a3 4 regi.cz ¢ eaxpogura o envirormenzdal
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tsbacco 3MEKe in the <abing of aircraft. plainziffs gseek an unsgecified
amount in compensatcry damages and $5 billion in punitive damageg. The trial
court granted plaintiffs' meotion for <¢lass certificacion on Decempar 12,
1994. Defendants have appealed this ruling to the Florida Court gf Appeal,

In Castano v. The American Tobacco Company, et al. (U.S. Disirier court,
Eascern Districkt, Louisiana, filed March 29, 1934}, the purported class
consigts of individuals in the United States who are allegedly nicorine
dependent and the estates and heirs of individuals in the United states who
were allegediy nicorine dependent. Plaintiffs in this accion are representea
by a well-funded and coordinated conscrtium of over §¢ law firms from around
che United States, Plaintiffs seek unspecified amounts in actual

punitive damages. The court issued an crder on February 17, 1995 that
granted in part plaintiffs' moticn for clasga certification. Defendants have
filed a motion seeking leave to file an interlocutory appeal frem the order

granting the motion for class certification.

In Granier V. The American Tobacco Company, et al. {(U.S. Distriet cours,
Eastern District, Douisiana, filed September 26, 1394), plaintiffs geek
certification of a class to be comprised of all residents of the United
States who arse addicted to nicotine, and ¢f survivors who claim their
decedents were addicted to nicotine. Plaintiffs seek unspecified dollar
amounts in actual damages: and punitive damages and the creation of a medical.
monitoring fund to monitor' the health of individuals allegedly injured by |
their addiction to nicotine. Plaintiffs' motion to consolidate this action

with Cagtano, above, hag not been decided by the court.

In Engle v. R.J. Reynolds Tobacco Co., &t al. (Circuit Court, Dade County,
Florida, filed May S, 1994). the purported class congists of citizens and
residents of the United States, and the purpeorted survivors of citizens and
residents of the United Stateg, who have had, presently have, or have died
from diseases and medical conditions allegedly caused by smoking cigarsttes
Plaintiffs in this case seek actual and punitive

and the creaticn cof a medical fund
Plaintiffs’ motion
1924,

sntaining nicotine.
damages in excess of 5100 billion each,
to compensate individuals for future health care costs.
for classg certification was granted by the court on Cctober 31,
Defendants have appealed this ruling to the Florida Court of Appeal.

In the f£ifth purporrved class action, Lacey v. Lorillard Tobacco Company, et
Alabama, filed March 15, 1394),

al. (U.8. District Court, Northern District,
Lorillard and two other cigarette

plainciff alleges that the defendants,
manufacturerd, did not disclose to the plaintiff or other cigarette smokers

in the State of Alabama the nature, type, extent and identity of additives,
addicions, or additicnal substances that the defendants allegedly caused or
allowed to be made a part of gigarvettes or cigare:its components. Plainciff
raguests injunctive reliaf requiring defendants to list the additives,
addiciong or additicnal substances thac defendancs have caused cor allowed to
ba placed ont¢ or within cigarertes or cigarette components manufacturad for
sale and sold in the Statae of Alabama. Plainciff seexs monetary damages ¢cn
behalf of his indiwvidual claim and on behalf of each member of the purported
class arising ouf of cthe complaintz’'s allagation not to exceed $48,500 for
the individual claim or for any individual member of the class.

four acrions have been iniciazed (n
g

In addition te the foragoing cdses,

whizh 37ates or ssate agenciad sasax resovary of funds expended by chs stated
Sr sTace agencie3d to pravide healzth care =0 eligidle cifiZens with injuries
or otnac healcn effa773 allagedly ciauged by use of C30AI70 praduttis 3¢
2¥733ure 0O Cigaratia gmoxe. Thegs cagesd are tased on, ameng Stiler 10iRgs,

A .7adle clawmg tnoluding wndampusy, £eaTlIuCicn, unjudl earithrment and
gublis nuisance, and sliimg based on anzizcuat laws and 37172 gongumar
prez2ztion asng Lociliard 18 namad as a def=ndanz 1o eadn 22 znese fsur

damages and
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three of them.

o
The cage of Moore v. The American Tobacco Company. et al. (Chancery Court,

Jacksen Ccunty, Mississippl, filed May 23, 1933%4), was filed by the Attorney
General of Mississippi. The cage of McGraw v. The American Tobacco Company,

et al. (Circuit Court, Kanawha County, West Virginia, filed on September 29
1334}, was filed by the Arntorney General of Wast Virginia. The case of S:até
of Minnesota v. Philip Morris Incorporated, ec al. (Discrict Court, Ramsey
County, Minnesota, filed August 17, 1394), was filed by the Attorney General

of Minnescta and Blue Cross and Blue Shield of Minnesota.

dlate agency acsions and the Company LS5 nNamed as a defendanc in\\\

The case of The State of Florida, et al. v. The American Tobacco Company, et
al. (Circuit CQourt, Palm Beach County, Florida, filed February 22, 15395),
wag filed by the State of Florida, the Governor of Florida, and two state
agencies, Plaintiffs in this case seek reimbursement under a spacific
Florida statute that permits the state to sue a manufacturer to recover
Medicaid c¢osts incurred by the state that are claimed to result from the use
of the manufacturer's preoduct. In any such sult, the statute permits
causation and damages to be proven by statistical analysis, abrogates all
affirmative defenses, adopts a "market shazxe" liability theory, applies
joint and several liability and eliminates the statute of repose. An action
for declaratory judgment has been commenced in Plorida state court by
companies and trade associationsg in several potentially affected industries
challenging this statute. Lorillard alsc understands that elements of the
Florida business community have initiated an effort to repeal or modify the
statute in a future legislative session. It is impogsible at this time to
predict the ultimate outcome of this action or such efforts. Lorillard
understands that several other states, and the Congress, have considered or
are congidering legislation similar te that passed in Flerida.

In a £ifth state, Massgachusetts, the Governor on July 10, 1994 gigned

‘egislation authorizing that state's attorney general to bring an action
against tobacco manufacturers to recover medical assistance payments for
which such ccmpanies may be liable under existing law. No action has been

brought to date by the State of Magssachusebts.

The states pursuing the foregoing efforts are doing so at the urging and
with the assistance of well known members of the plaintiffs bar and these
lawyers have been meeting with attorneys general in other states Lo
encourage them to file gimilar suits.

In addition te the foregoing cases, one pending case, Cordova v. Liggett
Group, Inc., et al. Superior Court San Diego County, California, filed May
12, 1992), alleges that Lorillard and cther named defendants, including
other manufacturers of tobacco products, engaged in unfailr and fraudulent
business practices in connection with activities relazing to the Council for
Tobacco Research-USA, Inc., of which Leorillard is a sponsor, in vizlatcion of
a California stale consumer protection law by misrepresenting to or
concealing from the public information ceoncerning the healch agpects of
smoking. Plaintlff seeks an injuncticn ordering defendants to underctake a
"corrective advertising campaign" in California to warn consumerg Of the
health hazards associated wirh smoking. to provide ragrtituticn co the public

£s¢ funds "unlawfully, unfairly, or fraudulen=zly" obtained by defendants,
£.3 acquired az a resulzc of

and o "disgorge” all revenues and profs

dmfendancs’ "unlawful, unfair and/or fraudul=2nt business practlces.’ An

advarze developmans in 2h:is cade could ancsurage rne filing of addoziznal
37asa3 wL-h TongumetT prInecsLon Liws gumilar oo

a~cLuond L0 oCher

Ld&ssnla 3.
Zilaed a3711nsn
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loriliard sseking damages for cancer and other Readllh eflects claimed to
. have resgulted from exposure to asbestos flbherg which wers incoroorated, for
a limited pericd of gime, almost forty y=ears ago, into the filter macerial
used in one of the brands of cigarettes manufactured by Lorillard, Presently
11 such cases are pending in federal and Stasce courts against Lorillaxd. The
Company 1s not named as a defandant in any of these cases. Six sguch cases
nave been filed since January 1, 1994. Allegations of liability againsr
Lorillard include negligence, strict liabiliey, fraud, misrepresentation and
braach of warranty. Plainciffs seek unsrecified amounts in compensatory and
punitive damages in many cages, and in other cases damages are stated to
amountc to as much as $10 millien in compensatory damages and $100 millicn in

punitive damages. Six of these cases are cCurrently 3et for trial in 1$95.

Cne of the defenses raised by Lorillard in certain cases is preemption by
the Federal Cigarette Labeling and Advertising Act (the "Labeling Act"). In
the case of Cipollone v. Liggett Group, Inc., et al., the United States
Supreme Court, in a plurality opinion issued on June 24, 1992, held that the
Labeling Act as enacted in 1965 deces not preempt commen law damage claims
but that the Labelihg Act, as amended in 1269, does preempt claims against
tobacco companies arising after July 1, 1963, which assert that the tobacco
companlies failed to adequately warn of the alleged health risks of
¢igarettes, scught to undermine or neutralize the Labeling Act's mandatory
health warnings, or concealed material facts concerning the health effects
of smoking in their advertising and promotion of <¢igarettes. The Supreme
Court held that claims against tobacco companies based on fraudulent
misrepresentation, breach of sxpress warranty, or conspiracy to migrepresent
material facts concerning the alleged health effects of smoking are not
preempted by the Labeling Act. The Supreme Court in sc helding did not
consider whether such commeon law damage actions were valid under state law.
The effect of the Supreme Court's decisicn on pending and future cases
against Lorillard and other tobacco companies will likely be the subject of
further legal proceedings. Additional litigation involving claims such as
hose held to be preemptaed by the Supreme Court in Cipellone could be
encouraged if legislative propcsals to eliminate the federal preemption
defense, pending in Congress since 13%%1, are enacted. It is not possible to

predict whether any such legislation will be enacted.

In addition to the defenses based on preemption under the Supreme Court
decigion referred to above, Lorillard believes that it has a number of other
valid defenses to pending cases. These defenses, where applicable, include,
among others, gtatutes of limitations or repose, assumption of the risk,
comparative fault, the lack of proximate causation, and the lack of any
defect in the product alleged by a plaintiff. Lorillard believes, and has
been gso advised by counsel, that some or all of these defenses may, in any
of the pending or anticipaced cases, be found by a jury or court to bar
recovery by a plaintiff. Application of walid defesnses. including those of
presmpzion, are likely cto be the subject of further legal proceedings in the
clags action cases and in the actions brought by scates or state agencies.
Ssmoking and healtch related licigazion has been brought by plainciffs against
Lorillard and other manufaccurers of tobacce products for many years. wWhile
Lorillard incends to defend vigorously all such actions which may be brought
it i3 nor possible to predict the outceme of any of chis
and iz is rogsible

Lizlgacion is subjecr 22 many uncertainciasg,
decided unfavsrazly. An unfavorable
2 CTould encourige Chn2

againat iw,
lizigacion.
tha~ gome of thesge asociong coyld ba

o

cuzrome oI a pending smokoag and Rearlzia 235

srmmaniamant of addizienal similazs lo=igat.
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A-30 pendang L; the Unized States pistrict Court {or the Eastern Digtrice of
Texas ig liclgalicn over the Trilaceral Agreement. Trial on che issues raisaed b
this agreement occurred on February 13, 1395, with evidence submitrted te’che ¥
Court in oppesiticn to final ccurt appreoval of the Trilateral Agreemenf. A £ina)
hearing occurred on May 9, 1395 and che Ccurt crdered briefs to be $abmiteed On‘
\\\fay 23, 1995; the Court's rulings on the Trilateral Agresment are xlgc expectaq
in the summer of 1935, ///a

.

ONA and the other Parties to the Global Setiiement agreemenz/and the
Trilateral Agresment completed a cemprehensive <ourt approv notice program to
cotential claimants information about their rights”and possible benefitg

provide
under the~@Glcbhal Settlement agreament and Trilateral Agreéement.
CNA and the surance industry are exposed to an unjdiown amount of liability

ollution, primarily related to Loxic waste site clean-up.
8 to Consolidated Ccndenseq/ inancial Statements for a

vironmental pollutio;/i;posures.
g

£ CHNA, excluq; the acquisition of CIC, have been
from operations. The principal operating cash
casualty and life insurance subsidiaries are
mary operating cash flow uaes are

operating expenses.

for environmenta
See Note 5 of the N
further discusgsion of

The liquidity requirements
met primarily by funds generatsd
flow sources of CNA'S property an
premiums and invesgtment income. The

payments for claims, policy benefit

operating activities generated net
llion for the same perioed in
to an increase in invegtment
improved insurance subdidiaries underwriting cash

5, as compared to the same
e gecurities. Investment
er the cash flow
ibuteg of the

For the firgst three months of 1995, CNA'
cash flows of $561 millicn, ¢
1994. The increage in cash

income of 5226 millien an
flow of $107 million for the firat three months of

pericd in 1934, Net <¢asdh flows are invested in market
strategies employed By CNA's insurance subsgidiaries cons
requirements of theg” insurance products sold and the tax at
sug types of marketable investmencs.

va
Cigarettes
Lorillazd,/ Inc. and subsidiaries {"Lorillard"}--
Lorillard continues zo be negatively impacted by the Augyst 1933 indus wide
srice rgduction of approximately 25%. While the price redyction has slowe he
ns have not

rapii/growth of discount cilgarettesg, unit sales volume g
ompgngated for the reduced sgselling pricesa. Vircually al
tra/in the premium priced gegment. In May 19295, Lorillard

mé&laesale prices by $1.50 per thousand cigaregtes,

of Lorillard's gale
lncreased ics

e ——————

A number of lawsuits have been filed against Lorillard and orher manufacturers
tcbacco products seeking damages for cancer and cther healrch effects claimed

have resulted from the use of cigarettes or exposure to tobacce smoke. In

Pending licigation

2
avaral of these cases the Company is named ag a defendant.
ncludes actions commerced by individuals and purported ¢lass accions brought by

tace governments, most of which claim very substantial damages. These actions
re described in Note S of the Noteg to Consclidated Condensed Financial

tatementyg.

13 =he chrea meniAhg ended Marsh JL, 1395 chae Company purcnaged 43,3590

dr=o 2% lng outstanding Common Stock at an aggregatae codt of approximazaly
Y muilian The funds requized f3r guch purchasad warg provided from worxing

iy 2.
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