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February 11, 2003

Patrick F. Scanlan
Clerk of the Senate
State House, Rm. 335
Boston, MA 02133

Dear Mr. Scanlan:

In accordance with the provisions of Section 4(a) of Chapter 29D
of the General Laws, I hereby transmit to you, on behalf of the Health
Care Security Trust Board of Trustees, the attached declaration of
trust for filing with the General Court.

Thank you for your courtesy and assistance. Please contact me if
I can be of any assistance to you.

Sincerely,

SUMNER B. TILTON, Jr

Health Care Security Trust
Board of Trustees

Chairman.
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One Ashburton Place
Boston, Massachusetts 02108

(617) 973-2601

THIS DECLARATION OF TRUST made this Ist day of July, 2002 by
Sumner B. Tilton, Jr., Martin Begien, Renee M. Landers, Thomas H.
Luster, William J. Supple, Robert W. Tishman, and Michael
Travaglini, the present duly authorized and acting members of the
Board of Trustees of the Heath Care Security Trust (further defined
below in Section 2.1) (“HCST Board”), being hereinafter referred to
as the “Trustees” (further defined below in Section 2.7);

WHEREAS, the HCST Board has been charged by its enabling legis-
lation, M.G.L, c. 29D, §4, with general supervision of investment and
reinvestment of all monies generated by any claim or action under-
taken by the Attorney General of the Commonwealth of Massachu-
setts (hereinafter referred to as the “Attorney General”) against a
manufacturer of cigarettes to recover the amount of medical assis-
tance provided pursuant to M.G.L c. 118 E or any other claim or action
undertaken by the Attorney General against a manufacturer of ciga-
rettes including, but not limited to, the action known as Common-
wealth of Massachusetts v. Philip Morris, Inc., et al, Middlesex
Superior Court, No. 95-7378, hereinafter referred to as the “Tobacco
Action (any and all such monies are hereinafter referred to herein as
the “HCST Revenues”).

Operating Trust Agreement

THE COMMONWEALTH OF MASSACHUSETTS
HEALTH CARE SECURITY TRUST BOARD

Trust Agreement, as of July 1, 2002

WITNESSETH

WHEREAS, the HCST Board is authorized and required by M.G.L. c.
29D, §4(a) to act as Trustee with respect to the trust fund created
thereby; and
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WHEREAS, the HCST Board is further authorized and required by
M.G.L. c. 29D, §4(a) to adopt a declaration of trust setting forth the
duties and obligations of the HCST Board;

NOW, THEREFORE, the Trustees establish this trust and agree and
declare that they will hold, administer and manage the HCST Rev-
enues and the Health Care Securities Trust Fund and all money and
property received or purchased by them as Trustees hereunder upon
the following terms, conditions and trusts:

Section 1.1 Name. This Declaration of Trust is hereby designated as
the “Health Care Security Trust Board Trust.”

Section 1.2 Purpose. This Declaration of Trust is established, oper-
ated and maintained for the purpose of managing and investing HCST
Revenues and the Trust Fund.

Section 1.3 Applicable Law and Regulations. The Trustees shall admin-
ister the HCST Revenues and the Trust hereunder at all times in con-
formity with the provisions of M.G.L. c. 29D, specifically (as the
same may be supplemented or amended from time to time, the “Act”),
and with the laws and regulations of the Commonwealth of Massa-
chusetts, generally. The provisions of this Declaration of Trust shall
be governed by and construed and administered according to the laws
of the Commonwealth of Massachusetts (the “Commonwealth”).

Whenever used in this instrument, unless the context otherwise
requires or specifically provides, the following terms shall be defined
as follows;

Section 2.1 “Board” and “HCST Board” means the individuals
described in the Act serving from time to time as members of the
Health Care Security Trust.

ARTICLE 1
NAME; PURPOSE OF TRUST; APPLICABLE LAW

ARTICLE 2
DEFINITIONS
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Section 2.2 “Business Day” means any day which is not a Saturday, a
Sunday, a legal holiday or a day upon which by applicable law a
national banking association is authorized to be closed to the public
for regular banking business during ordinary business hours and is, in
fact, so closed.

Section 2.3 “Tobacco Settlement Fund” means the fund established
pursuant to Section 2XX of Chapter 29.

Section 2.4 “Expenses” mean the reasonable and necessary expenses
incurred by the Trustees in managing the Trust Fund hereunder,
including, without limitation, custody fees, investment consulting
fees, investment management fees, trading commissions, attorneys’
fees, accountants’ fees, staff salaries, office rents and all expenses
incident thereto.

Section 2.5 “Fiscal Year” means the twelve months beginning July 1
and ending June 30.

Section 2.6 “Trust Fund” and “Health Care Security Trust Fund”
mean the Health Care Security Trust Fund established under the Act
and all funds, monies, and property received, held, and managed by
the Trustees hereunder.

Section 2.7 “Trustees” mean the HCST Board members in their
capacity as Trustees under this Declaration of Trust. All HCST Board
members serving from time to time shall be Trustees under this Decla-
ration of Trust.

Section 3.1 The Trust shall have the fiduciary responsibility to
manage the Trust Fund into which shall be deposited: (i) any monies
received by the Commonwealth pursuant to the master settlement
agreement in the Tobacco Action, other than payments for attorney’s
fees; (ii) such percentage as shall from time to time be required by the
Genera! Court of any monies generated by any other claim or action
undertaken by the Attorney General against a manufacturer of ciga-

ARTICLE 3
RECEIPTS AND INVESTMENTS
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rettes to recover the amount of medical assistance provided pursuant
to M.G.L. c, 118 E or any other claim or action undertaken by the
Attorney General against a manufacturer of cigarettes; (iii) any appro-
priation, grant, gift or other contribution explicitly made to such Trust
Fund; and (iv) any income derived from the investment of amounts
credited to the Trust Fund.

Section 4.1 Management and Ownership of Assets. The Trustees shall
have exclusive control and management of the Trust Fund hereunder.
Title to all assets of the Trust Fund shall at all times be considered
vested in the Trustees in a fiduciary capacity.

Section 4.2 Rights and Powers. In exercising its right to manage and
control the Trust Fund, the Board shall have the following rights and
powers, in each case to be exercised or exercisable from time to time,
in its discretion.

Subject to the provisions of Section 4.3, the Board shall invest
and reinvest amounts received by the Trust in the Trust Fund. The
Executive Director may invest and reinvest such funds held by the
Trust, subject to the approval or ratification of the Board by a vote
of 5 of the 7 Trustees, and the Board may, subject to such a vote of
5 of the 7 Trustees, (1) employ any qualified bank, trust company,
corporation, firm or person, including the Pension Reserves Invest-
ment Trust Fund, to make any or all of such investments, to manage
the funds or to advise it on investments, and (2) if appropriate under
the circumstances, utilize existing resources and staff of the State
Treasurer of the Commonwealth or the Pension Reserves Investment
Management Board to carry out its mission. Notwithstanding the pro-
visions of any general or special law to the contrary, no monies com-
prising the Health Care Security Trust Fund shall be invested in
stocks, securities, or other obligations of any company which manu-
factures or distributes tobacco products.

Section 4.3 Expenses. The Trustees shall pay expenses from the
assets held by the Trust Fund.

ARTICLE 4
RIGHTS, POWERS AND DUTIES OF TRUSTEES
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Section 4.4 Trustees’ Compensation. Except as otherwise provided by
law, the Trustees shall be entitled to no compensation for management
and supervision of the Trust Fund or for fulfilling their responsibili-
ties as Trustees hereunder, although they shall be reimbursed for their
actual and necessary expenses.

Section 4.5 Executive Director, Trust Staff and Employees. In accor-
dance with the provisions of the Act, the Trustees shall employ an
Executive Director who shall serve at their pleasure. In accordance
with the provision of M.G.L. Section 4(f) of Chapter 29D, the provi-
sions of M.G.L. c.30, §§9A, 45, 46, and 46C, and the provisions of
c.31 and C.150E shall not apply to the Executive Director or any other
employee of the Board. The Executive Director shall, with the
Trustees’ approval:
(a) plan, direct, coordinate and execute administrative and investment

functions in conformity with
Trustees;

policies and directives of the

(b) employ professional and clerical
(c) report to the Trustees on all oper

staff as necessary

ations under the Executive Direc-
tor’s control and supervision

(d) prepare an annual budget and manage the administrative expenses
of the Trust; and

(e) undertake any other activities necessary to implement the power
and duties hereunder and under the Act.

Section 4.6 The Board may approve or ratify decisions of the Execu-
tive Director, formulate policies and procedures deemed necessary
and appropriate to carry out the purposes of the Trust, maintain a
record of its proceedings and undertake any other activities necessary
to implement the duties and powers set forth herein and in the Act.

Section 4.7 Account Books
The Trust Fund shall be managed by the Board. All transactions
affecting said Trust Fund including, but not limited to, all amounts
credited to and all expenditures, transfers or allocations made
from the Trust Fund, shall be recorded on the Massachusetts man-
agement accounting and reporting system.
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(b) The Trust Fund shall be classified by the Comptroller as a non-
budgeted fund of the Commonwealth. Amounts credited to said
Trust Fund, including both principal and earnings, shall not be
subject to the calculation of the consolidated net surplus pursuant
to Sections 2H and 5C of Chapter 29.

Section 4.8 Budget. The Board shall adopt an annual budget and sup-
plemental budgets as the Board deems necessary subject to the
approval of the General Court. If the General Court takes no final
action to disapprove any such budget within 60 days of its filing with
the Clerk of the House of Representatives and the Clerk of the Senate,
such budget shall be deemed to be approved. If the General Court dis-
approves any such budget within such 60 days, the Board shall
operate under the annualized budgetary level most recently approved
pending the filing and subsequent approval of any other such annual
or supplemental request.

Section 4.9 Statements. The Board shall prepare quarterly statements
on or before March 1, June 1, September 1 and December 1 of each
year, to be filed with the Fiscal Affairs Division, the House and
Senate Committees on Ways and Means, the Joint Committee on
Health Care and the advisory committee on health care and tobacco
control established by Section 5 of the Act, The statements shall;
(i) summarize the performance results of the Trust’s investments for
the quarter and year-to-date; (ii) provide a summary investment port-
folio analysis describing the holdings of the Trust Fund; (iii) identify
fees and other costs incurred in employing investment consultants,
fund managers and other parties compensated for managing or
advising the Board; (iv) provide a budget status report detailing
expenses by month; and (v) provide any information relating to the
status and estimated amount of the next payment made pursuant to the
master settlement agreement in the Tobacco Action, or any other such
payment.

Section 4.10 Action by Board. In accordance with the provisions
the Act, and subject to the provisions of Section 4.2, the Trustees m
act upon an affirmative vote of a majority of a quorum of t
Trustees.
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Section 4.11 The Trustees shall discharge their duties for the primary
purpose of enhancing the value of the Trust and shall act with the
care, skill, prudence and diligence under the circumstances then pre-
vailing that a prudent person acting in a like capacity and familiar
with such matters would use in the conduct of an enterprise of a like
character and with like aims and by diversifying the investments of
the trust so as to minimize the risk of large losses unless under the cir-
cumstances it is clearly prudent not to do so. In accordance with the
provision of M.G.L. Section 4(b) of Chapter 29D, when investing the
monies comprising said Trust Fund, the Trustees shall not be bound
by the provisions of Section 38 of Chapter 29.

Section 4.12 Conduct of Trustees. In any civil action brought against
a Trustee or employee of the Health Care Security Trust, acting within
the scope of such Trustee or employee’s official duties, the defense or
settlement of which is made by the Attorney General or by an attorney
employed by said Board, such Trustee or employee shall be indemni-
fied for all expenses incurred in the defense thereof and shall be
indemnified for damages. No Trustee or employee shall be indemni-
fied for expenses in an action or damages awarded in such action in
which there is shown to be a breach of fiduciary duty, an act of willful
dishonesty or an intentional violation of law by such Trustee or
employee.

Section 4.13 Required Disclosure. To the extent that any Trustee shall
have any interest or involvement in any matter that is before the
Board:
(a) such Trustee shall disclose the interest or involvement in advance

to the other Trustees;
(b) such disclosure shall be contemporaneously recorded in the min-

utes of the Trustees; and
(c) such Trustee shall abstain from participating in any particular

matter relating to such interest or involvement.

Section 5.1 Amendments. This Declaration of Trust may be amended
from time to time by a written instrument signed and approved by at

ARTICLE 5
AMENDMENT
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least five of the seven Trustees filed in accordance with the terms of
Section 6.5 hereunder.

Section 6.1 Agent for Process. The Trustees shall be deemed to repre-
sent all persons, natural or legal, having an interest in the Trust Fund
for the purpose of all judicial proceedings affecting the Trust Fund or
any asset thereof, and only the Trustees need be made a party to any
such action. The Trustees shall give notice to the Attorney General of
the Commonwealth of any such proceedings.

Section 6.2 Definition of Words. The plural shall be substituted for
the singular, or vice versa, in any place or places herein where the
context may require such substitution or substitutions.

Section 6.3 Headings. Any paragraph or clause headings used through-
out this instrument and any amendment to this instrument are for con-
venience and reference only, and the words contained therein shall in
no way be held to explain, modify, amplify or aid in the interpreta-
tion, construction or meaning of the provisions of this instrument or
any amendment to this instrument.

Section 6.4 Records. All records of the Trust, including the provisions
of the Trust Fund, shall be a public record as defined in M.G.L. c.4,

'(26)

Section 6.5 Effective Date. This Declaration of Trust and any amend-
ments thereto shall be filed with the General Court. If the General
Court takes no final action relative thereto within 60 days of the date
of the filing thereof with the Clerk of the House of Representatives
and the Clerk of the Senate, the declaration or amendments thereto
shall be deemed to be approved. That date shall be the effective date
of this Declaration.

ARTICLE 6
MISCELLANEOUS PROVISIONS
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