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About UST

UST Inc. (NYSE: UST) is a holding company for its wholly owned
subsidiaries: U.S. Smokeless Tobacco Company and International Wine
& Spirits Ltd. UST, through its subsidiaries, is a leading producer and
marketer of moist smokeless tobacco products including Copenhagen,
Skoal, Red Seal, Husky and Rooster smokeless tobacco. Other consumer
products marketed by UST include premium wines sold nationally
through the Chateau Ste. Michelle, Columbia Crest, Conn Creek and
Villa Mt. Eden wineries, as well as sparkling wine produced under the
Domaine Ste. Michelle label.

The Company’s principal operating segments are Smokeless Tobacco
and Wine. The Smokeless Tobacco segment had net sales of $1.6 billion
and accounted for 86 percent of consolidated sales. Wine segment sales
were $227 million.

For information about UST and its subsidiaries, including:
o |nvestor information
© Press releases
o Webcast events
° Employment information
visit the UST website at ustinc.com.

USTogether

We operate our businesses according to the following core values:

* We are committed to developing and maintaining a talented, dedicated and
responsible workforce built on personal and business integrity.

* We understand the critical importance of customer service to our success and

will strive to excel at it in everything we do.

* We recognize that our consumers drive our business and satisfying their

preferences is fundamental to our success.

* In our business pursuits, we will strive to produce, market and sell quality
products to exceed the expectations of our consumers and set the standards
of excellence within the industries in which we compete.

* We recognize that our shareholders are the true owners of the business and
we dedicate our resources to increasing our shareholder value.

¢ As a corporate citizen, we support community activities that reflect the values

of our employees, stakeholders and consumers.




UST Comparative Highlights

For the year ended December 31

2004 2003
(Dollars in thousands, except per share amounts)
Financial Results
Net sales $1,838,238 $1,731,862
Operating income 912,609 596,635
Net earnings 530,837 318,789
Basic earnings per share 3.21 1.91
Diluted earnings per share 3.19 1.90
Dividends per share 2.08 2.00
Other Data
Average number of shares (in thousands):
Basic 165,164 166,572
Diluted 166,622 167,376
Number of stockholders of record at year-end 6,860 7,269
Average number of employees 5,100 5212

Note: The Comparative Highlights presented above are to be read in conjunction with UST's Consolidated Financial Statements and the accompanying
notes to those statements. For additional details on comparative results, see “Management’s Discussion and Analysis of Financial Condition and

Results of Operations.”




Fellow Shareholders:

I am very pleased to report that

2004 was a banner year for UST as our
strategic initiatives, together with a
stronger domestic economy, resulted in
accelerated category growth in the moist
smokeless tobacco segment and
returned our premium wine business

to its historic growth pattern. These
improved fundamentals did not go
unnoticed by the investment community,
as our stock price rose considerably over
the prior year.

On a consolidated basis, we generat-
ed both record sales and earnings above
our original projections.

* Net sales increased 6.1 percent to

$1.8 billion

¢ Net earnings reached $530.8 million

¢ Diluted earnings per share were $3.19

Our smokeless tobacco business
recognized record sales and operating
profit in 2004, despite competition from
lower-priced brands. Strong growth in the
moist smokeless tobacco category
resulted in increased can sales. Our
increased investment in category-growth
initiatives helped the moist smokeless
tobacco category expand an impressive 6
percent in 2004, more than double the
compound annual growth rate over the last
decade. For our U.S. Smokeless Tobacco
Company subsidiary, net sales increased
4.7 percent to $1.6 billion on a 0.8 percent
increase in net can sales to 641.3 million.
Operating profit was $898 million.

Our premium wine operations
rebounded nicely in 2004, with a focus
on outstanding quality at an affordable
price leading the way to record case
sales and operating profit.

The plans we set out for our wine
business resulted in improved trends
beyond our expectations. Led by our
Chateau Ste. Michelle and Columbia
Crest wineries, operating profit increased
33 percent to $32.4 million. Net sales for

the year increased 16.3 percent to $226.7
million, while total premium case sales
increased 14.6 percent to 3.8 million.

For 2005, we plan to continue our
category-growth initiatives for smokeless
tobacco, while concentrating on increasing
case sales and operating profit in our
wine business.

Commitment to Core Values

We operate our smokeless tobacco and
wine businesses according to a set of
Core Values we call USTogether that
combine a commitment to superior
quality with an obligation to the highest
standards of ethical behavior. At UST, we
want to be recognized not only as an
outstanding employer and manufacturer,
but, just as importantly, as a respected
business partner, leading corporate
citizen and worthy enterprise for invest-
ment. USTogether can be found on the
inside front cover of this Annual Report.

The Tobacco Harm
Reduction Debate

During 2004, smokeless tobacco and
tobacco harm reduction continued to
receive attention as a topic of discussion
and debate at various scientific confer-
ences and public policy forums in the
United States, Canada and Europe, and
in articles published in the scientific
literature. This discussion and debate
continued to recognize that cigarette
smoking is considered by many in the
scientific community to be considerably
more dangerous than smokeless tobacco.

For example, in December 2004,
researchers funded by the National
Cancer Institute published a paper in
which they reported on the opinions
of an expert panel regarding the
comparative mortality risks related to
low-nitrosamine smokeless tobacco
products and conventional cigarettes.
The researchers assembled a panel
comprised of nine experts, mostly
epidemiologists, affiliated with various
institutions including the National
Institutes of Health, the American Cancer
Society, and Columbia, Georgetown and
Johns Hopkins universities. After the
expert pane! reviewed the relevant
scientific literature, the researchers
conducted three rounds of consultation
with the panel and reported the
following conclusion:

“In comparison with smoking, experts
perceive at least a 90 percent reduction
in the relative risk of LN-SLT (low-
nitrosamine smokeless tobacco) use. The
risks of using LN-SLT products therefore
should not be portrayed as comparable

with those of smoking cigarettes as has
been the practice of some governmental
and public health authorities in the past.”

Furthermore, this discussion truly
entered the mainstream media in 2004.
Health writers, columnists and op-ed
contributors took up the topic in major
publications including the Los Angeles
Times, New York Times, Chicago Tribune,
Wall Street Journal and Atlanta Journal
Constitution, to name a few.

The discussion regarding smokeless
tobacco in the context of tobacco harm
reduction will continue in 2005 at
scientific conferences and public policy
forums in the United States and abroad.

A Compelling Investment

UST continues to demonstrate that we
are a well-considered, reliable investment
with an attractive dividend yield. Judging
from the rise in our stock price, investors
seem to have taken notice. In addition to
growing our businesses, we remain
committed to enhancing shareholder
value by returning excess cash to our
shareholders. In 2005, the Company will
return more than $550 million in the form
of dividends and stock repurchases.

In 2004, we paid a dividend of $2.08
per share, a 4.0 percent increase over the
previous year. In December, the Company
announced a 6.0 percent increase in the
dividend, with an indicated annual rate of
$2.20 a share, effective with the first
quarter of 2005. UST has paid cash divi-
dends without interruption since 1912
and has raised the dividend every year
but one since 1965. The Company also
announced that we would be increasing
our stock repurchase plan by $100 million
through 2005. Our strong cash flow, our
solid fundamentals and our still relatively
low price-earnings ratio combine to make
UST a compelling value.

| remain convinced that we have the
plans, the products and the people
necessary to sustain growth and enhance
shareholder value going forward. Thank
you for the continuing confidence you
have shown in UST.

Sincerely,

Yo 1 Pic )

Vincent A. Gierer, Jr.
Chairman of the Board and
Chief Executive Officer




Business Review

“Our smoke-free
products will be
recognized by
aduits as the
preferred way
to experience
tobacco
satistaction. ”

Smokeless Tolbacco

With a boost from key strategic initiatives
undertaken by U.S. Smokeless Tobacco
Company, growth in the smokeless
tobacco category accelerated in

2004, aided by a stronger domestic
economy and increased smoking
restrictions nationwide.

We increased our efforts to grow the
adult consumer base for smokeless
tobacco products by investing an addi-
tional $24 million in product innovation,
brand building and increased message
delivery during the year.

The goal: To increase awareness and
trial of moist smokeless tobacco by
adult cigarette smokers.

The opportunity: Because moist
smokeless tobacco accounts for only 3
percent of the entire domestic tobacco
category at retail, every 1 percent of
adult smokers who convert to moist
smokeless tobacco represents a 10
percent increase in the segment’s adult
consumer base.

While our approach remains balanced
between our strategic priorities of
improving the value equation for current
adult consumers and growing the
category, we realigned our spending,
allocating one-third of expenditures in
2004 to enhancing category growth.

To begin with, we nearly doubled our
one-on-one marketing activities to
encompass 7,500 events focused
increasingly on new adult consumers. In
the process, we distributed six million
samples and added 1.3 million adults to
our database. We also sent direct mail to
1.1 million adult smokers. Judging from
coupon redemptions and ongoing follow-
up research, we are seeing conversions at
a better than anticipated rate.

We also began category advertising
in a variety of new and, for us, non-
traditional magazines including Time,
Newsweek, Fortune, Entertainment
Weekly and PC World that depicts
adult smokers in smoking-restricted
environments and situations. The
surprising solution: our products, a
smoke-free way to enjoy tobacco.

We ran our most successful
sweepstakes ever in 2004 with the
Copenhagen $100,000 On-line Poker

/«Q\'
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Championship, which saw 1.4 million site
visits and engaged 60,000 adult players.
For 2005, we will make this sweepstakes
the central focus of a fully integrated
loyalty program for the brand.

In response to price-value
competition, we increased our print,
direct mail and point-of-sale advertising
for Red Seal, positioning it for the first
time as a full-fledged third U.S.
Smokeless Tobacco Company brand.
Now in 25,000 additional stores, Red
Seal has become the top seller in the
traditional price-value segment. We also
expanded the distribution of our Husky
product in highly competitive sub-
price-value markets.

Product innovation was crucial in
2004 and will remain so going forward.
We had one of our most successful
product launches ever in Skoal Long Cut
Apple Blend, while Skoal Mint Pouches
added another flavor to our line-up of
pouch products. We also launched four
other product offerings into regional
test markets. In total, over 9 percent of
2004 sales volume came from products
introduced in the last three years.

With the learning acquired through
two 2004 metro area test markets,
Revel Tobacco Packs, our spit-free
product specifically formulated for adult
smokers seeking an alternative to
smoking, soon will be launched
throughout the Denver area and in
select Colorado stores, with the
addition of a third flavor, cinnamon.

U.S. Smokeless Tobacco Company
now has 30 product and packaging
initiatives in the pipeline covering both
potential core product launches and
next generation products.

Supporting all our products is our
branded Unixel seed to shelf quality
initiative. We will be communicating
more about our commitment to
excellence that this program exemplifies
in the months to come. In addition,
quality messaging will be incorporated
in both Skoal and Copenhagen
product advertising.

Our sales force in 2004 continued to
build on its previous success in working
with our retail partners through the
brand-building program we call "STEPS




to Maximum Profit.” We more than
tripled the number of “top-to-top”
meetings held with executives of our
major distributor and retail partners
and increased from 15,000 to 37,000
the number of Showcase Shelving
systems that have been shown to
enhance inventory turns and retail
exposure that benefit the entire
smokeless tobacco category.

Put simply, we feel that our category
growth strategy is working. We exceeded
our own expectations for 2004. Our 2005
plans reflect a continuing commitment to
attracting new adult consumers with a
focus, once again, on delivering record
results. U.S. Smokeless Tobacco Company
is a distinctly different tobacco company,
on track to fulfill our vision: "Our
smoke-free products will be recognized
by adults as the preferred way to
experience tobacco satisfaction,”

Wine

We believe that the success demon-
strated by our re-named Ste. Michelle
Wine Estates operations in 2004 provides
the opportunity to continue earnings
growth, increase distribution, improve
quality for our premium offerings and
eliminate underperforming assets.

Wine consumption in the United
States has been increasing for several
years as demographic trends in the
population favor continued growth for
the super premium wine category in
which our brands compete. Washington
state wines have led the way in 2004,
growing more than 14 percent, or four
times the overall domestic premium
category. As the leading Washington
state wine producer, Ste. Michelle
Wine Estates has benefited from this
accelerated growth.

Our wines continue to win critical
acclaim. We could not be more pleased
to report that in 2004 Wine Enthusiast
magazine named Chateau Ste. Michelle
“American Winery of the Year.” Perhaps
just as importantly, Wine Spectator

W

placed four of our wines on its annual
list of “The Top 100 Most Exciting
Wines.” No other wine company in
the world has had more wines on this
magazine’s prestigious roster of
excellence in the last five years.

In addition to offering products
of superior quality and value, we
increased our sales force and category
management staff by 22 percent in
2004, in a successful initiative to
increase penetration in our on-premise
accounts and enhance distribution at
retail. This initiative resulted in 2004
premium case sales and operating profit
that exceeded our original projections.

Our 2005 plans remain focused once
again on delivering record results by
producing the best quality wines,
increasing distribution and eliminating
underperforming assets. Prominent
in our plans is the rollout of our Red
Diamond brand to all distribution
channels nationwide.

In summary, Ste. Michelle Wine
Estates is well positioned to make
additional progress in the coming year
toward our strategic vision: “To be the
leader in the super-premium wine
segment, to elevate Washington state
wines to the quality and prestige of
the top wine regions of the world, and
to be known for superior products,
innovation and customer focus.”

“To be the leader in the super-premium

wine segment, to elevate Washington state
wines to the guality and prestige of the top

wine regions of the world, and to be
known for superior products, innovation
and customer focus. ”

For more information on UST, visit our website, ustinc.com.
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UST

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

March 24, 2005

100 West Putnam Avenue
Greenwich, Connecticut 06830

To the Stockholders of UST:

The 2005 Annual Meeting of Stockholders of UST Inc. (the “Company”) will be held at the Cole
Auditorium of the Greenwich Library, 101 West Putnam Avenue, Greenwich, Connecticut, on Tuesday, the
3rd day of May 2005, at 10:00 a.m., Eastern Daylight Saving Time, for the following purposes:

(1) to elect two directors for terms of three years each;

(2) to consider and act upon a proposal to approve the UST Inc. 2005 Long-Term Incentive Plan;

(3) to ratify the appointment of independent auditors of the accounts of the Company for the year 2005;
(4) to consider and act upon a stockholder proposal, if presented by its proponents; and

(5) to consider and act upon such other business as may properly come before the meeting.

Stockholders of record at the close of business on March 9, 2005 will be entitled to vote at the meeting.
The approximate date of mailing of this Proxy Statement is March 24, 2005.

You are urged to vote your proxy promptly whether or not you plan to attend the meeting in person.
Please sign and date the enclosed proxy card and return it promptly in the enclosed postage paid envelope or
you may also vote your shares either via telephone or the Internet. Please read the instructions printed on the
top portion of your proxy card. The Company’s transfer agent, which is tabulating votes cast for the meeting,
will count the last vote received from a stockholder, whether by telephone, proxy or ballot or electronically
through the Internet. Please note all votes cast via telephone or the Internet must be cast prior to 5:00 p.m.,
Eastern Daylight Saving Time, on Monday, May 2, 2005.

RICHARD A. KOHLBERGER
Senior Vice President, General Counsel
and Secretary
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UST

100 West Putnam Avenue
Greenwich, Connecticut 06830

PROXY STATEMENT

Solicitation of Proxy

The enclosed proxy is solicited by the Board of Directors (the “Board”) of UST Inc. (the “Company”) for
use at the Annual Meeting of Stockholders to be held May 3, 2005, including any adjournment thereof (the
“Annual Meeting”). Whether or not you plan to attend the Annual Meeting, the Board respectfully requests
the privilege of voting on your behalf and urges you to either sign, date and return the enclosed proxy or vote
your shares via telephone or the Internet. By doing so you will, unless such proxy is subsequently revoked by
you, authorize the persons named therein, or any of them, to act on your behalf at the Annual Meeting.

Any stockholder who submits a proxy may revoke it by giving a written notice of revocation to the
Secretary or, before the proxy is voted, by submitting a duly executed proxy bearing a later date. The
Company's transfer agent, which is tabulating votes cast at the Annual Meeting, will count the last vote
received from each stockholder, whether by telephone, proxy or ballot or electronically through the Internet.

As of March 9, 2005, the record date for the Annual Meeting, the outstanding stock of the Company
entitled to vote consisted of 165,450,885 shares of common stock {"Common Stock”) (each entitled to one
vote).

Appearance at the meeting in person or by proxy of the holders of Common Stock entitled to cast at least
82,725,443 votes is required for a quorum.

Attendance and Procedures at Annual Meeting

Attendance at the Annual Meeting will be limited to stockholders of record, beneficial owners of Common
Stock entitled to vote at the meeting having evidence of ownership, a duly appointed proxy holder with the
right to vote on behalf of an absent stockholder {one proxy holder per absent stockholder) and invited guests
of the Company. Any person claiming to be the proxy holder of an absent stockholder must, upon request,
produce written evidence of such authorization. If you wish to attend the Annual Meeting but your shares
are held in the name of a broker, bank or other nominee, you should bring with you a proxy or letter from
the broker, bank or nominee as evidence of your beneficial ownership of the shares. Management requires
all signs, banners, placards, cameras and recording equipment to be left outside the meeting room.

Action to be Taken at Meeting

1. Two directors will be elected to serve for terms of three years each and until their respective successors
are elected and qualified.

2. A resolution will be offered to approve the UST Inc. 2005 Long-Term Incentive Plan (the “LTIP").

3. Aresolution will be offered to ratify and approve the selection of independent auditors of the accounts
of the Company for the year 2005.

4. The Company has been advised that a resolution will be offered by stockholders.

Your authorized proxies will vote FOR the election of the individuals herein nominated for directors, the
resolution regarding the LTIP, and the resolution regarding the auditors, and AGAINST the stockholder
proposal, unless you designate otherwise. A proxy designating how it should be voted will be voted
accordingly. If you hold your shares through a broker or other nominee and you do not provide instructions on
how to vote, your broker or other nominee may have authority to vote your shares on certain matters.




Proposal No. 1

Election of Directors

The Certificate of Incorporation provides for the election of one-third (as nearly as possible) of the Board
annually.

The Board, upon recommendation of the Nominating & Corporate Governance Committee, nominated
the two directors standing for election at the Annual Meeting for terms expiring at the Annual Meeting of
Stockholders to be held in 2008. Elaine J. Eisenman, a director since 1996, will resign from the Board at the
expiration of her current term of office and, accordingly, is not standing for reelection at the Annual Meeting.
The Board currently consists of nine members and, with the resignation of Mrs. Eisenman, will be reduced to
eight at the Annual Meeting.

Directors are elected by a plurality of the votes cast. “’Plurality” means that the nominees who receive the
largest number of votes cast “For” are elected as directors, up to the maximum number of directors to be
chosen at the Annual Meeting. Consequently, any shares not voted “For” a particular nominee as a result of a
direction to withhold or a broker non-vote will not affect the outcome of the vote.

The Nominees

Set forth in the following Table | is certain information with respect to each person nominated by the
Board and each person whose term of office as a director will continue after the Annual Meeting, including the
number of shares of Common Stock beneficially owned by such person as of January 31, 2005.

TABLE |

Name of Nominee* or Director

*John D. Barr

Age 57

Shares beneficially owned:
Qutstanding shares — 2,977

Shares subject to options — 1,500
Present term expires 2005
Nominated for term to expire 2008
Director since 2003

Mr. Barr has served as Vice Chairman of the Board of Directors of Papa Murphy’s
International, Inc. since June 2004. He has alsc served as Chairman of
Performance Logistics Group, Inc. since March 2004. From 1999 to April 2004,
Mr. Barr served as President and Chief Executive Officer of Automotive
Performance Industries. He also serves as a director of United Auto Group, Clean
Harbors Inc., and James Hardie, N.V.




Name of Nominee* or Director

John P. Clancey

Age 59

Shares beneficially owned:
Outstanding shares — 17,283
Shares subject to options — 9,000
Present term expires 2007
Director since 1997

Mr. Clancey has served as Chairman of Maersk Sealand since December 1999. He
served as President and Chief Executive Officer of Sea-Land Service, Inc. from
July 1991 to December 1999.

Edward H. DeHority, Jr.

Age 74

Shares beneficially owned:
Qutstanding shares — 10,823
Shares subject to options — 25,000
Present term expires 2006

Director since 1990

Mr. DeHority is a retired certified public accountant and attorney. He was
employed by Ernst & Young LLP from 1958 to 1988.

Patricia Diaz Dennis

Age 58

Shares beneficially owned:
Outstanding shares — 3,297
Shares subject to options — 4,500
Present term expires 2006
Director since 2001

Ms. Diaz Dennis has served as Senior Vice President and Assistant General
Counsel of SBC Services, Inc. since February 2005. Prior thereto she served as
Senior Vice President and Assistant General Counsel of SBC Telecommunications,
Inc. ('SBC") since August 2004. She served as Senior Vice President, General
Counsel and Secretary of SBC West from May 2002 to August 2004. She served as
Senior Vice President — Regulatory and Public Affairs of SBC from November
1998 to May 2002 and as Senior Vice President and Assistant General Counsel of
SBC from September 1995 to November 1998. She also serves as a director of
Entravision Communications Corporation.




Name of Nominee* or Director

Vincent A. Gierer, Jr.

Age 57

Shares beneficially owned:
Outstanding shares — 532,524
Shares subject to options — 930,300
Present term expires 2007

Director since 1986

Mr. Gierer has served as Chairman of the Board and Chief Executive Officer of the
Company since December 1, 1993 and has served as President since
September 27, 1990. He has been employed by the Company since 1978.

Joseph E. Heid

Age 58

Shares beneficially owned:
Qutstanding shares — 4,921
Shares subject to options — 3,000
Present term expires 2007
Director since 2003

Mr. Heid served as Chairman, President and Chief Executive Officer of Esprit de
Corp from December 1999 to July 2002. From November 1997 to November
1999, he served as President of Revion International. He previously served as
Senior Vice President of Sara Lee Corporation. Mr. Heid is a certified public
accountant. He also serves as a director of Vertrue, Inc.

Peter J. Neff

Age 66

Shares beneficially owned:
Outstanding shares — 8,339

Shares subject to options — 20,500
Present term expires 2006

Director since 1997

Mr. Neff served as President and Chief Executive Officer of Rhéne-Poulenc, Inc.,
the U.S. subsidiary of Rhéne-Poulenc, S.A. from 1991 to 1996.

*Ronald J. Rossi

Age 64

Shares beneficially owned:
Outstanding shares — 3,500

Shares subject to options — -0-
Present term expires 2005
Nominated for term to expire 2008
Director since 2004

Mr. Rossi has served as Chairman of the Board of Lojack Corporation (‘Lojack”)
since May 2001. From November 2000 to December 2004, he also served as
Chief Executive Officer of Lojack. Mr. Rossi previously served as President of Oral-
B Laboratories, Inc., a subsidiary of The Gillette Company, from 1998 to 2000.
Mr. Rossi also serves on the Board of Directors of Mentor Corporation.




Messrs. Barr and Rossi are now directors and will serve for the terms indicated. Your proxy, unless
otherwise marked, will be voted for the aforesaid nominees for such terms. In the event that any nominee is
not available for election at the time of the meeting or any adjournment thereof, an event which is not
anticipated, your proxy may be voted for a substitute nominee and will be voted for the other nominees
named above.

As of January 31, 2005, all directors and executive officers as a group beneficially owned 929,280 shares
of Common Stock and had exercisable options to acquire 1,534,800 shares of Common Stock, which together
represented in the aggregate 1.5% of the outstanding Common Stock including options held by all such
persons. No executive officer or director beneficially owned more than 1% of the aggregate amount of the
outstanding Common Stock including options held by the respective person.

The Board held ten meetings during 2004. No director attended fewer than 75% of the meetings held.
Absent unusual or extraordinary circumstances, each director is expected to attend the Company’s Annual
Meeting of Stockholders. All members of the Board were in attendance at the 2004 Annual Meeting.

Executive Sessions

The nonemployee directors of the Company meet in executive sessions without management on a regular
basis. The chair of the Nominating & Corporate Governance Committee presides at such executive sessions.
In his absence, the nonemployee directors will designate another person to preside over such executive
sessions.

Director Independence

The corporate governance listing standards of the New York Stock Exchange (the “NYSE rules”) require
that the Board be comprised of a majority of independent directors. The Sarbanes-Oxley Act of 2002 and the
rules promulgated thereunder by the Securities and Exchange Commission (the “SEC") and the NYSE rules,
taken together, require that the Audit Committee, the Nominating & Corporate Governance Committee and
the Compensation Committee each be comprised solely of independent directors.

To ensure compliance with these requirements, each year, the Board, acting through the Nominating &
Corporate Governance Committee, reviews the relationships that each director has with the Company based
primarily on a review of the questionnaires completed by the directors regarding employment and compensa-
tion history, affiliations and family and other relationships and on discussions with the directors. Only those
directors whom the Board affirmatively determines have no material relationship with the Company may,
under the NYSE rules, qualify as independent directors. To assist in the review process, the Board has
established standards concerning relationships that, absent special circumstances, would not be deemed
material and thereby cause a director not to be considered independent. These standards are set forth in UST
Inc.’s Corporate Governance Guidelines which are available on the Company’s website at www.ustinc.com
under the heading "“Investors/Corporate Governance.”

in light of the foregoing, the Nominating & Corporate Governance Committee has reviewed, on behalf of
the Board, the independence of all directors and has determined, based on the information provided to it by
the directors, that, as of the Annual Meeting, all directors other than Mr. Gierer, the Company’s Chairman of
the Board and Chief Executive Officer, will qualify as independent directors under the NYSE rules, and that, as
of the Annual Meeting, each member of the Audit Committee will also satisfy the additional independence
requirements applicable, under the federal securities laws and the NYSE rules, to members of an audit
committee.

Director Nomination Procedures

It is the Company’s desire to select individuals for nomination to the Board who are the most highly
qualified and who, if elected, will enhance the Board’s ability to oversee and direct, in an effective manner, the
business of the Company and to best serve the general interests of the Company and its stockholders. In its
assessment of potential nominees, the Nominating & Corporate Governance Committee will consider whether
any such nominee:

* Meets New York Stock Exchange independence criteria;

* Reflects highest personal and professional ethics and integrity;




* Has relevant educational background;

* Has demonstrated effectiveness and possesses sound judgment;

* Has qualifications to serve on appropriate Board committees; :

* Has experience relevant to the business needs and objectives of the Company;
* Has the ability to make independent and analytical judgments;

* Has adequate time to devote to Board responsibilities; and

* Has effective communication skills.

Such matters will be considered in light of the then current diversity and overall composition of the Board.

The Nominating & Corporate Governance Committee believes that the minimum qualifications for
serving as a director of the Company are that a nominee reflects the highest personal and professional ethics
and integrity, has the ability to make independent and analytical judgments and has adequate time to devote
to Board responsibilities. In addition, the Nominating & Corporate Governance Committee examines a
candidate’s specific experience and skills, potential conflicts of interest and independence from management
and the Company.

The Nominating & Corporate Governance Committee identifies potential nominees through referrals by
current directors and executive officers and also from a search firm specializing in identifying director
candidates whose services have been retained by the Committee. The Nominating & Corporate Governance
Committee presently has on retainer the firm of Canny, Bowen Inc. to assist in identifying potential candidates.
The Committee will consider candidates from other sources, including, as described below, from stockholders.

Mr. Rossi, the Board’'s newest member, was introduced to the Nominating & Corporate Governance
Committee by Canny, Bowen Inc.

Once an individual has been proposed for consideration by the Nominating & Corporate Governance
Committee as a possible candidate, the Nominating & Corporate Governance Committee reviews the
person’s background and qualifications, including in light of any other candidates that it may be considering,
any vacancies as well as the needs and the then current composition of the Board. If the Nominating &
Corporate Governance Committee determines that the proposed candidate warrants further consideration, a
meeting may be arranged with the proposed candidate and the chair and/or other members of the
Nominating & Corporate Governance Committee.

The Nominating & Corporate Governance Committee will consider and evaluate candidates suggested in
a timely manner by stockholders, taking into account the qualities of any individual so suggested and the
vacancies and needs of the Board. To enable the Nominating & Corporate Governance Committee to
consider and evaluate properly any such candidate prior to the next Annual Meeting, the Secretary should
receive, no later than November 22, 2005 the following information:

* The name, business address and curriculum vitae of any proposed candidate;

* A description of what would make such person an effective addition to the Board;

* A description of any relationships or circumstances that could affect such person’s qualifying as an
independent director;

* A confirmation of such person’s willingness to serve as a director;

* Any information about such person that would, under the federal proxy rules, be required to be
included in the Company's proxy statement if such person were a nominee, including, without
limitation, the number of shares of Company common stock beneficially owned by such person; and

* The name, address and telephone number of the stockholder submitting the recommendation, as well
as the number of shares of Company common stock beneficially owned by such stockholder and a
description of any relationship between the proposed candidate and the stockholder submitting his or
her name.

All such proposed candidates shall be reviewed and evaluated in accordance with the selection criteria
discussed above. The Nominating & Corporate Governance Committee’s evaluation process does not vary
based on whether or not a proposed candidate is recommended by a stockholder.




Compensation of Directors

The monthly cash retainer for all nonemployee directors for their services as directors, including
committee assignments, was $5,000 in 2004. As a result of the elimination of the medical and financial
planning benefits described below, the monthly cash retainer has been set at approximately $6,420 ($77,000
annually) effective as of January 1, 2005. Effective September 23, 2004, the Chairs of the Audit Committee,
the Compensation Committee, and the Nominating and Corporate Governance Committee also receive an
annual fee of $10,000, $7,000, and $7,000, respectively. Nonemployee directors are reimbursed for reasona-
ble expenses incurred by them in connection with performance of their services to the Company as members
of the Board and its committees. Employee directors receive no additional compensation for their services as
directors.

The Company maintains the UST Nonemployee Directors’ Restricted Stock Award Plan (the "'Directors’
Restricted Stock Plan”). The Directors’ Restricted Stock Plan provides for the automatic award to each
nonemployee director of 50 shares of restricted stock for each meeting of the Board attended and 40 shares of
restricted stock for each Board committee meeting attended. The shares of restricted stock vest on the third
anniversary date of the award. Once awarded, dividends on restricted shares are paid to the nonemployee
director and all shares may be voted; however, ownership may not be transferred until service on the Board
terminates. Unless otherwise determined, unvested shares will be forfeited in the event of a voluntary
resignation or refusal to stand for reelection, but vesting will be accelerated in the event of change in control,
death, disability or retirement from service as defined in the plan.

The Company also maintains the UST Nonemployee Directors’ Stock Option Plan (the “’Directors’ Stock
Option Plan”). The Directors’ Stock Option Plan, which was approved by stockholders at the 1995 Annual
Meeting, provides for an annual, automatic grant of an option to purchase 1,500 shares of Common Stock on
the first business day following each annual meeting, beginning in 1995, to each member of the Board who is
not then an employee of the Company. The Directors’ Stock Option Plan, as amended effective June 30,
2000, also provides for the issuance of additional options at the discretion of the Compensation Committee.
All options will be granted with an exercise price per share equal to the fair market value per share of Common
Stock on the date the option is granted and will first become exercisable six months after the date of grant.
The option exercise period will expire ten years after the date of grant and will not be affected by a
participant’s cessation of membership on the Board. Pursuant to the terms of the Directors’ Stock Option Plan,
no options may be granted after May 2, 2005. In light of the scheduled expiration of the plan and the fact that
an annual automatic grant will not be made following the Annual Meeting on May 3, 2005, the Committee
determined to grant an aggregate of 8,995 stock options on February 16, 2005, consistent with the terms
described above, to be allocated equally among the nonemployee directors who will continue to serve as
directors after the Annual Meeting.

The Company intends to replace the Directors’ Restricted Stock Plan and the Directors’ Stock Option Plan
with the UST Inc. 2005 Long-Term Incentive Plan, subject to the approval of such plan by the Company's
stockholders as proposed in this proxy statement. It is anticipated that, if the 2005 Long-Term Incentive Plan is
so approved, the stock-based compensation of nonemployee directors for their services, including committee
assignments, meeting fees and stock-based annual retainer fees, will be paid pursuant to awards under the
2005 Long-Term Incentive Plan. Looking forward, it is presently anticipated that the nonemployee directors
will receive an annual award with a dollar value at the date of grant of $75,000 that will be paid in shares of
Common Stock which will become payable pursuant to nonemployee directors’ deferral elections (with current
payment of dividends on a quarterly basis). Awards in respect of 50 shares for each meeting of the Board
attended and 40 shares for each Board committee meeting attended will continue to be made under the 2005
Long-Term Incentive Plan.

The Company also maintains the UST Nonemployee Directors’ Retirement Plan (the “Directors’ Retire-
ment Plan”), a nonqualified, nonfunded plan that applies to nonemployee members of the Board (who are not
former employees), whose service as such includes periods beginning on or after January 1, 1988, and whose
service equals or exceeds 36 months. Under the terms of the Directors’ Retirement Plan, an eligible director
will receive one-twelfth of 75% of his or her highest annual compensation (the cash retainer, committee chair
fees and value of all restricted stock and common stock awards paid for committee fees) each month,
beginning at age 65 (or such later date upon which occurs his or her termination of service) and continuing
over a period equal to his or her period of service, provided, however, such period will not exceed
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120 months. The Directors’ Retirement Plan also provides for continued payment of the director’s benefits to a
deceased director’s spouse in the event of a director’s death either prior to or subsequent to a director’s
retirement. As of March 1, 2005, the Directors’ Retirement Plan was closed to new nonemployee directors first
elected to the Board after such date.

In addition, prior to March 1, 2005, the Company maintained the UST Directors’ Supplemental Medical
Plan (the “Directors’ Medical Plan”), a self-insured medical reimbursement plan that applies to nonemployee
members of the Board who are not former employees. The Directors’ Medical Plan provided for an additional
$7,500 of annual coverage for each participant for reasonable, medically-related expenses above the
participant’s basic medical plan coverage. The Company also made available to the nonemployee directors up
to $12,500 annually in tax and financial planning services. After retirement from the Board, the Directors’
Medlical Plan and tax & financial planning services continued for a period equal to the retired director’s period
of service on the Board, except that the financial planning services were provided in the amount of $6,500
annually. The Board determined to discontinue the Supplemental Medical Plan and the provision of tax and
financial planning services as of March 1, 2005 for active directors (including for such directors upon their
retirement), except that one director who is currently eligible to retire will receive such benefits upon his
retirement. Nonemployee directors will continue to be covered under the Company’s group life insurance,
accidental death and dismemberment and business travel accident policies.

Committees of the Board

The Company has an Audit Committee, a Compensation Committee, a Nominating & Corporate
Governance Committee and a Strategic Review Committee.

The Audit Committee, which met thirteen times during 2004, is currently comprised of the following
directors: Joseph E. Heid — Chairman, Edward H. DeHority, Jr., Patricia Diaz Dennis, and Ronald J. Rossi,
each of whom is an independent director under the NYSE rules, as currently in effect. The Board has
determined that Messrs. DeHority and Heid both qualify as ""audit committee financial experts” in accordance
with the rules of the SEC. As specified in its charter, the functions of the Audit Committee include the
following:

* Assisting the Board with oversight of the integrity of the Company’s financial statements, the
Company’s compliance with legal and regulatory requirements, the independent auditor’s qualifica-
tions and independence; and the performance of the Company’s internal audit function;

* Engaging, on an annual basis, the Company’s independent auditors;

* Approving, on an annual basis, the scope and fees of the independent auditor’s audit;

* Reviewing and pre-approving the independent auditor’s permitted non-audit services and related fees,
including considering whether such services are compatible with the independent auditor’s
independence;

* Reviewing, on an annual basis, the effectiveness of the Company’s internal audit function, the proposed
plan of internal audit coverage and ensuring that such plan is properly coordinated with the
independent auditor; and

* Reviewing procedures employed by management to monitor compliance with the Company’s Code of
Corporate Responsibility.

The Audit Committee has the authority to institute special investigations and to retain outside advisors as
it deems necessary in order to carry out its responsibilities. The Report of the Audit Committee appears on
page 11 of this proxy statement.

The Compensation Committee, which met eight times in 2004, is comprised of the following directors:
Peter J. Neff — Chairman, John D. Barr, John P. Clancey and Elaine J. Eisenman, each of whom is an
independent director under the NYSE rules, as currently in effect. As specified in its charter, the functions of
the Compensation Committee include the following:

* Reviewing and approving, as appropriate, the broad compensation program of the Company with
respect to its officers, including all executive officers, and the various components of total compensa-
tion of the executive officers;

* Making recommendations to the Board regarding directors’ and officers’ compensation; and

* Administering the Company’'s equity-based plans and considering and approving all awards
thereunder.




The Compensation Committee has the authority to retain such outside advisors as it deems necessary in
order to carry out its responsibilities. The Compensation Committee Report on Executive Compensation
appears on pages 13 to 15 of this proxy statement.

The Nominating & Corporate Governance Committee, which met eight times during 2004, is comprised
of the following directors: Edward H. DeHority, Jr. — Chairman, John P. Clancey, Patricia Diaz Dennis, Joseph
E. Heid and Ronald J. Rossi, each of whom is an inde‘pendent director under the NYSE rules, as currently in
effect. As specified in its charter, the functions of the Nominating & Corporate Governance Committee include
the following:

* Identifying and recommending to the Board individuals qualified to serve as directors of the Company;

* Recommending to the Board directors to serve on committees of the Board;

* Advising the Board with respect to matters of Board composition and procedures;

* Reviewing and making recommendations to the Board with respect to the Company's corporate

governance guidelines;

* Overseeing the annual evaluation of the Board and the Company’s management;

* Coordinating the annual review of the Board’s and each committee’s performance; and

* Advising the Board generally on corporate governance matters.

The Strategic Review Committee met once in 2004 and is comprised of the following directors: Vincent A.
Gierer, Jr. — Chairman, John P. Clancey, Elaine J. Eisenman, Joseph E. Heid and Peter J. Neff. The Strategic
Review Committee has oversight responsibility for significant financial matters of the Company, financial terms
of any proposed significant acquisitions or divestitures, investment results of employee trust funds, dividend
policy and other capital transactions including the share repurchase policy and the Company's strategic plans.

A copy of the charter for each of the Audit Committee, the Compensation Committee and the
Nominating & Corporate Governance Committee is available on the Company’s website at www.ustinc.com
under the heading "“Investors/Corporate Governance/Committee Composition and Charters.” A copy of each
such charter is also available to stockholders in print free of charge upon request, addressed to the Secretary
at UST Inc., 100 West Putnam Avenue, Greenwich, Connecticut 06830.

Code of Ethics

The Company has adopted a Code of Ethics for senior officers, (the “Code”) that applies to its principal
executive officer, principal financial officer and principal accounting officer (Controller). The Code is available
on the Company's website: www.ustinc.com under the heading "Investors/Corporate Governance”. A free
copy of the Code will be made available to any stockholder upon request. The Company will post promptly on
its website any amendment to the Code or waiver of a provision thereunder, rather than filing any such
amendment or waiver as part of a Current Report on Form 8-K.

Adoption of Policy Regarding Stockholder Rights Plans

The Board recently adopted a policy that provides that the Company will not adopt a stockholder rights
plan without first submitting such a plan to a vote of the Company’s stockholders, subject to limited
exceptions set forth in the policy. A copy of this policy is available on the Company’'s website at
www.ustinc.com under the heading “Investors/Corporate Governance.”

REPORT OF THE AUDIT COMMITTEE

The Audit Committee (the ""Committee’) oversees on behalf of the Board the 1) integrity of the
Company's financial statements and financial reporting processes, as well as the integrity of the Company’s
systems of internal accounting and financial controls; 2) the Company’s compliance with legal and regulatory
requirements; 3) independent auditor’s qualifications, independence and performance; and 4) performance of
the Company’s internal audit function.

In fulfilling its oversight responsibilities, the Committee reviewed and discussed with management the
Company's audited financial statements for the year ended December 31, 2004.

The Committee reviewed with the independent auditors, who are responsible for expressing an opinion
on the conformity of those audited financial statements with accounting principles generally accepted in the
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United States, their judgments as to the quality, not just the acceptability, of the Company’s accounting
principles and such other matters as are required to be discussed with the Committee under auditing
standards generally accepted in the United States. In addition, the Committee has reviewed and discussed the
independent auditors’ independence including the matters in the written disclosures required by the
Independence Standards Board; discussed with the independent auditors matters required by the Statement
on Auditing Standards 90, “Audit Committee Communications”; and has considered the compatibility of
permitted non-audit services performed by the auditors with the auditors’ independence.

The Committee discussed with the Company’s internal and independent auditors the overall scope and
plans for their respective audits. The Committee meets with the internal and independent auditors, with and
without management present, to discuss the results of their examinations, their evaluations of the Company’s
internal controls, and the overall quality of the Company’s financial reporting.

In addition, the Committee reviewed and discussed with the independent auditors the report concerning
the firm'’s internal quality control procedures.

In reliance on the reviews and discussions referred to above, the Committee recommended to the Board
(and the Board has approved) that the audited financial statements be included in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2004 for filing with the Securities and Exchange
Commission. The Committee and the Board have also recommended, subject to stockholder approval, the
selection of the Company’s independent auditors.

March 3, 2005 Audit Committee

Joseph E. Heid, Chairman
Edward H. DeHority, Jr.
Patricia Diaz Dennis
Ronald J. Rossi

Audit and Non-Audit Fees

The aggregate fees billed for professional services provided to the Company by Ernst & Young LLP
(“Ernst & Young") for the fiscal years ended December 31, 2004 and December 31, 2003 were as follows:

2004 2003

Audit FEes. .. o $2,267,000 $1,048,000
Audit-Related Fees .. ... o e 133,000 130,000
TaX Fees e 37,000 55,000
AllOther Fees . ... -0- -0-
Total e $2,437,000 $1,233,000

Audit Fees represent fees for professional services performed in connection with the audit of the
Company’s annual financial statements and the review of the quarterly reports on Form 10-Q filed with the
SEC.

Audit-Related Fees were primarily for services related to employee benefit plan audits.

Tax Fees were primarily for professional services performed with respect to tax compliance.

The Audit Committee had considered and determined that the performance of those services other than
audit services would not impair Ernst & Young's independence.




Audit Committee Pre-Approval Policies and Procedures

The Audit Committee has established a policy to pre-approve all audit and permissible non-audit services
provided by the independent auditor. Prior to engagement of the independent auditor for the next year's
audit, management will submit a list of services and related fees expected to be rendered during the year in
each of four categories of services to the Audit Committee for approval. The Audit Committee pre-approves
auditor services within each category. The fees are budgeted and the Audit Committee requires the
independent auditor and management to report actual fees versus the budget periodically throughout the
year. The Audit Committee may delegate pre-approval authority to one or more of its members. The member
to whom such authority is delegated must report, for informational purposes only, any pre-approval decisions
to the Audit Committee at is next scheduled meeting.

COMPENSATION COMMITTEE REPORT
ON EXECUTIVE COMPENSATION

The Compensation Committee (the “Committee”), which is comprised entirely of independent directors,
oversees the Company's compensation practices, including stock-based awards. The Committee reviews and
approves, as appropriate, the Company'’s overall compensation program for all officers and approves the base
salary, annual bonus and long-term incentives, consisting of equity-based awards, for each executive officer.
The Committee determines stock-based awards made by the Company and cash awards made to executive
officers under the Company’s Incentive Compensation Plan (“ICP").

With the assistance of independent advisors who report directly to the Committee, the Committee
evaluates the Company’s plans and policies against current and emerging compensation practices, legal and
regulatory developments and corporate governance trends. This review provides assurances that the
Company’s compensation program will continue to assist in attracting and retaining the talent necessary to
promote strong long-term financial performance and shareholder returns.

Executive Compensation Policy

In order to link pay and performance, the Committee has a longstanding policy of tying the majority of
any executive officer’s total compensation (base salary, annual bonus and long-term incentives consisting of
equity-based awards) to the Company’s financial performance.

In determining compensation levels, the Committee uses a comparator group of 15 companies with
whom the Committee believes the Company competes for executive talent. Because it includes companies
outside the tobacco industry, this peer group is not the same as the group used for comparing investment
performance in the graph included in this proxy statement. The Committee has determined that total
compensation is to be targeted at the median of the comparator group (adjusted appropriately for market
capitalization) with a 20% premium. This premium reflects the Company’s challenges in recruiting and
retaining talented executives in the tobacco industry and the market dynamics of tobacco-related stocks.
Within job bands, the Committee has established ranges of targeted total compensation and the components
thereof to provide appropriate flexibility for rewarding individual performance.

Specific Components of Compensation Program

Base Salary. The Committee has set base salary as the smallest portion of total compensation because it is
unrelated to Company performance. Base salary is the only component of total compensation targeted at the
median of the comparator group (adjusted appropriately for market capitalization). The relative levels of base
salary for the Chief Executive Officer and the other executive officers are based on the accountabilities and
responsibilities of each executive’s position. The base salaries are reviewed on a regular basis and are
compared against similar positions in the comparator group of companies. In addition, the Company may
make adjustments in an individual’s salary during the year based on changes in the executive’s responsibilities.

Annual Incentives. Annual bonuses are awarded under the ICP, which is directly linked to Company
performance through operating earnings. The ICP formula, which was last approved by stockholders in 2003,
provides for an aggregate fund based upon fixed percentages of consolidated earnings (before income taxes
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and incentive compensation), as specified in the ICP. This formula requires that earnings exceed a threshold
percentage of stockholders’ equity and that cash dividends have been declared and paid in the year. The
Committee bases individual ICP awards to be made from the aggregate fund upon the attainment of
Company financial measures (i.e., diluted EPS) as well as achievement of individual performance objectives.
The Committee has determined that financial measurement will be assigned a higher weighting in the higher
job bands, since those officers have more influence over the Company’s overall financial performance than
those in the lower job bands. Accordingly, a formula is applied to each executive officer’s targeted bonus
amount (expressed in dollars) wherein a higher percentage of the targeted amount is earned based on the
achievement of the Company’s financial objectives as compared to the percentage attributable to the
achievement of individual objectives. The amount of an executive’s actual award is based upon achievement
of these financial and individual objectives.

Equity-Based Awards. The Company’s Amended and Restated Stock Incentive Plan (the Stock Plan”)
provides for equity-based awards. Because the value of stock option awards made under the Stock Plan
depends on the Company's stock price, the Committee believes that such awards support the compensation
policy discussed above. In 2004, the Company's executive officers were awarded both stock options and
restricted shares pursuant to the Stock Plan, as shown in the Summary Compensation Table and the Option
Grants in Last Fiscal Year Table appearing on pages 17 and 18 in this proxy statement. Restricted stock grants
made to executive officers in 2004 are subject to vesting restrictions that lapse at the end of a three year
period if specific objectives relating to Company financial performance are attained. In the event of retirement
on or before the first anniversary of the grant date, a pro-rata portion of the award would remain outstanding
and would vest at the same time that the restricted shares would otherwise vest provided that performance
goals are met. In the event of retirement after the first anniversary of the grant date, 100% of the award would
remain outstanding and would vest at the same time that the restricted shares would otherwise vest provided
that performance goals are met. In determining each award, the Committee considered, without assigning any
particular weight to any one factor: () the individual performance and scope of responsibilities of each
executive officer; (i) existing stock-based awards held by the executive; and (iii) the executive's targeted goal
for total compensation (taking into account the policy discussed above allowing for a 20% premium over the
median for the comparator group (adjusted appropriately for market capitalization)).

2004 Compensation of Chief Executive Officer

With the assistance of the Committee’s outside compensation advisor, Mr. Gierer’s total compensation
and each component thereof is determined by the Committee consistent with the policy discussed above.
Mr. Gierer’s performance is reviewed annually by the Committee, which considers the Company’s attainment
of targeted financial objectives, i.e., net earnings and diluted EPS. It also considers Mr. Gierer's achievement
of certain strategic initiatives designed to further the Company’s earnings growth and profitability.

Mr. Gierer's annual base salary was set at $1,050,000, effective January 1, 2004 and his target ICP award
for 2004 was set at $2,000,000. His actual 2004 ICP award was determined by the Committee, which
considered the Company'’s overall financial performance and evaluated Mr. Gierer's achievement of his pre-
established performance objectives. In evaluating Mr. Gierer's performance, a high weight was assigned to
the attainment of the Company financial measure (diluted EPS). Mr. Gierer's 2004 ICP award, disclosed in the
Summary Compensation Table in this proxy statement, constituted approximately 70% of his cash compensa-
tion for 2004 and 42% of his total compensation for 2004. The amount of the 2004 ICP award paid to
Mr. Gierer exceeded his targeted bonus amount based on exceeding the targeted Company financial
measure and the maximum attainment of Mr. Gierer’s individual performance objectives.

The Committee determined Mr. Gierer's 2004 equity-based awards by taking into account the factors
described above under "Equity-Based Awards’ and market data related to long-term awards made to Chief
Executive Officers in the comparator group. The targeted value for Mr. Gierer's 2004 equity-based awards was
higher than in previous years in order to reflect current market practices. His 2004 equity-based awards were
delivered in the form of 66,700 shares subject to stock options and 49,100 shares of performance-based
restricted stock. These awards are subject to the vesting schedules described in the Summary Compensation
Table and the Option Grants in Last Fiscal Year Table appearing on pages 17 and 18, respectively, of this proxy
statement.




Executive Stock Ownership Guidelines

Executive Stock Ownership Guidelines have been established by the Committee to encourage officers to
obtain and hold Company stock to align their interests with those of the Company’s stockholders, as well as to
demonstrate their long-term commitment to the future growth of the Company. The guidelines provide that
within a five-year time frame, all officers are expected to own, at a minimum, depending on job band, shares
with a market value of one to five times their base salary.

Limitations on the Deductibility of Executive Compensation

Current federal tax law imposes an annual individual limit of $1 million on the deductibility of the
Company’s compensation payments to the Chief Executive Officer and its four most highly compensated
other executive officers. Performance-based compensation that satisfies the conditions of Section 162(m) of
the Internal Revenue Code is excluded for purposes of this limitation. The 2004 awards made to the Chief
Executive Officer and the other executive officers pursuant to the ICP, as well as the awards made pursuant to
the Stock Plan were subject to, and made in accordance with, the Committee’s pre-established performance
goals. The Committee has determined to ensure, to the maximum extent practicable, the deductibility of all
performance-based compensation payments made to the Company's executive officers.

February 16, 2005 Compensation Committee

Peter J. Neff, Chairman
John D. Barr
John P. Clancey

Elaine J. Eisenman




COMPARISON OF FIVE YEAR CUMULATIVE TOTAL RETURN*
FOR THE YEAR ENDED DECEMBER 31, 2004

Among UST Inc., S&P Tobacco Index and S&P 500 Index
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1999 2000 2001 2002 2003 2004
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S&P Tobacco ................ 100.00 19473  214.46 19988 282.38 338.37
S&P 500 ... . 100.00 90.89 80.09 62.39 80.29 86.09

* Assumes $100 invested on 12/31/99 and held through 12/31/04. Total return assumes reinvestment of
dividends.

COMPENSATION OF EXECUTIVE OFFICERS

The tables and descriptive information which follow are intended to comply with the SEC regulations for
executive compensation requirements applicable to, among other reports and filings, annual proxy state-
ments. This information is being furnished with respect to the Company’s Chief Executive Officer (“CEO") and
its four other most highly compensated executive officers as of December 31, 2004 (collectively, the “Named
Executive Officers").




TABLE |l

Summary Compensation Table

Annual Long Term
Compensation Compensation
Awards
‘ Securities

Name and Restricted  Underlying All Other
Principal Position Year Salary($) Bonus(3) Stock($)(1) Options(#) Compensation($)(2)
Vincent A. Gierer, Jr. ............. 2004 1,048,269 2,407,500 2,017,519 66,700 12,300

Chairman of the Board, Chief 2003 900,000 1,439,000 442,225 66,700 12,000

Executive Officer and President 2002 900,000 850,000 — 78,500 12,000
Robert T. D'Alessandro ........... 2004 425,000 1,064,395 415,009 40,800 12,300

Senior Vice President and 2003 425,000 582,000 186,200 27,800 12,000

Chief Financial Officer 2002 424,519 540,000 —_ 33,000 12,000
Richard A. Kohlberger ............ 2004 403,962 959,928 225,995 22,200 12,300

Senior Vice President, General 2003 315,000 500,000 146,300 22,200 12,000

Counsel and Secretary 2002 315,000 350,000 —_— 27,000 12,000
Theodor P. Baseler ............... 2004 399,539 588,050 168,469 16,700 12,300

President — International Wine & 2003 360,000 250,000 109,725 16,700 12,000

Spirits Ltd. 2002 360,000 350,000 —_ 10,000 12,000
Murray S. Kessler................. 2004 559,308 1,625,346 2,470,587 57,700 12,300

President — U.S. Smokeless 2003 500,000 942,000 259,350 38,900 12,000

Tobacco Company 2002 500,000 834,000 — 55,000 12,000

(1) The number of restricted shares held by Messrs. Gierer, D'Alessandro, Kohlberger, Baseler and Kessler
were 62,400, 15,700, 9,900, 7,400 and 72,100, respectively at December 31, 2004. The value set forth in
the table above is based on the fair market value of the Company’s Common Stock on the respective
award's grant date. The value of the total restricted shares held by each executive officer at December 31,
2004 was $3,002,064, $755,327, $476,289, $356,014 and $3,468,731 for Messrs. Gierer, D'Alessandro,
Kohlberger, Baseler and Kessler, respectively. All of the above restricted shares have dividend rights.
Restricted shares awarded to Mr. Kessler on July 28, 2004 of 50,000 shares, with an amendment to the
award's terms dated September 13, 2004, represent the maximum number of shares that may be paid out
with cliff vesting on July 28, 2009, if Mr. Kessler remains employed with the Company on such date, based
on the Company’s achievement in any three of the five calendar years ended December 31, 2008 of
earnings per share (from operations) and dividend payout ratio goals. Restricted shares awarded on
October 27, 2004 of 49,100, 10,100, 5,500, 4,700 and 14,300, respectively, to Messrs. Gierer,
D'Alessandro, Kohlberger, Baseler and Kessler are subject to the following vesting requirements. Each
Named Executive Officer’s share amount, as noted for this award, represents the target number of shares
that may be paid out, with cliff vesting on October 27, 2007 if each officer respectively remains employed
with the Company on such date, based on the attainment of pre-established earnings per share targets for
each of the fiscal years 2005 and 2006. Each of the Named Executive Officers may earn all, none or a
portion of the number of shares subject to the award on October 27, 2007 (the third anniversary of the
date of grant), depending upon the actual performance of the Company in each of the fiscal years 2005
and 2006. In addition, under the terms of the award, each of the above Named Executive Officers may be
awarded a maximum number of shares equal to 120 percent of the target award based on the achievement
of at least 115 percent of target earnings per share in each of the two fiscal years 2005 and 2006.
Conversely, under this award, if actual performance in each year is less than 80 percent of targeted
earnings per share, no shares will be paid out in respect of the portion of the award attributable to that
year and no value will be realized.

(2) Amounts represent Company matching contributions to the Employees’ Savings Plan.
The Company provides each of the named executive officers with certain personal benefits. The

aggregate value of these personal benefits for each of the Named Executive Officers did not exceed $50,000
in 2004, 2003 or 2002.
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TABLE 11l

All options to purchase Common Stock of the Company granted to the Named Executive Officers for
2004 in the table below have been granted under the Company’s Amended and Restated Stock Incentive

Plan.

Option Grants in Last Fiscal Year

Grant Date
Individual Grants Value
Number of % of Total
Securities Options
Underlying Granted to Exercise or Grant Date
Options Emplo?lees in  Base Price  Expiration Present
Name Granted(#){1) Fiscal Year $/Share Date Value($)(2)
Vincent A. Gierer, Jr. ........ 66,700 7.7 39.31 09/09/14 183,425
Robert T. D'Alessandro .. ... .. 40,800 47 39.31 09/09/14 112,200
Richard A. Kohlberger........ 22,200 2.6 39.31 09/09/14 61,050
Theodor P. Baseler .......... 16,700 1.9 39.31 09/09/14 45,925
Murray S. Kessler ............ 57,700 6.6 39.31 09/09/14 158,675

(1) Options granted in 2004 expire in ten years and generally become exercisable ratably over a three year
period following the date of grant, subject to acceleration of exercisability upon a change in control of the
Company. All options are granted at fair market value.

(2) Amounts based on the modified Black-Scholes option pricing model, using the following material
assumptions: exercise price equal to the fair market value of the underlying stock on the date of grant,
interest rate representing the interest rate on a U.S. Treasury security with a maturity date corresponding to
that of the expected life of the option, volatility calculated using weekly stock prices for a one year period
prior to grant date, estimated period in which option will be exercised of 7.5 years and expected dividend
yield of 5.0%. There is no assurance the value realized by an optionee will be at or near the value estimated
by the modified Black-Scholes option pricing model. Should the stock price not rise over the option price,

optionees will realize no gain.

The following table contains information about the options to purchase Common Stock that were
exercised in 2004 by the Named Executive Officers and the aggregate value of these officers’ unexercised

options at the end of 2004.

TABLE IV

Aggregated Option Exercises in Last Fiscal Year

and Fiscal Year-End Option Values

Number of Securities
Underlying Unexercised

Value of Unexercised

Acanares o Value O o Endly O ocal YearEndis)
Name Exercise(#) Realized($) Exercisable Unexercisable Exercisable Unexercisable
Vincent A. Gierer, Jr. ....... 52,000 442,650 779,800 150,500 13,805,968 1,530,011
Robert T. D'Alessandro ... ... 48,000 708,005 266,600 76,000 4,514,435 754,458
Richard A. Kohlberger .. ... .. 10,000 80,175 145,300 50,600 2,313,550 512,800
Theodor P. Baseler.......... 29,800 500,236 118,000 32,900 1,923,530 349,242
Murray S. Kessler ........... -0- -0- 110,300 111,300 1,494,852 1,092,012




TABLE V

Pension Table

Years of Service

Remuneration 5 10 15 20 25 30 35
$ 200,000 ....... $ 20,662 $ 41,324 $ 61,986 $ 82,648 $103,310 $123,972 $ 144,634
300,000 ....... $ 31,662 § 63324 $ 94,986 $126,648 $158,310 $189,972 $ 221,634
400,000 ....... $ 42,662 $ 85324 $127,986 $170,648 $213,310 $255,972 $ 298,634
500,000 ....... $ 53,662 $107,324 $160,986 $214,648 $268,310 $321,972 $ 375,634
600,000 ....... $ 64,662 $129,324 $193,9846 $258,648  $323,310 $387,972 $ 452,634
700,000 ....... $ 75,662 $151,324  $226,986 $302,648 $378,310 -$453,972 $ 529,634
800,000 ....... $ 86,662 $173,324 $259,986 $346,648 $433,310 $519,972 $ 606,634
900,000 ....... $ 97,662 $195,324  $292,986 $390,648 $488310 $585972 $ 683,634
1,000,000 ....... $108,662 $217,324  $325,986 $434,648 $543,310 $651,972 $ 760,634
1,100,000 ....... $119.662  $239,324  $358,986 $478,648 $598,310 $717,972 $ 837,634
1,200,000 ....... $130,662 $261,324 $391,986 $522,648 $653,310 $783,972 $ 914,634
1,300,000 ....... $141,662  $283,324 $424,986  $566,648 $708,310 $849,972 § 991,634
1,400,000 ....... $152,662 $305,324 $457,986 $610,648 §$763,310 $915,972  $1,068,634
1,500,000 ....... $163,662 $327,324 $490,986 $654,648 $818,310 $981,972  $1,145,634

The above Pension Table sets forth information for determining the estimated annual retirement benefits
payable as a life annuity to the Named Executive Officers under the Company's defined benefit plans pursuant
to which benefits are determined by final compensation and years of service (the "Retirement Plans").
Compensation for purposes of the Retirement Plans means the highest three-year average compensation
(salary and 25% of bonus actually paid in the applicable year) in the ten-year period immediately preceding
retirement. Table Il above (the Summary Compensation Table) shows salary paid in 2002-2004 and bonus for
the 2002-2004 years actually paid in 2003-2005. For 2004, the three-year average compensation covered by
the Retirement Plans for each of the Named Executive Officers was as follows: Mr. Gierer, $1,353,333;
Mr. D'Alessandro, $590,833; Mr. Kohlberger, $472,417; Mr. Baseler, $459,583 and Mr. Kessler, $773,417. As
of December 31, 2004, the credited years of service under the Retirement Plans were approximately as
follows: Mr. Gierer, 27 years; Mr. D'Alessandro, 24 years; Mr. Kohlberger, 26 years; Mr. Baseler, 20 years; and
Mr. Kessler, 5 years. Pension Table calculations assume retirement on December 31, 2004 and take into
account offsets for social security benefits.

The Named Executive Officers also participate in a supplemental retirement plan (the “Supplemental
Plan"'). The formula by which benefits are determined under the Supplemental Plan is as follows: the greater of
105% of the accrued benefit under the Retirement Plans or 45% of the executive’s highest compensation
(salary plus 25% of bonus) paid during any of the three consecutive twelve-month periods within the
36 months immediately preceding retirement (for retirement at age 55), increasing in constant whole-
percentage increments to the greater of 110% of such accrued benefit or 50% of such compensation (for
retirement at age 60 or thereafter), less amounts payable under the Retirement Plans. The estimated annual
benefits payable as a single life annuity at normal retirement age (assuming compensation and service as of
December 31, 2004) under the Supplemental Plan for each of the Named Executive Officers (after taking into
account reductions for benefits under the Retirement Plans) are approximately as follows: Mr. Gierer, $79,678;
Mr. D'Alessandro, $30,515; Mr. Kohlberger, $26,338; Mr. Baseler, $89,050; and Mr. Kessler, $324,428.

Employment Contracts and Termination of Employment and Change in Control
Arrangements

The Company is party to employment agreements with Messrs. Gierer (with an initial term of 4 years) and
Kessler (with a term of 4 years). The stated initial term of the agreement with Mr. Gierer is generally
automatically extended, subject to expiration at age 65. Each of the employment agreements provide that

19




20

such officers will be entitled to certain severance benefits if the Company terminates their employment for any
reason other than death, disability or “cause” (as defined in the agreements) or if the officer terminates his
employment for “good reason,” including termination following a “change in control of the Company” (as
such terms are defined in the agreements). The severance benefits that would be payable to Mr. Gierer consist
principally of the continuation over the remaining term of his employment agreement or, if greater, three years
of (1) an annual amount equal to the sum of his base salary and the highest ICP payable to Mr. Gierer with
respect to any of the preceding three years and (2) participation in the employee benefit plans in which
Mr. Gierer participated immediately prior to his termination (or substantially similar benefits if such continued
participation is not permitted under the terms of the applicable plans). In the event of a termination based on
a change in control, the ICP amount taken into account for purposes of Mr. Gierer's severance calculation
would be limited to an amount equal to 75% of base salary, the multiple would in all cases be three and the
benefits would be paid in a lump sum. The employment agreement with Mr. Kessler supersedes a previous
agreement dated January 3, 2000. There were no early termination penalties incurred by the Company in
connection with the termination of the previous agreement. The severance benefits that would be payable to
Mr. Kessler consist principally of payments equal to the sum of his base salary and the highest ICP payment in
any of the two calendar years prior to his termination of employment, multiplied by two, to be paid in
installments over a two-year period and the continuation of health and welfare benefits during such two-year
period. In the event of a termination of employment based on a change in control, such severance payments
would be made in a lump sum and would be equal to three times the sum of his base salary and the highest
ICP payment in any of the three calendar years prior to his termination of employment (limited to an amount
equal to 75% of base salary). In addition, in the event of a change in control, the Company would maintain
certain employee benefit plans in effect for each officer's continued benefit or provide substantially equivalent
benefits for three years following the termination of the officers’ employment under circumstances entitling
the officer to severance under the agreements. In the event that any payments made to Mr. Gierer or
Mr. Kessler in connection with a change in control are subject to the excise tax on the executive imposed
under Section 4999 of the Internal Revenue Code, the Company would make an additional payment (a
"restoration payment”) as necessary to restore the officer to the same after-tax position he would have had if
such excise tax had not been imposed, except that, in the case of Mr. Kessler, if a reduction in payments of
10% or less would cause no excise tax to be payable, then Mr. Kessler's aggregate payments will be reduced
to the extent necessary to avoid the imposition of the excise tax.

The employment agreement for Mr. Gierer provides that he shall resign as a member of the Board of
Directors upon termination of employment for any reason. Messrs. Gierer and Kessler have agreed not to
engage in "competitive activity” (as defined in the agreements) during the period in which they are entitled to
receive severance under the agreements; provided, however, that these non-compete provisions will not
apply following a change in control of the Company. Based upon current salary levels, the approximate lump-
sum value of the severance payments, exclusive of the effect of state and local taxes, that would have been
payable to the aforementioned executive officers if their employment had terminated on December 31, 2004
following a change in control of the Company would be as follows: Mr. Gierer, $5.5 million and Mr. Kessler,
$2.9 million. The foregoing severance amounts do not include an estimate of the restoration payments that
could be payable to Messrs. Gierer and Kessler in such an event.

The Company is also party to an employment agreement with Mr. Kohlberger which sets forth the terms
and conditions of his employment and termination of employment with the Company. The initial three-year
term of the agreement is automatically extended each year, subject to expiration at age 65. The employment
agreement provides that Mr. Kohlberger will be entitled to certain severance benefits if: (1) he is dissatisfied at
any time with his reporting relationship or duties or the Company breaches the employment agreement and
the Company has failed to cure the situation after 15 days from proper notice from Mr. Kohlberger, (2) his
employment is terminated by Mutual Consent (as defined in the employment agreement), or (3) his
employment is terminated other than for Cause or Disability (each as defined in the employment agreement).
The severance benefits that would be payable to Mr. Kohlberger consist principally of the continuation, over a
period of three years from the date of his termination of employment, of his salary, the highest ICP amount
payable to him and certain welfare benefits (including all life, health, medical and survivor income plans). The
employment agreement provides for the reduction of welfare benefits to the extent that comparable benefits
are provided to Mr. Kohlberger by a new employer. In addition, the Company is required to pay up to
$100,000 in legal fees relating to a termination of Mr. Kohlberger's employment other than for Cause,
Disability or by Mutual Consent. Pursuant to the employment agreement, Mr. Kohlberger has agreed not to




engage in Competitive Activity (as defined in the employment agreement) during any period for which he is
entitled to severance payments or welfare benefit continuation.

In addition, the Company is party to severance agreements with Messrs. D'Alessandro, Kohlberger and
Baseler which set forth the benefits to be paid upon certain terminations of employment following a change in
control of the Company. Each of the agreements has a three-year term that is generally automatically
extended and, in any event, expires no earlier than two years following a change in control. Each agreement
provides that the officer will be entitled to the severance benefits described below if the Company terminates
his employment within the two-year period following a change in control for any reason other than death,
"disability” or “cause” or if the officer terminates his employment for “good reason” (as such terms are
defined in the agreement). The benefits consist of a lump-sum severance payment equal to three times the
sum of the officer’s base salary and the highest ICP payment made to the officer in any of the preceding three
years, provided that such ICP amount is capped at 75% of base salary for this purpose. Based upon current
salary levels, the approximate before-tax lump-sum value of the severance payments, exclusive of any
reductions attributable to any change in control benefits payable under any of the Company’s other employee
benefit plans or arrangements, that would have been payable to the aforementioned executive officers if their
employment had terminated on December 31, 2004 following a change in control would be as follows:
Mr. D'Alessandro, $2.2 million; Mr. Kohlberger, $2.1 million; and Mr. Baseler, $2.1 million. The Company
would also maintain specified welfare benefit plans in effect for the officer's continued benefit or provide
substantially equivalent benefits for three years.

Indebtedness of Management

Since January 1, 2004, none of the Company’s directors, executive officers, nominees for election as
directors or certain relatives or associates of such persons has been indebted to the Company in an aggregate
amount in excess of $60,000 except as noted below in Table VI, which represents unpaid balances on loans
made pursuant to stock option exercises under the terms of the UST Inc. 1992 Stock Option Plan, as previously
approved by stockholders and which has expired with respect to the grant of options. Unpaid balances on
such loans are secured by the pledging of the shares with the Company and by the optionee’s personal
installment promissory note bearing interest at the applicable federal rate in effect under the Internal Revenue
Code (the “Code”) on the date the |oan is made. No new loans have been made to the Company’s directors
or executive officers on or after July 30, 2002 nor have the loans existing on or prior to July 30, 2002 been
modified or renewed.

TABLE VI
Largest Aggregate Indebtedness as of
Indebtedness during 2004(1)  February 14, 2005(1)
Vincent A. Gierer, Jr. ................ $2,789,549 $ -0-

Chairman of the Board, Chief
Executive Officer and President

Richard H. Verheij(2) ................. 293,112 -0-
Former Executive Vice President
and General Counsel

Robert T. D'Alessandro............... 625,972 540,632
Senior Vice President and Chief
Financial Officer

Richard A. Kohlberger................ 288,749 237,356
Senior Vice President, General
Counsel and Secretary

Theodor P. Baseler .................. 155,922 123,211
President — International Wine &
Spirits Ltd.

Murray S. Kessler .................... 190,898 162,617

President — U.S. Smokeless
Tobacco Company

(1) Interest rates on loans range from approximately 4% to approximately 6%.
g PP y PP Y

(2) Mr. Verheij left the Company effective as of January 10, 2005.

21




22

Proposal No. 2
A Proposal to Consider and Approve the UST Inc. 2005 Long-Term Incentive Plan.

The Board of Directors believes that providing long-term incentive compensation based upon the value of
Company Common Stock is in the best interests of the Company and its stockholders. Accordingly, from time
to time, the Board has recommended, and the Company's stockholders have approved, successive plans that
have provided for the grant of stock options, stock appreciation rights (“SARs"), restricted stock and other
equity-based awards to employees of the Company and its subsidiaries. The current plan that has been
approved by the Company'’s stockholders is the UST Inc. Amended and Restated Stock Incentive Plan (the
“Stock Incentive Plan”). The Stock Incentive Plan, as previously approved, provides for a maximum of 6 million
shares available for the grant of equity-based awards thereunder. The Board continues to believe that stock
options and other equity based awards have been, and will continue to be, a very important factor in attracting
and retaining talented employees consistent with industry practices. The Board also believes that the equity
compensation plan maintained by the Company should provide awards, the value or vesting of which are
based on the financial performance of the Company. For these reasons, the Board has adopted the UST Inc.
2005 Long-Term Incentive Plan (the 2005 Plan”) on February 17, 2005, subject to the approval of the
Company's stockholders.

By adoption of the 2005 Plan, which provides for equity based awards for employees, consultants and
non-employee directors of the Company, the Board believes that it will maintain the flexibility to adapt the
compensation of key individuals to changes in law, accounting principles and corporate objectives affecting
such compensation. The Company also maintains the Nonemployee Directors’ Stock Option Plan and the
Nonemployee Directors’ Restricted Stock Award Plan. The 2005 Plan, if approved by the Company's
stockholders, will replace the Stock Incentive Plan and the Nonemployee Directors’ Stock Option and
Restricted Stock Award Plans (together with the Stock Incentive Plan, the “prior plans”) and, following the
effectiveness of the 2005 Plan, no further awards will be made under the prior plans.

The 2005 Plan is also intended to enable compensation awarded to the executives named in the
Summary Compensation Table to qualify for the performance based exception from the deductibility limitation
of Section 162(m) of the Internal Revenue Code. The 2005 Plan, as required by Section 162(m), sets the
following maximums on the number of shares of Common Stock subject to awards that any individual
participant can receive in any year under the Plan: 250,000 shares subject to stock options or SARs
(500,000 shares for new hires), and 100,000 shares of Common Stock subject to awards under the 2005 Plan
other than stock options and SARs (200,000 shares for new hires). Accordingly, if the 2005 Plan is approved by
stockholders and other conditions of Section 162(m) relating to the exclusion for performance-based
compensation are satisfied, certain compensation paid to executive officers pursuant to the Plan will not be
subject to the deduction limit of Section 162(m).

A copy of the 2005 Plan as proposed for approval is attached to this proxy statement as Appendix A. The
following summary of the principal features of the 2005 Plan is qualified in its entirety by reference to
Appendix A to this proxy statement.

Principal Features of the 2005 Long-Term Incentive Plan

The name of the Plan is the “UST Inc. 2005 Long-Term Incentive Plan.” The term of the 2005 Plan is ten
years from May 3, 2005. No Awards may be granted under the 2005 Plan after May 2, 2015, but grants made
before that date may generally continue to be exercisable and/or to vest after that date, and will otherwise be
governed by the terms of the 2005 Plan.

The 2005 Plan is administered by the Compensation Committee (the “Committee”). The Committee
consists of at least two members of the Board who are “non-employee directors” within the meaning of
Rule 16b-3 promulgated under the Securities Exchange Act of 1934, as amended, and "outside directors”
within the meaning of Section 162(m). Subject to conditions determined by the Committee, the Committee
will have the authority to delegate its responsibilities under the Plan to one or more persons, but no delegate
will have the authority to make or approve Awards to executive officers.

There are generally five types of awards that may be granted under the 2005 Plan: stock options
(including both incentive stock options (“ISOs"”) within the meaning of Section 422 of the Code and




nonqualified stock options which are options that do not qualify as ISOs), SARs, restricted stock awards,
restricted stock units, and performance awards. In addition, the Committee in its discretion may make other
awards valued by reference to, or otherwise based on, the market price of Common Stock. These types of
awards (collectively, "“Awards"’) are described in more detail below under the caption “Awards Under the 2005
Long-Term Incentive Plan.”

Shares of Stock Authorized Under the 2005 Plan; Share Limits. The total number of shares of Common
Stock of the Company authorized for issuance under the 2005 Plan is 10,000,000 shares, plus the number of
shares of Common Stock underlying awards under the prior plans that are forfeited, cancelled or remain
otherwise unissued upon the expiration, lapse or termination of an award. Of this total, no more than
3,000,000 shares of Common Stock will be authorized for issuance under the 2005 Plan in respect of restricted
stock awards, restricted stock units, performance awards or other stock-based awards (other than options and
SARs) over the term of the 2005 Plan.

The number of shares of Common Stock available for grant under the 2005 Plan will be reduced in
connection with the grant of an Award by the number of shares subject to the Award, except that Awards that
are denominated and/or settled in dollars will not be counted and, with respect to any SAR that is settled in
Common Stock, the number of shares of Common Stock available for issuance under the 2005 Plan will only
be reduced by the number of such shares issued in such settlement. Shares subject to an Award that are
forfeited, or remain otherwise unissued upon the expiration, lapse or termination of an Award will again be
available for issuance under the 2005 Plan.

The total number of shares of Common Stock subject to options or SARs awarded to any individual
participant shall not exceed 250,000 shares in any tax year of the Company (or 500,000 shares in the case of a
new hire). In addition, for each tax year of the Company, the maximum number of shares of Common Stock
that may be subject to Awards other than options and SARs granted to any individual participant is 100,000
(200,000 in the case of a new hire). The maximum number of shares subject to an Award that may be granted
to an eligible participant for a performance period that is greater than one year may not exceed the
maximums described above, multiplied by the number of years in such performance period. In the case of
performance awards or other stock-based awards denominated in dollars, the maximum amount that may be
earned by a participant in each tax year of the Company during the performance period is $3,000,000.

The number of shares that may be issued under the 2005 Plan, the number of shares subject to and the
exercise price of outstanding Awards under the 2005 Plan, the share limits discussed herein, as well as the
number and kind of securities or other property (including cash) issuable with respect to outstanding Awards,
shall be equitably adjusted in the event of capital adjustments described in the 2005 Plan, such as a stock spilit,
stock dividend, share exchange, recapitalization or similar event.

Eligibility for Participation. All employees of the Company and its subsidiaries, including executive officers
who are determined by the Committee to be making a contribution to the success of the Company, and
consultants and advisors are eligible to receive grants of stock options and other Awards under the 2005 Plan.
Nonemployee directors of the Company are also eligible to receive Awards under the 2005 Plan. The number
of eligible participants under the 2005 Plan and the number of Awards of Common Stock they may each be
granted are not presently determinable. However, approximately 1,865 employees held stock options and
restricted stock units granted under the stock incentive plan as of December 31, 2004 and each of the 7
nonemployee directors of the Company held stock options or shares of restricted Common Stock awarded
under the prior plans in 2004. The value of stock option and restricted stock awards granted in 2004 to the
Named Executive Officers is set forth under Table Ill bearing the caption “Option Grants in Last Fiscal Year"”
and under Table Il bearing the caption “’'Summary Compensation Table.”

The 2005 Plan may be amended or terminated by action of the Board, except that, where required by
applicable law or regulation, an amendment will not become effective unless approved by the Company’s
stockholders.

Awards Under the 2005 Long-Term Incentive Plan

Stock Options. The Committee may grant incentive stock options ('ISOs") (as provided under §422 of the
Code) and/or options that do not qualify as I1SOs (nonstatutory options) to purchase the Common Stock. The
exercise price of incentive and nonstatutory stock options may not be less than 100% of the fair market value
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of the underlying Common Stock on the date of grant. ISO’s are subject to restrictions under the Code,
including a requirement that prohibits options for more than $100,000 worth of Common Stock from
becoming exercisable for the first time during any calendar year. The Committee may not reprice, or cancel
and regrant, an outstanding stock option or SAR at a lower exercise price.

The terms and conditions of options granted will be in the discretion of the Committee. Generally, unless
otherwise determined by the Committee, options must be held for one year after the date of grant before
they can be exercised under the Plan. In general, so long as the optionee remains an employee of the
Company, the options may be exercised for a period that ends ten years after the date of grant. In the event of
a change of control of the Company (as defined in the Plan), all outstanding unexercised options, whether or
not then exercisable, will become fully exercisable.

The purchase price for all options must be paid in full upon exercise pursuant to the payment methods
specified by the Committee. The optionee is responsible for payment of all taxes that the Company may be
obligated to withhold with respect to the Common Stock issuable upon exercise.

Unless otherwise determined by the Committee, if an optionee’s employment is terminated for any
reason other than death, disability, or retirement, unvested options will be forfeited and the forfeited shares
will be available for other grants. In general, an optionee’s outstanding exercisable options will be forfeited,
unless said options are exercised within 90 days following such termination.

Stock Appreciation Rights. SARs may be granted either apart from, or in conjunction with, stock options.
SARs have not been granted to date under the prior plans, but if they were granted, they would be assigned
an exercise price per share of at least 100% of the market value of the underlying Common Stock on the date
of grant. Upon the exercise of an SAR granted in conjunction with an option, the holder will be required to
surrender the related option and will be entitled to receive such number of shares of Common Stock as is
equal in aggregate fair market value on the date of exercise to the spread between the fair market value of the
share as to which the SAR was exercised and the exercise price of the option that was surrendered. Upon the
exercise of an SAR granted apart from an option, the holder will be entitled to receive such number of shares
of Common Stock as is equal in aggregate fair market value on the date of exercise to the spread between the
fair market value of a share of Common Stock and the SAR exercise price. SARs that may be settled in cash will
only be exercisable on a fixed date established at the time of grant, as required by Section 409A of the Code.
Generally, SARs are subject to the same exercise periods, limitations, and treatment upon death, disability or
retirement or other termination of employment as are stock options, as described above.

Restricted Stock. The Committee may make awards of restricted stock ('Restricted Stock Awards'') under
the 2005 Plan. A Restricted Stock Award is an award of Common Stock subject to such restrictions on
transferability and other restrictions as the Committee may impose at the date of grant or thereafter. Each
grant of Restricted Stock will be evidenced by a grant agreement (or certificate) between the participant and
the Company setting forth the terms of the grant. The Committee may impose such terms on the grant,
consistent with the Plan, as it determines are appropriate or desirable. Each Restricted Stock Award shall be
subject to any restrictions determined by the Committee relating to either or both of (1) the attainment of
performance goals by the employee and/or the Company and (2) the continued employment of the employee
with the Company or a subsidiary.

Restricted Stock Units. The Plan provides for the grant of restricted stock units ("’Restricted Stock Units'),
in the discretion of the Committee, which represent the right to receive shares of Common Stock (or its dollar
equivalent) in the future contingent upon the satisfaction of conditions established by the Committee. These
conditions may, but are not required to, consist of one or more of the Performance Goals discussed below.
Unless otherwise determined by the Committee, holders of Restricted Stock Units will receive “dividend
equivalents” equivalent in value to the dividends paid on the number of shares of Common Stock equal to the
number of Restricted Stock Units held over the vesting period.

Performance Awards. The Plan provides for the grant of performance awards (’Performance Awards") in
the discretion of the Committee, which represent the right to receive shares of Common Stock or its dollar
equivalent contingent upon the achievement of performance or other business criteria established by the
Committee. The Committee may provide that the payment of an Award (or the vesting thereof) will be
contingent on the attainment of performance goals which are based on one or more of the following pre-
established business criteria: (1) net earnings; (2) earnings per share; (3) dividend ratio; (4) net sales growth;




(5) net income (before taxes); (6) net operating profit; (7) return measures (including, but not limited to return
on assets, capital, equity or sales); (8) cash flow (including, but not limited to, operating cash flow and free cash
flow); (9) earnings before or after taxes, interest, depreciation and/or amortization; (10) productivity ratios;
(11) share price (including, but not limited to, growth measures and total shareholder return); (12) expense
targets; (13) operating efficiency; (14) customer satisfaction; (15) working capital targets; (16) any combination
of or a specified increase in any of the foregoing; (17) the achievement of certain target levels of discovery
and/or development of products; (18) the formation of joint ventures or the completion of other corporate
transactions (individually or collectively, the “Performance Goals”).

Performance Goals will be determined in accordance with generally accepted accounting principles in the
United States and are subject to certification by the Committee. The Committee has the authority to make
equitable adjustments to the Performance Goals in recognition of unusual or non-recurring events affecting
the Company, in response to changes in applicable laws or regulations, or to account for items of gain, loss or
expense determined to be extraordinary or unusual in nature or infrequent in occurrence or related to the
disposal of a segment of a business or related to a change in accounting principles.

Other Stock-Based Awards. The Committee may also grant such other stock-based awards (""Other Stock-
Based Awards") under the Plan as it deems consistent with the purposes of the 2005 Plan. Such Awards will
have a value based upon the market price of the Common Stock.

Awards to Nonemployee Directors. Nonemployee directors may receive any type of Award available
under the 2005 Plan, other than ISOs, in the discretion of the Committee and the Board. Other Stock-Based
Awards may be granted to nonemployee directors in the form of unrestricted shares of Common Stock.

Forfeiture Provisions. If the employment of a participant in the Plan is terminated for "“cause” (as defined
in the 2005 Plan), or if the Company discovers the evidence of cause within three years after termination of the
participant's employment with the Company, all Awards held by the participant will be forfeited, whether or
not then vested or then subject to restrictions. In addition, if a participant engages in conduct constituting
cause during his employment or breaches his obligations to the Company relating to trade secrets and
confidential information within three years after the termination of his employment with the Company, the
participant is required to return to the Company all profits made by the participant with respect to Awards
received or stock options exercised during the 180 days prior to the termination of his or her employment.

Effect of a Change in Control. In the event of a change in control of the Company (as defined in the 2005
Plan), each outstanding Award that is then subject to time-based vesting or payment conditions, or restrictions
that lapse based on continued employment for a specified period, will become fully vested or become
payable in full. Unless otherwise provided by the Committee in a grant agreement, each outstanding
Performance Award or other Award that vests based on the achievement of Performance Goals will become
payable as if the target level of performance had been achieved at the end of the applicable performance
period.

Federal income Tax Consequences

The following summary constitutes a brief overview of the principal federal income tax consequences
relating to Awards that may be granted under the 2005 Plan based upon current federal income tax laws. This
summary is not intended to be exhaustive and does not describe state, local or foreign tax consequences.

Nonstatutory Stock Options. In the case of a nonstatutory stock option granted at fair market value, an
optionee generally will not be taxed upon the grant of the option. Rather, at the time of exercise of such
nonstatutory stock option (and in the case of an untimely exercise of an SO), the optionee will generally
recognize ordinary income for federal income tax purposes in an amount equal to the excess of the then fair
market value of the shares purchased over the purchase price. The Company will generally be entitled to a tax
deduction at the time and in the amount that the optionee recognizes ordinary income.

Incentive Stock Options. In the case of an ISO, an optionee will generally be in receipt of taxable income
upon the disposition of the shares acquired upon exercise of the ISO, rather than upon the grant of the I1SO or
upon its timely exercise. If certain holding period requirements have been satisfied with respect to outstanding
shares so acquired, taxable income will constitute long-term capital gain and the Company will not be entitled
to a tax deduction. The tax consequences of an untimely exercise of an ISO will be determined in accordance
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with the rules applicable to nonstatutory stock options. The amount by which the fair market value of the
Common Stock on the exercise date of an ISO exceeds the option price will generally be an item of tax
preference for purposes of the "alternative minimum tax" imposed by Section 55 of the Code.

SARs. Generally, a grant of SARs at fair market value which is settled in Common Stock or cash has no
federal income tax consequences at the time of grant. Upon the exercise of SARs, the value of the shares
received is generally taxable to the grantee as ordinary income, and the Company generally will be entitled to
a corresponding deduction.

Restricted Stock. Generally, the grant of a Restricted Stock Award has no federal income tax conse-
quences at the time of grant. Rather, at the time the shares are no longer subject to a substantial risk of
forfeiture (as defined in the Code), the grantee will recognize ordinary income in an amount equal to the fair
market value of such shares. A grantee may, however, elect to be taxed at the time of the grant. The Company
generally will be entitled to a deduction at the time and in the amount that the grantee recognizes ordinary
income.

Restricted Stock Units. In general, no taxable income is realized by a participant in the Plan upon the grant
of Restricted Stock Units. Such participant generally would include in ordinary income the fair market value of
the award of Common Stock at the time shares of Common Stock are delivered to the participant. The
Company generally will be entitled to a deduction at the time and in the amount that the grantee recognizes
ordinary income.

Performance Awards. In general, no taxable income is realized by a participant in the Plan upon the grant
of a Performance Award. Such grantee generally would include in ordinary income any cash, and the fair
market value of any shares of Common Stock, paid to him pursuant to such Award at the time of payment. The
Company generally will be entitled to a deduction at the time and in the amount that the grantee recognizes
ordinary income.

Payroll Taxes. In addition to ordinary income tax, amounts that are treated as wages will be subject to
payroll tax and withholding by the Company.

Benefits Under the 2005 Long-Term Incentive Plan

Because participation in the 2005 Plan and the amount and terms of Awards under the Plan are at the
discretion of the Committee (subject to the terms of the Plan), and because Performance Goals may vary from
Award to Award and from grantee to grantee, benefits under the 2005 Plan are not presently determinable.
Compensation paid and other benefits granted to Named Executive Officers for 2004 are set forth in Table |l
(the Summary Compensation Table). If the 2005 Plan as proposed had been in effect in 2004, the persons and
groups shown in the following table would have received the number of stock options, restricted shares of
Common Stock and restricted stock units shown below, which are the same number of stock options,
restricted shares of Common Stock and restricted stock units as were actually granted in 2004 to the persons
shown under the prior plans. No other stock-based awards would have been granted in 2004 had the Plan
been in effect in that year.

Number of
Number Restricted
of Shares or Units of
Name Options Common Stock
Vincent A. Gierer, Jr. .. 66,700 49,100
Robert T. D'Alessandro .. ..o 40,800 10,100
Richard A. Kohlberger ....... ... o i 22,200 5,500
Theodore P. Baseler. ... . 16,700 4,100
Murray S. Kessler ... ... .. 57,700 64,300
Current Executive Officers as a Group (5 Persons) ................ 204,100 133,100
All Employees in 2004 (Excluding Current Executive Officers) . ... .. 607,000 155,380
Nonemployee Directors as a Group (7 persons) .................. 8,995 7,880




Equity Compensation Plan Information

The following table summarizes the equity compensation plans under which securities may be issued as of
December 31, 2004. The securities which may be issued consist solely of Common Stock.

Number of
Securities
Remainin
Available for
Number of Weighted  Future Issuance
Securities to Average Under Equity
be Issued Exercise Compensation Do
Upon Exercise Price of Plans Lo
of Outstanding Outstanding (Excluding “
Options, Options, Securities |
Warrants and Warrants and  Reflected in 1
Rights Rights Column (a)) i
Plan Category (a) 8)) (] |
l
Equity compensation plans approved by security ‘\
holders .. ... 9.,464,200(1) $31.94 3,444,800(2) ]
Equity compensation plans not approved by security | ]
holders(3) . ... — — 164,690(4)
Total. .o 9,464,200 $31.94 3,609,490

(1) Consists of 2,131,400 shares issuable upon exercise of outstanding options, 241,200 shares issuable upon
conversion of outstanding restricted stock and 102,700 shares issuable upon conversion of outstanding
restricted stock units under the UST Inc. Amended and Restated Stock Incentive Plan (formerly named the
UST Inc. 2001 Stock Option Plan). Also included in the total is 6,862,900 shares issuable upon exercise of
outstanding options under the 1992 Stock Option Plan, and 126,000 shares issuable upon exercise of
outstanding options under the Nonemployee Directors’ Stock Option Plan. All of the above noted plans
have been approved by the Company’s stockholders.

{2) Consists of 3,435,800 shares available for future issuance under the UST Inc. Amended and Restated Stock
Incentive Plan {formerly named the UST Inc. 2001 Stock Option Plan) and 9,000 shares available for future
issuance under the Nonemployee Directors’ Stock Option Plan.

(3) Includes the Nonemployee Directors’ Restricted Stock Award Plan.

{(4) Amount represents shares remaining for future issuance pursuant to the Nonemployee Directors’ Re-
stricted Stock Award Plan, which was effective January 1, 1999 and not required, at that time, to be
approved by stockholders. Pursuant to this plan, nonemployee directors of the Company are awarded
40 shares of Restricted Stock for attendance at each Board committee meeting and 50 shares of Restricted
Stock for attendance at each meeting of the Board of Directors. Shares vest on the third anniversary date of
grant or, if earlier, upon the director’s retirement from service as defined in the plan. A total of
200,000 shares of Common Stock are authorized 