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CERTIFICATION OF COMPLIANCE 

Pursuant to Section 2.02(a) of the Anti-Contraband and Anti
Counterfeit Agreement and General Release dated as of .July 9, 2004 (the 
"Agreement"), Philip Morris International hereby provides the European 
C<inuiiilnity and tl1e Member States of the European Union that are signatories 
to the Agreement (Lhe "Relevant AdministrBtions") 1 with this report (the 
·~C~itificntion of Compliance") describing Philip Morris Internationul' s 
fulfiUment of the requirements of (i) tl1e EC Compliance Protocols, which are 
set fm1h in Appendix B of the Agreement, and (ii) the Tracking and Tracing 
Protocols, which nre .?el forrh in ArlicJe 5 oml Appendix D of the Agreement 
(the "Certified Protocols"). 

Once again this year, Philip Mon-is International is extremely pleased 
with the operation and functioning of the Agreeme.nt. We believe that the high 
level of cooperation that has characterized the conduct of the Parties pursuant 
to the Agreement has been greatly bene.ficiRI to the interests of all Parties by 
creating an efiective framework for curbing the illegal sale and distribution of 
contraband and counterfeit Cigarettes in the European Union, which causes 
significant harm to all Parties. 

In order l\l prepare this CeJiification of Compliance, Philip Morris 
International's Vice President for Compliance and Bl'and Integrity reviewed 
Philip Morris International's obligations under the Certified Protocols and 
conducted an assessment of its compliance therewith, whl.ch included 
obtaining supporting ccrti11cations from those within Philip Morris 
International who are responsible for implementation of l.he actions required 
under the Ce1tificd Protocols, and has relied on those certifications in making 
this Certification of Compliance. 

Based on sud1 review, Philip Monis International hereby confirms that 
it is in substantial compliance with its obligations under the Certified 
Protocols. To the extent that any matters remain outstanding, they are being 
addressed and are not considered to be signi:llcant, OLAF has been informed 
of these issues, and/or they arc more Jully described in Section II of this 
Certification. Section 1 below, which describes Philip Morris International's 
compliance with specific obligations of the Agreement, should be read.·subject 
to that general qualification. · 

1 The definitions of the capitalized terms used in this Certitic~tion of Compliance can 
be tound in Section I .0 I of the Agreemelll. 
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I. COMPLIANCE WITH SPECIFIC OBLIGATIONS 

A. Appendix B Obligation~-- ~X Compliance Protocols 

froto f o[ 2- Know Your Customer Obligations and Due Diligence 

In accordance with the tenns ofProtocol 2 of Appendix B of the 
Agreement, Philip Morris Intematjonal; 

• conducts business only with Approved Contractors; 

• sells Cigarettes in amounts commensurate with the Retail Demand in 
the Intended Market of Retail Sale a11d refuses to sell Cigarettes in 
volumes exceeding that amo\lntj 

• has conducted Due Diligence on all of its Contractors; 

• conducts business only with Contractors that have demonstrated that 
they are able and committed to meeting the objectives of the EC 
Compliance Protocols; and 

" maintains a list of all Approved Contractors, which is updated every 
six months, and maintains files containing its records of Approved 
Contractors. 

Protocol 2::- F9llow-Up Duf!...Piligence 

Pursuant to Protocol 2.03(g), (h) and (i), Philjp Morris International 
has conducted annual Follow-up Due Diligence J()r each Approved Contractor. 

Philip Morris Intemational has made commercially reasonable efforts 
to enter into c.ontracLual arrangements with all Approved Contl'llC!Ol'S 
regarding delivery terms, packaging, legal compliance, and oooperalion with 
Governments as set forth in Protocol 3.01 (n)-(d), and in al1_nost all cases, such 
terms and conditions have been or will soon be implemented. 

Philip Morri s lnrernul iom•l s trongly encourages its fi rst Purchasers to 
cooperate witb the Rclewml Admlnistrori o.ns for U1e purposes ofiovestigntillg 
Cigtlreue smuggling lWll /or mon~y lu1mdming of proceeds arising out of lhc 
fll ~gal tn1de in Cigarettes, ir1 ac{;ordauc(: with Protot:ol 3.02, alt'hough to date il 
h;;u; uot tcceivcd any formal request under l]H:! Agreement that i't enco urnge 
such cooperation from the Relevant Administrations. 

Philip Morris International hu~ not had occusion to terminHte business 
relations wilh Approved Contr~:~ctors in accordance with }'rotocol4.01 or 
Protocol 4.02. 

., 
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Protocol 5 ~ Accountabilitv (or Payments [Q~ Cigare/tes 

For ~ansacl.ions wi'lh Am>rovetl Contwcrors relating to U1e sale, 
sto~~e, r:>r d)stributioJl of Philip Morl'is.€jgnrtJlle8, Philip Morris lnternationnl 
limits uciceptab1~ fom1..~ ofpnymentto those li slod in .Protocol 5.0 I (!l)(i)-(v), 
m1d with Lwo 'i1nl'naterial peudh1$" exceptiOllS reluiing to ProtoclOl 5,01 (n)(iv) 
which wm be approved by J'uJy 31, 2007, uH cx:ocptioos to these accc_p taWe 
forms ofpaymcnts h~ve been approved by the CbiefFimmcittl Officer of 
Philip Morris InternatioJlal or his delegates u1 accordance wiUl Protocol 
5.01 (b). 

Protocol 6- Di.rclosure oflnformation 

Philip Morris International has not had occasion to respond to fonnal 
requests by OLAF for information covered by Protocols 6.01, 6.02, and 6.03. 

Protocol 7- Interl1{Jtional Compliance Officer 

Philjp Mouis Intemationn\ bas created U1u position of Vice President 
for Compliance Systems, whloh repO!t!J· d'iredly to .!len.ior management of 
I'hilip Mortis Intemationa l ~ jn accordance wilh Protocol? .0 J • 

••• beca111e  tnr Compliance Sy.stcms on 
December 1, 200'4. His responslbHities inchtde oversight of compliance :.md 
irM~;,'l'ily pro.gcams, compHance training programs, (nvesttg~ling aUer,ations of 
·v.iplattons of complial)cepoUcies, Philip Mon·\s Jnteml'lti~mal's obi ig~1tions tmcl 
respfmsib11ities under rhe Af,rrcctnent, and periodic t·eporti ng L 1h President 
& CEO.ofPhWp Mord9 fntt~ma1Jonal o.:nd hfs mt~uagcmenllemn . Ou 
December 1, 2006, the Company added Br11nd Integrity tollillilil 
rcspoJ1sibilities, •md since then, he has been the  i'br Compliance 
and Drane! Imegrity. 

Protm:ol 8 - S,'hjprmmts Ia W:wah<>u.w:.l' and F.rll.'lfl Wumln$.' NtJti/icMnm 

I hlljJl Mprri"lllnternalional has not ~d occasion to respond to requests 
by OT...A-f·for infonmrlion covered by Pratoaol R.OI 0f Appendix B of the 
Agreement. P.hllip Mortis lnteol'tttional complius wfth the e<Jrly wnrning 
sys tem not)ficatio~ require.{Jleilts ofProtocol 8.0.2. 

Protor;.Q[}L- Delegation o[Authorirv 

Philip Morris Ioten.mtion.al delegates substantial discretionary aulhority 
relating to lbe sale, djstribl!lion, storage, and shipment ofPhilip Morris 
Cigarettes only to Phi1ip NJ.orris Intcma t io.nal ·~mnloyees it believes· arc able 
and committed to act in full compliance \'V'jth tl1e EC Compliance Protocols, in 
accordance with Protocol 9.0 I. 
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Pmtoco/10 --Performance Reviews 

The process for performance reviews, compensation, and promotions 
of Philip Morris International employees whose activities relate to 1he sale, 
distribution, storage, and shipmenL of Philip Morris Cigarettes t~kcs into 
account such employees' perfonnance in connection wiLh the EC Compliance 
Protocols, in accordance with Protocol l 0.0 I. 

Protocol 11 -Training Programs 

Philip Morris lntemational has designed traini11g programs for its 
employees whose activities involve the sale, distribution, storage, and 
shipment of Philip Morris Cigarettes, ~md such employees have either 
conducted Ol' participated in these training programs. In March of 2005, Philip 
Morris International notified OLAF oftlH! curriculum for training pmgrams, 
and on November 21,2005, OLAF representative  participated 
in a refresher training program in accordance wilh Protocol 11.01. 

For the present cettification period, tr11ining will consist of live and 
online training, and 838 employe~~ have received training in live sessions. 
The remainder will be trained on-line. 

Philip Morris International is currently in the process of rolling out its 
multi-lingual, web-based training course on Fiscal Compliance and the EC 
Agreement, which will be the primury means for providing training on these 
issues to relev~mt employees in the t\mtre. This new training plntform will 
allow Philip Morris International to provide Lmifonn, coordinated, high-quality 
training across the globe, with the ability to easily monitor training compliance 
and effectively modify the program as D.PJ'ropriatc. 

For lhe present certification period, to date J ,63 I employees have been 
enrolled in this training program <md it is anticipated that all relevant 
employees will receive this new web-based training by July 31, 2007. Should 
OLAF wish to view the program on .. line, Philip Morris International will be 
pleased t.o facilitate access upon request. 

Protoco/12- Monitoring and Auditing S'yst~ms 

Philip Morris International has developed Anti-Contraba11d and Anti
Counterfeit Monitoring and Auditing Systems and designated Fiscal 
Compliance Coordinators to be responsible for implementing these systems in 
their business units, in accordance with Protocol 12.01. 

Ph1lip Monis lntemational requires that employee:s report suspected 
violations of the EC Compliance Protocols and has created a l{eporting 
System that permits anonymous reporting of suspected violation:> of the EC 
Compliance Jlrotocols, in accordanee with Protocol 13. 



With respect tQ Protocol13.04, Philip Mon-i.s International has not 
received any request from OLAF to interview employees or agents ofl'hilip 
Morris lnternational for purposes of giving swom statements rdating to 
matters covered by the Agreement. 

Protocol 14- Distribution ofProtocols 

Philip Morris International has made the EC ComJiliance Protocols 
available to all Philip Morris Intemaqonal employees. on Philip Morris 
liiternational's internal webs.itc, and has re¥ised and consolidatea its policies 
on the sale, distrlbuti on; stor4ge, and shipment of Cigarettes a11d bas also made 
such policies available on 1ts i'ntertial website. 

B. Appetldl;x D 0hliJ:l\Hu:tlN -'lj'uclting nud Tt'lteing l't·oln'l!: l)l • 

l'J,O(m.:oi 2- Poak®d Carum. M(Jcklng qnd Cof/il!J: 

In accordance witl~ the term.s ofl>rotocol i of Appendi~ D of the 
Agreement and the Exhibits thereto, Philip Morris International: 

• marks Packs and/or Cartons of Philip Morris Cigarette.~ with mm:kings, 
which pert~it a. determination of the Intended Mnrket of.Retail Sale for 
Parks or Cartons that have those markets identified in Exhibit A-I as 
the Intended Market of Retail Sale; 

• has notified OLAF of those changes that will have to be made to 
Exhibits A-l, A-2 and AA to reflect labeling changes with respect to: 
markets where Philip Mon·is Intetnational had started selling, or is 
about to launch, its products; markets where Philip Morris 
International had recently ceased selling its products; markets for 
which unique market-specific labeling had previously not been in place 
but is JJOW being applied; and ce1tain other labeling cladticatiot1S and 
modifications; 

• has provided OLAF with. copies of the manual dcsi_gned to allow for 
the determination of the Intended Market ofRi;:tail Sale for Philip 
Morris Packs and Cartons, as well as updates to that manual; 

except as indicated in Exhihit A-3 a11d Pr.otocol 2.05, marks all Pucks 
or Cartons with rnarldngs that allow for the identification of the 
product's manufacture-date, mllllufacturing facility, machine of 
manufactul'e, and p:roduclion shift of manufacture~ 

• has notified OLAF of those changes that will have to be made to 
Exhibit A·3 to reflect the termination of certain business relationships 
and !he iinplementation o:fpack and carton coding 11t recently acquired 
manufacturing facilities; 

• has implemented or will implement the Pack and Carton Marking 
requirements ofProtocol2.03 for new manufacturing facilities it has 
acquired since July 9, 2004 within 12 months of the acquisition; and 
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• marks Pack and/or Cartous of World Wide Duty Free Philip Monis 
Cigarettes witb markings, codes or other information which pcm1it a 
determination of the count1y or region in which Philip M.orris 
fntcrnational intends such Cigarettes to be sold duty-free, in 
accordance with Exhibit A-5(l)(A)-(D). For the reasons set forth in 
om April 25, 2007\elter to  of OLAF, we are using the 
ED duty-free labeling for Cigarettes sold duty free on military bases. 

Protocol 3- J'lvfaster Case Labeling and Scanning 

In accordance with the terms of Protocol 3 of Appendix D of the 
Agreement and the Exhibits thereto, Phllip Morris International: 

• marks Master Cases containing Cigarettes produced :for the markets 
and/or by tl1e manufacturers listed iu Exhi~its B-I, .B-IJ, B-IU, tmd B
IV with a bat·code label and a human readable translation; 

• scans Master Cases containing Cigarettes produced by Philip Monis 
Tntcmational for the Tier land Tier II Markets listed in Exhibit C-Il 
and C-JII; 

• as per our exchange ofcoiTespondence dated October 31,2005 and 
June 20, 2006, Master Case .labeling and. scanning of Kretek cigarettes 
in Indonesia are subject to a temporary exception to the tracking and 
1racing requirements ofthc Agreement; 

• as per our letter dated May 21, 2007 (see Annex 1), Philip Mon·is 
International has requeBted un extension to Jnne 2008 of the deadline 
to implement Master Case scanning lU1d recording with respect to non
Kretck cigarettes sold by Philip Monis Intemational in the Indonesian 
market; 

• a~ per our le1ter dated May 22, 2006, dtre to the continuing unstable 
politic;al situiltion ir\ the Ivory Coast, Philip Morris International 
representatives have not been able lo travel to the Ivory Coast to 
implement Master Case labeling at our third-party manufi.\cturer there. 
1-Jowcvcr, PMI plans to tenninate that relationship in the coming year 
and sllpply that rna1·ket with prod11ct that meets the labeling 
requirements of the Agreement; 

• has notified OLAF of changes that will have to be made to Exhibits C-
1, C-11, l'lnd C-llJ to rdlecL markets in which Phillip Monis 
lntcmational IHKl changed its distribution system frotn selling to a 
single first pur<;:haser to selling to multiple first pmchasers or vice 
versa; ce1tain changco; resulting from Philip Mon·is International's 
entry into new markets and hs exit ft'om some existing markets; 
modifications to its pae.k nnd carton labeling in existing markets; aud 
exemptions sotrght by Philip Morris International for certain Cigarettes 
in ceJtain markets; 

• maintains a first Pmchascr Database tlwt is searchable by customer 
order or Master Case barcode number for EJ!l Tier I a!Jd Tier ll Mmlcts 
listed in Exhibits C-11 and C-lll of the Trucking aud Tracing Protocols 
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which contains the product information specified in Protocol 
3 .03(a)(i)-(vi); 

• maintains the electronic records created in the First Purcha~~er 
Database, as well as additional records necess!lry to iclentify the sales 
price and the Intended Market of Retail Sale; and 

• has enabled the functionality that provides the Relevant 
Administrations with automated Query-Only Access to the datfl in the 
First Purchaser Database. 

ProtoeoL1 -·-Second Laver 1'racking 

In accordance with th~ terms of Protocol 4 of.Appendi~ D of"the 
Agrc~ment, Philip Morris Iut~;mational: · · 

• ba.~ developed amd continues to improve SecDild Layer Tt·acking Kit~, 
makes such kits reasonably available to !II1Y Fitst or S1,1bsequent 
Purchasers in the ci..rcurnstances identified in Protoco14.02 of 
Appendix D of the Agreement, and provides training fo recipients of 
Second Layer Tracki.ng Kits (!'he kits are provided on a voluntary basis 
and ar.e controll ed by the customers); and 

• requires that Second Layer Tnu:king information be· mt:~intained in the 
same manner as the First Purchaser Database and has enabled the 
fi.mctionality that provides the Relevant A:drninistratio.ns with acct:ss to 
tJHJ Second Layer Tracking information in ti1e .same manner a.~ the First 
Purchaser Database. 

J !Q@jg.J1illpm'c/UJl!!.Lilil£1si1JlU!JJ.d. 'l'rtJi:lttg 7'cwhno/_ggieli. 

Jn accord<~nw witJ1 Proloc<>ls J.O l(c), 5.02 and 7.01 of Appendix D of 
the Agreement, Philip Morris I ntt~mationa l mal)ltains an ongoing program of 
tesearching technologies for Master Case 1ube1ing and scanning, as well as for 
Cru1on and Pack coding and scanning technologies. Philip Morris 
Intemational has provided OLAF with its second report concerJ1ing· 
deveJopments relating to these new tcclmologies dated July 5, 2007. 

IJ. SP.ECIFIC ISSUES 

Over the course oftbe lust year, representatives of Philip. MorTi-s 
lnternatiopal have discussed several .issues with repre8eritati ves of OLAF that 
relate to the opea:ation ofthe Agrecmt~nt and the movement of Cigarettes in 
various markets. We believe that these discussions have been ·very 
constructive and have greatly coJitributed to the overall success of the 
Agreement to date. We look forward to continuing to address in a cooperative 
manner the matters that have already been raised and to working with the 
other Pa11ies to the Agreement to tackle new issues as they arise. Five issues 
that have been the subject of previous discussions between Philip Morris 
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[ntemational and OLAF are summarized below. Stwb summary is nol 
intended to be exhaustive of the issues that have been discussed between 
Philip Morris International and OLAF or bet\veen Philip Morris International 
nnd lhe Relevant Adminislrations. 

Diversion from the Russian domestic market continues to be an issue 
for PhiJip Manis International and OLAF. In 2006, certain quantities of 
genuine Russian domestic Philip Morris Cigarettes were seized in .EU markets 
such as Finland, Germany and Lithuania. This diversion appears tq have been 
drive.o in large part by retail price disparities among Russia and other 
European markets ilnd by other extrinsic market forces over which Philip 
Monis International has no control. 

Nonetheless, to ensure that it is t11king all commercially reasonable 
steps to make sure that its Cigarettes are sold, distributed, stored, and shipped 
in accordance with all applicable fiscal and legal requirements, Pbilip Morris 
International has taken a variety of short-tetm and long-tenu steps lhat go well 
beyond that which is required pursuant to the Agreement to try to curb this 
problem. 

Jn the short tcml, Philip Morris International developer.! and 
implemented measures lo bel.ler iuentify possible sour.ces of d.i version in the 
Russian market's distribution chain, and its First Purchasers have implemented 
product quotas on shipments of certain variants to Subsequent Purchasers 
operating in Moscow, St. Petersburg, Kuliningrarl, Volgograd, Ekater.inberg, 
Voronezh, and Pyaligou;k that have been identified as likely sources of 
diversion. 

As a longer-tcm1 slrutegy, enhanced K.J1ow- Your-Customer 
requirements have been implemented in Russia with respect to key Subsequeut 
Purehflsers, and wi1l be fully implemented 'in 2001! as Lo all Subsequent 
Purchasers who sell a.nnually more than 10 million units of Philip Morris 
.RtL'>sian domestic product. Pursuant to !,he.se requirements, First Pnrchasers 
have 1alwn steps incluuing the following: (1) conducl'ing site visits ofkey 
Subsequent Purchasers; (2) requiring such Subsequent Purchasers to sign 
fiscal and trade compliance letters, and (3) maintaining iilcs that are shared 
with Philip Monis International on the key Subsequent Purchasers. In 
uddirion, both }lhilip Morris International and its First Purchasers in the 
Russian market pcrfom1 rnonthly sales plan and volume monitoring. 

Moreover, Philip Morris Intemational has implemented tracking and 
tracing procedures and technologies that permit it to more el1'ectively track the 
movement of domes lie Russian product among First and Subsequent 
Purchasers in the Russian market. Such measures include the implementation 
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of: additional coding on Master Cases; the u-Track and i-Track Systems,2 

which pennit PhiJjp Morris International to centrally truck the movement of 
Master Cases to Subsequent Ptlrchusers based on the identification 
infQrmation that is embedded iu the barcode labels attached to the outside of 
each Master Cwe; and certain Carlon coding technologies. 

Diver.rion Js.wes. in the Ukrainian Market 

previously addrellsed in a Fe.btnqry I 7, 2005 em nil' from 
Morrls·lntomationnllo  of OLAF~ nlso in 

· . . 's 200'S m1d 2006 Certificatio.ils, Philip Mortis 
lntcrrtatlqt1pl ~'l!Ware l,bat}jrox.f~Jc~ demand Jo Okralne is distortetl'by deman:d 
fro}ll noigb.boP.pg. no. c.ourttries a,n.d js·wo.rking to pr~ventth~ diVersion of 
product from the Ukrainian market to higher tax markets in the EU such as 
Pol'and ~d Germany AS\Pl'eviausly reportecl, our rumlysis S1lggests that a 
sigruftcant puxtl'on of such cli-versio.n ls occurring al tl1e in-market retail ieve1, 
over wh.ieh Philip Mortis bl!ema~ionalllas little contro l. Nonetheless, to 
ensure that it is taking all commecciully reKsonable steps to ensure ~hat its 
Cigarettes are sold, distributed, stored, and shipped in accordance with.aJJ 
applicable fiscal and legal requirements, Philip Morr.is Internationall1as taken 
ri numher of steps over and abave the implementation of the requirements s~t 
forth in tlle Agreement. 

Fol' example, Plulip Morri:-; Ukraine monitors weekly sales in .the 
Ukrn:ininn market by cuslotner and by brand. Philip Monis International has 
i.m:posed weekly and Uloolltly quotas for sales ofthe Marlboro and L&M 
brands, l1as sent letters to its customers in the Ukrainian market recommending 
that they adopt similur quotas, and has excluded sales of the L&M brand from 
its volume rncentivc program. In addition, Philip Morris Intema1iona1 is 
(k:ployi!lg a· pilot project designed to }>ormit monitoring of sales volumes by 
cust~mor an.d br:and for Subseqt1ent Purchasers through the Customer 
Exte11de'd Sales Report ("CP.SAR.") system. 

Philip MatTIS International has deployed tbe u-Track System 
(described above) for J 7 Pirst Purchasers at 46 saJes p1)ints in the Vkl·anian 
market (with p1jority given lo custoo1ers with high L&M Master Case sales). 
Further, Philip Mon·is rntcrnatlortallHlS implemented certain Carton codJng 
technologies for a.:ll L&M and Marlboro product manufacttu•cd for tl1e 
Uktairtlnn m·arkot, and is considering ii'.xpansion l:o other brands. FitH•lly, by 
.thEJ end of20D?,l~hiHp Monis 1lltematio.onJ plnns to implement more 
a<lvaru.:e<t cartort coding tcclmologies thut ure expected to allow a one-to~one 
link between a Carron and the Mas(er Case in which it had been contained. 

l u-Tmck is a tr»cklng system/kit (levu loped by Philip /\•I orris lntcmntimml to allow 
Sttcond LAytr 'l"raDking_ of Muster Cases at cu~lomer locntions, u-Track ldl$ record the link 
between I he MIJSter Case unirJuc ident ifier and the Sh ip Ttl/Sold To inliJrmatiun related ln the 
~ubsequdnr custom~l' nt shipment time. It is compatible ~ncl in tcrfucccl with i-Trnck, the PMI 
centml tmc.Jdng d!ilabase. 
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As set forth iJ1 the 2006 Cer~iiicntion, l~lliH , Mnnis International hils 
encountered .r.esistance li'tlm ( ~>) to 
cerlain oflJ~o'r.ri.~ Jntetnl\LJonnl's fiscal complillncc tem1s ond condhious 
while other, _ _ affiJi<ltu"'l hove ugrccd to lhi!Se ltmns nnd cend:itlons. To. 
rcou~dy .tUis proll·Jem, upon tho invitation o~ PhjJip Morris J Ll1ornf\tional 
rcprese.n lves met· with rcp~sen!aLives in Sprlog 2006 to propose and 
Uiscuss. 'fl M~t'C:J: Agreement on Pineo.! Comp.liw1oe nnd Combnth1g lllq Illegal 
1'tadc wlth Gigare$tes. Thls agrec;mem, wbicb ls.consisteJlt wHh the s~ll~ 
terms and conditions under Protocol3 of AppendL'< B, sets forth :fisr.al 
cnmplim\cc terrn·s and c.ond:itions ·tho.t are i11tended. to gove'Tnthe ct~mmt::1:~inl 
rela tionsl1i'ps between all Philip Morris 1ntemutional affili i'J. tes find~~-
nrfililltes in Eun'lpenn markets. UnforLumrtely, on Jw1e 29, 2006, 

legal df<:pnrlmcrll ill formed l'hiHp Morris Tt-ltcrnat'iOMI by e-mail that 
, d aol enter ill tO such an agreement. 

In July 2()06., Philip Morl'i lntema.til:lnal continued to pursue tht: 
propos~d Mnslel' Agreement wi!l1-(arul kept OJ.AF it1for!lloo of its 
progress). Ho:wevet•, by lette.r dated July 2·K, 2006 (see Annex 2), 
rei temted its prio· · rc.fus11! to enter i11to su1:J1 au agreement. Thereafter, at the; 
AnnunJ Mcctil)g between representatives of Philip Morl'is lntcmational fllld the 
European Comrriissio.u earlier this year, the parties discussed··· 
continued retbsill to agree tt:J Jirri!ip Mouis Internaticmal's fiscal complial.lc.c 
terms and cnndifio.us. Al tbat Lime, it was decided that follow ltp wit!··· 
·was appropriate, possibly by OLAF representatives. 

/'l!!29.!if.!J}ons wtth Wholesalers in Greec_§. 

Philip Morris International has made commercially reasonable efforts 
to subje<.~l General Wholesalers in (ireece to tbc EC Agreelllent's fiscal 
GOrnplia11ce terms and conditions. To date, 30 out of 85 General Wholesalers 
have a<~ccpled those tetms. The rest have not signed due to a pending 
com:pJaiat 11 1ed by their association with tile Greek Competition Commhtee, 
niU1ough the terrns are being applied to these wholesalers by PhUip Morris 
International with few exceptions. 

As dise.usse.d in Philip Morris lntemi\tioml's First and. Second Armuu.l 
Certifications of Compliance, Protocol 5.0 J (a)(v) of Appendix B rc4uires that 
payments rceeived for Philip Monis Cigarettes be made fi·om a bank account 
(ll;signnted by the Approved Contractor during the Due Diligence process, 
Although Philip Morris Intern!l(!onal requires every Approved Contractor to 
comply with Protocol 5.01 (a)(v), in some instances, due to limitations on bank 
c.learing infotmation, Philip fV!qrris InternatiomJI is unable to verify that the 
payments it ha.~ received were in fact made fi·om a specific bank accou11t. As 

J I 



Philip Morris International has previously explained to OLAF, it is, however, 
able to verify whether payments originated from the same bank as the 
lksignoted nccounl, and will reject paymen!s that do not.3 ?hiJip Morris 
(Jlternational is clso requiring Appxoved Contractors to con:finn rumually in 
writing that their payments for the previous year were made from their 
designated nccoui\·~. and wlll s~ktbe consent o:t'the Approved ContractoTs to 
obtain separate oelifim1at1on in, this r.egerd from the respective banks in 
ciroumst011Ce8 where there I doubt rer~ardingnn Approved ContraciOJ''S 
confirmat'ion. 

Ill. CONCLUSION 

Philip, Morris Internatipn~Li11.pleased to confmn that,~ described 
above, it is in. substantial compliance with the obligations of the Cettified 
Protocols and h)oks furw~d t6 CGotinulng th01excel1ont, coop~atio11 tbat hns 
characterized the conduct of tho Parties and the functi~mi:ng of the Agreement 
in furtheranc<: of the Parties' jo).nt efforts to substantially curb the Hlegal trade 
in Cigarettes ln the European Uhl9n ru1d elsewbere. 

PHILIP MORRIS INTERNATIONAL INC. 

  
Philip Morris International Management S.A. 

J Bec;mse efhnnking ~ogu!Rtions. tcohnicolllmltat)onsand other factor:s in ~cct;,in 
rnurkers (e.g .. Ll•Kembourg, Swltzurlnnd, Denmork, and Fin lund), there have been instances 
where Philip Motfis lnternnt iomrl ftl\d/.Or ilS S\tbs!dial'ies h11Vtl been unable to verify thai' the 
payments they hnve received orlgl.nored ITOJll thQ same bnn.k as !he designated accouut. Philip 
Morris lnremntional has been working closely with the relevant bank o'f'Jicials to resolye th<:se 
Issues. ln rnnst 'hlstances, a. solution has been fea~:hed toat provides Philip Morris 
lntcmational wllh this data, und the Company i6 hopeful that shnllnr S@lutiotw will be follnd 
for the r~: trmhlifJ./.l outstnndlog s)(.unli!:lns. ln nny evont) M 111cnttoned in the 2005 qpd 2006 

ertfncnfiQI1s PhiliP. Morris !nJerontifll1nlu~ a ~cT!ctal mnucr rcqulres Approved 
C mrmotOt$ whoso paymont nccoun~s cnnnot be v~rified to confirm unnually hl \vriting th. t 
thcit· pnymcliiS ror tho p~cvlous ~enr wcrc ·nmde from lhclr deslgnotcd iiCCOimls. Jn most 
irJstalle¢S, -such collfirmnti·ons hov~: b~cn rucaivcd, Md Philip Morris !nll!rnationnl is in the 
pt·ocess of gntherin_g I he remaining cnnfi•·m:llions. 
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JlY F4. 'SIMILE 

 

 
Ei:J,ropea:n Anti-Fraud· Office (OLAF) 

 
Rue Joseph JI 30 
B~l049 Brussels 

-PHILIP MORRIS 
INTERNATIONAL 

May-21, 2007 

Subjcl~t; Anti..:Contraband and Anti-Countedcit CoQperation Agreement 
Tracing and Tracking :Protocols- IndoneSia 

Dear Ian and Austin: 

We are writing to ask for an extension of!he deadline to imple.ment Master Case scanning and 
recording with respect to cigarettes sold by Philip Morris Intemational in Indonesia. (Please note that 
we arc .referring here solely to traditional cigarettes and not to Kreteks cigarettes.) 

As we explained in our letter to you dated October 31, 2005, in May of2005, PM! acquired 98% of the 
Ol.\tstanding shares ofPT Hanjaya Mandala Sampoema Tbk., a large Indonesian tobacco company with 
substantial operations. This acquisition resulted in a change of'PMI's distribution system in Indonesia, 
in that we nq longer sold PMI cigarettes to a single First Pm'chast<r; out inatead started distributing our 
},lto4,ucts t.hrough S~ilpo ema:'s ,Pl'tl-exi.sfing distribution systerp in that market. which invo]ved sales to 
nmltiple First Plm:hasers. Consequently, Indonesia had to be removed from Exhibit C~I of the 
Tracking aud Tnci.ng Protocols (Appendix: J) to the Agreement) and made a Tier IT Market under 
Exhibit C-ill, forwhich·the deadline iii July 9, 2007. In out lelt(lr dated Ooto~er 31 .• 2005, we also 
no teo already that we might ha-ve to ~onuct YQU regarding an extension of the deadlin,e. 
UnfeJtqnntely, wbil.e we believe th,at we bave been making commercially reasonable efforts and indeed 
good progress wilh lhe implementation, it is now clear thatthe unusual scope and complexity of the 
project requires us to ask for more time. 

TI1e volume o.fPMI cigarettes coven;d by th~ project is approximateLy 8'.5 billion ,sticks. It is 
comprised entirely of variants of the Marlboro brand family. These cigarettes are produced :in our 
factory in Bekasi, West Java, from which thl'y n.re shipped to over 80 different regional warehouses, 
either directly .from the factory or via ooe of fi'l(e transit warehouses (see attached chart)- Both at Lbc 
factory as well as al the relevant transit warehol'tscs, full scanniug and recording capabHities bavo 
already been iUlplemented. This mcnns t11at we arc able to tt:ack the move.r;nMt of each i.ndividuai 
Master Case from the factory to any of the 80 regional warehouses. 

l'lli.Jip Mol'ri$ Internal.ional Manng·ement S.A. 
ROUlf.llf C/IAVANNfSJ!> CASF.I'OI>fALE114J · 10U1 LJ\U:;ANNr. • SWIT7.ERL'IIO - THEYII0Nh41?.1 r.186111 • l[i[FIJ<:o~t ~~ 6164616 
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From the 80 regional warehouses, the produc.t Js then shipped to over 20 .• 000 First Purchasers. 
Evidently, by any standard, this is an extremely high number of direct customers. Furthermore, 
Indonesia has a vast territory comprised of many islands, requiring most of our product to be dellvered 
by small vans or boats. Indeed, covering distances of up to 4000 km, our products are delivered to all 
Indonesia's major islamls such as Java, Sumatera, Sulawesi and Kalimantan. The scanning and 
recording of any Master Case shipped to the over 20,000 First Purchasers will have to be performed 
upon delivery at each of the First Purchaser's premises. To that end, over 1,500 sales persons are in 
the process of being equipped with, and trained in the US!l of, special handheld devkes. 

Importantly, product tracking in Indonesia is patt of a larger, comprehensive project to replace existing 
multiple shmdalone financial, inventory, and sales systems, which for Lhc most part ate still paper 
based, with an automatic and integrated system for sales force automation, management of accounts 
receivables, inventory and other fmancial accounting functions, and interfacing with PMl's worldwide 
i-Track system for Master Case tracking. The handheld devices mentioned above are intended to 
enable the sales force in the field not only to scan and record Master Cases, but, for instance, also to 
issue invoices and to reconcile stock. To that end, it is necessary to mako multiple tec~ological 
applications work together seamlessly and jn a dependable fashion. And all of that has to be achieved 
in a very large distribution chain that bas practically no pre-existing technological platform. 

f,.s you can imagine, this project is very important to the business of our affiliates in Indonesia. They 
CJrpect it to significantly improve the efficiency of sales and distribution as well as related back office 
functions. That is why PMI is investing close to DS$10 million in it. Unfortunately, we have been 
e.ucounteri.ng delays in the implementation of the project due to complex interfaces and unforeseen 
teclmical difficulties. Also, the user acccpta11ce testing program has proven to be more extensive than 
initially estimated. These delays affect not only our product tnicki.ug capability but also our overall 
ability to operate as efficiently as possible, and the project t~Jam in Indonesia is diligently working on 
completing the project as fast. as t110y can. 

We expect that the development and testing of the automatic and integrated system will be completed 
in July of tlt.is year. Once thal has happtmed, our affiliates in lndonesia will start phasing in, one by 
one, the deployment of the system at each of the 80 regional wnrehouses. Tl"Us means that product 
trucking jnfonnation will become progressively available in the i-Track database as the system is being 
rolled-out across the entire market. However, the final completion ofthe system with full coverage of 
the product flow to all First Purchasers will likely not occur before the first half of next year. 

Finally, as regards the diversion of genuine PMI product from Indonesia into the territory of the 
European Union, we believe that tbe risks related to such diversion are rellltively low. The empty pack 
survey carried out in 2006 in connection with Project Star showed a very low incidence of the product 
in four markets- Belgium, France, Ireland and UK, with quantities between one and five packs out of 
up to 10,000 packs- aud no incidence at all in any of the other EU markets. Aparl from that, during 
the same time period, we have seen a total of five isolated seizures in the EU of genuine PMI cigarettes 
from Indonesia. These seizures wen: made in the UK and in Italy, with seized quantities ranging from 
three packs (60 cigarettes) to 2.2 million cigarettes. 1 We wlll, of course> continue to monitor closely 
IUlY indications of smuggling of genuine PM! cigarettes from Indonesia into the EU. 

We regret the delays described above and ask for your understanding that despite our efforts we will 
not be able to bring the sales ofPMI cigarettes in the Indonesian market into complianct:: with the 

1 A seizure of2.2 million ciganltes is, ofco\lJse, a significant quantity, and we take this very seriously. Tu this case, 
however, the outer c;1rdbnard layt:r of the shipping cases (including the barcode labels) had been tom offby the smuggi<:Ts, 
\vhich means tii.at as far as this particular iieimre was concerned Mast<;:r Cn.IC !Jacking woldd anybow not have enabled us 
to leam more about the route: of diversion. Jlor more details about th.is seizure, please refer to our letter date.d May l S, 2007 
in response lo your. Notice of Seizure I li3/071T dated March 2B, 2007. 



reqnite.mcnts .of Protocol 3,02(a) and (b) by 1ulyofthis year. we. will keep you intotmed on a regular 
basis as to the .further progress of thia important project in Indonesia. If' you .need furthet detaifs or 
would like to tn:lk to one oftlie:local project managers please let us know. 
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••••. July 28, 2006 

Agreement on Fiscal Camp/lance and Combating the Illegal Trade in Cigarettes 

We refer to your letter dated July 5 , 2006 regarding the proposed Agreement on Fiscal 
Compliance and Combating the Illegal Trade with Cigarettes. 

As already stated, we appreciate and support the initiative of Philip Morris International, 
the European Union and fts Member States against the illicit trade in cigarettes as this 
Is a serious Issue for governments, our suppliers, and also for us. 

Within compliance of our companies with all applicable laws and regu
lations is a prioritY. bur compliance procedures, of course, cover all applicable laws 
and regulations governing the trade in cigarettes and other tobacco products or govern
ing money laundering. 

As we apply effective compliance procedures and as our sales lines sell countless 
products, we neither see the necessity nor do we think it would be appropriate to enter 
into an agreement providing for rules and governing just one specific kind of products 
sold by our sales lines. We are convinced t11at only ·a comprehensive and uniform ap
proach with respect to our trad~ activities and the products sold by us is en efficient 
and appropriate way to e11sure compliance with all applicable laws and regulations, 
including such regarding the prevention of 111iclt trade In cigarettes and other tobacco 
products or money laundering. Needless to say that of course we will cooperate with 
you and compliance authorities on this. 
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We are looking forward to continuing our successful and reliable buslnt~ss relationship 
and thank you for your cooperation. 

co.·--------· 




