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CERTIFlCA TION 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 1ntemational hereby provides the European 
Community and the Member States of th F.ll rope n Union that are signatories 
to the Agreement (the "Relevant Admi11istrations· 1 with this report {the 
"Certification of Compliance·') describing Philip Morris lnternationars 
fulfillment of the requirements of (i) the EC Compliance Protocols, which are 
set forth in Appendix B of the Agreement. and (ii) the Tracking and Tracing 
Protocols, which are set forth in Article 5 and Appendix D of the Agreement 
(the ''Certified Protocols"}. 

At the outset, Philip Morris International notes that it is extremely 
pleased with the operation and functioning of the Agreement to date, We 
believe that the high level of cooperation that has characterized the conduct of 
the Parties pursuant to the Agreement over its first year has been greatly 
beneficial to the interests of all Parties by creating an effective 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 to prepare this Certification of Compliance, Philip Morris 
International's Vice President for Compliance Systems reviewed Philip Morris 
international's obligations under the Certified Protocols and conducted an 
assessment of its compliance therewith, which included obtaining supporting 
certifications from those within Philip Morris International who are 
responsible for implementation of the actions required under the Certified 
Protocols, and has relied on those certifications in making this Certification of 
Compliance. 

Based on such review~ Philip Morris International hereby certifies that 
it is in substantial compliance with its obligations under tbe Certified 
Protocols. To the extent that any matters remain outstanding, they are being 
addressed and are not considered to be materiaL The section below describing 
Philip Morris international's compliance with specific obligations should be 
r~ad subject to that general qualification. 

1 The definitions of the capitalized terms used in this Certification of Compliance can 
be found in Section LOl of the Agreement 
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I. 

A. A pp ndix B Obligations - F. 

Protocol 2 Know Your Customer Obligations and Due Diligence 

In accordance with the terms of Protocol 2 of Appendix: B of the 
Agreement, Philip Morris International: 

• conducts business only with Approved Contractors; 

• sells Cigarettes in amounts commensurate with the Retail Demand in 
the Intended Market of Retail Sale and refuses to sell Cigarettes in 
volumes exceeding that amount; 

• 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 - Follow-Up Due Diligtmce 

Protocol 2.03(g) requires Philip Morris International to conduct 
Follow~up Due Diligence for each Approved Contractor on an annual basis. 
In light of the timing of the completion ofthe initial Due Diligence required 
by the Agreement, the Parties agreed earlier this year that Philip Morris 
International will conduct its first Follow-up Due Diligence pursuant to 
Protocol 2 .03(g), (h) and (1) in the first quarter of2006, and annually 
thereafter. An assessment of Follow-up Due Diligence will be provided in all 
future Certifications of Compliance. 

Protocol 3 - Approved Contractor Relations and Sale Terms 

Philip Morris International has made commercially reasonable efforts 
to enter into contractual arrangements with all Approved Contractors 
regarding delivery terms, packaging, legal compl:iance. and cooperation with 
Governments as set forth in Protocol 3.0l(aHd). and in almost all cases. such 
terms and conditions have been or will soon be implemented. 

Philip Morris lntematioual strongly encourages its First Purchasers to 
cooperate with the Relevant Administrations fur the purposes of investigating 
Cigarette muggling and/or money laundering of proceeds arising out of tlle 
illegal trade in igarettes in accordance with Protocol 3.02. although to date it 
has not received any fomtal request under the Al,.rreemtmt for such cooperation 
from the Relevant Administrations. 
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Protoco/4 - Termination o(Fi.rst Pttrchasel:~ 

Philip Morris International has not had occasion to terminate business 
relations with Approved Contractors in accordance with Protocol4.01 or 
Protocol 4.02. 

Proto ol 5 - Accoumabilitv (or Pavment (or Cigarettes 

For transactions with Approved Contractors relating to the sale, 
storage, or distribution of Philip Morris Cigarettes, Philip Morris International 
limits acceptable forms of payment to those listed in Protoco15.0I(a)(iHv), 
and all exceptions to these acceptable fonns of payments are approved by the 
Chief Financial Officer of Philip Morris lntemational in accordance with 
ProtocoiS.Ol(b). 

Protocol 6 - Disclo:wre o(I11/0rmation 

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

ProtocQ/ 7 - ftrteruationql Compliance Officer 

Philip Morris International has created the position of Vice President 
for Compliance Systems, which reports directly to senior management of 
Philip Morris International, in accordance with Protocol7.0L 

n~!!!l!!l!!~ rhe current   Complianc~ • 
"' position on December 1, 2004 succeeding-

The respon ibilitie of the  for ompliance 
oversight of compliance and integrity programs compJianc 

training programs, investigating allegations of violations of compliance 
policies, Philip Morris International's obligations and responsibilities under 
the Agreement, and periodic reporting to the President & CEO of Philip 
Morris International and his management team. 

Protocol 8 - Shipments ro Warehom; ~ ami Earlv Warning Notification 

Philip Morris International has not had occasion to respond to requests 
by OLAF for information covered by Protocol8.01 of Appendix B ofthe 
Agreement. Philip Morris International complies with the early warning 
system notification requirements of Protocol 8.02. 

Proto of 9 - Delegation o[Autlwritv 

Philip Morris International delegates substantial discretionary authority 
relating to the sale, distribution, storage, and shipment of Philip Morris 
Cigarettes only to Philip Mortis International enrployees it believes are able 
and committed to act in full compliance with the EC Compliance Protocols, in 
accordance with Protocol 9.0 1. 
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Protocol I 0 - Per!Ormalfce Reviews 

Perfonnance reviews, compensation, and promotions of Philip Morris 
International employees whose activities relate to the sale, distribution, 
storage, and shipment of Philip Morris Cigarettes take into account such 
employees' performance in connection with the EC Compliance Protocols, in 
accordance with Protocol 10.0 l . 

Protocol II - Training Programs 

Philip Morris International has designed training programs for its 
employees whose activities involve the sale, distribution, storage. and 
shipment of Philip Morris Cigarettes, and such employees have either 
conducted or p~e. e training programs. In a tetter dated March 
31 , 2005 from~fPhilip Morris International to  and 

  of OLAF, Philip Morris International notified OLAF of the 
curriculum of these training programs and invited a representative of OLAF to 
participate in these training programs, in accordance with Protocol 11.0 t. 
OLAF and Philip Morris Int<..-rnational are now in the process of arranging for 
a representative of OLAF to participate in one of these training programs. 

Protocol 12 - Monitoring and Auditing Svsten1s 

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

Protocol I 3 - Re-porting ofSuspicious Activitv 

Philip Morris International requires that employees report suspected 
violalions of the EC Compliance Protocols and has created a Reporting 
System that permits anonymous reporting of suspected violations of the EC 
Compliance Protocols, in acc-ordance with Protocol 13 . 

With respect to Protocol13.04. Philip Morris Inteml.ltional has not 
received any request from OLAF to interview employees or agents ofPbi1ip 
Morris International for purposes of giving sworn statements relating to 
matters covered by the Agreement. 

Protocol /4 - Distribution o(Prolocols 

Philip Morris lntemational has made the EC Compliance Protocols 
available to all Philip Morris International employees on Philip Morris 
International's internal website, and has revised and consolidated its policies 
on the sale, distribution, storage, and shipment of Cigarettes and has also made 
such policies available on its internal website. 
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B. Appendix D Oblieat"ions- Tracking and Tracing Protocols 

Proto ol 2 - Pack and Carton Mt1rking and uding 

In accordance with the terms of Protocol 2 of Appendix D of the 
Agreement and the Exhibits thereto, Philip Morris Intemational: 

• marks Packs and/or Cartons of Philip Morris Cigarettes with markings, 
which pennita determination of the Intended Market of Retail Sale for 
Parks or Cartons that have those markets identified in Exhibit A-1 as 
the Intended Market of Retail Sale; 

• has notified OLAF of the amendments that will have to be made to 
Exhibits A-1, A-2 and A-4 to reflect labeling changes with respect to a 
number of markets where Philip Morris International has either started 
selling Cigarettes just in the last year crr ceased selling Cigarettes (and 
has not had any sales for at least one year), as well as markets for 
which unique market specific labeling had previously not been in place 
but will now be implemented; 

• has provided OLAF with copies of the manual designed to allow for 
the detennination of the Intended Market of Retail Sale for Philip 
Morris Packs and Cartons, as well as update'S to that manual; 

• except as indicated in Exhibit A·3 and Pratoco12.05, marks all Packs 
or Cartons witb markings that allow for the identification of the 
product's manufacture date, manufacturing facility, machine of 
manufacture, and production shift of manufacture; and 

• has implemented or win implement the Pack and Carton Marking 
requirements of Protocol 2.03 for new manufacturing facilities it has 
acquired since July 9, 2004 within 12 months of the acquisition. 

Proto ol 3 - Master Case Lab ling and Scwming 

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

• marks Master Cases containing Cigarettes produced for the countries 
listed in Exhibits B~l and B-11 and for worldwide duty free (except 
duty free PM Australia) with a barcode label and a human readable 
translation; 

• scans Master Cases containing Cigarettes produced for Tier I Markets 
listed in Exhibit C-II and for worldwide duty free (except duty free PM 
Australia); 

• maintains a First Purchaser Database that is searchable by customer 
order or Master Case barcode number ibr all markets in which it has 
implemented Master Case labeling and scanning pursuant to Protocols 
3.0 I and 3.02 of Appendix D of the Agreement, which contains the 
product infonnation specified in Protocol3.03(a)(iHvi); 
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• maintains the electronic records created in the First Purchaser 
Database, as well as additional records necessary to identify the sales 
price and the Intended Market of Retail Sale; and 

• expects that on or before October 9, 2005, it will be able to provide the 
Relevant Administrations with automated Query-Only Access to the 
data in the First Purchaser Database. 

Protoco/4 - Second Layer [ra<:king 

In accordance with the terrns of Protoc<>\ 4 of Appendix D of the 
Agreement, Philip Morris International: 

• has developed Second Layer Tracking Kits, makes such kits 
reasonably available to any First or Subsequent Purchasers in the 
circumstances identified in Protocol 4.02 of Appendix D of the 
Agreement, and provides training to recipients of Second Layer 
Tracking Kits; and 

• requires that Second Layer Tracking infonnation be maintained in the 
same manner as the First Purchaser Database, and expects that, where 
applicable, on or before October 9, 2005, it will be able to provide the 
Relevant Administrations with access to the Second Layer Tracking 
information in the same manner as the First Purchaser Database. 

Ongoing Research into Tracking and Tra ing Technologies 

In accordance with Protocols 3.0 l( c), 5.02 and 7.01 of Appendix D of 
the Agreement, Philip Morris rntcrnational maintains an ongoing program of 
researching technologies for Master Case labeling and scanning. as well as for 
Carton and Pack coding and scanning technologies, and will provide OLAF 
with a repo:n concerning developments relating to these new technologies by 
September 1. 2005. 

H. ISS!JE DISCUSSED WITH OLAF 

Over the course of the last year, representatives of Philip Morris 
International have discussed several issues with representatives of OLAF that 
relate to the operation of the Agreement and the movement of Cigarettes in 
various markets< We believe that these discussions have been very 
constructive and have greatly contributed to the overaU success ofthe 
Agreement to date< We look forward to continuing to address in a cooperative 
matter the matters th .. t have aJready been raised and to working with the other 
Parties to the Agreement to tackle new issues as they arise. Three issues that 
have boon the subject of previous discussions between Philip Morris 
International and OLAF are summarized below. Such summary is not 
intended to be exhaustive of the issues that have been discussed between 
Philip Morris International and OLAF or between Philip Morris International 
and tllt! Relevant Administrations. 
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First, as indicated in a letter dated June 9, 2005 
Philip Morris International to
Morris International encountered some resistance from 

to its 
unifonn. set of sales tem1s and conditions. ted to the terms 
relating to Second Layer Tracking, which are not among the tern1s listed in 
Protocol3 of Appendix B of the Agreement, but were nonetheless tncluded in 
Philip Morris International's unifonn sates tenns and conditions in order to 
facilitate its compliance with its obligations under the Agreement. After much 
negotiation, Phiiip Morris International removed the sales terms relating to 
Second Layer Tracking for the time being and has implemented the remaining 
sates tenns with almost aU customers in Gennany (and is continuing to 
negotiate the sales terms with the remaining customers). Philip Morris 
International has also sought the assistance of OLAF to persuade the~o 
encourage its members to agree to the Second Layer Tracking tcnns of sale. 

Second, as indicated in an e-mail Philip Morris 
International to  of OLAF dated February 17.2005, Philip 
Morris lntemationa1 is working both independently and with OLAF to address 
diversion of product from the Ukraine market to higher-tax markets in the EU 
such as Poland and Gem1any. As we conveyed to OLAF, our art.alysis 
suggests the problem is substantially occurring at the in-market retail level, 
over which Philip Morris International has little control {as opposed to the 
wholesale level). Philip Morris international has nonetheless taken several 
steps to better assess the situation in Ukraine and will continue to work closely 
with OLAF to ensure that Philip Morris International is doing aJl it reasonably 
can as a manufacturer to prevent iUegal trade in its Cigarettes sold in Ukraine. 
Philip Morris International believes that enhanced efforts by the customs 
agencies of the Relevant Administrations are essential to address this issue 
effectively, and notes its understanding that the currently existing issues are 
greater with respc.ct to other manufacturers' brands of cigarettes than with 
respect to Philip Morris Cigarettes. 

Third, as discussed in a March 31, 2005 tHnail from~f 
Philip Morris International to     , 
Protocol 5.01 (a)( v} of Appendix B requires that payments received for Philip 
Morris Cigarettes be made from a bank ac<:ount designated by the Approved 
Contractor during the Due Diligence process. Although Philip Morris 
International requires every Approved Contractor to comply with Protocol 
5.0l(a){v), in some instances. due to limitations on bank clearing information, 
Philip Morris international is unable to verify that the payments it has received 
were in fact made from a specific bank account. As Philip Morris 
International explained to OLAf, it is, however, able to verify whether 
payments originated from the same bank as the designated account, and will 
reject payments that do not" Philip Morris International is also requiring 
Approved Contractors ta canfinn annually in writing that their payments for 
the previous year were made from their designated accounts, and wi1l seek the 
consent of the Approved Contractors to obtain separate confinnation in this 
regard from the respective banks in circumstances where there is doubt 
regarding an Approved Contractor's confirmation. 



IIJ. CONCLUSION 

Phmp Morris International is pleased to confinn that it is in substantial 
compliance with the obligations of the Certified Protocols and looks forward 
to continuing the excellent cooperation that bas characterized the conduct of 
the Parties and the functioning of the Agreement over its first year in 
furtheran~ of the Parties' joint efforts to substantially curb the illegal trade in 
Cigarettes in the European Union and elsewhere. 

PHILIP MORRlS INTERNATIONAL INC. 

 
Philip Morris International Management S,A. 
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