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as rated by Moody’s and Standard & Poor’s.
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Smoking is still allowed most
places including trains, clubs,
and restaurants. But average
male life expectancy is under 60,
in part from smoking, and the
health minister is proposing a
ban. Tobacco companies sit on
regulatory parliamentary boards.
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Home to a third of the world's
smokers, 350 million people.
Large cities including Beijing
and Hong Kong have only
recently put bans in place.
Although tobacco accounts for
8% of government revenue, a
recent study shows that 1.9%
of GDP is being spent on dying
smokers. The study also argues
that a tax hike would bring down
smoking and raise revenue.
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The most wide-open mar-
ket for tobacco companies
today. Cigarette makers
can advertise on TV and
sponsor sports teams and
concerts.
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¥ Data: The Tobacco Atlas; Campaign for
w Tobacco-Free Kids; Bloomberg Initiative;
l Philip Marris International. Marboro prices

represent the most popular local pack,
cigarette counts vary.

The tobacco chief claims to welcome curbs on advertising so
long asthey don’t crimp his ability to market directly to adults.
In his eyes, PMI cleaves to a higher moral standard than some
competitors. The company doesn’t mark its Formula One cars
with the Marlboro logo, he notes, nor does it advertise on the
back cover of magazines. Others do. “[We're] being very so-
cially responsible in a rather controversial industry,” he says.

What angers him is that none of this is acknowledged in
public-health circles, that his company is left out of the to-
bacco debate while fast-food operators are allowed to com-
ment on obesity issues. Critics focus on smoking rates. What
about the dangers of counterfeit products andlost tax revenue
if the industry is pushed underground? “If I shut down all the
factories tomorrow,” says Camilleri, “people aren't going to
stop smoking." Instead of trying to “actually reduce the harm
caused by smoking,” he argues, activists are trying to “demon-
ize the tobacco industry.”

For a sense of why, head to Indonesia, where PMIhas grown
quickly in recent years. Unlike many parts of the world, the
country has no laws restricting the sale of tobacco products
to minors. And PMI’s higher moral standards are hard to
spot as its tobacco advertising is ubiquitous. In Jakarta, the
Marlboro man rides his horse across giant billboards adver-
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tising Marlboro Mix 9, amachine-rolled cigarette with tobac-
co and cloves that mimics the popular local kretek cigarettes.
Marlboro-sponsored kiosks dot street corners. Camilleri’s
local brands are hawked through nighttime TV ads, many
of which equate smoking with romance and a life of adven-
ture. PMI products are plastered on umbrellas, storefronts,
and billboards on roads from the terraced rice paddies of Java
to the jungles of Sumatra. As it did in the U.S., the company
runs adult-only events like the “Marlboro X2 Red Racing
Experience” —complete with young womeninslimsatinoutfits
twirling oversized white umbrellas boldly marked Marlboro.
In 2007, PMIhad $2.7 billion of sales in Indonesia and spent
$220 million on marketing and related costs.

In a country of 237 million, where almost a third of the pop-
ulation is under 15, nearly 50 million people smoke. According
to a recent study funded by the Bloomberg-Gates initiative,
smoking rates are rising fastest among the young, with rates
among Indonesian males age 15 to 19 up 139% between 1995
and 2004. Data tracker Euromonitor International predicts
10% more Indonesians will take up smoking by 2012.

Arista Nanda Permatasari, 16, shows why the market holds
such potential. On a break from Jakarta’s upscale High School
No. 6, Aristarunstoabrightly colored cart parkedjust outside
the schoolyard to buy a pack of Marlboro Reds for 75¢. Tens of
thousands of such vendors dot the country, many of whomalso
sell gum and sugary sodas. A little later, Arista, wearing knee
socks, a baby-blue uniform, and braces, settles into aleather-
ette sofaat the nearby QNET café to gossip with friends, draw-
ing deeply on a cigarette. “It's cool to smoke Marlboros,” she
explains. Kretek cigarettes, a mixture of two-thirds tobacco
and one-third clove, are still the smoke of choice for most In-
donesians, especially men, but machine-rolled Western ciga-
rettes have an aura of glamour. Arista, who began smoking at
15 when her older sister gave her a Marlboro menthol, knows
from anti-tobacco programs in her school that smokingisun-
healthy. “I will try to stop,” she says, “maybe when I'm 17.”

Camilleri claims no prize in Arista. The divorced father of
three, one of whom is still in high school, says if he had the
chance to talk to Arista and her friends he’d “tell them exactly
what I told my kids and continue to tell my kids: I don’t think
they should smoke.” Camilleri says his kids don’t smoke.

But to health advocates, much of what PMI does in Indone-
sia seems at odds with Camilleri’s stated position. The com-
pany has invested heavily in promoting its local brands, which
make up 84% of its Indonesian sales, through rock concerts
and sponsored sports events. “We felt it was very important
that we not lose our competitive edge in any way,” Camilleri
explains. While he says the company supports broad market-
ing restrictions, he’s not about to let others profit from Indo-
nesia’s growing tobacco addiction. He doesn't want arepeat of
Kazakhstan. A decade ago, PMIdropped TV ads, only toloseits
No. 1 spot. “We put ourselves at a huge competitive disadvan-
tage,” he says. “That is something I'm not willing to repeat.”

Without pause, he rattles off evidence of PMI's success in
Indonesia: 360,000retailers carryingits products, the 60,000
contract workers employed to make them. The company
bought local kretek maker PT HM Sampoerna for $5.2 billion
in 2005, which has since helped it grow from less than 109 of
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COMPANY INDEX

This index gives the starting page for a story or feature

with a significant reference to a company. Most subsidiaries
are indexed under their own names.

Companies listed only in tables are not included.
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Lesson 5

German Basics for Investors
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(Expertise. We provide it, yo
benefit. ]

Reach your company’s full potential.

Our global network of experts assists
and advises investors intending to set
up business in one of the most attrac-
tive business locations in the world
- Germany.

All of our investor-related services
are confidential and free of charge.

Please contact:
Miriam Buehl
requestldgtai.com

T.+49(0)30 200 099-555

www.gtai.com
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