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ESG engagement letter

Dear Investor Relations Team,

Fondo Pensione EUROFER is the pension fund for employees of the lItalian State Railways and other
companies active in the road and transportation business, established on March 12th, 2002 as a non-profit
organization with the goal of ensuring the associated workers their standard of living during retirement,
thanks to an additional contribution pension plan, complementary to the public one.

As of December 31st, 2018, almost 75,000 active workers of 117 companies were members of the fund with
assets under management of €1,034,869,625 of which 0.17% invested in shares of your Company.

In line with the investment principles of a pension fund, which require a non-speculative investment
approach, a long-term horizon, a low portfolio turnover, and a stable relationship with its members, EUROFER
has decided to integrate the principles of sustainability and ESG issues (i.e. environmental and social factors,
good governance) in its investment strategies. All investments (both equity and debt) of EUROFER follow a
social responsibility policy.
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We write bring to your attention specific aspects of the ESG profile of your Company with the aim of creating
a positive, constructive and long-term dialogue to foster a progressive improvement of the management of
business risks, including non-financial risks, to whom EUROFER pays special attention in the interest of its
beneficiaries.

The theme we would like to address with this letter is the Child Labour in the Tobacco Sector, focusing in
particular on the adoption of the best practices with reference to:

= Policies & Strategies adopted

= |mplementation

= Assessment

= Mechanisms to treat cases of non-compliance

As an investor in your company, we would greatly appreciate if you could let us know your latest actions
related to the above-mentioned topics, on which the latest information at our disposal, through one of our
asset managers, is summarized below:

Policies and Strategies adopted

PMI explicitly states in its Agricultural Labor Practice (ALP) Code, mandatory for all tobacco leaf suppliers,
that there shall be no child labour. The code includes the standards set out in the ILO Convention No. 138 on
the minimum age for work and defines special conditions for child work on family farms. Every tobacco
supplier is to be assessed by AB Sustain every three years. PMI aim to have 24 countries covered by the
independent assessment of Control Unions (an independent external auditor of the ALP program) by 2020.
PMI had established special procedures against child trafficking in countries where the risk is elevated
(Mozambique, Malawi, etc.).

Implementation

PMI participates in the industry-wide Sustainable Tobacco Program (STP). PMI has set up the Agricultural
Labour Practices Program (ALP), one of the pillars of its Good Agricultural Practices (GAP). Around 2,700 field
technicians visit the over 350,000 contracted farms under the ALP Program to provide technical support on
good agricultural practices, including training on child labour. The company collaborates on over 20 projects
with more than 20 NGOS across 13 countries to promote sustainable tobacco production. PMI shifted
gradually from a multi-layered purchasing system towards an integrated production system. Approximately
90% of the farmers PMI sources tobacco from are part of an Integrated Production System (IPS). IPS is an
inclusive farming approach through which field technicians conduct a systematic monitoring on a farm-by-
farm basis to achieve sustainable tobacco production. The farm profiles allow for insights into the socio-
economic conditions of a farmer. Based on the results and a farm-by-farm monitoring throughout the crop
season, PMI can assess the risks present in the countries and on each farm specifically.

Assessment

The field technician-to-farmer ratio and, consequently, the number of visits throughout the season depends
on a number of factors including geographic conditions and distances between farms, farmer’s experience
with the crop and relation with the company, and degree of sophistication of the farm operation. The Control
Union (CU) is the independent external auditor of the ALP Program. CU conducted assessments in eleven
countries.

The STP (Sustainable Tobacco Program) includes suppliers’ annual self-assessments and third-party STP
Assessments in all supplier locations (countries) over three years. In 2016, AB Sustain assessed 17 suppliers
in eight countries and by the end of 2017, an additional 15 suppliers in eight countries will have received an
AB Sustain STP Assessment.



Individual farmers’ performances are measured against the 7 principles and 32 measurable standards of the
ALP Code. PMI communicates the performances through indicators, revealing interesting data on the scope
of the programme and areas in need for improvement. Control Union third-party assessment reports in 2015
covered 13 countries, and additional 2 countries in 2016 and an additional 4 in 2017, bringing the total
number of supplier locations (countries) assessed to 19 in 2017. The goal is to have 24 countries covered by
2020.

PMI’s Sustainability Report includes specific metrics for the PMI tobacco supply chain: - % of tobacco
purchased by direct contract (by PMV’s affiliates or suppliers): 87% in 2014 and 88% in 2015 and 2016, 90%
in 2017with a goal of >90% - % of systematic monitoring of labour practices on farms (tobacco farmers
supplying PMI affiliates or suppliers via direct contract): 32.5% in 2015 versus 72% in 2016 and 77% in 2017

In case of Non-Compliance

Through the ALP Program, PMI affiliates and suppliers are working to provide farmers and workers with
access to grievance mechanisms tailored to local circumstances. If non-compliance is detected, PMI works in
collaboration with the farmers and suppliers to achieve improvements. In case of persistent lack of action,
the contract will ultimately be terminated.

PMI has disclosed further information in its 2017 Sustainability Report. 13000 “Prompt actions” (issues
requiring immediate interventions) were recorded related to unsafe work environment, hazardous tasks
performed by children below 18 years old, income and working hours, fair treatment or situations that could
be related to forced labor. In the crop season 2016-2017, 36 contracts were terminated.

We think meaningful improvement could be achieved on assessment and on the way to treat cases of non-
compliance through:

e abetter communication on the frequency of assessments and visits of the field technicians;

e anincrease of the scope of the external auditing system;

e an improvement and further implementation of the grievance mechanism and a more
comprehensive communication on it.

We hope you would take into consideration our requests as a stimulus towards achieving greater consensus
from all your stakeholders.

We look forward to your kind reply to our requests. We are keen to analyze carefully any further
documentation that you may provide us concerning the highlighted points.

Thanking you for your attention and waiting for your kind reply.







