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Konsolidované udaje
(v milionech K¢)

Svym koufem skodite Vadim
m, rodiné a pratelum

Y

Obdobi koncici 31. prosince 2016 2015 Zménav %
Trzby bez spotfebni dané a DPH 11 453 10 866 5,4
Provozni zisk 3473 3204 8,4
Zisk pred zdanénim 3464 3203 8,1
Cisty zisk 2767 2570 7.7
Zisk na akcii (K&) 1008 936
Odbyt podle segmentu
(v milionech ekvivalentnich jednotek)’
Obdobi kongéici 31. prosince 2016 2015 Zménav %
Ceska republika 9180 8838 3,9
Slovensko 4021 3995 0,7
Celkem 13 201 12833 2,9

Odbyt véetné ostatnich tabakovych produkt, jako jsou cigarillos, tabak pro ruéni vyrobu cigaret

(0,73 g je ekvivalentem jedné cigarety) a vice-objemovy tabak pro rucni vyrobu cigaret

(0,60 g je ekvivalentem jedné cigarety).
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Consolidated Highlights

(in CZK million)
Period ended December 31 2016
Revenues, net of excise tax and VAT 11 453
Profit from operations 3473
Pre-tax income 3464
Net income 2767
Earnings per share (CZK) 1008

Shipments per Segment
(in million units’ equivalent)’

Period ended December 31 2016
Czech Republic 9180
Slovakia 4021
Total 13 201
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2015

10 866
3204

3203

2570

936

2015
8838
3995
12833

Change in %
5.4
8.4
8.1
7.7

Change in %
3.9
0.7
2.9

" Shipments include other tobacco products such as cigarillos, tobacco for make-your-own
cigarettes (0.73 g is equivalent to 1 cigarette) and volume tobacco for make-your-own cigarettes

(0.60 g is equivalent to 1 cigarette)
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Marketing
Marketing

MARLBORO - STALE NA VRCHOLU

NaSe vlajkové lod Marlboro pokracovala v posilovani své pozice na trhu
v Ceské republice a rovnéz v posilovani vlastnosti znacky.

V roce 2016 byla znacka podporena limitovanou edici v podobé krabic¢ky
o poCtu 21 cigaret. Tato aktivita byla dospélym kufakim predstavena
prostfednictvim kampané Hlavou nebo srdcem, které vychazela z globalni
komunikaéni platformy znacky Marlboro nazvané Rozhodujes ty.

S cilem dale posilovat prémiové vnimani znac¢ky byla v Ceské a Slovenské
republice spusténa nova Marlboro platforma pro aktivni zapojeni cilovych
skupin dospélych kurakd.

MARLBORO - STILL LEADING THE WAY

Our flagship brand Marlboro continued its momentum and strengthened its
market position and brand image attributes in the Czech Republic.

In 2016, the brand was supported by a 21-cigarette limited edition pack,
which was communicated to adult smokers through the Head or Heart
campaign, strongly rooted in Marlboro’s global communication platform,
You Decide.

Aiming to further improve the premium image perception of the brand,

the brand was supported by Marlboro’s new engagement platform for adult
smokers, launched both in the Czech Republic and in Slovakia.

feni zpusobuje mrtvici

Svym koufem skodite Vasim |rayotni postizeni

détem, rodiné a piatelum

jak plestat koufit: www.koureni-rabiji.cz
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stat koufit: www.koureni-zabiji.cz




VYROBKY MIMO PREMIOVY SEGMENT -
POSILOVANI POZIC

Znacka L&M dosahla dobrych vysledki v Ceské republice a udrzela si
vedouci pozici na Slovensku, a to prevazné diky uvedeni variant cigaret
v uzsim formatu L&M LOFT.

Chesterfield, nase druhéa nejvétsi znacka v Ceské republice, uvedla novou
image pomoci kampané Duality. Pfedstaveni nového prvku na krabi¢ce pod
nazvem Click lok, jehoZ roli je udrZet Gerstvost vyrobku, posililo odliSnost
znacky a pfidalo vyhodu v podobé specifického uzavéru krabicky. Vedle
toho byla v roce 2016 pfedstavena nova ekonomicka baleni (s poctem 23,
respektive 27 cigaret).

[ ———
toureni snizuje
odnost

Koufeni ucpava
Vase tepny

Konec¢né, s cilem dal$iho posilovani nasi konkurenceschopnosti

v levném trznim segmentu byla znacka Philip Morris rozSifena o variantu
Original (Silver), kter& reaguje na poptavku po vyrobku vysoké kvality

s jemnou chuti za rozumnou cenu. To pfispélo k vyznamnému nartstu
trzniho podilu ve srovnani s predchozim rokem. Na Slovensku znacka
Philip Morris rozsitila své portfolio o varianty Superslims, které zahrnuiji
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BELOW PREMIUM PORTFOLIO -
STRENGTHENING POSITIONS

L&M delivered solid results in the Czech Republic and maintained its
leadership in Slovakia, primarily with the launch of the L&M LOFT slim
diameter line-up.

Our second largest brand in the Czech Republic, Chesterfield, started

to establish its new image through the Duality campaign. The introduction
of a new pack feature - Click lok - which preserves product freshness,
enhanced the brand’s differentiation and added convenience

with its distinctive pack closure. Additionally, new value packs

(featuring 23 and 27 cigarettes) were introduced in 2016.

Fajcenie zvysuje
riziko impotencie
Linka pomoci (908 222 722
— %

Finally, aiming to further increase our competitiveness in the low-price
segment of the market, the Philip Morris brand has been expanded

by the Original (Silver) line-up, addressing the demand for a high

quality, smooth tasting product at a reasonable price. It contributed

to a considerable increase in the brand’s share of the market compared

to the previous. In Slovakia, Philip Morris enlarged its portfolio with the new
Superslims line-up, also offering a capsulated product. With the transition
of adult smokers who previously smoked the Petra Superslim brand,

the new line up achieved a strong share of the market.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016
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Philip Morris CR a.s. patfi k nejlep§im zaméstnavateltim
Philip Morris CR a.s. - a “Top Employer”

Philip Morris CR a.s. ziskal prestizni
certifikaci

Spole¢nosti Philip Morris CR a.s. byla jiz potteti za sebou udélena
certifikace Top Employer v Ceské republice. Je to diikaz, ze nase
spolec¢nost patfi k nejlepsim zaméstnavatelim, ktefi dokazou pro své
zameéstnance vytvorit pfijemné a produktivni pracovni prostfedi. Spoleénost
Philip Morris Slovakia, s.r.o. obdrzela toto ocenéni za Slovenskou republiku
rovnéz potfeti za sebou.

Kazdoroc¢ni mezinarodni prizkum provadény organizaci Top Employers
Institute oceriuje nejlepsi zaméstnavatele z celého svéta, ktefi poskytuji
vynikajici zaméstnanecké podminky, pecuji o talentované pracovniky

a jejich rast na vSech stupnich organizace a usiluji o neustéaly rozvoj praxe
procesu zaméstnani.

Aby ziskaly pecet Top Employers, museji vSechny zi¢astnéné spolecnosti
podstoupit naroény proces zkoumani a vyhovét vysoké trovni standard(.
Hodnoceny jsou tyto oblasti: fizeni talent(, planovani pracovnich sil,
prijimani a adaptace novych zaméstnancu, Skoleni a rozvoj, fizeni
vykonu, rozvoj leadershipu, fizeni kariéry a nastupnictvi, odménovani

a zaméstnanecké vyhody a kultura pracovniho prostiedi.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

Philip Morris CR a.s. received
a prestigious certification

Philip Morris CR a.s. was certified a ,Top Employer* in the Czech Republic
for the third consecutive year. This recognizes our company as among
the best when it comes to creating a successful and productive working
environment for our employees. Philip Morris Slovakia, s.r.o. received

the same certification in the Slovak republic for the third time also.

The annual international research undertaken by the Top Employers Institute
recognizes those leading employers around the world that provide excellent
employee conditions, nurture and develop talent throughout all levels

of the organization, and which strive to continuously develop employment
practices.

In order to qualify for the Certification Seal, all participating companies
must undergo a thorough assessment and meet the required high
standards, recognizing excellence in Talent Strategy, Workforce Planning,
On-boarding, Learning & Development, Performance Management,
Leadership Development, Career & Succession Management,
Compensation & Benefits and Culture.

Top

EMPLOYER
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CERTIFIED EXCELLENCE IN EMPLOYEE CONDITIONS.
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Philip Morris CR a.s. a Zivotni prostiedi
Philip Morris CR a.s. and the Environment

Ve svété s ménicim se podnebim je respekt k zivotnimu prostredi nasi hlavni prioritou.
Soustavné pracujeme na poklesu dopadu nasich vyrobnich ¢innosti na zivotni prostredi.
Cinime tak prostiednictvim sniZovani uhlikové stopy, spotfeby vody a mnozZstvi odpadu, dale
ucinného nakladani s energiemi a optimalizaci logistiky. Rovnéz se zamérujeme na pochopeni
a prizpusobeni se mozZnym dopadim hrozeb Zivotniho prostredi, jako napfiklad zména klimatu
a nedostatek vody, na podnikani.

In a world with a changing climate, respecting the environment is a top priority for us. We continuously
work to minimize the impact of our operations on the environment through carbon-footprint

and water-use reduction, waste minimization, energy efficiency, and logistics optimization.

We also focus on understanding and adapting to the potential business impact of environmental
threats, such as climate change and water scarcity.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016
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Energeticka ucinnost

0O 29 procent* se za poslednich Sest let podatilo snizit relativni
spotfebu energie nasi tovarny v Kutné Hote pfi zvySovani objemu
zdejsi vyroby za stejné obdobi o zhruba 20 procent. Tohoto
vyznamného Uspéchu v oblasti sniZzovani spotfeby energie coby
klicového elementu udrzitelnosti bylo dosazeno diky realizaci
fady strategickych projektd. Jmenujme napfiklad celkové
zvySovani efektivity vyrobnich proces(, optimalizaci provozu
pfipravny ¢i rostouci miru vyuZzivani odpadniho tepla naptiklad
prostfednictvim rekuperace.

V zajmu dalSiho snizovani spotreby energie pravidelné provadime
dikladné energetické audity a kontroly a sou¢asné pravidelné
monitorujeme a optimalizujeme spotfebu vybranych vyrobnich
zafizeni.

jsme snizili relativni spotrebu

energie o O/ *
Over the last o
six years,

we were able to reduce relative
energy consumption by

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

Energy Efficiency

Over the last six years, we were able to reduce relative energy
consumption by 29%* in our factory in Kutna Hora, while our
production volume during the same period increased by
approximately 20%. This significant success in reducing energy
consumption was achieved through the implementation of various
strategic projects, such as the increase in the overall efficiency

of our manufacturing processes, the optimization of the Primary
Operation, and the new thermal efficiency unit using an exhaust
heat recovery system.

In order to further reduce energy consumption, we have carried out
several energy audits and controls, while we also regularly monitor
and optimize the consumption of selected production equipment.

* Dle internich méfeni. Zaokrouhleno.
According to internal validation. Rounded.




jsme snizili relativni spotiebu

vody o 2 (0] / *
Over the last O 0
six years,

we have reduced relative
water consumption by

Snizeni spotieby vody

Za poslednich Sest let jsme relativni spotfebu vody v nasi
kutnohorské tovarné snizili o zhruba 20 procent*. Tohoto Uspéchu
v oblasti udrzitelnosti bylo dosazeno predevsim diky Usili nasich
zaméstnancd a pribéznému monitoringu spotfeby vody ve vSech
Gastech kutnohorského zavodu. Ziskané poznatky a Udaje jsou
pravidelné vyhodnocovany a vyuzivany pro navrhovani novych
aktivit, které maji za cil dalsi snizovani spotfeby vody.

* Dle internich méfeni. Zaokrouhleno.
According to internal validation. Rounded.

Water-use Reduction

Over the last six years, we have reduced relative water consumption
by 20%* in our factory in Kutna Hora. This was made possible
thanks to the dedication of our employees, and to the continuous
monitoring of water consumption in all areas of the manufacturing
facility. The observations and data thus acquired are regularly
evaluated and used to generate new ideas with the objective

of further reducing water consumption.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016
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Minimalizace odpadu

Témér 93 procent* z celkového objemu odpadu vzniklého

ve vyrobnim zavodé Philip Morris CR a.s. v Kutné Hote bylo v roce
2016 recyklovéano. Této miry druhotného vyuziti odpadu coby dllezité
soucasti udrzitelnosti je dosazeno diky pokrocilym procesiim

za UCelem predchéazeni vzniku odpadu a rovnéz dostupnosti
recyklacnich nadob v kazdé ¢asti kutnohorské tovarny. Vedle toho
vyhledavame a uplatfiujeme nové moznosti v oblasti tfidéni odpadu.

bylo recyklovano

vroce 2016 Q/
From the total O
volume of waste

generated at the Philip Morris CRa.s.
factory in Kutna Hora
was recycled in 2016
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Waste Minimization

Almost 93%* of the total volume of waste generated

at the Philip Morris CR a.s. factory in Kutna Hora was recycled

in 2016. This rate of waste reuse and recycling was achieved
through advanced processes of preventing waste formation,

as well as through the availability of recycling boxes in every part of
the Kutna Hora factory. In addition, we explore and implement new
ways of sorting waste.

* Dle internich méfeni. Zaokrouhleno.
According to internal validation. Rounded.




Uhlikova stopa

Produkci emisi oxidu uhli¢itého se povedlo v nasi kutnohorské
tovarné za poslednich Sest let sniZit o 82 procent*. Téchto
pozitivnich vysledkd jsme doséahli hlavné diky nédkupu elektfiny
z obnovitelnych zdrojl a dale diky celkovému zefektivnéni
logistickych procest nebo Usporam ve spotiebé energie. Také
jsme uskutecnili fadu komplexnich vnitropodnikovych iniciativ
s ohledem na udrZitelnost, které rovnéz hraly kli¢ovou roli pfi
dosazeni vysledku.

za poslednich O/ *
Sest let snizili o 0

Carbon dioxide emissions
produced by our factory
in Kutna Hora have been
reduced over the

past six years by

)

Zapojeni kazdého zaméstnance

Uspésna realizace projektl tykajici se udrzitelnosti by nebyla
myslitelna bez aktivniho kazdodenniho zapojeni vSech
zaméstnanc( ve vyrobnim zavodé v Kutné Hote. Vytvaiime
prostfedi a pfilezitosti, aby kterykoliv zaméstnanec mohl predkladat
vlastni navrhy. Desitky takovych podnétd, které kazdy rok
obdrzime, jsou dlkazem jejich zodpovédnosti vici Zivotnému
prostfedi a aktivnino zajmu o oblast udrzitelnosti.

* Dle internich méfeni. Zaokrouhleno.
According to internal validation. Rounded.
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Carbon Footprint

Carbon dioxide emissions produced by our factory in Kutna Hora
have been reduced by 82%* over the past six years. We have
attained these positive results mainly by purchasing renewable
energy resources, as well as through the overall streamlining

of logistics processes and energy consumption savings. We have
also implemented a range of comprehensive internal initiatives
focused on sustainability that also had a key role in achieving
this result.

’

Involvement of each employee

The successful implementation of sustainability projects would

not have been possible without the active involvement and daily
engagement of all employees in the Kutna Hora factory. We create
an environment of opportunities, where each employee can submit
his or her own proposals. The dozens of proposals we receive
each year are a proof of our employees’ responsible attitude

on environmental issues and their active interest on sustainability.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016
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Zprava predstavenstva

Report of the board of directors

Spole&nost Philip Morris CR a.s. je pfednim vyrobcem a prodejcem
tabakovych vyrobkt v Ceské republice. Dospélym zakaznik(im
nabizi oblibené mezinarodni a doméaci znacky cigaret, jako jsou
Marlboro, L&M, Philip Morris, Chesterfield, Petra Klasik a Sparta,
ve vice nez 50 variantach v rliznych cenovych Urovnich.

Philip Morris CR a.s. je spole&nosti ve skupiné Philip Morris
International Inc. (,PMI*). Philip Morris CR a.s. vlastni 99%
obchodni podil v dcefiné spolecnosti Philip Morris Slovakia s.r.o.,
které je registrovana na Slovensku.

Tato zprava vychazi zejména z konsolidované ucetni zavérky
spole&nosti Philip Morris CR a.s. a Philip Morris Slovakia s.r.o.,
ktera byla sestavena v souladu s Mezinarodnimi standardy
ucetniho vykaznictvi ve znéni ptijatém Evropskou unii.

Konsolidované financni vysledky

Konsolidované trzby bez spotfebni dané a DPH ve vysSi

11,5 miliardy K& se zvysily 0 5,4% v porovnani s pfedchozim
rokem, a to zejména v dasledku pfiznivého vyvoje objemu
prodejd a miry zastoupeni jednotlivych znacek v prodejich

v Ceské republice a na Slovensku a zaroved pfiznivym vyvojem
cen v Ceské republice. Pi vylougeni vlivu m&nového kurzu se
konsolidované trzby bez spotfebni dané a DPH zvySily 0 5,6 %
v porovnani s predchozim rokem.

Zisk z provozni ¢innosti ve vysi 3,5 miliardy K& vzrostl 0 8,4 %

v porovnani s pfedchozim rokem, a to zejména v disledku
ptiznivého vyvoje objemu prodejt a miry zastoupeni jednotlivych
znadek v prodejich v Ceské republice a na Slovensku a zaroveri
priznivym vyvojem cen v Ceské republice. Tento nardst byl
Castecné eliminovan nizsimi kurzovymi zisky. Pfi vylouceni vlivu
meénového kurzu vzrostl zisk z provozni ¢innosti v porovnani

s predchozim rokem o 8,0 %.

Zisk pfed zdanénim ve vysi 3,5 miliardy K¢ vzrostl 0 8,1%
v porovnani s predchozim rokem, a to z divodud uvedenych vyse.

Cisty zisk ve vysi 2,8 miliardy K& vzrostl 0 7,7 % v porovnani
s pfedchozim rokem z dlivod( zminénych vyse.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

Philip Morris CR a.s. is the largest manufacturer and marketer

of tobacco products in the Czech Republic, providing adult
smokers with popular international and local brands such as
Marlboro, L&M, Philip Morris, Chesterfield, Petra Klasik and Sparta
in more than 50 variants across different price segments.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc.
(“PMI”). Philip Morris CR a.s. holds a 99% interest in Philip Morris
Slovakia s.r.o. registered in Slovakia.

The report of the Board of Directors is based

on the consolidated financial statements of Philip Morris CR a.s.
and Philip Morris Slovakia s.r.o. prepared in accordance

with International Financial Reporting Standards as adopted

by the European Union.

Consolidated Financial Results

Consolidated revenues, net of excise tax and VAT,

of CZK 11.5 billion increased by 5.4% versus the prior year,
mainly driven by favorable volume/mix in the Czech Republic
and Slovakia, as well as favorable pricing in the Czech Republic.
Excluding the impact of currency, consolidated revenues, net

of excise tax and VAT, increased by 5.6% versus the prior year.

Profit from operations of CZK 3.5 billion increased by 8.4%

versus the prior year, primarily reflecting favorable volume/mix

in the Czech Republic and Slovakia, as well as favorable pricing

in the Czech Republic, partially offset by lower exchange rate gains.
Excluding the impact of currency, profit from operations increased
by 8.0% versus the prior year.

Pre-tax income of CZK 3.5 billion increased by 8.1% versus
the prior year reflecting the items noted above.

Net income of CZK 2.8 billion increased by 7.7% versus the prior
year primarily reflecting the items noted above.



Podnikani v Ceskeé republice

Trzby v tuzemsku bez spotfebni dané a DPH se zvysSily 0 5,7 %

v roce 2016 v porovnéani s pfedchozim rokem na 6,0 miliard K¢,
zejména vlivem priznivého vyvoje objemu prodejd a miry
zastoupeni jednotlivych znac¢ek v prodejich ve vysi 186 milion K¢
a zaroven v disledku ptiznivého vyvoje cen ve vysi 137 milion( K¢,
odrazejiciho zvyseni spotrebni dané, které bylo zohlednéno

v prodejnich cenach Philip Morris CR a.s. v roce 2016.

Celkovy trh cigaret v Ceské republice vzrostl o odhadovanych 0,1%
v roce 2016 v porovnani s pfedchozim rokem na 20,5 miliardy kusd
cigaret.

Podle maloobchodniho priizkumu agentury Nielsen Company
(Europe) Sarl se trzni podil spoleénosti Philip Morris CR a.s. zvysil
0 0,2 procentniho bodu v roce 2016 v porovnanim s pfechozim
rokem z 45,9% na 46,1 %2. Toto zvySeni odrazelo nardst trzniho
podilu znacek Marlboro, L&M a Philip Morris. Znacka Marlboro
tézila ze zmény designu krabicek Cervené a zlaté varianty uvedené
v roce 2015. Pokracujici rast znacky L&M byl zejména podporen
Uspésnym uvedenim varianty L&M Double Forward Purple, cigarety
s ochucenou kapsli, v rostouci kategorii cigaret s kapsli uvnitf filtru,
uvedenych na trh v listopadu 2015. Rist znacky Philip Morris

byl zejména podporen pokracujicim uspéchem varianty

Philip Morris Original, uvedené na trh v fijnu 2015.

Zprava predstavenstva
Report of the board of directors
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Business in the Czech Republic

Domestic revenues, net of excise tax and VAT, increased

by 5.7% in 2016 versus the prior year to CZK 6.0 billion, primarily
driven by favorable volume/mix of CZK 186 million and as well
as favorable pricing of CZK 137 million mainly reflecting

the impact of the excise tax driven price increases implemented
by Philip Morris CR a.s. in 2016.

The total cigarette market in the Czech Republic increased
by an estimated 0.1% in 2016 versus the prior year to 20.5 billion
units.

According to retail audit research conducted by Nielsen Company
(Europe) Sarl, the cigarette market share of Philip Morris CR a.s.
increased by 0.2 share points in 2016 versus the prior year

from 45.9% to 46.1%2 mainly reflecting the strong performance
of Marlboro, L&M and Philip Morris. Marlboro performance
benefited from the new Red and Gold pack design introduced

in 2015. L&M'’s continued growth was mainly driven by the strong
performance of L&M Double Forward Purple flavor capsule
proposition in the expanding capsule segment, launched

in November 2015. Philip Morris’ growth was primarily driven

by the continued success of Philip Morris Original, launched

in October 2015.

45,9 46,1
6,6 10,8 28,5 6,8 10,7 |28,6
2015 2016

Trzni podil dle cenovych segmentt v Ceské republice (%)?
Market Share by Price Segment in the Czech Republic (%)?

Stredni Levny
Medium Low

Prémiovy
Premium

Zdroj: Nielsen Company (Europe) Sarl, Philip Morris CR a.s. (cenova segmentace)

Source: Nielsen Company (Europe) Sarl, Philip Morris CR a.s. (price segmentation)

Objem domaciho odbytu spoleénosti Philip Morris CR a.s.

se zvySil 0 3,9% v roce 2016 v porovnani s pfedchozim rokem

na 9,2 miliardy kusU cigaret. Toto zvyseni bylo zplisobeno zejména
ristem trzniho podilu u cigaret, jak je popséano vyse, spolu

s ristem trzniho podilu u jemné fezaného tabéku.

2 Podily jednotlivych cenovych segmentt za rok 2015 byly upraveny z divodu zmén v maloobchodnim
panelu, ve kterém agentura Nielsen Company (Europe) Sarl provadi vyzkum, a presunu nékterych variant
cigaretovych znac¢ek mezi cenovymi segmenty v pribéhu roku 2016.

The Czech domestic shipments of Philip Morris CR a.s. increased
by 3.9% in 2016 versus the prior year to 9.2 billion units, mainly
driven by a higher cigarette market share, as described above
and a higher fine cut market share.

22015 price segment shares were restated due to changes in Nielsen Company (Europe) Sarl’s retail audit
panel, as well as the price repositioning of some cigarette brand variants during 2016.
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Podnikani na Slovensku

Trzby spole¢nosti Philip Morris Slovakia s.r.o. bez spotfebni

dané a DPH vzrostly v mistni méné o 1,1% na 102,0 milion( eur

v porovnani s predchozim rokem predevsim v disledku pfiznivého
vyvoje objemu prodejd a miry zastoupeni jednotlivych znacek

v prodejich ve vysi 2,8 milionu eur.

Celkovy trh cigaret na Slovensku poklesl o odhadovanych 0,3 %
v roce 2016 v porovnani s pfedchozim rokem na 7,1 miliardy kusu.

Podle maloobchodniho prizkumu agentury Nielsen Company
(Europe) Sarl se trzni podil spole¢nosti Philip Morris Slovakia s.r.o.
na slovenském trhu zvysil o 0,1 procentniho bodu v roce 2016

v porovnani s predchozim rokem z 57,0 % na 57,1 %°. Toto zvySeni
bylo zejména podporeno nartistem podilu znacek L&M a Philip
Morris, coz bylo Easte¢né eliminovano niz8im trznim podilem
mistnich znacek. Rdst znacky L&M byl podpofen UspésSnym
uvedenim dvou inovaci v rostouci kategorii cigaret v uzsim forméatu
L&M Loft 2in 1 a L&M Loft Blue, uvedenych na trh v Gnoru 2016.
Znacka Philip Morris téZila zejména z migrace varianty Petra SSL
do znacky Philip Morris na konci roku 2015 spolu s Usp&Snym
uvedenim varianty Philip Morris Pearl Cap, v kategorii cigaret

v uzsim formatu, uvedenych na trhu v prosinci 2015.

Business in Slovakia

Philip Morris Slovakia s.r.o. revenues, net of excise tax and VAT,
increased by 1.1% versus the prior year to EUR 102.0 million

in local currency terms, primarily driven by favorable volume/mix
of EUR 2.8 million.

The total cigarette market in Slovakia decreased by an estimated
0.3% in 2016 versus the prior year to 7.1 billion units.

According to retail audit research conducted

by Nielsen Company (Europe) Sarl, the cigarette market share

of Philip Morris Slovakia s.r.o. increased by 0.1 share points

in 2016 versus the prior year from 57.0% to 57.1%2, primarily driven
by the strong performance of L&M and Philip Morris, partially
offset by share declines of local brands. L&M’s growth was driven
by successful launch of two innovations in the segment of slimmer
diameter cigarettes, L&M Loft 2 in 1 and L&M Loft Blue in February
2016. Philip Morris benefited from the migration of Petra SSL

to Philip Morris at the end of 2015, coupled with successful launch
of Philip Morris Pearl Cap in the segment of super slim diameter
cigarettes, introduced in December 2015.

57,0 57,1
10,9 L 40,7 9,4 L 42,6
2015 2016

Trzni podil dle cenovych segmentl na Slovensku (%)?
Market Share by Price Segment in Slovakia (%)3

Stredni Levny
Medium Low

Prémiovy
Premium

Zdroj: Nielsen Company (Europe) Sarl, Philip Morris Slovakia s.r.o. (cenova segmentace)

Source: Nielsen Company (Europe) Sarl, Philip Morris Slovakia s.r.o. (price segmentation)

Objem domaciho odbytu spolecnosti Philip Morris Slovakia s.r.o.
se zvySil 0 0,7% v roce 2016 v porovnani s predchozim rokem
na 4,0 miliard kusU cigaret. Toto zvySeni bylo zplsobeno vySSim
trznim podilem, jak je uvedeno vyse.

3 Podily jednotlivych cenovych segmentt za rok 2015 byly upraveny z divodu zmén v maloobchodnim
panelu, ve kterém agentura Nielsen Company (Europe) Sarl provadi vyzkum, a presunu nékterych variant
cigaretovych zna¢ek mezi cenovymi segmenty v pribéhu roku 2016.
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The shipments of Philip Morris Slovakia s.r.o. increased by 0.7%
in 2016 versus the prior year to 4.0 billion units, reflecting higher
market share as described above.

32015 price segment shares were restated due to changes in Nielsen Company (Europe) Sarl's retail audit
panel, as well as the price repositioning of some cigarette brand variants during 2016.



Vyrobni sluzby
V roce 2016 trzby za vyrobni sluzby dosahly 2,7 miliardy K¢.

Vyhled

Zakon ¢. 315/2015 Sb.4, kterym se méni zédkon ¢. 353/2003 Sb.,
o spotfebnich danich zavedl trilety plan spotfebnich dani pro
tabakové vyrobky pro roky 2016 az 2018.

Od 1. ledna 2017 byla pevna (specificka) ¢ast spotfebni dané
zvySena o 30KE na 1 420K¢ na 1 000 cigaret a od 1. ledna 2018
bude zvysena o dalSich 40K& na 1 460K¢ na 1 000 cigaret.
Minimalni spotfebni dan na cigarety vzrostla o 50K¢ na 2 570K¢&
na 1 000 cigaret v roce 2017 a bude zvySena o dalSich 60 K¢

na 2 630K¢ na 1 000 cigaret v roce 2018. Valoricka slozka se

v porovnani s rokem 2016 (v sou¢asnosti na Urovni 27 %) v letech
2017 a 2018 nezméni. ZvySeni spotfebni dané v letech 2017 a 2018
se tyka téz doutnik(, cigarillos a jemné fezaného tabaku. Spotrebni
dan z jemné fezaného tabaku vzrostla na 2 185K¢ za 1kg v roce
2017 a bude déle zvySena na 2 236 K¢ za 1kg v roce 2018. Vyse
uvedena zvySeni spotfebni dané jsou doplnéna stanovenim
pevného data doprodeje cigaret kone¢nému spotrebiteli, a to tfi
mésice od nabyti G¢innosti nové sazby dané.

Dnem 31. kvétna 2017 vstoupi v U¢innost novy zakon

€. 65/2017 Sb., o ochrané zdravi pfed skodlivymi Ucinky
navykovych latek. Zékon reguluje prodej tabékovych vyrobkd,
kurackych pomdcek, bylinnych vyrobkd uréenych ke koufeni

a elektronickych cigaret a také zahrnuje rozsahly zakaz koureni.

Na Slovensku byl schvalen tfilety dafovy plan od roku 2017

do roku 2019, a to prostfednictvim novely zakona ¢. 106/2004 Sb.,
o spotfebni dani z tabakovych vyrobk, publikované jako zakon
¢.296/2016 Sb®. Od 1. Unora 2017 pevna sazba dané na cigarety
vzroste z 59,50 EUR na 61,80 EUR za tisic cigaret; sazba minimalni
dané z cigaret se zvysi z 91,00 EUR na 96,50 EUR za tisic kusU:;
zatimco procentni sazba z(stane nezménéna; sazba dané za tabék
ke koufeni vzroste ze 71,11 EUR na 73,90 EUR za 1 kilogram.

Dalsi zvySovani sazeb je schvaleno s ucinnosti od 1. Unora 2019,
kdy je pevna sazba dané z cigaret stanovena na Uroven 64,10 EUR
za tisic cigaret, minimalni sazba dané z cigaret na 100,10 EUR

za tisic kusl a sazba z tabaku ke kouteni na 76,70 EUR

za 1 kilogram. VySe uvedené zmény sazeb jsou doprovazeny
jednomési¢nim terminem pro doprodej cigaret a osmimésicnim
terminem pro doprodej tabaku ke koufeni jako opatfeni proti
predzasobeni.

4Zakon ¢. 315/2015 Sb. ze dne 11. listopadu 2015, kterym se méni zakon ¢. 353/2003 Sb.,
0 spotfebnich danich, ve znéni pozdéjsich predpisu.

5 Zakon ¢. 296/2016 Sb. z 12. fijna 2016 pozmeénuijici zakon ¢. 106/2004 Sb., o spotfebni dani
z tabakovych vyrobka.
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Manufacturing Services

In 2016 the revenues from manufacturing services reached
CZK 2.7 billion.

Outlook

Act no. 315/2015 Coll.* amending Act no. 353/2003 Coll.
on excise taxes introduced a three-year excise tax roadmap
for 2016-2018.

As of January 1, 2017 the specific component for cigarettes
increased by CZK 30 to CZK 1 420 per 1 000 cigarettes

and as of January 1, 2018 it will further increase by an additional
CZK 40 to CZK 1 460 per 1 000 cigarettes. The minimum

tax for cigarettes increased by CZK 50 to CZK 2 570

per 1 000 cigarettes in 2017 and will further increase

by additional CZK 60 to CZK 2 630 per 1 000 cigarettes in 2018.
The ad-valorem component remains flat versus 2016 (at the current
level of 27% of the retail selling price) in 2017 and 2018. The excise
tax increases in 2017 and 2018 were also adopted for cigars,
cigarillos and for fine cut tobacco. The fine cut tobacco excise

tax rate increased to CZK 2 185 per 1 kg in 2017 and will further
increase to CZK 2 236 per 1 kg in 2018. The above mentioned
excise tax increases are accompanied by a three-month retail
sell-by-date anti-forestalling regulation applicable to cigarettes only.

New Act no. 65/2017 Coll. on the protection of health from harmful
effects of addictive substances enters into effect on May 31, 2017.
The Act regulates sales of tobacco products, smoking accessories,
herbal products for smoking and electronic cigarettes and also
introduces a comprehensive smoking ban.

In Slovakia, Amendment to Act no. 106/2004 Coll. on Tobacco
Excise Tax was adopted and published as Act no. 296/2016 Coll.®
introducing a three-year fiscal roadmap from 2017 to 2019.

As of February 1, 2017, specific excise rate for cigarettes increases
from 59.50 EUR to 61.80 EUR per 1 000 cigarettes; minimum
excise rate for cigarettes increases from 91.00 EUR to 96.50 EUR
per 1 000 cigarettes; while the ad-valorem component remains
unchanged; fine cut tobacco excise tax rate increases from

71.11 EUR to 73.90 EUR per 1 kg. Additional increase has

been legislated for February 1, 2019, when specific component

for cigarettes is set at the level of 64.10 EUR per 1 000 cigarettes,
minimum excise tax rate for cigarettes at the level of 100.10 EUR
per 1 000 cigarettes and fine cut tobacco excise tax rate

at 76.70 EUR per 1 kg. The above mentioned excise tax increases
are accompanied by a one-month retail sell-by-date anti-forestalling
regulation for cigarettes and eight-month for fine cut tobacco.

Act no. 315/2015 of November 11, 2015 amending Act no. 353/2003 Coll. on excise taxes,
as amended.

Act no. 296/2016 Coll. of 12 October 2016 amending Act no. 106/2004 Coll. on excise taxes
on tobacco products
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Dale s uc¢innosti od 1. kvétna 2017 novelizovany zakon zavadi
danovou kategorii pro bezdymové tabakové vyrobky, které se
nespotfebovavaji spalovanim (s vyjimkou snupavého a Zvykaciho
tabaku). Danovou béazi pro jejich zdanéni je hmotnost tabaku

ve vyrobku a sazba odpovida dani na tabak ke koureni

(tj. 73,90 EUR za 1 kilogram od 1. Unora 2017 a 76,70 EUR

za 1 kilogram od 1. Ginora 2019).

Nejistoty v ekonomickém prostfedi EU, zejména s dopady

na zaméstnanost a disponibilni pfijmy, ztézuji pfedpovéditelnost
potencialniho vystaveni se pretrvavajicimu prechodu spotrebitell
na levnéjsi znacky i jiné tabakové alternativy nebo zvySené mite
nelegélnich prodejd. Postupné a mirné zvySovani spotrebnich dani
zmirfiuje nékteré nejistoty, které mohou ovlivnit nasi obchodni
¢innost. Pokracujeme v implementaci planovanych iniciativ
zamérenych na zvySeni produktivity s cilem udrzet naklady

na stejné Urovni. Také nase trvalé zaméreni na inovaci portfolia
znacek, které je vedeno predjimanim novych trend( u dospélych
kurakad, véetné vyrobkl s potencialem snizené Skodlivosti, nam
umozni u&inné konkurovat jak v Ceské republice, tak na Slovensku.

Regulace tabakovych vyrobkl

Philip Morris CR a.s. a Philip Morris Slovakia s.r.o. podporuji
komplexni a u¢innou regulaci tabakovych vyrobk( zalozenou
na principu snizovani Skodlivosti.

Uznavame a podporujeme pravomoc vlad regulovat tabakové
vyrobky ve vefejném zajmu. Podporujeme fadu forem regulace
tabakovych vyrobkd, jakou jsou omezeni reklamy, postihy

za prodej tabakovych vyrobkU nezletilym a jasna zdravotni varovani
na obalech cigaret. Efektivni politika kontroly tabaku vyzaduje
promyslené rozhodovani postavené na dlikazech. Vérime, ze
vedeni dialogu mezi v§emi zainteresovanymi stranami - vladami,
regula¢nimi orgéany a primyslem - je zékladem pro pfijimani
rozhodnuti, kterd mohou snizit vyskyt koufeni, aniz by doslo

k nezamyslenym dopadim.

PrestoZe podporujeme komplexni, U¢innou regulaci tabakovych
vyrobk(, nepodporujeme regulaci znemozniujici dospélym
kuraklm koupit si a pouzivat tabakové vyrobky, ani regulaci
kladouci fungovani legitimniho trhu s tabakovymi vyrobky
zbytecné prekazky. V tomto ohledu se branime opatfenim, jako
jsou jednotné baleni, zakaz vystaveni v misté prodeje, zakaz
komunikace s dospélymi kufaky ¢i zakaz pouzivani prisad

v tabakovych vyrobcich. Oproti tomu podporujeme regulaci,
ktera umoznuje vyvoj, marketing a prodej vyrobkl s potencialem
snizené Skodlivosti. Takové vyrobky mohou u dospélych osob,
které by jinak neprestaly kourit, nahradit cigarety.
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Additionally, effective as of May 1, 2017, the amended

Act introduces excise tax for smokeless tobacco products

not consumed through a process of combustion (excluding
nasal and chewing tobacco). The taxable base for smokeless
tobacco products will be the weight of tobacco in the smokeless
tobacco product and the excise tax rate will correspond

to the excise tax rate for fine cut tobacco (i.e. 73.90 EUR

per 1 kg as of February 1, 2017, and 76.70 EUR per 1 kg

as of February 1, 2019).

The uncertainties in the economic environment across the EU,
particularly impacting employment and disposable income,
make it difficult to predict any potential exposure to consumer
down-trading to cheaper cigarettes and other tobacco alternatives,
or to an increase in illicit trade. Gradual and moderate excise tax
increases tend to mitigate some uncertainties that could affect
our business. We remain committed to continuing to implement
our planned productivity initiatives to manage our cost base.
Moreover, our continued focus on brand portfolio innovation,
driven by anticipation of emerging adult smoker trends, including
reduced-risk products, will allow us to compete effectively in both
the Czech Republic and Slovakia.

Strong and Effective Regulation

Philip Morris CR a.s. and Philip Morris Slovakia s.r.0. support
comprehensive regulation of tobacco products based
on the principle of harm reduction.

We respect and support a government’s authority to regulate
tobacco products in the public interest. We support a variety

of tobacco regulations including advertising restrictions, penalties
for selling tobacco products to minors and clear health warnings
on cigarette packaging. Effective tobacco control policy requires
evidence based and sound decision making. We believe that
informed dialogue among all stakeholders - governments,
regulators, industry - is essential to policy decisions that can
reduce smoking rates, while avoiding unintended consequences.

While we support comprehensive, effective tobacco regulation,
we do not support regulation that prevents adult smokers

from purchasing and using tobacco products or that imposes
unnecessary impediments to the operation of the legitimate
tobacco market. In this regard, we oppose plain packaging,
point of sale display bans, bans on communication to adult
smokers and bans on the use of ingredients in tobacco
products. On the other hand we support regulation, which allows
the development, marketing and sale of products that have

the potential to reduce the health risks associated with smoking,
enabling those products to replace cigarettes for adults who would
otherwise continue to smoke.



Smeérnice o tabakovych vyrobcich

Smeérnice o tabakovych vyrobcich vstoupila v platnost dne

19. kvétna 2014 napfi¢ zemémi Evropské unie. V Ceské republice
byla Smérnice o tabakovych vyrobcich transponovana
prostrednictvim zékona ¢. 180/2016 Sb., ktery novelizuje zédkon

¢. 110/1997 Sb., o potravinach a tabakovych vyrobcich, a dalSich
souvisejicich zakon( a také provadéci vyhlasky ¢. 261/2016 Sb.
Oba pravni predpisy nabyly u¢innosti dnem 7. zafi 2016.

U nékterych zmén smérnice dovoluje delsi prechodné obdobi
pro dosazeni souladu s novou regulaci. Cigarety a jemné fezany
tabéak, které nejsou v souladu s novou legislativou, mohly byt
prodavany do 7. prosince 2016, zatimco cigarillos, doutniky

a elektronické cigarety mohou byt prodavany do 20. kvétna 2017.
Mentolové cigarety, véetné cigaret s mentolovymi kapslemi, mohou
byt v Ceské republice prodavany do 20. kvétna 2020.

Nové pravni Uprava zavedla pravidla tykajici se, mimo jiné,

vyroby a prodeje tabakovych vyrobkd, jakoZ i regulacéni ramec

pro komercializaci elektronickych cigaret a novych tabakovych
vyrobkd. Kromé toho nova legislativa obsahuje dalSi opatfeni, jako
jsou zvétSena zdravotni varovani pokryvajici 65 % hlavnich stran
cigaretovych krabi¢ek, povinné hlaseni o obsazenych ptisadach,
zékaz pouzivani charakteristickych prichuti pfi vyrobé tabakovych
vyrobkd jinych nez mentol, stejné jako novy soubor pozadavki
tykajicich se sledovatelnosti a dohledatelnosti tabakovych vyrobk
s cilem zvysit U¢innost prevence nelegalniho obchodu.

Evropska smérnice o tabakovych vyrobcich déale reguluje
elektronické cigarety jako spottebni zbozi spise nez jako |écivé
pripravky. Pokud elektronické cigarety splfiuji definici IéCivych
pripravkd, vztahuji se na né jiné predpisy EU.

Na Slovensku byla Smérnice EU o tabakovych vyrobcich
transponovana do mistniho pravniho fadu s U¢innosti

od 20. kvétna 2016 zakonem ¢. 89/2016 Sb.%, o vyrobé, oznacovani
a prodeji tabdkovych vyrobkl a souvisejicich vyrobk( a zméné

a doplnéni nékterych zakon. Cigarety se zdravotnim varovanim
odpovidajicim zakonu u¢innému pred 20. kvétnem 2016 mohly byt
prodavany do 31. srpna 2016 a tabak a ostatni tabakové vyrobky
mohou byt prodéavany do 20. kvétna 2017. Mentolované cigarety
vCetné cigaret s mentolovymi kapslemi mohou byt prodavany

do 20. kvétna 2020.

6 Zakon ¢. 89/2016 Sb. z 25. listopadu 2015, o vyrobé, oznac¢ovani a prodeji tabakovych vyrobku
a souvisejicich vyrobk( a zméné a doplnéni nékterych zakon(.
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Tobacco Products Directive

Across the EU, the Tobacco Product Directive entered into force
on May 19, 2014. In the Czech Republic, Act no. 180/2016 Coll.
amending Act no. 110/1997 Coll. on foodstuffs and tobacco
products and other related laws together with Decree

no. 261/2016 Coll., which transpose the EU Tobacco Product
Directive, entered into effect on September 7, 2016. For certain
changes, the Directive allowed longer transitional periods

to comply with the new regulation. Cigarettes and fine cut products
not compliant with the new legislation were allowed to be sold

until December 7, 2016. Cigarillos, cigars and electronic cigarettes
can be sold until May 20, 2017. Mentholated cigarettes, including
menthol capsules, are allowed to be marketed until May 20, 2020.

The new legislation introduced new rules on - among others

- manufacturing and sales of tobacco products, as well as

a regulatory framework for the commercialization of e-cigarettes
and novel tobacco products. In addition, the new legislation
includes other measures such as enlarged health warnings
covering 65% of the main surfaces of cigarette packs, mandatory
reporting on ingredients, a ban on the use of characterizing
flavors in manufacturing of tobacco products, other than menthol
cigarettes, as well as a new set of requirements related to

the tracking and tracing of tobacco products in order to enhance
the effectiveness of illicit trade prevention. Furthermore, the EU
Tobacco Products Directive regulates e-cigarettes as consumer
goods rather than as medicinal products. If e-cigarettes qualify
as medicinal products, other EU rules continue to apply.

In Slovakia, the EU Tobacco Products Directive was transposed

to the Slovak national legislation by Act no. 89/2016 Coll.6

on manufacture, labelling and sale of tobacco products and related
products and on the amendment and supplement to selected

laws adopted by the Slovak Parliament on November 25, 2015.
The cigarettes with health warnings compliant with the legislation
effective before May 20, 2016 could be sold until August 31, 2016
and fine cut tobacco and other tobacco products can be sold until
May 20, 2017. Mentholated cigarettes, including menthol capsules,
can be marketed until May 20, 2020.

Act no. 89/2016 Coll. of 25 November 2015 on manufacture, labelling and sale of tobacco products
and related products and on the amendment and supplement to selected laws.
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Spolecenska odpovédnost

Jednim z naSich zéasadnich cilll je byt socialné odpovédnou
spole¢nosti. Zavéazali jsme se komunikovat o skute¢nych
zdravotnich rizicich spojenych s koufenim a podporujeme uc¢innou
a na dikazech zaloZzenou regulaci tabakovych vyrobkd, ktera
vychazi z principu snizovéani zdravotnich dopad( zptsobenych
tabakovymi vyrobky.

Kromé toho podporujeme pfijimani a vymahani dodrzovani
pravnich predpist, které stanovuji minimalni vék pro prode;
tabakovych vyrobkd, a zce spolupracujeme s maloobchodniky
a ostatnimi partnery pfi realizaci program( zamérenych

na prevenci koureni mladistvych.

V roce 2016 Philip Morris Slovakia s.r.o. pokracovala v podpore
programu na prevenci koufeni mladistvych ,Na véku zalezi“,
poprvé uvedeného v roce 1998. Cilem tohoto programu je zabranit
mladistvym v pfistupu k tabakovym vyrobk{m prostfednictvim
podpory prodejcl v dodrzovani pravniho pozadavku na minimalni
vék nakupujiciho. V roce 2016 Philip Morris Slovakia s.r.o. vyskolila
vice nez 13 000 prodejcu s cilem zajistit, aby tabakové vyrobky
nebyly prodavany osobam mladsim 18 let.

Charitativni programy

V uplynulych 25 letech spole&nost Philip Morris CR a.s. vyznamné
podporovala charitativni projekty a programy. Podporené
charitativni projekty jsou pIné v souladu s kli¢ovymi oblastmi
darcovstvi, které stanovila nase matefska spole¢nost PMI a které
definuji charitativni programy na celém svété. V roce 2016

jsme pokracovali ve spolupraci se Slovensko-¢eskym Zenskym
fondem, ktery se spolu s partnerskymi organizacemi vénuje
podpore prevence domaciho nésili a obchodu s lidmi. Pokracovali
jsme v dlouhodobé spolupraci s vyznamnymi charitativnimi
organizacemi v Ceské republice, jako jsou Nadaéni fond Slunce
pro vSechny a Byznys pro spole¢nost.

Na Slovensku se nase charitativni aktivity zamérovaly na oblast
pfistupu ke vzdélani a posilovani role Zen. V roce 2016

Philip Morris Slovakia s.r.0. uspofadala sbirku Satstva
proznevyhodnéné spoluobcany z celého Slovenska. Spole¢nost
také na celém Uzemi podpofila nékolik organizaci, které bojuji proti
doméacimu nasili, rozvijeji mladez z etnickych mensin a z dalSich
znevyhodnénych oblasti. Philip Morris Slovakia s.r.o. také
pokraCovala v podpofe komunit, zejména handicapovanych

a lidi bez domova.
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Social Responsibility

One of our principal goals is to be a socially responsible company.
We are committed to communicating the serious health effects

of smoking and we advocate for effective, evidence-based tobacco
regulation founded on the principle of harm reduction.

Furthermore, we support the enactment and strict enforcement
of laws that set a minimum age to purchase tobacco products
and work closely with retailers and other partners to implement
youth smoking prevention programs.

In 2016, Philip Morris Slovakia s.r.o. continued to support the youth
smoking prevention program “Age Matters”, launched in 1998.

The objective of this program is to prevent the access of minors

to tobacco products by encouraging retailers to comply with
minimum age legislation for purchasing tobacco products. In 2016,
Philip Morris Slovakia s.r.o. educated more than 13 000 retailers

to ensure tobacco products are not sold to minors.

Charitable Giving

Over the past 25 years, Philip Morris CR a.s. has contributed
significantly to charitable activities. Our projects are fully aligned
with the key giving areas that have been identified by our parent
company, PMI, which guide the company's giving programs
around the world. In 2016, we continued our cooperation with
the Slovak-Czech Women'’s fund, which works with partner
organizations to support prevention of domestic violence

and human trafficking. We continued our long-term cooperation
with major charitable organizations in the Czech Republic such
as “Sun for All” and “Business for Society.”

In Slovakia, our charitable activities were focused on the areas

of access to education and empowering women. In 2016,

Philip Morris Slovakia s.r.0. organized a collection of clothes

for disadvantaged people across Slovakia. The company also
supported a number of organizations across the country that

fight against domestic violence, develop programs supporting
youth from minorities and other disadvantaged areas.

Philip Morris Slovakia s.r.o. also focused on the continued support
of communities, especially handicapped and homeless people.



Je mozné, Ze nejriznéjsi dokumenty vyhotovené

Philip Morris CR a.s., jako jsou naptiklad dokumenty ptedloZené
Ceské narodni bance &i jinym statnim organtim nebo zpravy
akcionartm, tiskové zpravy a zpravy pro investory na internetu,
obsahuji Ustni &i pisemna vyjadreni tykajici se o¢ekavani

do budoucna. Tato vyjadreni Ize charakterizovat slovy ,strategie®,
,ocekavani*, ,vyvoj", ,plany“, ,pfedpovédi‘, ,domnénky", ,postoje",
,odhady", ,umysly“, ,projekty, ,cile®, ,zaméry“ nebo jinymi slovy
podobneého vyznamu. Pro tato vyjadfeni je rovnéz charakteristickeé,
ze se nevztahuji vylu¢né na historické nebo souc¢asné skutecnosti.

Philip Morris CR a.s. nemuize zarugit, Ze jakékoli vyjadreni tykajici
se oCekavani do budoucna se skute¢né naplni, ackoliv jsme
presvédceni, Zze vSechny plany a predpovédi vyhotovujeme

na zakladé peclivého uvazeni. Dosazeni budoucich vysledkl
muze byt ovlivnéno riziky, nejistotami a nepresnymi predpoklady.
Skute¢né vysledky se proto mohou lisit od odhadovanych,
predpovidanych nebo planovanych vysledk(, pokud nastanou
znama nebo v sou¢asnosti neznama rizika a nejistoty nebo pokud
se vychozi predpoklady ukazou jako nepresné. Investofi by

tato rizika méli vzit v Gvahu pfi posuzovani vyhledovych sdéleni

a investic do cennych papir(i spole&nosti Philip Morris CR a.s.

Prohlasujeme, Ze podle naseho nejlepsiho védomi podava vyroéni
zprava a konsolidovana vyrocni zprava vérny a poctivy obraz

o finanéni situaci, podnikatelské ¢innosti a vysledcich hospodareni
spole&nosti Philip Morris CR a.s. a jejiho konsolidaéniho celku

za uplynulé Gc¢etni obdobi a o vyhlidkach budouciho vyvoje
finanéni situace, podnikatelské ¢innosti a vysledkd hospodareni.

V Kutné Hofte dne 27. bfezna 2017

Report of the board of directors

Forward-Looking and Cautionary
Statements

Philip Morris CR a.s. may from time to time make written or oral
forward-looking statements, including statements contained

in filings with the Czech National Bank or other authorities,

in reports to shareholders and in press releases and investor
webcasts. You can identify these forward-looking statements

by use of words such as “strategy,” “expects,” “continues,” “plans,”
“anticipates,” “believes,” “will,” “estimates”, “intends,” “projects,”
“goals,” “targets” and other words of similar meaning. You can also
identify them by the fact that they do not relate strictly to historical
or current facts.

Philip Morris CR a.s. cannot guarantee that any forward-looking
statement will be realized, although we believe we have been
prudent in our plans and assumptions. Achievement of future
results is subject to risks, uncertainties and inaccurate
assumptions. Should any known or unknown risks or uncertainties
materialize, or should underlying assumptions prove inaccurate,
actual results could vary materially from those anticipated,
estimated or projected. Investors should bear this in mind as they
consider forward-looking statements and whether to invest

in or remain invested in Philip Morris CR a.s. securities.

We confirm that to the best of our knowledge the annual report
and the consolidated annual report gives a true and fair view

of the financial situation, business activities and economic results
of Philip Morris CR a.s. and its consolidated group for the last
accounting period, and prospects for the future development

of its financial position, business activities and economic results.

In Kutna Hora on March 27, 2017

¥

Arpad Kénye
predseda predstavenstva
Philip Morris CR a.s.

‘(o
Uora

Stanislava Jurikova
¢len predstavenstva
Philip Morris CR a.s.
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Zprava dozorci rady

Report of the supervisory board

Zprava dozoréi rady Philip Morris CR a.s. o vysledcich jeji
kontrolni éinnosti za uéetni obdobi kalendafniho roku 2016

Dozoréi rada spole&nosti Philip Morris CR a.s. (,Spole&nost®) vyvijela
svou ¢innost v souladu s ¢lankem 16 stanov Spolec¢nosti, jakoz
i's pfislusnymi pravnimi pfedpisy.

V pribéhu celého roku 2016 dozorci rada Spolecnosti sledovala

a hodnotila vyvoj a vedeni obchodni ¢innosti Spole¢nosti a zvlastni
pozornost vénovala jeji financ¢ni situaci. Dozorc¢i rada Spole¢nosti byla
béhem roku pIné informovana o prijimanych finan¢nich opatfenich

a rovnéz kontrolovala investi¢ni vydaje v souvislosti s rozpoétem

a harmonogramem jejich uskute¢novani. V ramci své kontrolni
ginnosti dozorci rada rovnéz Uzce spolupracovala s vyborem

pro audit Spole¢nosti, a to ve vSech zéalezitostech spadajicich

do pUsobnosti obou téchto organd, véetné jmenovani statutarnino
auditora.

Dozorci rada Spole¢nosti potvrzuje, Ze veskere projekty Spole¢nosti
byly pIné odlvodnéné s ohledem na souc¢asné a budouci potreby
Spolecnosti. Dozorci rada Spole¢nosti souhlasi s obchodnimi
aktivitami Spolecnosti v roce 2016 a jeji ekonomické vysledky

za uvedeny rok povazuje za dobré.

Vzhledem k tomu, Ze dozor¢i rada Spole¢nosti nezjistila

v podnikatelské ¢innosti ani ve fungovani Spole¢nosti zadné
nedostatky, dovoluje si timto odkazat akcionare na vyroéni

zpravu Spole¢nosti za Ucetni obdobi kalendarniho roku 2016,
zpravu predstavenstva o podnikatelské ¢innosti za U¢etni obdobi
kalendarniho roku 2016 a zpravu pfedstavenstva o vztazich mezi
ovladajici osobou a osobou ovladanou a mezi ovladanou osobou
a osobami ovladanymi stejnou ovladajici osobou za ucetni obdobi
kalendarniho roku 2016, s nimiz se plné ztotoZnuje.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

Report of the Supervisory Board of Philip Morris GRa.s.
on the results of its supervisory activities in the 2016 calendar
year accounting period

The Supervisory Board of the company Philip Morris CR a.s.
(the ,Company*) conducted its activities in accordance

with Article 16 of the Company’s Articles of Association

and the relevant legal regulations.

Throughout 2016, the Company’s Supervisory Board monitored

and reviewed the progress and management of the Company’s
activities while paying special attention to its financial state. During

the year, the Company’s Supervisory Board was fully advised

of the financial measures passed and also reviewed the capital
expenditures against the budgets and the timetables for their
implementation. Within its supervisory activities, the Supervisory Board
also closely cooperated with the Audit Committee of the Company

in all matters falling within the scope of these two bodies

of the Company, including the appointment of statutory auditor.

The Company’s Supervisory Board confirms that all the Company’s
projects were fully justified in terms of the Company’s current

and future needs. The Company’s Supervisory Board agrees with

the Company’s business activities in 2016 and considers its economic
results for the said year satisfactory.

As the Company’s Supervisory Board found no shortcomings

in the Company’s business activities or operations, it hereby refers

the shareholders to the Company’s Annual Report for the 2016
calendar year accounting period, the report of the Board of Directors
on the Company’s Business Activities for the accounting period of
2016 and the Report of the Company’s Board of Directors on Relations
between Controlling Entity and Controlled Entity, and between
Controlled Entity and Entities Controlled by the same Controlling Entity
for the 2016 calendar year accounting period, with which it fully agrees.



Stanovisko dozoréi rady Spolec¢nosti ke zpravé predstavenstva
Spolecnosti o vztazich mezi ovladajici osobou a osobou
ovladanou a mezi ovladanou osobou a osobami ovladanymi
stejnou ovladajici osobou (,,Zprava o vztazich®) za ucetni
obdobi kalendainiho roku 2016

Dozor¢i rada Spolecnosti prezkoumala ve smyslu § 83 odst. 1
zakona ¢. 90/2012 Sb., o obchodnich spole¢nostech a druzstvech,
(,zakon o obchodnich korporacich®) Zpravu o vztazich za Gcéetni
obdobi kalendafniho roku 2016, povaZzuje Udaje v ni obsazené

za spravné a nema k ni vyhrad.

Dozor¢i rada Spolecnosti souhlasi se zavérem predstavenstva
Spolec¢nosti, Ze v rozhodném obdobi nevznikla Spole¢nosti

v dUsledku uzavieni smluv mezi Spole¢nosti a ostatnimi osobami ze
skupiny, jejiz soucésti je i Spoleénost, jinych jednani ¢i opatreni, ktera
byla v zajmu nebo na popud téchto osob uskuteénéna Spoleénosti,
ani plnéni ¢i protiplnéni ze strany Spole¢nosti, uvedenych ve Zpravé
o vztazich za ucetni obdobi kalendafniho roku 2016, Zadna djma.
Vzhledem k témto skuteénostem nebylo nutné posouzeni vyrovnani
ujmy podle ust. § 71 a 72 zakona o obchodnich korporacich.

Vyjadreni dozoréi rady Spoleénosti k fadné ucetni zavérce
Spoleénosti za rok 2016, fadné konsolidované ucetni zavérce
Spolecnosti za rok 2016 a k navrhu predstavenstva Spole¢nosti
na schvaleni fadné ucetni zavérky za rok 2016, radné
konsolidované ucetni zavérky za rok 2016 a na rozdéleni zisku
véetné stanoveni vySe a zplsobu vyplaty dividend

Dozor¢i radé Spolecnosti byla predstavenstvem Spolecnosti
pfedloZena fadna Ucetni zaverka Spole&nosti za Ucetni obdobi
kalendarniho roku 2016 a fadna konsolidovana ucetni zavérka
Spolecnosti za Uc¢etni obdobi kalendarniho roku 2016 (,ucetni
zavérky“) a navrh predstavenstva Spole¢nosti na schvaleni Ucetnich
zavérek a na rozdéleni zisku véetné stanoveni vyse a zplsobu vyplaty
dividend (,navrh predstavenstva®).

Dozorc&i rada Spole¢nosti pfezkoumala Ucetni zaverky a dosla

k zavéru, ze Ucetni postupy pouzivané Spoleénosti jsou spravné

a ucetni zaznamy Spolec¢nosti jsou vedeny fadné, to vSe v souladu
s prislusnymi pravnimi a Ucetnimi predpisy a se stanovami
Spolec¢nosti.

Report of the supervisory board

Statement of the Company’s Supervisory Board regarding

the report of the Company’s Board of Directors on relations
between controlling entity and controlled entity and between
controlled entity and entities controlled by the same controlling
entity (the ,Report on Relations®) for the 2016 calendar year
accounting period

The Company’s Supervisory Board reviewed the Report on Relations
for the 2016 calendar year accounting period within the meaning

of Section 83 (1) of the Act no. 90/2012 Coll., on Commercial
Companies and Cooperatives (the ,Business Corporations Act®)

and finds all the data contained therein accurate and has

no reservations about it.

The Company’s Supervisory Board agrees with the conclusion

of the Company’s Board of Directors that, in the relevant period,

the Company suffered no detriment as a result of the execution

of agreements between the Company and other entities from

the group into which the Company belongs, other acts or measures
carried out by the Company in the interest of these entities

or on their inducement, or any performance or counter-performance
by the Company, as stated in the Report on Relations. Consequently,
no assessment of the settlement of any detriment pursuant to Sections
71 and 72 of the Business Corporations Act was necessary.

Statement of the Company’s Supervisory Board to

the Company’s 2016 ordinary financial statements,

the Company’s 2016 ordinary consolidated financial statements
and the proposal by the Board of Directors to approve

the 2016 ordinary financial statements and the 2016 ordinary
consolidated financial statements and distribute the profit,
including the determination of the amount and manner

of thepayment of dividends

The Company’s Board of Directors presented to the Company’s
Supervisory Board the Company’s ordinary financial statements

for the 2016 calendar year accounting period and the Company’s
ordinary consolidated financial statements for the 2016 calendar
year accounting period (the ,Financial Statements*) and the proposal
by the Company’s Board of Directors to approve the Financial
Statements and to distribute the profit for the 2016 calendar year
accounting period, including the determination of the amount and
manner of the payment of dividends (the ,Proposal by the Board

of Directors”).

The Company’s Supervisory Board reviewed the Financial Statements
and concluded that the accounting procedures used by the Company
are appropriate and that the Company’s accounting records are kept
properly, both in accordance with the relevant legal and accounting
regulations, and with the Company'’s Articles of Association.

Annual Report 2016
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Dozor¢i rada Spolecnosti prezkoumala i navrh predstavenstva
Spolecnosti, shledala jej v souladu s hospodarskou situaci
Spolec¢nosti a plné s nim souhlasi.

S ohledem na vySe uvedené dozorci rada Spole¢nosti doporucuje
fadné valné hromadé Spole¢nosti Ucetni zavérky i navrh
predstavenstva Spole¢nosti schvalit.

V Praze dne 27. bfezna 2017

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

The Company’s Supervisory Board also reviewed the Proposal
by the Board of Directors, found it to be fully compliant with
the Company’s economic condition and fully agrees with it.

In view of the above, the Company’s Supervisory Board recommends
that the Company’s Ordinary General Meeting approves the Financial
Statements as well as the Proposal by the Board of Directors.

In Prague on March 27, 2017

é@/
Johannes Franciscus Gerardus Vroemen

predseda dozorci rady
Chairman of the Supervisory Board



Financni cast
Financial part

22
22
24
26
28
30
62
62
64
64
66
68

98

102

109

114

117

121

Konsolidovana ucetni zavérka
Konsolidovany vykaz finanéni pozice
Konsolidovany vykaz Uplného vysledku
Konsolidovany vykaz zmén vlastniho kapitalu
Konsolidovany vykaz penéznich tokd
Priloha ke konsolidovaneé UcCetni zavérce
Samostatna Ucetni zavérka

Samostatny vykaz financni pozice
Samostatny vykaz Uplného vysledku
Samostatny vykaz zmén vlastniho kapitalu
Samostatny vykaz penéznich tokU

Ptiloha k samostatné Ucetni zavérce

Zprava o vztazich mezi ovladajici osobou a osobou
ovladanou a mezi ovladanou osobou a osobami

ovladanymi stejnou ovladajici osobou
Zprava nezavislého auditora
Ostatni informace pro akcionare

Souhrnna vysvétlujici zprava pfedstavenstva
spole&nosti Philip Morris CR a.s.

Informace k uplatfiovani pravidel fizeni a spravy

Spoleénosti

Clenové predstavenstva, dozoréi rady a vyboru
pro audit

22
23
25
27
29
30
62
63
65
65
67
68
98

102
109

114

117

121

21

Consolidated Financial Statements
Consolidated Statement of Financial Position
Consolidated Statement of Comprehensive Income
Consolidated Statement of Changes in Equity
Consolidated Cash Flow Statement

Notes to the Consolidated Financial Statements
Separate Financial Statements

Separate Statement of Financial Position
Separate Statement of Comprehensive Income
Separate Statement of Changes in Equity
Separate Statement of Cash Flow

Notes to the Financial Statements

Report on Relations between Controlling Entity
and Controlled Entity, and between Controlled Entity
and Entities Controlled by the same Controlling Entity

Independent Auditor’'s Report
Other Information for Shareholders

Summary Explanatory Report of the Board of Directors
of Philip Morris CR a.s.

Information on Application of the Rules of Corporate
Governance

Members of Board of Directors, Supervisory Board
and Audit Committee

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016



Konsolidovana ucetni zavérka
Consolidated Financial Statements

Konsolidovany vykaz financni pozice k 31. 12. 2016
(v milionech K¢)

AKTIVA Bod 31.12. 2016 31.12.2015
Pozemky, budovy a zarizeni 5] 4 250 3763
Nehmotna aktiva 20 22
Odlozena dariova pohledavka 14 22 29
Ostatni financni aktiva 102 101
Dlouhodoba aktiva 4 394 3915
Zasoby 7 343 423
Obchodni a ostatni finanéni pohledavky 435 399
Ostatni nefinanéni aktiva 2220 2847
Dan z piijmu splatna 14 0
Penézni prostfedky a penézni ekvivalenty 9 8 164 7 470
Kratkodoba aktiva 11176 11139
Aktiva celkem 15570 15054
VLASTNI KAPITAL A ZAVAZKY Bod 31.12.2016 31.12.2015
Zakladni kapital 10 2 745 2745
Emisni &zio a ostatni prispévky akcionari 2387 2393
Nerozdéleny zisk 3057 2813
Ostatni fondy 10 4 4
Vlastni kapital pfipadajici na akcionare Spolecnosti 8193 7 955
Mensinovy vlastni kapital 1 1
Vlastni kapital celkem 8194 7 956
Odlozeny danovy zavazek 14 173 182
Dlouhodobé zavazky 173 182
Obchodni a ostatni financni zavazky 11 1846 1756
Ostatni nefinanc¢ni zavazky 11 211 213
Dan z pfijmu splatna 131 86
Ostatni danové zavazky 13 4920 4775
Rezervy na kratkodobé zavazky 17 39 81
Prijaté pajcky 9 56 5
Kratkodobé zavazky 7 203 6916
Zavazky celkem 7 376 7 098
Vlastni kapital a zavazky celkem 15570 15054

Priloha tvofi nedilnou soucast této konsolidované ucetni zavérky.
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Konsolidovana ucetni zavérka
Consolidated Financial Statements

Consolidated Statement of Financial Position at December 31, 2016

(in CZK million)

ASSETS Note December 31,2016 December 31, 2015
Property, plant and equipment (“PP&E”) 5} 4250 3763
Intangible assets 20 22
Deferred tax assets 14 22 29
Other financial assets 102 101
Non-current assets 4 394 3915
Inventories 343 423
Trade and other financial receivables 435 399
Other non-financial assets 2220 2847
Prepaid income tax 14 -
Cash and cash equivalents 9 8 164 7 470
Current assets 11176 11139
Total assets 15570 15054
EQUITY & LIABILITIES Note December 31,2016 December 31,2015
Registered capital 10 2745 2745
Share premium and other shareholders’ contributions 2387 2393
Retained earnings 3057 2813
Other reserves 10 4 4
Equity attributable to the shareholders of the Company 8193 7 955
Non-controlling interest 1 1
Total equity 8194 7 956
Deferred tax liability 14 173 182
Non-current liabilities 173 182
Trade and other financial liabilities 1 1846 1756
Other non-financial liabilities 1 21 213
Current income tax liabilities 131 86
Other tax liabilities 13 4920 4775
Provisions for current liabilities 17 39 81
Borrowings 9 56 5
Current liabilities 7 203 6916
Total liabilities 7 376 7 098
Total equity & liabilities 15570 15054

The accompanying notes form an integral part of the consolidated financial statements.
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Konsolidovana ucetni zavérka
Consolidated Financial Statements

Konsolidovany vykaz uplného vysledku za rok koncici 31. 12. 2016
(v milionech K¢)

Bod 2016 2015
Trzby 4 11 453 10 866
Naklady na prodané vyrobky a zbozi 15 -6 006 -5 740
Hruby zisk 5447 5126
Odbytoveé naklady 15 -1146 -1223
Administrativni naklady 15 -792 -754
Ostatni provozni vynosy 18 41 131
Ostatni provozni naklady 19 -77 -76
Provozni zisk 3473 3204
Finanéni vynosy 0 1
Finanéni naklady 20 -9 -2
Zisk pred zdanénim 3464 3203
Dan z pfijmu 21 -697 -633
Cisty zisk 2767 2570
Cisty zisk pfipadajici na:
Akcionare Spole¢nosti 2766 2 569
Mensinovy podil 1 1
Ostatni uplny vysledek
Kurzové rozdily z prepoctu dcefiné spolecnosti 0 -1
Uplny vysledek za rok celkem 2767 2 569
Uplny vysledek za rok pfipadajici na:
Akcionare Spole¢nosti 2766 2568
Mensinovy podil 1 1
Zisk na akcii zakladni a zfedény (K¢/akcie) 22 1008 936

Kurzové rozdily z pfepoctu dcefiné spolecnosti jsou nasledné reklasifikovatelné do zisku nebo ztraty.

Priloha tvofi nedilnou soucast této konsolidované ucetni zavérky.
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Konsolidovana ucetni zavérka
Consolidated Financial Statements

Consolidated Statement of Comprehensive Income
for the year ended December 31, 2016 (in CZK million)

Note 2016 2015
Revenues 4 11 453 10 866
Cost of goods sold 15 (6 006) (5 740)
Gross profit 5447 5126
Distribution expenses 15 (1146) (1 223)
Administrative expenses 15 (792) (754)
Other operating income 18 41 131
Other operating expense 19 (77) (76)
Profit from operations 3473 3204
Financial income - 1
Financial expense 20 9) 2)
Profit before income tax 3464 3203
Income tax expense 21 (697) (633)
Net profit for the year 2767 2 570
Attributable to:
Owners of the parent 2766 2 569
Non-controlling interest 1 1
Other comprehensive income
Currency translation adjustments - (1)
Total comprehensive income for the year 2767 2 569
Attributable to:
Owners of the parent 2766 2568
Non-controlling interest 1 1
Earnings per share basic and diluted (CZK/share) 22 1008 936

The Currency translation adjustments will be reclassified subsequently to profit or loss when specific conditions are met.

The accompanying notes form an integral part of the consolidated financial statements.
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Konsolidovana ucetni zavérka
Consolidated Financial Statements

Konsolidovany vykaz zmén vlastniho kapitalu za rok koncici 31. 12. 2016

(v milionech K¢)

Vztahujici se k vlastnimu kapitalu

Kumulované
Zakladni Emisni azio a ostatni Zakonny kurzové  Nerozdéleny Mensinovy Vlastni kapital
Bod kapital prispévky akcionaiti  rezervni fond rozdily zisk podil celkem
Stavk 1.1.2015 2745 2403 2 3 2657 1 7811
Cisty zisk 23 0 0 0 0 2569 1 2570
Kurzové rozdily z prepoctu dcefiné spole¢nosti 0 0 0 -1 0 0 -1
Uplny vysledek za rok celkem [0} [0} (0] -1 2 569 1 2 569
Transakce s vilastniky
Rozdéleni zisku 24 0 0 0 0 -2 416 -1 -2 417
Zaméstnanecké akcie 0 -10 0 0 0 0 -10
Nevybrané dividendy 0 0 0 0 3 0 3
Stavk 31. 12.2015 2745 2 393 2 2 2813 1 7 956
Cisty zisk 23 0 0 0 0 2 766 1 2767
Kurzové rozdily z prepoctu dcefiné spole¢nosti 0 0 0 0 0] 0 0
Uplny vysledek za rok celkem 0 0 0 0 2766 1 2767
Transakce s vlastniky
Rozdéleni zisku 24 0 0 0 0 -2 526 = -2527
Zaméstnanecké akcie 0 -6 0 0 0 0 -6
Nevybrané dividendy 0 0 0 0 3 0 3
Ostatni 0] 0 [0] 0 1 (0] 1
Stavk 31.12.2016 2745 2 387 2 2 3057 1 8194

Priloha tvofi nedilnou soucast této konsolidované ucetni zavérky.
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Konsolidovana ucetni zavérka
Consolidated Financial Statements

Consolidated Statement of Changes in Equity
for the year ended December 31, 2016 (in CZK million)

Attributable to equity holders of the Company

Share premium and Cumulative Non-
Registered other shareholders’ Statutory translation Retained controlling

Note capital contributions reserve fund  adjustments earnings interest Total equity
Balance as at January 1, 2015 2745 2403 2 3 2657 1 7 811
Net profit for the year 23 - - - - 2 569 1 2570
Currency translation adjustments - - - (1) - - (1)
Total comprehensive income for the year - - (1) 2 569 1 2 569
Transactions with owners
Profit distribution 24 - - - - (2 416) (1) (2 417)
Share based payments - (10) - - - - (10)
Forfeited dividends - - - - 3 = 3
Balance as at December 31, 2015 2745 2 393 2 2 2813 1 7 956
Net profit for the year 23 - - - - 2766 1 2767
Currency translation adjustments - - - - - - -
Total comprehensive income for the year - - - - 2766 1 2767
Transactions with owners
Profit distribution 24 - - - - (2 526) (1) (2527)
Share based payments - (6) - - - - (6)
Forfeited dividends - - - - 3 - 3
Other - - - - 1 - 1
Balance as at December 31,2016 2745 2387 2 2 3057 1 8194

The accompanying notes form an integral part of the consolidated financial statements.
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Konsolidovany vykaz penéznich toku za rok koncici 31. 12. 2016
(v milionech K¢)

Bod 2016 2015
Penézni toky z provozni éinnosti
Zisk pred zdanénim 3464 3203
Odpisy dlouhodobych aktiv véetné nehmotného majetku 15 547 481
Snizeni hodnoty a vyrazeni majetku 5,15 141 "
Cisté trokové naklady 9 1
Zisk z prodeje pozemku, budov a zafizeni -14 -12
Zména stavu rezerv -42 55
Ostatni nepenézni Upravy - Cisté -1 -7
Penézni toky z provozni ¢innosti pred zménami pracovniho kapitalu 4104 3732
Zména stavu:
Obchodnich a ostatnich finan¢nich pohledavek a ostatnich nefinancnich aktiv 591 1 006
Obchodnich a ostatnich finanénich zavazki a ostatnich nefinanénich zavazkl 233 2299
Zasob 80 -95
Penézni toky z provozu 5008 6942
Zaplacené uroky -9 -2
Zaplacena dan z pfijmu -667 -530
Cisté penézni toky z provozni &innosti 4 332 6410
Penézni toky z investi¢ni ¢innosti
Vydaje na pofizeni pozemkU, budov a zafizeni 5 -1168 -1 055
Piijmy z prodeje pozemku, budov a zafizeni 16 21
Vydaje na porizeni nehmotnych aktiv -10 -10
Prijaté uroky 0 1
Cisté penézni toky z investiéni &innosti -1162 -1043
Penézni toky z financovani
Vyplacené dividendy akcionarim Spole¢nosti 23 -2526 -2 416
Vyplacené dividendy vlastnikovi mensinového podilu 23 -1 -1
Cisty penézni tok z financovani -2 527 2417
Cisté zvySeni penéznich prostredki 643 2950
Stav penéznich prostfedkl a penéznich ekvivalentd na zaéatku roku 7 465 4524
Dopad zmény sménnych kurzd na zlstatky penéznich prostredki a penéznich ekvivalentt drzenych
v cizich ménach 0 -9
Stav penéznich prostiedkl a penéznich ekvivalentd na konci roku 9 8108 7 465

Priloha tvofi nedilnou soucast této konsolidované ucetni zavérky.
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Consolidated Cash Flow Statement
for the year ended December 31, 2016 (in CZK million)

Note 2016 2015
Cash flow from operating activities
Profit before tax 3464 3203
Depreciation and amortisation expense, including intangibles 15 547 481
Impairment and disposal of PPE 5,15 141 il
Net interest expense 9 1
Gain on disposal of PP&E (14) (12)
Change in provisions (42) 55]
Other non-cash transactions, net (1) (7)
Operating cash flows before working capital changes 4104 3732
Changes in:
Trade and other financial receivables and other non-financial assets 591 1006
Trade and other financial liabilities and other non-financial liabilities 233 2299
Inventories 80 (95)
Cash generated from operations 5008 6942
Interest paid 9) 2)
Income tax paid (667) (530)
Net cash generated from operating activities 4 332 6410
Cash flow from investing activities
Purchase of PP&E 5 (1168) (1 055)
Proceeds from sale of PP&E 16 21
Purchase of intangible assets (10) (10)
Interest received - 1
Net cash used by investing activities (1162) (1043)
Cash flow from financing activities
Dividends paid to owners of the parent 23 (2 526) (2 416)
Dividends paid to Non-controlling interest 23 (1) (1)
Net cash used by financing activities (2 527) (2417)
Net increase in cash and cash equivalents 643 2950
Cash and cash equivalents as at the beginning of the year 7 465 4524
Effects of exchange rate changes on the balance of cash and cash equivalents held in foreign
currencies - 9)
Cash and cash equivalents as at the end of the year 9 8108 7 465

The accompanying notes form an integral part of the consolidated financial statements.
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Priloha ke konsolidované ucetni zavérce za rok kongici 31. 12. 2016
Notes to the Consolidated Financial Statements for the year ended December 31, 2016

1. OBECNE UDAJE

11 Popis Skupiny

Philip Morris CR a.s. (,Spole¢nost*) a jeji dcefina spole¢nost
Philip Morris Slovakia s.r.o. (,Dcefina spole¢nost*), (souhrnné
jen ,,Skupina”), se zabyvaji zejména vyrobou, prodejem, distribuci
a marketingem tabakovych vyrobku. Spolecnost viastni 99% podil
ve spolec¢nosti Philip Morris Slovakia s.r.o.

Philip Morris CR a.s. je akciova spoleénost registrovana v Ceské republice.
Do obchodniho rejstfiku byla Spole¢nost zapsana 28. 3. 1991 a jeji
registrované sidlo je v Kutné Hore, Vitézna 1, Ceska republika. Vedeni
Spolec¢nosti sidli v Praze a vyrobni zavod se nachazi v Kutné Hore.

Philip Morris CR a.s. je spole¢nosti ve skupiné Philip Morris
International Inc. (,,PMI“). K 31. 12. 2016 byla Philip Morris
International Inc. vrcholovou ovladajici spole¢nosti Skupiny.

K 31. 12. 2016 byl jedinym subjektem vlastnicim vice nez 20% podil
na zakladnim kapitalu Skupiny Philip Morris Holland Holdings B.V.
(,Materska spolecnost®) vlastnici 77,6 % zakladniho kapitalu.

Clenové predstavenstva a dozordi rady Spoleénosti k 31. 12. 2016 byli:

Predstavenstvo

Istvan Borus
nahradil Ilgora Potocara k 18. 1. 2016

Tomas Korko$

Arpad Kénye - predseda
nahradil Andrase Tovisiho k 29. 4. 2016

Petr Karla
Stanislava Jurikova

Dozorci rada
Johannes Franciscus Gerardus
Vroemen - predseda

Imarus Johannes Adalarius
Van Lieshout

Alena Zemplinerova

Vaclav Beranek

Clenové predstavenstva a dozordi rady Spoleénosti k 31. 12. 2015 byli:

Predstavenstvo
Igor Potocar

Tomas Korko$
nahradil Martina Hlavacka k 9. 2. 2015

Andras Tovisi - pfedseda

Petr Karla
nahradil Andrease Gronemanna k 30. 4. 2015

Stanislava Jurikova

Dozorci rada

Johannes Franciscus Gerardus Alena Zemplinerova

Vroemen - predseda
Imarus Johannes Adalarius

Van Lieshout
nahradil Vasileiose Nomikose k 30. 4. 2015

Vaclav Beranek
nahradil Petra Bubeni¢ka k 30. 4. 2015
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1. GENERAL INFORMATION

11 Group description

Philip Morris CR a.s. (the “Company”) and its subsidiary

Philip Morris Slovakia s.r.o. (the “Subsidiary”) (together the “Group”)
produces, sells, distributes and markets tobacco products.

The Company has a 99% interest in Philip Morris Slovakia s.r.o.

Philip Morris CR a.s. is a joint-stock company registered

in the Czech Republic. The Company was incorporated on March 28, 1991
and its registered address is Kutna Hora, Vitézna 1, Czech Republic.

Its headquarters is in Prague and its manufacturing facility is in Kutna Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc. (“PMI”).
As at December 31, 2016, Philip Morris International Inc. is the ultimate
controlling party of the Group.

As at December 31, 2016, the only entity holding more than 20% of the
registered capital of the Group was Philip Morris Holland Holdings B.V.
(the “Parent company”), which held 77.6% of the registered capital.

Members of the Board of Directors and the Supervisory Board
as at December 31, 2016 were:

Board of Directors

Arpad Kénye - Chairman
Replaced Andras Tovisi as
of April 29, 2016

Petr Karla

Istvan Borus
Replaced Igor Potocar as
of January 18, 2016

Tomas Korko$
Stanislava Jurikova

Supervisory Board
Johannes Franciscus Gerardus
Vroemen - Chairman

Imarus Johannes Adalarius

Van Lieshout

Alena Zemplinerova

Vaclav Beranek

Members of the Board of Directors and the Supervisory Board as at
December 31, 2015 were:

Board of Directors
Andras Tovisi - Chairman

Petr Karla
Replaced Andreas Gronemann as
of April 30, 2015

Stanislava Jurikova

Igor Potocar

Tomas Korko$

Replaced Martin Hlavacek as
of February 9, 2015

Supervisory Board

Johannes Franciscus Gerardus Alena Zemplinerova
Vroemen - Chairman

Imarus Johannes Adalarius

Van Lieshout

Replaced Vasileios Nomikos as of April 30, 2015

Vaclav Beranek

Replaced Petr Bubenicek as
of April 30, 2015



Akcie Spolecnosti jsou obchodovany na Burze cennych papirli Praha, a.s.,
od 13. 7. 1993.

Tato konsolidovana uc¢etni zavérka byla schvalena predstavenstvem
ke zverejnéni dne 27. 3. 2017.

Tato konsolidovana ucetni zavérka je sestavena v souladu s Mezinarodnimi
standardy Uc¢etniho vykaznictvi ve znéni pfijatém Evropskou unii (,IFRS®).

Konsolidovana ucetni zavérka byla sestavena na principu historickych
pofizovacich cen, s vyjimkou financnich derivat(, které jsou prvotné
vykazany v realné hodnoté a nasledné precenovany v souladu s IAS 39,
jak je dale popsano v zakladnich zasadach sestaveni konsolidované ucetni
zaveérky.

Sestaveni konsolidované ucetni zavérky v souladu s IFRS vyzaduje
uplatnovani urcitych zasadnich uc¢etnich odhadu. Vyzaduje rovnéz, aby
vedeni vyuzivalo sv(ij Gsudek v procesu aplikace uc¢etnich pravidel Skupiny.
Skupina ¢ini odhady a predpoklady tykajici se budoucnosti. Z toho
vznikajici u¢etni odhady ze samé povahy své definice pouze zfidkakdy
odpovidaji prislusnym skute¢nym vysledkdm.

Konsolidovana ucetni zavérka byla sestavena na zakladé pozadavk(
vykazovani a ocenovani stanovenych IFRS a vyklady IFRIC v rozsahu,

v jakém byly pfijaty Evropskou komisi v dobé sestaveni této konsolidované
ucetni zavérky. Zakladni tcetni pravidla pouzita pfi sestaveni konsolidované
ucetni zavérky jsou popsana nize. Tato pravidla byla aplikovana na véechna
obdobi obsazena v této konsolidované ucetni zavérce, pokud neni uvedeno
jinak.

Nové standardy, novely, interpretace platné pro ucetni obdobi za&inajici
1. 1. 2016, které Skupina aplikovala:

* |AS 1 - Sestavovani a zverejhovani ucetni zavérky (G¢inny pro ucetni
obdobi zacinajici 1. 1. 2016 nebo pozdéji). Dodatek vysvétluje koncept
vyznamnosti a dale upfesnuje, Ze neni nutné uvadét specificka
zverejnéni, ktera nemaji vyznamny dopad, prestoze IFRS obsahuje
vycet specifickych zvefejnéni nebo je IFRS povazuji za minimalni
zverejnéni. Standard dale nové upravuje dil¢i soucty ve finan¢nich
vykazech. Dil¢i soucty by mély obsahovat pouze soucty a) ¢astek,
ktere jsou vykazané a ocenéné v souladu s IFRS, b) soucty by mély
byt zobrazeny a pojmenovany tak, aby radky, které tvofi dilci soucet,
byly zfejmé a srozumitelné, c) soucty jsou konzistentni mezi obdobimi
a d) soucty nejsou zobrazeny vyraznéji nez dil¢i soucty a celkové
soucty pozadované IFRS standardy. Skupina zvazila srozumitelnost
a uziteénost informaci poskytovanych v ucetni zavérce. Na zaklade
vysledku analyzy odstranila vybrana zverejnéni, ktera nemaji vyznamny
dopad pro ekonomicka rozhodovani uzivatelu.

Ostatni standardy, novely, interpretace a zdokonaleni existujicich
standard( platnych pro uc¢etni obdobi poéinajici 1. 1. 2016 nemaji
vyznamny dopad na samostatnou tcetni zavérku Skupiny.

Consolidated Financial Statements

The Company has its primary listing on the Prague Stock Exchange
(Burza cennych papir(i Praha, a.s), trading from July 13, 1993.

These consolidated financial statements were authorised for issue
by the Board of Directors on March 27, 2017.

1.2 Translation note

This annual report and the consolidated financial statements have

been prepared in Czech and in English. In all matters of interpretation

of information, views or opinions, the Czech version of these consolidated
financial statements takes precedence over the English version.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

2.1 Basis of preparation of consolidated financial
statements

These consolidated financial statements have been prepared

in accordance with International Financial Reporting Standards as adopted

by the European Union (“IFRS”).

The consolidated financial statements have been prepared under

the historical cost convention except for financial instruments, which are
initially recognised at fair value and subsequently measured in accordance
with IAS 39 as disclosed in the accounting policies below.

The preparation of consolidated financial statements in accordance with
IFRS requires the use of certain critical accounting estimates. It also
requires management to exercise judgment in the process of applying
the Group’s accounting policies. The Group is responsible for estimates
and assumption relating to the future. The resulting accounting estimates
will, by definition, seldom equal the related actual results.

The consolidated financial statements have been prepared based

on the recognition and measurement requirements of IFRS standards
and IFRIC interpretations issued and effective, to the extent that they have
been endorsed by the European Commission by the time of preparing
this report. The principal accounting policies applied in the preparation

of the consolidated financial statements are set out below. These policies
have been consistently applied to all years presented, unless otherwise
stated.

2.2 Changes in accounting policies and procedures

a) New standards, amendments, interpretations and
improvements to existing standards mandatory
for accounting periods beginning on or after
January 1, 2016

New standards, amendments and interpretations that are effective for
the financial year beginning on 1 January 2016 adopted by the Group:

¢ |AS 1 - Presentation of Financial Statements (effective for annual
periods beginning on or after January 1, 2016). The Standard was
amended to clarify the concept of materiality and explains that
an entity need not provide a specific disclosure required by an IFRS
if the information resulting from that disclosure is not material, even
if the IFRS contains a list of specific requirements or describes them
as minimum requirements. The Standard also provides new guidance
on subtotals in financial statements, in particular, such subtotals
(a) should be comprised of line items made up of amounts recognised
and measured in accordance with IFRS; (b) be presented and labelled
in a manner that makes the line items that constitute the subtotal
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Standardy, novely a interpretace existujicich standardd, pro které ma
Skupina napln, ale pfed&asné je neaplikovala:

IFRS 9 - Finan¢ni nastroje (jesté nebyl pfijat Evropskou unii a podle
ISAB je uc¢inny pro uc¢etni obdobi zacinajici 1. 1. 2018 nebo pozdéji).
Novy standard IFRS 9 ma v konec¢né fazi zcela nahradit standard IAS 39
a nékteré pozadavky pro zverejnéni financnich nastrojl dle IFRS 7.
Projekt nahrazeni IAS 39 se realizuje ve tfech fazich:

Faze 1: Klasifikace a ocenovani finan¢nich aktiv a finanénich zavazku
IFRS 9 rozdéluje veskera financ¢ni aktiva, ktera v souc¢asné dobé spadaji
do rozsahu standardu IAS 39, do tfi skupin: na aktiva nasledné ocenéna
zlstatkovou hodnotou zjisténou metodou efektivni Urokové sazby, aktiva
nasledné ocenéna realnou hodnotou do ostatniho Uplného vysledku

a aktiva nasledné ocenéna realnou hodnotou do vysledku hospodareni.
Klasifikace musi byt provedena v dobé pofrizeni a prvotniho vykazani
finanéniho aktiva a zavisi na obchodnim modelu U¢etni jednotky

a na vlastnostech smluvnich penéznich tokd daného finan¢niho
nastroje. Dluhovy nastroj, ktery (i) je drzen v ramci obchodniho modelu,
jehoz cilem je shromazdit smluvni penézni toky, a (ii) ktery ma smluvni
penézni toky predstavujici vyhradné uhrady jistiny a Urokd z nesplacené
hodnoty jistiny (tj. finanéni nastroj ma jen ,,zakladni uvérové rysy*®),

se obecné ocenuje zustatkovou ucetni hodnotou. Dluhovy nastroj

se precenuje na realnou hodnotu do ostatniho Uplného vysledku
hospodareni, pokud splnuje obé nasledujici podminky: (i) je drzen

v ramci obchodniho modelu, jehoz cilem je oboji - shromazdit smluvni
penézni toky a prodej financ¢niho aktiva, (ii) ktery ma smluvni penézni
toky predstavujici vyhradné Uhrady jistiny a urokud z nesplacené
hodnoty jistiny. Veskeré dalsi dluhove nastroje by mely byt ocenovany
realnou hodnotou vykazanou v ramci zisku a ztrat. Kapitalové investice
v pUsobnosti standardu IFRS 9 se nasledné ocenuji realnou hodnotou.
Zisky a ztraty plynouci z kapitalové investice jsou vzdy zahrnuty

do vykazu zisku a ztraty, s vyjimkou kapitalovych investic, které nejsou
uréené k obchodovani. U téchto investic si pfi jejich prvotnim zauctovani
muze ucetni jednotka nezvratné zvolit, ze realizované a nerealizované
zisky a ztraty plynouci z investice bude vykazovat v ostatnim uplnéem
vysledku. Dividendy jsou soucasti ziski a ztrat pouze tehdy, pokud
predstavuji vynos z investice. Toto rozhodnuti bude mozné uskutec¢nit
samostatné pro kazdou kapitalovou investici.

Faze 2: Metodologie snizeni hodnoty

Novy IFRS 9 obsahuje progresivnéjsi model snizeni hodnoty odrazejici
i o¢ekavané uvéroveé ztraty v porovnani s modelem vzniklé ztraty

dle IAS 39.

Faze 3: Zajistovaci ucetnictvi

Pozadavky zajistovaciho zplsobu uctovani byly upraveny tak, aby
zajistily lepsi propojeni s fizenim rizik. Standard poskytuje ucetnim
jednotkam moznost vybéru mezi aplikovanim IFRS 9 a pokra¢ovanim

v uplatiiovani IAS 39 na vsechny zajistovaci vztahy, protoze v sou¢asné
podobé standardu neni feseno Uétovani makrohedgingu.

Skupina predpoklada, ze novy standard IFRS 9 bude mit vliv

na klasifikaci, ocenéni a zverejnéni finan¢nich nastroja v pfiloze.

Dalsi dopady Skupina predpoklada u metodiky stanoveni ztraty

ze snizeni hodnoty finan¢nich nastroji. Novy IFRS 9 miiZe mit dopad

i na zpusob prokazovani ekonomického vztahu mezi zajistovanou
polozkou a zajistovacim nastrojem. Bez podrobné analyzy v§ak neni
mozné k datu zavérky provést priméreny odhad vSech vyse uvedenych
dopadu. Skupina neplanuje pred¢asnou adaptaci standardu.
Zverejnéni informaci v oblasti finan¢nich nastroju se bude fidit IFRS 7
odst. 44S-44W.
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clear and understandable; (c) be consistent from period to period;
and (d) not be displayed with more prominence than the subtotals
and totals required by IFRS standards. The Group considered
the understandability and the relevance of information provided

in the Financial Statements. Based on the results of the analysis
the Group eliminated the selected disclosures which do not have
the significant impact on the economic decision of the users.

There are no other new standards, amendments, interpretations and
improvements to existing standards that are effective for accounting
periods beginning on January 1, 2016 which have a material impact

on the standalone financial statements of the Group.

b)

New standards, amendments and interpretations
to existing standards published not yet effective
for accounting periods beginning on or after
January 1, 2016

The following standards, amendments and interpretations to existing
standards will be relevant for the Group but have not been early adopted
by the Group:

IFRS 9 - Financial instruments (the standard has not yet been endorsed
by the European Union and per IASB it is effective for annual periods
beginning on or after January 1, 2018). New standard IFRS 9 "Financial
instruments" should ultimately replace IAS 39 and some financial
instruments disclosure requirements based on IFRS 7.

The project to replace IAS 39 is implemented in three phases:

Phase 1: Classification and measurement of financial assets and financial
liabilities

IFRS 9 classifies all financial assets currently under the scope of IAS 39
into three categories: assets subsequently carried at amortized costs
using effective interest rate method, assets subsequently measured

at fair value through other comprehensive income and assets subsequently
measured at fair value through profit or loss. The classification must be
performed at the time of acquisition and on initial recognition of financial
assets and depends on entity’s business model and the contractual

cash flow characteristics of the financial instrument. Debt instrument that
(i) is held within a business model which objective is to collect contractual
cash flows, and (ii) that has contractual cash flows represented only

by payments of principal and interest on the outstanding principal amount
(i.e. financial instrument has only "basic loan features") are generally
measured at amortized costs. Debt instrument shall be measured

at fair value through other comprehensive income if both of the following
conditions are met: (i) the financial asset is held within a business model
whose objective is achieved by both collecting contractual cash flows
and selling financial assets and (ii) the contractual terms of the financial
asset give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding. All other
debt instruments should be measured at fair value recognised in profit
and loss. Equity instruments under the scope of IFRS 9 are subsequently
measured at fair value. Gains or losses arising from equity instruments are
always included in profit and loss except for equity instruments that are
not held for trading. An entity may irrevocably elect for these instruments
on initial recognition that realized and unrealized gains and losses arising
from the investment will be recognized in other comprehensive income.
Dividends are included in profit and loss only if they represent a return

on investment. This decision may be done separately for each equity
instrument.

Phase 2: Impairment methodology

New IFRS 9 has introduced more progressive loss impairment model that
will require more timely recognition of expected credit losses compared
to incurred-loss model under IAS 39.



IFRS 15 - Vynosy ze smluv se zakazniky (U¢inny pro ucetni obdobi
zacinajici 1. 1. 2018 nebo pozdéji). IFRS 15 zavadi novy zakladni
princip, a to, ze vynosy jsou uznany ve vysi ceny transakce, pokud

jsou zbozi nebo sluzby prevedeny na zakaznika. Zbozi nebo sluzby

jsou prevedeny, pokud nad nimi ziska zakaznik kontrolu. Jakakoliv

ve smlouvé neoddélena plnéni zbozi a sluzeb, ktera maji odliSnou
povahu, musi byt vykdzana samostatné a veskeré slevy a rabaty ze
smluvni ceny transakce jsou obecné alokovany na jednotliva pinéni.
Variabilni protiplnéni se do ceny transakce zahrnuje v takové ¢astce,
aby bylo eliminovano vyznamné riziko ,podstatného oductovani vynosa“
v budoucnu. Naklady na zajisténi smlouvy se zakazniky museji byt
kapitalizovany a umorovany po dobu, kdy jsou spotfebovavany vyhody
plynouci ze smlouvy. Skupina planuje pfijmout novy standard IFRS 15

k 1. 1. 2018. Jeho posouzeni probiha a mize mit vliv na vykazani
nékterych transakci s propojenymi osobami, pfi prodeji a zpétném
nakupu. Nicméné Skupina neocekava, ze by prijeti mélo mit vyznamny
vliv na jeji finanéni pozici nebo na vysledek hospodareni.

IFRS 16 - Leasingy (U¢inny pro U¢etni obdobi zacinajici 1. 1. 2019
nebo pozdéji). Novy standard IFRS 16 pIné nahrazuje vykazovani
leasingl dle IAS 17. Vyznamné zmény se tykaji zejména vykazovani
leasingu na strané najemce. IFRS 16 zavadi na strané najemce
jednotny ucetni model pro vykazovani veskerych leasingovych
transakci. Vyzaduje, aby najemce uznal aktivum - pravo na uzivani
aktiva na rozvaze - a vykazal oproti nému zavazek z najmu. Na strané
pronajimatele je vykazovani viceméné srovnatelné s IAS 17. Skupina
predpoklada, Ze novy standard IFRS 16 bude mit dopad zejména na vysi
vykazovanych dlouhodobych aktiv, dlouhodobych zavazk, vysi odpist,
urokovych nakladu a naklad( na najem. Bez podrobné analyzy vSak neni
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Phase 3: Hedge accounting

Hedge accounting requirements were amended to ensure a better link
with risk management activity. The standard enables a choice between
applying IFRS 9 and continuing with the application of IAS 39 to all
hedging relationships as the current standard does not deal with macro
hedging. The Group expects that the new IFRS 9 will have impact

on classification, measurement and disclosure of financial instruments

in the notes to the financial statements. The Group expects further impact
of impairment methodology of financial instruments. New IFRS 9 may
also influence method of proving the economic relationship between

the hedged item and the hedging instrument. However, without detailed
analysis it is not possible to perform a reliable estimate of all impacts above
as at the date of the financial statements. The Group does not expect
early adoption of this standard. The disclosure of information in the area
of financial instruments will be set by IFRS 7 para. 44S to 44W.

IFRS 15 - Revenue from Contracts with Customers (effective for annual
periods beginning on or after January 1, 2018). IFRS 15 introduces

the new core principle that revenue must be recognised when the

goods or services are transferred to the customer, at the transaction
price. The goods or services are transferred when the customer obtains
control of these. Any bundled goods or services that are distinct must

be separately recognised, and any discounts or rebates on the contract
price must generally be allocated to the separate elements. Variable
consideration should be involved into transaction price at such amount
to avoid significant risk of considerable revenue reversal in the future.
Costs incurred to secure contracts with customers have to be capitalised
and amortised over the period when the benefits of the contract are
consumed. The Group plans to adopt the new standard IFRS 15

mozné k datu zavérky provést priméreny odhad takového dopadu.

Ostatni nové standardy, novely, interpretace a zdokonaleni existujicich
standardd, které nenabyly Gc¢innosti pro u¢etni obdobi zac¢inajici

1. 1. 2016, nemaji vyznamny dopad na samostatnou ucetni

zavérku Skupiny.

onJanuary 1, 2018. The assessment by the Group is in progress and may
have impact on the presentation of certain transactions with related
parties, sale and buy-back transactions. However the Group does not
expect the adoption to have a material impact on its financial position
or results of operations.

* |FRS 16 - Leases (effective for annual periods beginning on or after
January 1, 2019). New standard IFRS 16 fully replaces recognition
of leases in accordance with IAS 17. Significant changes concern
in particular the lessees’ recognition of leases. IFRS 16 provides a single
accounting model for recognition of all lease transactions. New IFRS
requires lessee to recognise a right-of-use asset and a lease liability
in the balance sheet. Lessor’s recognition is more or less comparable with
the IAS 17. The Group expects that the new IFRS 16 will have especially
impact on the reported amounts of non-current assets, long-term
liabilities, depreciation, interest expense and rental expense. However,
without detailed analysis it is not possible to perform a reliable estimate
of such an impact as at the date of the financial statements.

Other new standards, amendments, interpretations and improvements to
existing standards that are not effective for the financial year beginning
on 1 January 2016 have no material impact on the separate financial
statements of the Group.
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Dcefiné spolec¢nosti, v nichz ma Spolec¢nost pfimo ¢i nepfimo podil

s rozhodujicim vlivem nebo ma nad nimi jinym zptdsobem kontrolu, jsou
konsolidovany. Spolec¢nosti jsou konsolidovany ode dne, kdy nad nimi
Skupina ziskala kontrolu, a jsou vylou¢eny z konsolidace k datu pozbyti této
kontroly.

Vsechny transakce, zlstatky a nerealizované zisky a ztraty z transakci mezi
spole¢nostmi ve Skupiné byly eliminovany, pokud transakce neposkytla
duvod snizeni hodnoty prevadéného aktiva. V pfipadé potieby byly

ucetni postupy Dcefiné spole¢nosti upraveny tak, aby byl zajistén soulad

s postupy Spolec¢nosti.

Provozni segmenty jsou vykazovany v souladu s internimi vykazy
poskytovanymi subjektlim s rozhodovaci pravomoci. Jako subjekt

s rozhodovaci pravomoci, ktery je zodpovédny za alokaci zdroju

a posuzovani vykonnosti, byl identifikovan management tym Skupiny
provadéjici strategicka rozhodnuti.

Polozky, které jsou soucasti konsolidované ucetni zavérky Skupiny, jsou
ocenovany za pouziti mény primarniho ekonomického prostredi, ve kterém
kazda spolec¢nost Skupiny pisobi (,funkéni ména”). Konsolidovana Gcetni
zavérka je prezentovana v ¢eskych korunach, které jsou pro Spoleénost jak
ménou funkcni, tak ménou vykazovani.

Transakce v cizi méné se prepocitavaji do funkéni mény na zakladé
sménnych kurzud platnych k datlim transakci. Kurzové zisky a ztraty
vyplyvajici z téchto transakci a z pfepocétu penéznich aktiv a zavazku
vyjadfenych v cizich ménach sménnym kurzem platnym ke konci u¢etniho
obdobi se Uctuji do zisku nebo ztraty.

Vysledky a finanéni pozice Dcefiné spole¢nosti, ktera ma funkéni
ménu odliSnou od mény vykazovani, se prevadéji na ménu vykazovani
nasledujicim zpisobem:

(i) aktiva a zavazky jsou pro kazdy prezentovany samostatny vykaz finanéni
pozice prepocitany sménnym kurzem platnym k rozvahovému dni;

(ii) vynosy a naklady jsou prepocitavany aritmetickym primérem sménnych
kurz( (kromé pripadu, kdy tento primér neni pfimérenou pfibliznou
hodnotou kumulativniho efektu kurzl platnych ke dni transakce,

v takovem pripadé jsou vynosy a naklady prepocitavany kurzem ke dni
transakce);

(iii) veSkeré vysledné kurzové rozdily jsou vykazovany jako samostatna
slozka ostatniho upIného vysledku.
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2.3 Consolidation

Subsidiary undertakings, which are those companies in which

the Company, directly or indirectly, has an interest of more than one
half of the voting rights or otherwise has power to exercise control over
the operations, are consolidated. Subsidiaries are consolidated from
the date on which control is transferred to the Group and are no longer
consolidated from the date when the Group ceases to have control.

Intra-group transactions, balances and unrealised gains/losses

on transactions between Group companies are eliminated unless

the transaction provides evidence of an impairment of the asset transferred.
The accounting policies for the subsidiary are changed, where necessary,
to ensure consistency with the policies adopted by the Company.

2.4 Segment reporting

Operating segments are reported in the manner consistent with the internal
reporting provided to the chief operating decision-maker. The chief
operating decision-maker, who is responsible for allocating resources

and assessing performance of the operating segments, has been identified
as the Group management team that makes strategic decisions.

2.5 Foreign currency transactions

a) Functional and presentation currency

Items included in the consolidated financial statements of the Group
are measured using the currency of the primary economic environment
in which each entity of the Group operates (the “functional currency”).
The consolidated financial statements are presented in Czech crowns,
which is the Company’s functional and presentation currency.

b) Transactions and balances

Foreign currency transactions are translated into the functional currency
using the exchange rate prevailing as at the date of the transactions.
Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at the year-end exchange rates

of monetary assets and liabilities denominated in foreign currencies

are recognised in profit or loss.

c) Subsidiary

The results and financial position of the Subsidiary that has a functional
currency different from the presentation currency are translated into
the presentation currency as follows:

(i) assets and liabilities for each separate statement of financial position
presented are translated at the exchange rate as at the closing date;

(ii) income and expenses are translated at average exchange rates (unless
this average is not a reasonable approximation of the cumulative effect
of the rates prevailing on the transaction dates, in which case income
and expenses are translated as at the dates of the transactions);

(iii) all resulting exchange differences are recognised as a separate
component of other comprehensive income.



Pozemky, budovy a zafizeni jsou prvotné vykazany v pofizovaci cené a jsou,
s vyjimkou pozemki, odepisovany a vykazovany v ztstatkové hodnoté.
Zustatkova hodnota zahrnuje i pfipadné snizeni hodnoty aktiva. Pozemky
jsou nasledné vykazany v porizovaci cené snizené o ¢astku vyjadrujici
pripadné snizeni hodnoty. Pofizovaci cena zahrnuje vydaje, které jsou
primo prifaditelné k pofizeni daného aktiva.

Vypujéni naklady vztahujici se pfimo k pofizeni, vystavbé nebo produkci
daného aktiva jsou zahrnuty do G¢etni hodnoty prislusného aktiva. Takové
vypujcni naklady jsou aktivovany do ucetni hodnoty aktiva, jestlize je
pravdépodobné, ze budouci ekonomicky prospéch spojeny s danou
polozkou Skupina ziska a pofizovaci cena polozky je spolehlivé méritelna.

Nasledné vydaje jsou zahrnuty do zlstatkové hodnoty aktiva nebo jsou
vykazovany jako samostatné aktivum, jestlize je pravdépodobné, ze
budouci ekonomicky prospéch spojeny s danou polozkou Skupina ziska

a porizovaci cena polozky je spolehlivé méritelna. Veskereé opravy a udrzba
jsou zauctovany do zisku nebo ztraty v ramci ¢etniho obdobi, ve kterém
vzniknou.

Nemovitosti, stroje a zafizeni, s vyjimkou pozemkii, jsou odepisovany
rovnomeérné pocinaje jejich uvedenim do uzivani.

Odhadované doby zZivotnosti (v letech) pouzité v této konsolidované ucetni
zavérce jsou nasledujici:

Budovy a stavby 15-40
Stroje, pristroje a zarizeni 8-15
Zarizeni pro zpracovani dat 3-5
Dopravni prostredky 3-8
Inventar a vybaveni 5-10

Pozemky nejsou odepisovany.

ZUstatkova hodnota aktiv a jejich Zivotnost jsou posuzovany a v pfipadé
potieby upraveny ke kazdému rozvahovému dni. V pfipadé, ze je ucetni
hodnota aktiva vyssi, nez je jeho realizovatelna hodnota, snizi se ucetni

hodnota tohoto aktiva okamzité na jeho realizovatelnou hodnotu (viz bod 2.8).

Pozemky, budovy a zarizeni, které se jiz nepouzivaji nebo jsou z jinych
dlivodu vyrazeny, se z konsolidovaného vykazu financni pozice vyradi
spolu s opravkami vztahujicimi se k pfislusnému aktivu. Veskeré vynosy ¢&i
ztraty vzniklé v souvislosti s vyfazenim jsou Uc¢tovany do vysledku z bézné
¢innosti.

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni pocitac.
Licence porizené k pocitacovému softwaru jsou aktivovany na zakladé
vydajli vynalozenych na pofizeni konkrétniho softwaru a jeho uvedeni
do uzivani. Tyto naklady jsou odepisovany po dobu jejich predpokladané
zivotnosti (tfi az pét let).

Vydaje spojené s vyvojem nebo udrzbou pocitacovych softwarovych
programd jsou vykazany jako naklady v okamziku jejich vynalozeni.

Vydaje, které pfimo souviseji s vytvorenim presné definovanych

a jedinecnych softwarovych produktl a jsou kontrolované Skupinou,

které pravdépodobné prinesou budouci ekonomicky prospéch prevysujici
pofrizovaci naklady po dobu delSi nez jeden rok, se vykazuji jako nehmotna
aktiva. Pfimé naklady zahrnuji osobni naklady pracovnikd podilejicich se
na vyvoji softwaru a odpovidajici podil pfislusné rezie.

Naklady na vyvoj pocitacového softwaru uznané jako aktiva se odepisuji
po dobu jejich predpokladané zZivotnosti (tfi az pét let).

Consolidated Financial Statements

2.6 Property, plant and equipment

All property, plant and equipment is initially recorded at cost and, except
for freehold land, is subsequently carried at cost less any accumulated
depreciation and impairment losses. Freehold land is subsequently stated
at cost less any impairment charges. Cost includes expenditures that are
directly attributable to the acquisition of the asset.

Borrowing costs that are directly attributable to the acquisition,
construction or production of a qualifying asset are included in the cost
of that asset. Such borrowing costs are capitalised as part of the cost
of the asset when it is probable that they will result in future economic
benefits to the Group and the costs can be measured reliably.

Subsequent costs are included in the asset’s carrying amount or
recognised as a separate asset when it is probable that they will result

in future economic benefits to the Group and the costs can be measured
reliably. All other repairs and maintenance are charged to profit or loss
during the financial year in which they are incurred.

Property, plant and equipment, excluding freehold land, are depreciated
from the time they are available for use, using the straight-line method.

Estimated useful lives (in years) adopted in these consolidated financial
statements are as follows:

Buildings and constructions 15-40
Machinery and equipment 8-15
IT equipment 3-5
Vehicles 3-8
Furniture and fixtures 5-10

Land is not depreciated.

The assets’ residual values and useful lives are reviewed, and adjusted if
appropriate, as at each balance sheet date. An asset’s carrying amount is
written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount (see Note 2.8).

Property, plant and equipment that is retired, or otherwise disposed of, is
eliminated from the consolidated statement of financial position, along with
the corresponding accumulated depreciation. Any gain or loss arising from
retirement or disposal is included in net operating income.

2.7 Intangible assets

Intangible assets include computer software. Acquired computer software
licenses are capitalised on the basis of the costs incurred to acquire and
bring the specific software to use. These costs are amortised over their
estimated useful life (three to five years).

Costs associated with developing or maintaining computer software
programs are recognised as an expense as incurred. Costs that are directly
associated with the production of identifiable and unique software products
controlled by the Group, and that will probably generate economic benefits
exceeding costs for more than one year, are recognised as intangible
assets. Direct costs include the costs of employees involved in software
development and an appropriate portion of relevant overheads.

Computer software development costs recognised as assets are amortised
over their estimated useful lives (three to five years).
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Pozemky, budovy a zafizeni a ostatni nefinanéni aktiva, véetné nehmotnych
aktiv, jsou posuzovany z hlediska snizeni hodnoty, kdykoli ur¢ité udalosti
nebo zmeény okolnosti naznacuji, ze jejich u¢etni hodnota nemusi byt
realizovatelna.

Ztrata ze snizeni hodnoty je zauctovana ve vysi ¢astky, o kterou ucetni
hodnota aktiva prevysuje jeho realizovatelnou hodnotu. Realizovatelna
hodnota predstavuje realnou hodnotu snizenou o naklady prodeje nebo
hodnotu z uzivani, je-li vy$si. Za uc¢elem posouzeni snizeni hodnoty jsou
aktiva sdruzovana na nejnizsich urovnich, pro které existuji samostatné
identifikovatelné penézni toky (penézotvorné jednotky).

Zasoby se vykazuji v pofizovacich cenach nebo v ¢isté realizovatelné
hodnoté, je-li nizsi. Pofizovaci cena zahrnuje cenu pofizeni a vedlejsi
naklady spojené s pofizenim zasob (doprava, clo apod.). Ocenéni zbozi je
na zakladé metody FIFO. Materidl, reprezentovany zejména nahradnimi dily,
je ocenén ve vazenych prameérnych cenach.

Cista realizovatelna hodnota se rovna odhadnuté prodejni cené v bézném
podnikani snizené o odhadované variabilni naklady nutné k realizaci
prodeje.

PUjcky a pohledavky jsou nederivatova financni aktiva s danymi nebo
prepokladanymi platbami, ktera nejsou kotovana na aktivnim trhu. Jsou
zahrnuta do kratkodobych aktiv, s vyjimkou téch, ktera maji dobu splatnosti
delSi nez 12 mésicu po rozvahovém dni. Ta jsou klasifikovana jako
dlouhodoba aktiva. Pajcky a pohledavky jsou zahrnuty v konsolidovaném
vykazu finan¢éni pozice v obchodnich a ostatnich finanénich pohledavkach.

Obchodni pohledavky se prvotné vykazuji v realné hodnoté a nasledné
jsou ocenovany zUstatkovou hodnotou na zakladé metody efektivni trokové
sazby po odecteni opravné polozky na snizeni hodnoty. Opravna polozka
na snizeni hodnoty obchodnich pohledavek za domacimi a zahrani¢nimi
odbérateli mimo skupinu PMI se vytvari tehdy, jestlize existuji objektivni
dlikazy o tom, ze Skupina nebude schopna inkasovat veskeré dluzné
¢astky podle plvodné sjednanych podminek. Vyznamné financni tézkosti
odbératele, pravdépodobnost, ze dluznik vstoupi do konkurzu, nedodrzeni
splatnosti nebo prodleni ve splatnosti zavazku (u pohledavek z obchodnich
vztah( vicéi tretim stranam od 14 do 30 dni v zavislosti na individualnim
posouzeni situace dluznika) jsou indikatory, ze obchodni pohledavky

jsou znehodnoceny. Vyse opravné polozky je rozdil mezi u¢etni hodnotou
aktiva a sou¢asnou hodnotou odhadovanych budoucich penéznich toku
diskontovanych pavodni efektivni trokovou sazbou. Tvorba této ztraty

z opravné polozky je zauctovana do zisku nebo ztraty.

Financni aktiva jsou oductovana z rozvahy, jestlize pravo obdrzet penézni
toky z finan¢nich aktiv vyprselo nebo bylo prfevedeno a Spole¢nost
prevedla v podstaté veskera rizika a odmény plynouci z vlastnictvi.

Spotiebni dan obsazena v hodnoté nakoupenych kolkd je primarné
vykazana v kategorii ,,Ostatni nefinanc¢ni aktiva“ a odpovidajici zavazek
v kategorii ,,Ostatni danové zavazky”. Aktivum zanika a stava se soucasti
obchodnich pohledavek v okamziku prodeje hotovych vyrobkd a zbozi,
které jsou predmétem spotrebni dané. Konzistentné s timto uctovanim
nezahrnuji zasoby a naklady na prodané vyrobky a zbozi spotrebni dan.
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2.8 Impairment of assets

Property, plant and equipment and other non-financial assets, including
intangible assets, are reviewed for impairment losses whenever events

or changes in circumstances indicate that the carrying amount may not be
recoverable.

An impairment loss is recognised for the amount by which the carrying
amount of the asset exceeds its recoverable amount, which is the higher
of an asset’s net selling price and value in use. For the purposes

of assessing impairment, assets are grouped at the lowest level, for which
there are separately identifiable cash inflows (cash-generating units).

2.9 Inventories

Inventories are stated at the lower of cost and net realisable value. Costs

of inventories include the purchase price and related costs of acquisition
(transport, customs duties, etc.). The carrying amount of merchandise is
determined on the basis of FIFO. The carrying amount of materials, mainly
represented by spare parts, is determined on the basis of weighted average
costs.

Net realisable value is the estimated selling price in the ordinary course
of business, less applicable variable selling expenses.

2.10 Loans and receivables

Loans and receivables are non-derivative financial assets with fixed

or determinable payments that are not quoted in an active market. They
are included in current assets, except for those with maturities greater
than 12 months after the balance sheet date. These are classified

as non-current assets. Loans and receivables are classified as trade
and other receivables in the consolidated statement of financial position.

Trade receivables are recognised initially at fair values and subsequently
measured at amortised costs using the effective interest method,

less a provision for impairment. Such a provision for impairment

of domestic and foreign third party trade receivables is established if
there is objective evidence that the Group will not be able to collect all
amounts due according to the original terms of receivables. Significant
financial difficulties of the debtor, the probability that the debtor will enter
bankruptcy and default or there is delinquency in payments (in the case
of trade receivables from third parties more than 14 - 30 days overdue
based on individual assessment of the debtor) are considered indicators
that the trade receivable is impaired. The amount of the impairment

loss is the difference between the carrying amount and the recoverable
amount, being the present value of estimated future cash flows discounted
at the original effective interest rate. The amount of the impairment loss
is recognised in profit or loss.

Financial assets are derecognised when the rights to receive cash
flows from the financial asset have expired or have been transferred and
the Group has transferred substantially all risks and rewards of ownership.

2.11 Excise tax

Excise tax on purchased fiscal stamps is initially recognised in the category
“Other non-financial assets” and a corresponding liability is recognised

in the category “Other tax liabilities”. The asset is derecognised

and reclassified to trade receivables upon sale of finished goods and
merchandise subject to excise tax. Correspondingly, inventories and cost
of goods sold do not include excise tax.



Spotrebni dan ma urcité charakteristiky dané z prodeje, zatimco urcité
aspekty dafového systému v Ceské republice jsou spise povahy dané
vyrobni. Vedeni analyzovalo vSechny znaky systému spotfebni dané

v Ceskeé republice a dospélo k zavéru, ze vlastnosti dané z prodeje
pfevazuji. Z tohoto dlivodu neni spotfebni dan vykazana v trzbach

a provoznich nakladech v konsolidovaném vykazu uplného vysledku
Skupiny.

Penézni prostredky a penézni ekvivalenty zahrnuji finanéni hotovost,
inkasovatelné bankovni vklady, ostatni vysoce likvidni kratkodobé

investice s plivodni dobou splatnosti tfi mésice a méné, debetni zUstatky
na bankovnich Ucétech (kontokorentni cty) nebo jiné pujcky splatné

na pozadani. V konsolidovaném vykazu finan¢ni pozice jsou debetni
zUstatky na bankovnich uétech (kontokorentni Géty) a jiné pujcky splatné
na pozadani vykazany v polozce ,,Prijaté pujcky" v kratkodobych zavazcich.

Obchodni zavazky se prvotné vykazuiji v realné hodnoté a nasledné jsou
ocenovany zlstatkovou hodnotou na zakladé metody efektivni Grokové sazby.

Skupina pfistupuje k oductovani finanénich zavazkd pouze v situaci, kdy
jsou povinnosti Skupiny splnény, zruseny nebo kdyz skonéi jejich platnost.
Rozdil mezi u¢etni hodnotou oduc¢tovaného finanéniho zavazku a ¢astky
bud zaplacené, nebo splatné, je zauc¢tovan do vykazu zisku a ztraty.

Odlozena dan je vypoctena s pouzitim zavazkové metody uplatnéné

na vSechny prechodné rozdily vzniklé mezi danovou hodnotou aktiv

a zavazk( a jejich ucetni hodnotou vykazovanou v konsolidované ucetni
zavérce. Pokud ovsem odlozena dan vyplyva z vychoziho zachyceni

aktiva nebo zavazku z transakci jinych, nez je podnikova kombinace, které
v dobé vzniku nemaji dopad ani na ucetni, ani na danovy zisk nebo ztratu,
pak se o ni neuctuje. Odlozena dan z pfijma se stanovi za pouziti dafové
sazby (a danovych zakon), které byly schvaleny nebo je proces jejich
schvalovani v podstaté dokoncéen a o kterych se predpoklada, ze budou
ucinné v obdobi, ve kterém bude prislusna danova pohledavka realizovana
nebo zavazek odlozené dané z ptijma vyrovnan. Zmény v odlozené dani
vyplyvajici ze zmén danovych sazeb jsou vykazany v obdobi, ve kterém jsou
zmény uzakonény nebo uzakonény z vétsi ¢asti.

Odlozené danove pohledavky se vykazuji v rozsahu, v némz je
pravdépodobné, ze bude v budoucnosti dosazeno zdanitelného zisku,
ktery umozni uplatnéni téchto prechodnych rozdilG.

Odlozena dan je zaluc¢tovana do zisku nebo ztraty, s vyjimkou pfipadu,
kdy se vztahuje k polozkam uc¢tovanym do ostatniho upiného vysledku.
V takovych pfipadech je také uc¢tovana do ostatniho uplného vysledku.

Skupina hradi pravidelné odvody do statniho rozpoctu k financovani statniho
dlchodového pojisténi a prispévku na statni politiku zaméstnanosti v sazbach
platnych pro dané obdobi z vyplacenych hrubych mezd. Nad ramec téchto
zakonnych odvodu nejsou od Skupiny vyZzadovany zadné jiné dodatec¢né
odvody. Naklady souvisejici s odvody jsou zuctovany do zisku nebo ztraty
ve stejném obdobi jako vyplata mezd a plat(, ke kterym se vztahuiji.

Skupina také poskytuje svym zaméstnancim penzijni ptipojisténi formou
plateb nezavislym penzijnim fonddm v ramci platného prispévkové
definovaného penzijniho planu. Tyto naklady jsou uc¢tovany do zisku nebo
ztraty v roce, se kterym ¢asoveé souviseji. Nad ramec téchto zakonnych
odvod nejsou od Skupiny vyzadovany zadné jiné dodate¢né odvody.
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Excise tax in the Czech Republic has certain characteristics of sales tax
while certain aspects of the taxation system are more of a production
tax nature. Management has analysed all the features of the excise

tax system in the Czech Republic and came to the conclusion that

the characteristics of the sale tax prevail. As a result the excise tax

is excluded from revenues and operating expenses in the Group’s
consolidated statement of comprehensive income.

2.12 Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held on call
with banks, other short-term highly liquid investments with original
maturities of three months and less, bank overdrafts or other on-demand
payable liabilities. Bank overdrafts and other on-demand payable liabilities
are shown on the consolidated statement of financial position within
Borrowings in current liabilities.

2.13 Trade payables and financial liabilities
Trade payables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method.

The Group derecognises financial liabilities only when the contractual
liabilities of the Group are discharged, cancelled or expire. The difference
between the carrying amount of a derecognised financial liability

and the consideration paid is recognised in profit or loss.

2.14 Deferred income tax

Deferred income taxation is calculated using the liability method

applied to all temporary differences arising between the tax base

of assets and liabilities and their carrying amounts in the consolidated
financial statements. However, if the deferred income tax arises from
initial recognition of an asset or liability in a transaction other than

a business combination that at the time of the transaction affects neither
the accounting nor taxable profit nor loss, it is not accounted for.
Deferred income tax is determined using tax rates (and laws) that have
been enacted or substantially enacted by the balance sheet date and are
expected to apply when the related deferred income tax asset is realised
or the deferred income tax liability is settled. Changes in deferred tax
resulting from the changes in tax rates are recognised in the period

in which the changes are enacted or substantially enacted.

Deferred income tax assets are recognised to the extent that it is probable
that future taxable profit will be available against which the temporary
differences can be utilised.

Deferred tax is charged or credited to profit or loss, except when it relates
to items charged or credited to other comprehensive income, in which case
the deferred tax also affects other comprehensive income.

2.15 Employee benefits

a) Pension obligations

Contributions are made to the Government’s retirement benefit and
unemployment schemes at the statutory rates applicable during the year
and are based on gross salary payments. The Group has no further
payment obligations once the contributions have been paid. The expense
for the contributions is charged to profit or loss in the same period as

the related salary expense.

The Group also makes contributions to defined contribution schemes
operated by external pension companies. These contributions are charged
to profit or loss in the year to which the contributions relate. The Group has
no further payment obligations once the contributions have been paid.
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Odstupné a pozitky pfi pred¢asném ukoncéeni pracovniho poméru se
vyplaceji v pripadé, Ze je pracovni pomér ukoncen pred normalnim
odchodem do diichodu nebo pred uplynutim pracovni smlouvy. Skupina
vykazuje pozitky z pfed¢asného ukoncéeni pracovniho poméru, pokud je
zavazana k ukonceni pracovniho poméru vybranych zaméstnancu v souladu
se schvalenym detailnim planem bez realné moznosti od tohoto planu
odstoupit.

PMI poskytuje urcité plany uhrad vazanych na akcie pro vedouci
zaméstnance vSech spolec¢nosti v ramci skupiny PMI. Tyto plany se
vztahuji k akciim spolec¢nosti PMI a predstavuji Uhrady vazané na akcie
vyporadané kapitalovymi nastroji. Na zakladé pravidel stanovenych
,Performance Incentive Plans" je vybranym zaméstnanciim poskytovana
dlouhodoba odména v podobé naroku na akcie PMI, které by jim mély

byt v budoucnosti pridéleny. K realizaci naroku a nabyti akcii zaméstnanci
dochazi po uplynuti zaméstnaneckého pomeéru tfi let od data poskytnuti
naroku (rozhodné obdobi). Hodnota nakladl sluzeb zaméstnancu
vykazanych jako protihodnota za pridélené naroky na akcie je uréena

na zakladé realné hodnoty narok( k datu poskytnuti. Naklady jsou do zisku
nebo ztraty (naklady na zaméstnance a zaméstnanecké pozitky a sluzby)
zUcétovany rovnomérné béhem rozhodného obdobi se souvztaznym zapisem
do vlastniho kapitalu. Hodnota nakladd vykazanych jako protihodnota

za pridélené naroky v letech 2016 a 2015 byla nevyznamna.

Skupina tvori rezervy, pokud ma souc¢asny pravni nebo mimosmluvni
zavazek, ktery je vysledkem minulych udalosti, je pravdépodobné, Ze

k vyporadani tohoto zavazku bude nezbytné odéerpani prostredku, a maze
byt proveden spolehlivy odhad vySe zavazku. Rezervy se nevytvareji

na budouci provozni ztraty.

Rezervy jsou ocenény v souc¢asné hodnoté nejlepsiho odhadu vydajl
potiebnych k vyrovnani sou¢asného zavazku k rozvahovému dni.

Vynosy predstavuji realnou hodnotu prijaté nebo narokované protihodnoty
za prodej zbozi, vyrobk( a sluzeb, bez dané z pridané hodnoty a spotiebni
dané, po odpoctu slev a skont. Vynosy a naklady jsou vykazovany
nasledujicimi zplGsoby:

Vynosy z prodeje vyrobkl a zbozi se vykazuji, pokud Skupina prevedla

na kupujiciho vyznamna rizika a uzitky z vlastnictvi vyrobkl nebo zbozi;
nezachovava si pokracujici manazerskou angazovanost v mife obvykle
spojované s vlastnictvim pozadovanych vyrobkd nebo zbozi, ani skute¢nou
kontrolu nad témito vyrobky nebo zbozim; ¢astka vynosl maze byt
spolehlivé ocenéna; je pravdépodobné, ze ekonomické uzitky, které jsou
s transakci spojeny, poplynou do Skupiny, a vzniklé naklady nebo naklady,
ktere s ohledem na transakci teprve vzniknou, mohou byt spolehlive
ocenény. O vynosu je U¢tovano v okamziku vyskladnéni jak v pripadé
domacich prodeju, tak exportu.

Vynosy z poskytovani sluzeb se vykazuiji, jestlize dojde k poskytnuti sluzby
a k akceptaci zakaznikem.
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b) Redundancy and termination benefits

Redundancy and termination benefits are payable when employment
is terminated before the normal retirement or contract expiry date.
The Group recognises redundancy and termination benefits when

it is demonstrably committed to terminating the employment of current
employees according to a detailed formal plan without the possibility
of withdrawal.

c) Share-based payments

PMI runs certain compensation plans for management of all PMI
companies. The plans relate to the stock of PMI. These plans are equity
settled share-based payment transactions. There are Performance
Incentive Plans in place under which eligible employees receive

deferred stock awards representing long-term equity compensation

that delivers shares of PMI after a three-year service period (the vesting
period). The compensation cost for deferred stock awards is determined
by using fair value of the equity instruments awarded as at the grant date.
Compensation cost is recognised over the vesting period on a straight-line
basis as a charge to the employee benefits expense with a corresponding
entry in equity. Amounts recognised as compensation expense in 2016 and
2015 were immaterial.

2.16 Provisions

Provisions are recognised when: the Group has a present legal or
constructive obligation as a result of past events; it is more likely than
not that an outflow of resources will be required to settle the obligation;
and the amount can be reliably estimated. Provisions are not recognised
for future operating losses.

Provisions are measured at the present value of the best estimate
of the expenditure required to settle the present obligation as at the balance
sheet date.

2.17 Revenue and expense recognition

Revenue comprises the fair value of the consideration received or
receivable for the sale of goods and services, net of value-added tax,
excise tax, rebates and discounts. Revenues and expenses are recognised
as follows:

a) Sales of products and goods

Revenue from the sales of products and goods is recognised when

the Group has transferred the significant risks and rewards of ownership
of the products or goods to the buyer; the Group retains neither continuing
managerial involvement to the degree usually associated with ownership
nor effective control over the products or goods sold; the amount

of revenue can be measured reliably; it is probable that the economic
benefits associated with the transaction will flow to the Group and the costs
incurred or to be incurred in respect of the transaction can be measured
reliably. Revenue is recognised at the moment of delivery despatch

to the customer for both export and domestic sales.

b) Sales of services
Sales of services are recognised when the services are rendered
and accepted by customer.



Urokovy vynos se vykazuje dasové rozliseny s pouzitim metody efektivni
urokové sazby a zohlednénim vySe nesplacené jistiny.

Soucasti nakladd na prodané vyrobky a zbozi jsou variabilni a fixni vyrobni
naklady, pofizovaci cena nakoupeného zbozi a licenéni poplatky placené
za prodané vyrobky.

Odbytové naklady vyplyvaji z odbytové ¢innosti a kromé personalnich

a rezijnich nakladu zahrnuji také odpisy majetku v oblasti prodeje, naklady
spojené s expedici, naklady na propagaci, podporu prodeje, prizkum trhu
a sluzby zakaznikdim.

Administrativni naklady zahrnuji personalni a rezijni naklady a odpisy
majetku ve spravni oblasti.

Leasing je klasifikovan jako operativni leasing, jestlize podstatna ¢ast rizik
a uzitka vyplyvajicich z vlastnictvi zlistava u pronajimatele. Splatky uhrazené
na zakladé operativniho leasingu se Uctuji do zisku nebo ztraty rovnomérné
po celou dobu trvani leasingu.

Leasing pozemku, budov a zafizeni, pfi némz na najemce prechazi
podstatna ¢ast rizik a odmén vyplyvajicich z vlastnictvi, je klasifikovan jako
finan¢ni leasing. Skupina nepofizuje dlouhodoby majetek prostrednictvim
finanéniho leasingu.

Vyplata dividend akcionafim Spole¢nosti se vykazuje v konsolidované
ucetni zavérce Skupiny jako zavazek v obdobi, ve kterém jsou dividendy
schvaleny akcionari Spolecnosti.

Z ¢innosti Skupiny vyplyva fada financ¢nich rizik: trzni riziko, avérové

riziko a riziko likvidity. Trzni riziko a riziko likvidity jsou fizené centralnim
oddélenim Treasury skupiny PMI v Lausanne. Uvérové riziko je fizeno
primarné Skupinou. PMI Treasury identifikuje, ocenuje a zajistuje financni
riziko v Uzké spolupraci se Skupinou. Rizeni rizik provadi centralni oddéleni
Treasury skupiny PMI v souladu s pravidly schvalenymi predstavenstvem
Skupiny, ktera vychazeji z PMI politik pro fizeni finan¢niho rizika.

Skupina pUsobi na mezinarodnim trhu a je vystavena ménovému riziku
vztahujicimu se k riznym ménam. Ménoveé riziko vyplyva zejména z titulu
budoucich nakupti a prodejl a pohledavek a zavazk v cizich ménach.
Pro fizeni ménového rizika Skupina prilezitostné nakupuje ménové opce
prostrednictvim PMI Treasury, o kterych uctuje jako o zajistovacich
derivatech. V letech 2016 a 2015 Skupina neméla zadné ménové opce.
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c) Interest income
Interest income is accrued on a time basis, by reference to the principal
outstanding and the effective interest rate applicable.

d) Costs of goods sold
Costs of goods sold include variable and fixed manufacturing costs, costs
of goods purchased for resale and royalties paid for the products sold.

e) Distribution expenses

Distribution expenses include personnel costs and overheads, depreciation
and amortisation applicable to the distribution function, as well as the costs
of shipping, advertising, sales promotion, market research and customer
service.

f) Administrative expenses
Administrative expenses include personnel costs and overheads as well as
depreciation and amortisation applicable to the administrative functions.

2.18 Leases

Leases under which a significant portion of the risks and benefits

of ownership are effectively retained by the lessor are classified

as operating leases. Payments made under operating leases are charged
to profit or loss on a straight-line basis over the period of the lease.

Leases of property, plant and equipment, where the lessee has
substantially all the risks and rewards of ownership, are classified as
finance leases. The Group does not acquire its operating assets via finance
leases.

2.19 Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as
a liability in the Group’s consolidated financial statements in the period
in which the dividends are approved by the Company’s shareholders.

3. FINANCIAL RISK MANAGEMENT

3.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market

risk, credit risk and liquidity risk. Market and liquidity risks are managed
under approved policies by the central Treasury department of PMI group
in Lausanne. Credit risk is managed primarily by the Group. PMI Treasury
identifies, evaluates and hedges financial risks in close co-operation with
the Group’s operating units. Risk management is performed by the central
Treasury department of PMI group in line with the written principles
provided by the Board of Directors for overall risk management, which

are based on PMI financial risk management policies.

a) Market risk

The Group operates internationally and is exposed to foreign exchange
risk arising from various currency exposures. Foreign exchange risk arises
from future purchase and sale transactions and from assets and liabilities
recognised in foreign currencies. To hedge part of this exposure,

the Group occasionally uses currency option derivative instruments,
transacted with PMI Treasury. No currency options were used

by the Group in 2016 and 2015.

Annual Report 2016



Consolidated Financial Statements

Rozdéleni finan¢nich aktiv podle mén (v milionech K¢&):

Uéetni hodnota
k 31.12.2016

Pohledavky za tretimi
stranami - domaci

Pohledavky
za spole¢nostmi
skupiny PMI

Usty v bance

Kratkodobé pUjcky
spfiznénym stranam

Dlouhodoba ostatni
finanéni aktiva

Celkem

Ugetni hodnota
k31.12.2015

Pohledavky za tretimi
stranami - domaci

Pohledavky za tretimi
stranami - zahranicni

Pohledavky
za spole¢nostmi
skupiny PMI

Usty v bance

Kratkodobé puljcky
spfiznénym stranam

Dlouhodoba ostatni
finanéni aktiva

Celkem

Rozdéleni finanénich zavazkd podle mén (v milionech Kg):

Uéetni hodnota
k 31.12.2016

Zavazky tretim stranam
- domaci

Zavazky tretim stranam
- zahraniéni

Zavazky spoleénostem
skupiny PMI

Pajcky
Celkem

Uéetni hodnota
k31.12.2015

Zavazky tretim stranam
- domaci

Zavazky tretim stranam
- zahraniéni

Zavazky spole¢nostem
skupiny PMI

PGjcky
Celkem

CZK

281

6213

1704

102
8 302

CZK

252

3 864

3188

101
7416

CZK

458

93

74
56
681

CZK

460

65

99

629

EUR usbD CHF
126 0 0
24 2
24 0
223 0 0
0 0 0
397 2
EUR usD CHF
132 0 0
0 0 0
4 0 0
40 0
378 0 0
0 0 0
554

EUR usbD CHF
80 0 0
342 3 6
707 5 56
0 0 0
1129 8 62
EUR usb CHF
115 0 0
288 6 7
590 76 45
0 0 0
993 82 52
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Ostatni

o

Ostatni

o

Ostatni

Ostatni

Celkem

407

28

6 237

1927

102
8701

Celkem

384

3904

3 566

101
7970

Celkem

538

447

861
56
1902

Celkem

575

367

814

1761

The split of financial assets by currencies is as follows (in CZK million):

Carrying amount
as at December 31,2016

Receivables from third
parties - domestic

Receivables from PMI
entities

Cash at banks

On-demand deposits with
related parties

Other long term financial
assets

Total

Carrying amount
as at December 31,2015

Receivables from third
parties - domestic

Receivables from third
parties - foreign

Receivables from PMI
entities

Cash at banks

On-demand deposits with
related parties

Other long term financial
assets

Total

CZK

281

6213

1704

102
8 302

CZK

252

3 864

3188

101
7416

EUR

126

24
24

EUR

132

40

378

554

usb

usb

CHF

CHF

Other

Total

407

28
6 237

1927

102
8701

Total

384

3904

3 566

101
7970

The split of financial liabilities by currencies is as follows (in CZK million):

Carrying amount
as at December 31,2016

Payables to third parties
- domestic

Payables to third parties
- foreign

Payables to PMI entities
Borrowings
Total

Carrying amount
as at December 31,2015

Payables to third parties
- domestic

Payables to third parties
- foreign

Payables to PMI entities
Borrowings
Total

CZK

458

93
74
56
681

CZK

460

65
99

629

EUR

80

342
707

1129

EUR

115

288
590

993

UsD

usb

76

82

CHF

CHF

45

52

Other

19

22

Other

Total

538

447
861
56
1902

Total

575

367
814

1761



Analyzy citlivosti

Citlivost na zmény ménového kurzu

Skupina je vystavena ménovému riziku vyplyvajicimu zejména z transakci se
spole¢nostmi se sidlem v Evropskeé unii a se spolec¢nostmi skupiny PMI se
sidlem ve Svycarsku. Nejvyznamnéjsimi ménami Skupiny jsou euro, americky
dolar a Svycarsky frank. Ménové riziko je hodnoceno ve vztahu k funkéni méné
Skupiny (¢eska koruna) k rozvahovému dni, kdy jsou pohledavky a zavazky
vedené v cizi méné prepodteny na Geské koruny kurzem Ceské narodni banky.

Analyza citlivosti zahrnuje finan¢ni aktiva a zavazky denominované v cizich
ménach a méfi dopad z prepoctu téchto polozek k rozvahovému dni kurzem
Ceské narodni banky k 31. 12. 2016. Skupina povazuje za mozny pohyb
ménovych kurzi vici ceské koruné v nasledujicim obdobi +15 % (zhodnoceni
ceskeé koruny) a-15% (znehodnoceni ¢eské koruny).

Analyza citlivosti na zmény kurzu je pfipravena po jednotlivych ménach
za predpokladu, Ze kurzy ostatnich mén jsou beze zmény.

Nasleduijici tabulka predstavuje dopad na zisk pred zdanénim pri ocekavaném
posileni +15% nebo oslabeni -15% ¢eské koruny v{i¢i cizim ménam
(v milionech Kg¢):

2016 -15% znehodnoceni CZK

Ména EUR usD CHF

Zvyseni (+) / snizeni (-) zisku -110 -1 -9
+15% zhodnoceni CZK

Ména EUR uUsD CHF

Zvyseni (+) / snizeni (-) zisku 110 1 9

2015 -15% znehodnoceni CZK

Ména EUR usD CHF

Zvyseni (+) / snizeni (-) zisku -66 -12 -8
+15% zhodnoceni CZK

Ména EUR usD CHF

Zvyseni (+) / snizeni (-) zisku 66 12 8

Citlivost na zmény urokové sazby

Skupina je vystavena Urokovemu riziku zejména v souvislosti

s poskytovanim kratkodobych puj¢ek se stanovenou dobou splatnosti

a kratkodobych pujcek splatnych na pozadani spolec¢nostem ve skupiné
PMI a Skupina je také vystavena Urokovému riziku v souvislosti

s faktoringovymi transakcemi s pohledavkami. Skupina predpoklada mozny
pohyb vynosové kfivky v nasledujicim obdobi +100/-25 bazickych bodu.

Pro poskytnuté kratkodobé pujcky a kratkodobé pljcky splatné

na pozadani poskytnuté spole¢nostem ve skupiné PMI je dopad na zisk
pred zdanénim stanoven na zakladé specifikované zmény urokoveé sazby,
ktera by nastala na zac¢atku uc¢etniho obdobi a za predpokladu, Ze by
nedoslo k zadné jiné zméné Urokovych sazeb v priibéhu celého ucetniho
obdobi. Ostatni finanéni aktiva a zavazky nejsou povazovany za Urokovée
citlivé.
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Sensitivity analysis

Sensitivity to exchange rates

The Group is exposed to the foreign currency risk arising from
transactions performed mainly with companies in the European Union
and companies within PMI group with the registered seat in Switzerland.
The common currencies used by the Group are EUR, USD and CHF.
The foreign currency risk is measured against the functional currency
of the Group (CZK) as at the balance sheet date, when the financial
assets and liabilities denominated in foreign currencies are recalculated
to the CZK by applying the Czech National Bank exchange rate.

The sensitivity analysis considers financial assets and liabilities
denominated in foreign currencies and it measures the impact from
recalculation of these items as at the balance sheet date by using exchange
rates published by the Czech National Bank as at December 31, 2016.

The Group considers the movements of exchange rates against CZK

in the following period +15% (appreciation of CZK) and -15% (depreciation
of CZK) as possible.

The sensitivity analysis on exchange rate changes is prepared for individual
currencies on the presumption that there is no movement in the exchange
rates of other currencies.

The following table presents the impact on profit before tax of an
appreciation +15% or depreciation -15% of the CZK to foreign currencies
(in CZK million):

2016 CZK depreciation by 15%
Currency EUR USD CHF
Increase / (decrease) in profit or loss (110) (1) 9)
CZK appreciation by 15%
Currency EUR usD CHF
Increase / (decrease) in profit or loss 110 1 9
2015 CZK depreciation by 15%
Currency EUR UsD CHF
Increase / (decrease) in profit or loss (66) (12) (8)
CZK appreciation by 15%
Currency EUR usD CHF
Increase / (decrease) in profit or loss 66 12 8

Sensitivity to interest rates

The Group is exposed to interest rate risk mainly in relation to short-term
borrowings and short-term on-demand deposits with PMI companies, and
as well the Group is exposed to interest rate risk in relation to factoring
transactions with receivables. The Group assumes the possible movements
of the yield curve in the following period by +100/-25 basis points.

For short-term loans receivable and short-term on-demand deposits with
PMI companies, the impact on profit or loss before tax is determined

on the basis of a defined change in the interest rate, which would

have arisen at the beginning of the accounting period and based

on the assumption that no other changes in the interest rate occurred
during the entire accounting period. Other financial assets and liabilities
are not considered to be sensitive to interest rate movements.
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Nasledujici tabulka predstavuje mozny dopad na zisk pred zdanénim pfi
ocekavaném narlstu (+100 bazickych bodd) nebo poklesu (-25 bazickych
bodu) urokovych sazeb (v milionech K¢):

Narust urokové miry Pokles urokové miry

2016 0 100 baz. bodl 0 25 baz. bodi
Zvyseni (+) / snizeni (-) zisku 28 -7

Narust urokové miry Pokles urokové miry
2015 0 100 baz. bodu 0 25 baz. bodl
Zvyseni (+) / snizeni (-) zisku 43 -1

Skupina ma stanovena pravidla, ktera zajistuji, Ze prodej vyrobk( a zbozi
s odlozenou splatnosti je realizovan pouze s odbérateli, ktefi splnuji
podminky pro uvérovy prodej a maji pfislusnou uvérovou historii.

Vyraznou podporu v této oblasti poskytuji Skupiné odbornici z PMI Treasury
v Lausanne. Kromé PMI Treasury Skupina vyuziva k analyze protistran také
sluzeb externich ratingovych agentur.

Ptipadna platebni neschopnost odbératele miize vést k bezprostfednim
ztratam s nezadoucim vlivem na hospodareni Skupiny. Z tohoto

dlvodu podléha schvalovani obchodnich aktivit s novymi odbérateli
standardizovanym kontrolam a postupm pfislusnych oddéleni Skupiny.
Angazovanost Skupiny vici odbératellim je fizena také prostrednictvim
stanoveni tvérovych limitd. Vyse téchto limitl je pravidelné monitorovana
a vyhodnocovana.

Soucasti fizeni uvérového rizika jsou aktivni sprava a fizeni pohledavek,
kde se ke snizeni rizik pouzivaji standardni nastroje finanénich trh,
jako jsou bankovni zaruky a platby predem a postoupeni pohledavek
prostrednictvim bezregresniho faktoringu.

Zajisténi pohledavek

Pohledavky z obchodnich vztah( jsou rozdéleny z hlediska strategie
zajisténi na pohledavky za tuzemskymi odbérateli, zahrani¢nimi odbérateli
a spole¢nostmi skupiny PMI.

K zajisténi pohledavek za tuzemskymi odbérateli jsou v urcitych

pfipadech vyuzivany bankovni zaruky. Povinnym preventivnim nastrojem

v pisemném smluvnim vztahu je sankéni Urok z prodleni uhrad. Pohledavky
z obchodnich vztah( za tuzemskymi odbérateli jsou rozdéleny do dvou
skupin: pohledavky zajisténé bankovnimi zarukami a nezajisténé
pohledavky za odbérateli, ktefi splnuji podminky poskytnuti nezajisténého
uvéru. Vyse nezajisSténého Uvéru zavisi na celkovém a finanénim hodnoceni
kazdého odbératele véetné vyuziti externiho hodnoceni ratingovych
agentur.

Pohledavky z obchodnich vztah( se zahrani¢nimi odbérateli jsou Castecné
zajistény bankovnimi zarukami.

Pohledavky z obchodnich vztaht za spole¢nostmi skupiny PMI jsou
povazovany za malo rizikové, a proto nejsou zajisténé.
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The following table presents the possible impact on profit or loss before tax
of an expected increase (+100 basis points) or decrease (-25 basis points)
of interest rates (in CZK million):

Interest rate increased Interest rate decreased

2016 by 100 basis points by 25 basis points

Increase / (decrease)

in profit or loss 28 7)
Interest rate increased Interest rate decreased

2015 by 100 basis points by 25 basis points

Increase / (decrease)

in profit or loss 43 (11)

b) Credit risk

The Group has policies in place to ensure that sales of products and
merchandise on credit are made to customers who meet the Group’s
criteria for credit eligibility and have adequate credit history.

Considerable support in this area is provided by PMI Treasury specialists
in Lausanne. Apart from PMI Treasury, the Group also uses the services
of external rating agencies for counterparty analysis.

The financial insolvency of counterparty may result in immediate losses

to the Group with an adverse impact on the Group’s financial position.
Therefore, the acceptance of new business is reliant on standard approval
controls and procedures through the relevant departments of the Group.
The Group’s involvement with counterparties is managed by means of credit
limits that are monitored and re-evaluated on a regular basis.

Active administration and management of receivables is incorporated
into the credit risk management process and standard financial market
instruments such as bank guarantees, advance payments and transfers
of receivables through factoring without recourse are used to reduce
the risks.

Receivables security

With respect to the security strategy of trade receivables, trade receivables
are separated into receivables from domestic customers, foreign
customers and PMI entities.

Bank guarantees, in certain cases, are used to secure receivables

from domestic credit customers. Penalty interest on late payments

is a compulsory preventative instrument for all contractual relationships.
Trade receivables from domestic credit customers are divided into

two groups: receivables secured by bank guarantees and unsecured
receivables from customers eligible for unsecured credit. Unsecured credit
is based on an overall and financial assessment of each individual customer
including usage of external rating agencies.

Trade receivables from third party foreign customers are partially secured
by bank guarantees.

Trade receivables from PMI entities are considered as low-risk receivables
by the Group, and are therefore unsecured.



Uéetni hodnota
k 31.12.2016
(v milionech K¢)

Pohledavky za tretimi
stranami - domaci

Pohledavky
za spolecnostmi
skupiny PMI

Uéty v bance
Kratkodobé pUjcky
spfiznénym stranam

Dlouhodoba ostatni
finanéni aktiva

Celkem

Uéetni hodnota
k 31.12.2015
(v milionech K¢)

Pohledavky za tretimi
stranami - domaci

Pohledavky za tretimi
stranami - zahrani¢ni

Pohledavky
za spole¢nostmi
skupiny PMI

Uéty v bance

Kratkodobé pUjcky
spfiznénym stranam

Dlouhodoba ostatni
finanéni aktiva

Celkem

Neznehodnocena
finanéni aktiva
do splatnosti

407

16

6 237

1927

102
8 689

Neznehodnocena
financni aktiva
do splatnosti

384

10

3904

3 566

101
7970

Neznehodnocena
finanéni aktiva
po splatnosti

0

12

Neznehodnocena
finanéni aktiva
po splatnosti

0

o

Koncentrace uvérového rizika obchodnich pohledavek
Skupina sleduje koncentraci Uvérového rizika obchodnich pohledavek

podle odbytovych regiond.

Rozdéleni obchodnich pohledavek podle odbytovych regiona:

Ugetni hodnota
k 31.12.2016
(v milionech K¢)

Pohledavky za tretimi stranami
- domaci

Pohledavky za spole¢nostmi
skupiny PMI

Celkem

Uéetni hodnota
k31.12.2015
(v milionech K¢)

Pohledavky za tretimi stranami
- domaci

Pohledavky za tretimi stranami
- zahrani¢ni

Pohledavky za spole¢nostmi
skupiny PMI

Celkem

Ceska  Slovenska
republika republika Ostatni
281 126 0
0 0 28
281 126 28
Ceska  Slovenska
republika republika Ostatni
252 132 0
0 0] 10
0 0]
252 132 15

Celkem

407

28

6 237

1927

102
8701

Celkem

384

3904

3 566

101
7970

Celkem

407

28
435

Celkem

384

10

399
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Carrying amount as
at December 31,2016
(in CZK million)

Receivables from third
parties - domestic

Receivables from PMI
entities

Cash at banks

On-demand deposits with
related parties

Other long-term financial
assets

Total

Carrying amount as
at December 31,2015
(in CZK million)

Receivables from third
parties - domestic

Receivables from third
parties - foreign

Receivables from
PMI entities

Cash at banks

On-demand deposits with
related parties

Other long-term financial
assets

Total

Unimpaired financial
assets not yet due

407

16
6 237

1927

102
8 689

Unimpaired financial
assets not yet due

384

10

3904

3 566

101
7970

Unimpaired financial
assets past due

12

12

Unimpaired financial
assets past due

Credit risk concentration of trade receivables
The Group monitors the concentration of credit risk of trade receivables

by distribution regions.

Classification of trade receivables by distribution regions:

Carrying amount as
at December 31,2016
(in CZK million)

Receivables from third parties
- domestic

Receivables from PMI entities
Total

Carrying amount as
at December 31,2015
(in CZK million)

Receivables from third parties
- domestic

Receivables from third parties
- foreign

Receivables from PMI entities
Total

Czech
Republic

281

281

Czech
Republic

252

252

Slovak
Republic

126

126

Slovak
Republic

132

132

Other

28
28

Other

10

15

Total

407

28
6 237

1927

102
8701

Total

384

3904

3 566

101
7970

Total

407
28
435

Total

384

399
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Uvérova bonita finanénich aktiv, ktera nejsou po splatnosti ani Credit quality of financial assets not yet due and not impaired

znehodnocena The Group uses the following criteria when setting ratings of financial
Pri stanoveni ratingu finanénich aktiv, ktera nejsou po splatnosti ani assets that are not yet due and are not impaired.
znehodnocena, pouziva Skupina nasledujici kritéria: e Solvency class 1 includes receivables from third parties secured

Ve tfidé bonity 1 jsou zafazeny pohledavky vici odbératelim zajisténé
bankovnimi zarukami, u nichZ neexistuje zadny objektivni diikaz, ktery
by signalizoval mozné snizeni jejich hodnoty, pohledavky, které budou
predmétem bezregresniho faktoringu, a ostatni dlouhodoba depozita.
Ve tridé bonity 2 jsou zafazeny nezajisténé pohledavky z obchodnich
vztah( za odbérateli, u kterych neexistuje zadny objektivni dikaz, ktery
by signalizoval mozné snizeni jejich hodnoty.

Pohledavky za spoleé¢nostmi skupiny PMI a kratkodobé pajcky
poskytnuté v ramci skupiny PMI jsou v roce 2016 zarazeny do skupiny
s hodnocenim A-1 podle PMI ratingu Standard & Poor’s (2015: A-1).
Hotovost v bankach je zarazena podle hodnoceni dlouhodobych depozit

by bank guarantees for which there is no objective evidence indicating
impairment, receivables which will be subject to factoring without
recourse, and other long-term deposits.

* Solvency class 2 includes receivables that are unsecured trade

receivables from third parties for which there is no objective evidence
indicating impairment.

* Receivables and on-demand deposits with PMI entities are classified

according to Standard & Poor’s rating of PMI. In 2016, the S&P rating
was A-1 (2015: A-1).

e (Cash at banks is classified according to Moody’s Long-term Deposit

rating. For banks and financial institutions, only parties with a minimum

prostfednictvim agentury Moody’s. Jako banky a financéni instituce
pouzivané Skupinou jsou akceptovany pouze ty s hodnocenim Baal
nebo vice (2015: Baa?2).

rating of Baal (2015: Baa?2) are accepted.

Moody’s
Balance as Standard& Long-term
3 . at December 31, Poor‘s Deposit
S;a;::r':: 'z:f:) ?ji‘gzgzt;gg 2016 (in CZK Solvency Solvency rating rating
Stavk 31. 12. 2016 rating depozit million) class 1 class 2 (A-1) (min. Baa1) Total
(v milionech K¢) Bonita1 Bonita 2 (A-1) (min Baa1) Celkem Receivables from third
Pohledavky za tretimi parties - domestic 402 5 - - 407
stranami - domaci 402 5 0 0 407 Receivables from PMI
Pohledavky entities - - 28 - 28
za spole¢nostmi Cash at banks - - - 6237 6237
S'kquy Al © 25 g 28 On-demand deposits
Ucty v bance 0 0 6 237 6 237 with related parties - - 1927 - 1927
Kratkodobé pujcky Other long-term
spriznénym stranam 0 0 1927 0 1927 financial assets 102 - - - 102
Dlouhodoba ostatni Total 504 5 1955 6237 8701
finanéni aktiva 102 0 0 102
Celkem 504 1955 6237 8701
Moody’s
Balance as Standard& Long-term
3 . at December 31, Poor‘s Deposit
S;a;::r':: ':III(:) ?j‘:\‘gz;it;:z 2015 (in CZK Solvency Solvency rating rating
Stavk 31. 12. 2015 rating depozit million) class 1 class 2 (A-1) (min. Baa2) Total
(v milionech K¢) Bonita1 Bonita 2 (A-1) (min Baa2) Celkem Receivables from third
Pohledavky za tetimi parties - domestic 380 4 - - 384
stranami - domaci 380 4 0 0 384 Receivables from third
Pohledavky za tretimi pattiesialioion N 10 N N 10
stranami - zahranic¢ni 0 10 0 0 10 Receivables from PMI
Pohledavky entities - - 5 - 5
za spole¢nostmi Cash at banks - - - 3904 3904
S'kquy AUl 2 g 5 On-demand deposits
Ucty v bance 0 3904 3904 with related parties - - 3566 - 3566
Kratkodobé puljcky Other long-term
spfiznénym stranam 0 0 3566 0 3566 financial assets 101 - - - 101
Dlouhodoba ostatni Total 481 14 3571 3904 7970
finanéni aktiva 101 0 0 0 101
Celkem 481 14 3571 3904 7970
Carrying amount of financial assets past due but not impaired
Ucetni hodnota finan¢nich aktiv po splatnosti, ktera nejsou Months past due
znehodnocena
Balance as at December 31, Less than 1-3 More than
2016 (in CZK million) 1 month months 3 months Total
Od data splatnosti uplynulo Receivables from PMI entities - 12 - -
Stavk 31.12. 2016 Do 1-3 Vice nez Total - 12 - -
(v milionech K¢) 1 mésice mésice 3 mésice Celkem
Pohledavky za spole¢nostmi
skupiny PMI 0 12 0 0
Celkem (o] 12 (o] (o]
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0Od data splatnosti uplynulo

Stavk 31.12.2015 Do 1-3 Vice nez

(v milionech K¢) 1 mésice mésice 3 mésice Celkem
Pohledavky za spole¢nostmi
skupiny PMI 0 0 0 0

Celkem

Obezretné fizeni rizika likvidity pfedpoklada udrzovani dostatec¢né trovné
hotovosti. Rizeni likvidity Skupiny provadi centralné oddéleni PMI Treasury
prostrednictvim domaciho a mezinarodniho systému ,,cash pool“. V souladu

s pravidly PMI pfipravuje Skupina tydenni vyhled penézniho toku na nasledujici
mésic a mésic¢ni vyhled penézniho toku na nasledujicich 12 mésicu.

Analyza splatnosti smluvnich nediskontovanych penéznich toku

Stav k 31. 12. 2016 (v milionech K¢&) Do 3 mésicu
Zavazky z obchodnich vztah( viiéi tietim stranam

a spole¢nostem skupiny PMI 1764
Nevyplacené dividendy 8
Ostatni financni zavazky 74
Prijaté pajcky 56
Stav k 31. 12. 2015 (v milionech K¢&) Do 3 mésicl
Zavazky z obchodnich vztaht viiéi tretim stranam

a spole¢nostem skupiny PMI 1696
Nevyplacené dividendy 10
Ostatni finanéni zavazky 50
Prijaté pajcky 5

Pro zmirnéni rizika a zlepseni fizeni penéznich prostiedku a likvidity
Skupina odprodala ¢ast pohledavek finanéni instituci v roce 2016. Ze vsech
téchto transakci pro Skupinu nevyplyva zadny urok ze spolut¢asti. Finanéni
instituce neuplatiuje postih v pfipadé opominuti véasné uhrady dluznikem.

Cilem Skupiny pfi fizeni kapitalu je zajisténi nepretrzité ¢innosti s cilem
poskytovat akcionarim navratnost vioZzenych prostiedk(. K udrzeni nebo
upravé kapitalové struktury Skupina mdze upravit vysi dividendy, vydat nové
akcie nebo prodat svij majetek za i¢elem snizeni dluhu.

Kapitalem Spolecnosti a jeji Dcefiné spolecnosti pro potrebu fizeni kapitalu
se rozumi vlastni kapital Skupiny vykazany v konsolidovaném vykazu
finan¢ni pozice.

Realna hodnota finan¢nich nastroji obchodovanych na aktivnich trzich

je stanovena na zakladé kotovanych trznich cen platnych k rozvahovému
dni. Pro stanoveni realné hodnoty finan¢nich nastrojl, které nejsou
obchodovany na aktivnim trhu, se pouzivaji techniky ocernovani. Skupina
¢ini predpoklady, pfi nichz vychazi z trznich podminek existujicich

ke kazdému rozvahovému dni. ZGstatkova hodnota kratkodobych finanénich
aktiv a kratkodobych finanénich pasiv se blizi jejich realné hodnoté. Realné
hodnoty kratkodobych finanénich aktiv a kratkodobych financ¢nich pasiv
spliuji podminky pro stupen 2 dle IFRS 13.

Zustatkova hodnota ostatnich dlouhodobych finan¢nich aktiv se

take blizi jejich realné hodnoté, ktera byla stanovena jako sou¢asna
hodnota budoucich penéznich tokd na zakladé trznich Grokovych sazeb
k rozvahovému dni a ktera spliuje podminky pro stupen 2 dle IFRS 13.

Consolidated Financial Statements

Months past due
Balance as at December 31, Less than 1-3 More than
2015 (in CZK million) 1 month months 3 months Total

Receivables from PMI entities - = = -
Total - o o -

c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash.
Liquidity of the Group is managed and controlled by the central Treasury
department of PMI group via domestic and international cash pool
arrangements. Based on PMI policies, the Group prepares a weekly cash
flow projection for the following month and monthly cash flow projections
for the following 12 months.

Contractual maturity analysis (undiscounted cash flows)

Balance as at December 31, 2016 (in CZK million) Less than 3 months

Trade payables to third parties and PMI entities 1764
Dividend payable 8
Other financial liabilities 74
Borrowings 56

Balance as at December 31, 2015 (in CZK million) Less than 3 months

Trade payables to third parties and PMI entities 1696
Dividend payable 10
Other financial liabilities 50
Borrowings 5]

To mitigate the risk and enhance cash and liquidity management,

the Group sold a portion of its trade receivables to a financial institution
in 2016. In all those transactions, the Group retained no participating
interests. The financial institution has no recourse for failure of debtors
to pay when due.

3.2 Capital management

The Group’s objectives when managing capital are to safeguard

the Group’s ability to continue as a going concern in order to provide
returns for shareholders. In order to maintain or adjust the capital structure,
the Group may adjust the amount of dividends paid to shareholders,

issue new shares or sell assets to reduce debt.

Equity as presented in these consolidated financial statements
of the Company and its Subsidiary is considered as capital of the Group
for the capital management purposes.

Sr3 Fair value estimation

The fair value of financial instruments traded in active markets is based

on quoted market prices as at the balance sheet date. The fair value

of financial instruments that are not traded in an active market is determined

by using valuation techniques. The Group makes assumptions that are based
on market conditions existing as at each balance sheet date. The carrying
amounts of current financial assets and current financial liabilities are assumed
to approximate their fair values. The fair values of current financial assets and
current financial liabilities qualify for Level 2 in accordance with IFRS 13.

The carrying amounts of other non-current financial assets are also assumed
to approximate their fair values, which were determined as the present value
of future cash flows based on market interest rates at the balance sheet
date, and which qualify for Level 2 in accordance with IFRS 13.
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Provoznim segmentem je slozka Skupiny, ktera generuje vynosy a které
vznikaji naklady a jejiz financni vysledky jsou pravidelné vyhodnocovany
subjektem s rozhodovaci pravomoci za U¢elem alokace zdroju a posouzeni
vykonnosti. Jako subjekt s rozhodovaci pravomoci byl identifikovan
management tym Skupiny.

Management tym Skupiny sledoval vykonnost Skupiny na zaklade
geografickych oblasti pokrytych ¢innosti Skupiny. Po zméné provozniho
modelu ve vyrobé od 1. 1. 2015 management tym Skupiny zac¢al sledovat
vykonnost na zakladé typd provozni ¢innosti v kombinaci s geografickou
oblasti. Od roku 2015 jsou v souladu s touto zménou samostatné vykazovany
¢innosti spojené s vyrobni sluzbou a samostatné ¢innosti spojené

s distribuci tabakovych vyrobkil na domacich trzich, a to v Ceské republice

a ve Slovenske republice.

Pro ucely rozhodovani a alokace zdroji management tym Skupiny analyzuje
manazersky provozni zisk. Manazersky provozni zisk v informacich

o segmentech nezahrnuje ostatni nealokovatelné vynosy/naklady, urokovy
vynos/naklad ani dan z pfijmu, jelikoz jsou fizené centralné na trovni PMI,
tudiz tyto polozky nejsou vykazovany podle segment(, protoze v této strukture
nejsou pravidelné poskytovany management tymu Skupiny.

Informace o celkovych aktivech po segmentech nejsou uvedeny, jelikoz s témito
informacemi management tym Skupiny nepracuje a ani mu nejsou predkladany.

Vysledky segmenttl za rok koncici 31. 12. 2016 maji tuto strukturu:

4. SEGMENT REPORTING

An operating segment is a component of an entity that earns revenues
and incurs expenses and whose financial results are regularly reviewed
by the Group’s chief operating decision maker to make decisions about
the allocation of resources and assessment of performance. The chief
operating decision-maker has been identified as the Group’s management
team.

The Group’s management team monitored performance of the Group with
reference to the geographical areas covered by the Group’s operations.
Following the operating model change in Production as of January 1, 2015
the Group’s management started to monitor performance with reference
to the type of business activity in combination with the geographical area.
In line with this change the Group’s reportable segments as of 2015

are the Manufacturing Service related activities and the Distribution
related activities further allocated by markets to Czech Republic

and Slovak Republic.

For the decision making and resource allocation purposes the Group’s
management team reviews management profit from operations.
Management profit from operations in segment reporting excludes other
non-allocated operating income/expense, interest income/expense
and provision for income taxes, as these are centrally managed and
accordingly such items are not presented by segment since they are not
regularly provided by segment to the Group’s management team.

Information about total assets by segment is not disclosed because such
information is not reported to or used by the Group’s management team.

The segment results for the period ended December 31, 2016 are as follows:

Ceska  Slovenska
republika republika Vyrobni
(v milionech K¢) (distribuce) (distribuce) sluzby Celkem
Hrubé trzby 8022 2760 0 10782
Mezi-segmentové trzby -2 063 0 0 -2063
Poskytované sluzby 35 0 2699 2734
Externi trzby 5994 2760 2699 11453
Manazersky hruby zisk 3674 1715 1957 7 346
Manazersky provozni zisk 1978 990 541 3509
Vysledky segmentt za rok koncici 31. 12. 2015 maji tuto strukturu:
Ceska  Slovenska
republika republika Vyrobni
(v milionech K¢) (distribuce) (distribuce) sluzby Celkem
Hrubé trzby 7 636 2752 0 10388
Mezi-segmentové trzby -2 000 0 0 -2000
Poskytované sluzby 30 0 2448 2478
Externi trzby 5666 2752 2448 10866
Manazersky hruby zisk 3339 1702 1719 6 760
Manazersky provozni zisk 1681 979 489 3149
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Czech Slovak Manufactur-
Republic Republic ing
(in CZK million) (Distribution) (Distribution) Service Total
Total gross segment revenues 8 022 2 760 - 10782
Inter-segment revenues (2 063) - - (2063)
Services provided 35 - 2699 2734
External revenues 5994 2760 2699 11453
Management gross profit 3674 1715 1957 7 346
Management profit from
operations 1978 990 541 3509

The segment results for the period ended December 31, 2015 are as follows:

Czech Slovak Manufactur-
Republic Republic ing
(in CZK million) (Distribution) (Distribution) Service Total
Total gross segment revenues 7 636 2752 - 10388
Inter-segment revenues (2 000) - - (2 000)
Services provided 30 - 2448 2478
External revenues 5666 2752 2448 10866
Management gross profit 3339 1702 1719 6 760
Management profit from
operations 1681 979 489 3149



Odsouhlaseni manazerského hrubého zisku na celkovy hruby zisk je
nasledujici:

(v milionech K¢) 31.12.2016 31.12.2015
Manazersky hruby zisk 7 346 6760
Licenéni poplatky -663 -599
Fixni vyrobni naklady -1236 -1 035
Hruby zisk 5447 5126

Licencni poplatky a fixni vyrobni naklady jsou pro ucely analyzy
management tymem Skupiny vyjmuty z manazerského hrubého zisku a jsou
obsazeny v manazerském provoznim zisku.

Odsouhlaseni manazerského provozniho zisku na celkovy zisk pred
zdanénim (upraveno) je nasledujici:

(v milionech K¢) 31.12.2016 31.12.2015
Manazersky provozni zisk 3 509 3149
Ostatni vynosy (+)/naklady (-), gisté -36 55
Urokové naklady -9 =
Zisk pred zdanénim 3464 3203

Odpisy, amortizaci a snizeni hodnoty zahrnuté v manazerském provoznim
zisku Ize rozdélit do jednotlivych segmentli v roce 2016 a 2015 nasledovné:

Ceska  Slovenska
republika republika Vyrobni
(v milionech K¢) (distribuce) (distribuce) sluzby Celkem
2016 22 13 653 688
2015 26 15 451 492

Trzby vznikaji z prodeje tabakovych vyrobk( a sluzeb. Analyza trzeb je
nasleduijici:

(v milionech K¢) 31.12.2016 31.12.2015
Prodej vyrobku a zbozi 8719 8 388
Prodej sluzeb 2734 2478
Celkem 11453 10 866

Trzby od zakaznik( nebo skupin zakaznikl pod spole¢nou kontrolou
prevysujici 10% celkovych trzeb Skupiny: trzby ve vysi 2 656 miliont K&
(2015: 2 317 miliont K¢&) z prodeje jednomu zakaznikovi segmentu
Ceska republika (distribuce) atrzby ve vysi 2 699 milion K¢

(2015: 2 448 milion K¢) z prodeje spole¢nostem ve skupiné PMI jsou
zahrnuty v segmentu Vyrobni sluzby.

Hodnota dlouhodobych aktiv, jinych nez odlozena danova pohledavka

a ostatni finanéni aktiva, umisténych v Ceské republice je 4 252 milion(i K&,
z ¢ehoz ¢astka 4 213 milion( K¢ se vyuziva k podpore aktivit souvisejicich
s vyrobnimi sluzbami (k 31. 12. 2015: 3 699 milion K¢&) a 39 milionl K¢

k podpore aktivit souvisejicich s distribuci zbozi (k 31. 12. 2015:

59 milion K¢) a hodnota téchto aktiv, podporujicich pouze aktivity
souvisejici s distribuci zbozi, umisténych ve Slovenské republice,

je 18 miliont K& (k 31. 12. 2015: 27 miliont K¢).
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A reconciliation of management gross profit to gross profit is provided as

follows:
(in CZK million) December 31,2016 December 31,2015
Management gross profit 7 346 6 760
Royalties (663) (599)
Fixed manufacturing expenses (1236) (1 035)
Gross profit 5447 5126

Royalties and fixed manufacturing expenses are for the purpose of Group’s
management team review excluded from management gross profit, but
these amounts are deducted when determining management profit from

operations.

A reconciliation of management profit from operations to profit before

income tax is provided as follows:

(in CZK million) December 31,2016 December 31,2015
Management profit from operation 3 509 3149
Other operating income / (expense),

net (36) 55
Interest expense 9) (1)
Profit before tax 3464 3203

Depreciation, amortisation and impairment charge included in management
profit from operations allocated to individual segments in 2016 and 2015

is as follows:
Czech Slovak Manufactur-
Republic Republic ing
(in CZK million) (Distribution) (Distribution) Service Total
2016 22 13 653 688
2015 26 15 451 492

Revenues are derived from sales of tobacco products and services.
Breakdown of the revenues is as follows:

(in CZK million) December 31,2016 December 31,2015

Sales of finished goods and

merchandise 8719 8 388
Rendering of services 2734 2478
Total 11453 10 866

Revenues from customers or groups of customers under common control
exceeding 10% of the Group’s revenues: revenue of CZK 2 656 million
(2015: CZK 2 317 million) derived from one customer is included

in segment Czech Republic (distribution) and revenue of CZK 2 699 million
(2015: CZK 2 448 million) derived from the PMI group of companies

is included in segment Manufacturing Services.

The total of the Group’s non-current assets, other than deferred tax
assets and other financial assets, located in the Czech Republic is

CZK 4 252 million from which CZK 4 213 million is used to support
Manufacturing service related activities (at December 31, 2015:

CZK 3 699 million) and CZK 39 million to support Distribution related
activities (at December 31, 2015: CZK 59 million) and those located

in Slovak Republic supporting only Distribution activities is CZK 18 million
(at December 31, 2015: CZK 27 million).
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(v milionech K¢)
K1.1.2015
Pofizovaci cena
Opravky a snizeni
hodnoty

ZGstatkova
hodnota

Rok koncici
31.12.2015
Pocatecni
zUstatkova
hodnota
PrirCistky

Vv porizovaci cené
Vyrazeni

v zlistatkove
hodnoté
Odpisy

Koneéna
zustatkova
hodnota

K 31.12.2015
Pofizovaci cena
Opravky a snizeni
hodnoty

Zustatkova
hodnota

Rok koncici
31.12.2016
Pocateéni
zUstatkova
hodnota
PrirGstky

V porizovaci cené
Vyrazeni

v zUstatkové
hodnoté

Snizeni hodnoty
majetku

Odpisy

Koneéna
zustatkova
hodnota

K 31.12.2016
Pofizovaci cena
Opravky a snizeni
hodnoty

Zustatkova
hodnota

Consolidated Financial Statements

Pozemky,
budovy
a stavby

1923

-1 361

562

562

26

517

1943

-1 426

517

517

140

580

2079

-1 499

580

Dopravni
prostiedky,
stroje

a zafizeni

5779

-3412

2 367

2 367

457

-16
-396

2412

5931

-3 519

2412

2412

531

2341

5983

-3642

2 341

Inventar
a vybaveni

58

-2

57

-50

-48

8

Pofizeni
aktiv

a poskytnuté
zalohy

256

256

571

827

827

827

827

494

1321

1321

1321

Celkem

8016

-4 823

3193

3193

1055

-469

3763

8758

-4 995

3763

3763

1168

4 250

9439

-5 189

4 250

Béhem sledovaného obdobi Skupina vyradila nékteré stroje a zarizeni,

které identifikovala jako dale nepotfebné, a schvdlila jejich vyrazeni

v hodnoté 79 miliont K& (2015: 11 miliont K¢).
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5. PROPERTY, PLANT AND EQUIPMENT

Property, Constructions
Buildings Vehicles & in progress
& Con- Machinery Furniture & Advances

(in CZK million) structions Equipment & Fixtures paid Total
As at
January 1, 2015
Cost 1923 5779 58 256 8016
Accumulated
depreciation
and impairment (1361) (3412) (50) - (4823)
Net carrying
amount 562 2 367 8 256 3193
Year ended
December 31,
2015
Opening net
carrying amount 562 2 367 8 256 3193
Additions cost 26 457 1 571 1055
Disposal net
carrying amount - (16) - - (16)
Depreciation
charge (71) (396) ) - (469)
Closing net
carrying amount 517 2412 7 827 3763
As at
December 31,
2015
Cost 1943 5931 57 827 8758
Accumulated
depreciation
and impairment (1 426) (3519) (50) - (4995)
Net carrying
amount 517 2412 7 827 3763
Year ended
December 31,
2016
Opening net
carrying amount 517 2412 7 827 3763
Additions cost 140 531 3 494 1168
Disposal net
carrying amount - (85) - - (85)
Impairment - (62) - - (62)
Depreciation
charge (77) (455) (2) - (534)
Closing net
carrying amount 580 2 341 8 1321 4250
As at
December 31,
2016
Cost 2079 5983 56 1321 9439
Accumulated
depreciation
and impairment (1 499) (3642) (48) - (5189)
Net carrying
amount 580 2 341 8 1321 4250

During the period the Group disposed of several assets which have been
identified as no longer needed and approved for scrapping in amount
of CZK 79 million (2015: CZK 11 million).



Najemné v hodnoté 146 miliont K& v roce 2016 (2015: 135 miliont KE)
za pronajem skladu a kancelarskych prostor je vykazano v konsolidovaném
vykazu uplného vysledku.

Veskeré vydaje na pofizeni dlouhodobych aktiv byly financovany z vlastnich
zdroj Skupiny.

6. SNIiZENi HODNOTY POZEMKU, BUDOV A ZARIZENi

V roce 2016 Skupina provéfila ziistatkovou hodnotu zafizeni. V dasledku
této revize bylo vykazano snizeni hodnoty dlouhodobych aktiv

0 62 milion K&. V roce 2015 nebylo vykazano zadné snizeni hodnoty
dlouhodobych aktiv.

Konsolidovana ucetni zavérka
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Lease rentals during 2016 amounting to CZK 146 million
(2015: CZK 135 million) relating to the lease of warehousing and office
space are included in consolidated statement of comprehensive income.

All investments in property, plant and equipment were financed
by the Group’s own resources.

6. IMPAIRMENT OF PROPERTY, PLANT AND
EQUIPMENT

In 2016 Group revised the net book value of equipment. As a result
of this revision, the impairment loss was recognised in the amount
of CZK 62 million. There was no impairment loss recognised in 2015.

7. ZASOBY 7. INVENTORIES

(v milionech K¢&) 31.12.2016 31.12.2015 (in CZK million) December 31,2016 December 31,2015
Material 101 94 Materials 101 94
Zbozi 242 329 Merchandise 242 329
Celkem 343 423 Total 343 423

Porizovaci naklady na zasoby vykazané v konsolidovaném vykazu uplného
vysledku roku 2016 jako naklad a zahrnuté v polozce Naklady na prodané
vyrobky a zbozi ¢inily 4 052 miliont K¢ (2015: 3 965 milionl KG).

8.  OBCHODNI A OSTATNI FINANCNi POHLEDAVKY
A OSTATNI NEFINANCNI AKTIVA

(v milionech K¢) 31.12.2016 31.12.2015
Obchodni a ostatni finan¢ni

pohledavky

Treti strany 407 394
Spriznéné strany 28 5]
Celkem 435 399
Ostatni nefinanéni aktiva

Ostatni aktiva - spotfebni dan 2195 2821
Placené zalohy 25 26
Celkem 2220 2 847
Ostatni dlouhodoba finanéni aktiva

Ostatni finan¢ni aktiva 102 101
Total 102 101

The cost of inventories recognised as an expense in consolidated
statement of comprehensive income in 2016 and included in costs
of goods sold amounted to CZK 4 052 million (2015: CZK 3 956 million).

8. TRADE AND OTHER FINANCIAL RECEIVABLES
AND OTHER NON-FINANCIAL ASSETS

(in CZK million) December 31,2016 December 31,2015
Trade and other financial

receivables

Third parties 407 394
Related parties 28 5]
Total 435 399

Other non-financial assets

Other assets - excise tax 2195 2821
Prepayments 25 26
Total 2220 2 847

Other non-current financial assets
Other financial assets 102 101
Total 102 101
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(v milionech K¢) 31.12.2016 31.12.2015
Usty v bance 6237 3904
Kratkodobé pujcky spriznénym

stranam splatné na pozadani

(viz bod 26) 1927 3566
Celkem 8 164 7 470

Kratkodobé pljcky spriznénym stranam splatné na pozadani predstavuji
uroc¢ené kratkodobé pujcky. Analyza kratkodobych pohledavek
za spriznénymi stranami je uvedena v bodé 26.

Penézni prostiredky a penézni ekvivalenty a debetni zlstatky na bankovnich
uctech pro Gcely sestaveni konsolidovaného vykazu penéznich tok( jsou
nasleduijici:

(v milionech K¢) 31.12.2016 31.12.2015
Penézni prostredky a penézni

ekvivalenty 8164 7 470
Debetni zlstatky na bankovnich

ucétech -56 -5
Celkem 8108 7 465

Zakladni kapital Spolec¢nosti pfedstavuje 2 745 386 kust akcii v nominalni
hodnoté 1 000KG¢ a je pIné splacen. V pribéhu pfedchazejicich dvou let
nedoslo k zadnym zménam v zakladnim kapitalu a po¢tu nebo druhu akgii.

Zakladni kapital Spole¢nosti je rozvrzen na:

Pocet akcii Hodnota v Ké
Neregistrované kmenové listinné akcie
na jméno 831 688 831 688 000
Registrované kmenové zaknihované
akcie na jméno 1913698 1913 698 000
Akcie celkem 2745 386 2745 386 000

Identifika¢ni oznac¢eni akcii Spole¢nosti podle mezinarodniho systému
¢Gislovani je ISIN je CS0008418869.

Prava a povinnosti akcionara stanovi pravni predpisy a stanovy Spolecnosti,
pricemz v§em akciim pfislusi stejna prava a povinnosti.

Opravnéni vlastnici akcii maji pravo podilet se na fizeni Spole¢nosti. Toto
pravo uplatiuji akcionafi zasadné na valné hromadé, jiz maji pravo se
ucastnit. Na valné hromadé maiji akcionari pravo hlasovat, pravo pozadovat
a dostat vysvétleni ohledné zalezitosti tykajicich se Spolecnosti i zalezitosti

tykajicich se osob ovladanych Spole¢nosti a uplathovat navrhy a protinavrhy.

Hlasovaci prava jsou spojena se vSemi akciemi vydanymi Spole¢nosti

a mohou byt omezena nebo vylou¢ena pouze v pfipadech stanovenych
zakonem. Spole¢nost si neni védoma zadného omezeni nebo vylouéeni
hlasovacich prav k akciim, které emitovala, nad ramec omezeni a vylouceni
hlasovacich prav stanovenych zakonem.
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9. CASH AND CASH EQUIVALENTS

(in CZK million) December 31,2016 December 31,2015
Cash at banks 6 237 3904
On-demand deposits with related

parties (see Note 26) 1927 3566
Total 8 164 7470

On-demand deposits with related parties are interest bearing short-term
loans - see Note 26 for the analysis of short-term receivables from related
parties.

Cash and cash equivalents and bank overdrafts for the purposes
of the consolidated cash flow statement include the following:

(in CZK million) December 31,2016 December 31,2015
Cash and cash equivalents 8 164 7 470
Bank overdrafts (56) (5)
Total 8108 7 465
10. REGISTERED CAPITAL

The Company’s registered capital of 2 745 386 shares has a nominal value
of CZK 1 000 per share and is fully paid. No changes in the registered capital
or the number and type of shares have occurred during the last two years.

The registered capital is allocated as follows:

Number of shares Value in CZK
Unregistered ordinary shares
certificated 831688 831 688 000
Registered ordinary shares
dematerialised 1913 698 1913 698 000
Total ordinary shares 2745 386 2 745 386 000

The identification mark of the Company’s shares according to the international
numbering system ISIN is CS0008418869.

The rights and obligations of the shareholders are set out in the legal regulations
and in the Articles of Association of the Company, all shares bear the same rights
and obligations attached to all shares.

The authorised owners of the shares are entitled to participate in the Company's
management. This right is exercised by the shareholders at General Meetings,

at which they have a right to participate. At the General Meeting the shareholders
have the right to vote, to ask for explanations and to receive answers to questions
about matters concerning the Company as well as matters concerning entities
controlled by the Company, and to submit proposals and counterproposals.

Voting rights apply to all shares issued by the Company and may be limited

or excluded only where stipulated by law. The Company is not aware of any
restrictions on or exclusions of voting rights attached to the shares that it has
issued other than those restrictions on and exclusions of voting rights stipulated
by law.



Akcionari maji dale pravo na podil na zisku Skupiny (dividendu). Po dobu
trvani Spolec¢nosti, ani v pripadé jejiho zruseni, nejsou akcionari opravnéni
pozadovat vraceni svych vkladu.

Pri zruseni Spolecénosti s likvidaci maji akcionari pravo na podil
na likvida¢nim zustatku.

Akcionafi jsou povinni splatit emisni kurz a pfipadné emisni azio jimi
upsanych akcii.

Spolec¢nost nevydala zadné cenné papiry se zvlastnimi pravy, pouze
kmenové akcie zminéné vyse.

Akcie Spolec¢nosti jsou prijaty k obchodovani na vefejném trhu
organizovaném Burzou cennych papirt Praha, a.s., a spole¢nosti
RM-SYSTEM, Seska burza cennych papirti a.s. Vefejnosti bylo

k 31. 12. 2016 drzeno 2 745 386 kusU akcii, z toho 77,6 % bylo drzeno
spolec¢nosti Philip Morris Holland Holdings B.V.

(v milionech K¢) 31.12.2016 31.12.2015
Obchodni a ostatni finanéni

zavazky

Treti strany 275 221
Ostatni spriznéné strany 861 814
Dohadné Gcty pasivni 628 661
Nevyplacené dividendy 8 10
Ostatni finan¢ni zavazky 74 50
Celkem 1846 1756
Ostatni nefinancni zavazky

Zavazky vici zaméstnanctim 130 125
Zavazky ze socialniho zabezpeceni

a zdravotniho pojisténi 53 53
Vynosy pristich obdobi 23 27
Ostatni zavazky 5 8
Celkem 211 213

Zavazky vyplyvajici z transakci mezi spfiznénymi stranami jsou popsany
v bodé 26.
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The shareholders are further entitled to a share of the Group’s profit

(i.e. dividends). The shareholders may not demand a refund of their investment
contribution during the existence of the Company or even in the event of its
dissolution.

If the Company goes into liquidation, the shareholders are entitled to a share
on the liguidation estate.

A shareholder is obliged to pay the issue price and the share premium, if any,
for the shares he/she has subscribed.

The Company has not issued any securities with special rights excluding
ordinary shares described above.

The Company'’s shares are admitted for trading on the public market
organised by the Prague Stock Exchange and by the Czech shares trading
system company RM-SYSTEM, ¢eska burza cennych papirti a.s.

As at December 31, 2016, 2 745 386 shares were publicly held,

out of which 77.6% were held by the company

Philip Morris Holland Holdings B.V.

11. TRADE AND OTHER FINANCIAL LIABILITIES
AND OTHER NON-FINANCIAL LIABILITIES

(in CZK million) December 31,2016 December 31,2015
Trade and other financial liabilities

Third parties 275 221
Other related parties 861 814
Accrued expenses 628 661
Dividends payable 8 10
Other financial liabilities 74 50
Total 1846 1756
Other non-financial liabilities

Amounts due to employees 130 125
Social security and health insurance 53 53
Deferred revenues 23 27
Other liabilities 5 8
Total 211 213

Trade payables to related parties are disclosed in Note 26.

Annual Report 2016



Konsolidovana ucetni zavérka
Consolidated Financial Statements

12. ZAPOCTENI FINANCNICH AKTIV A FINANCNICH

ZAVAZKU

Uéetni hodnota k 31. 12. 2016
(v milionech K¢&)

Obchodni a ostatni
finanéni pohledavky

Obchodni a ostatni
finanéni zavazky

Brutto hodnota vykédzanych finan¢nich
aktiv/pasiv

Brutto hodnota vykédzanych finan¢nich
pasiv/aktiv zapoctenych v rozvaze

Netto hodnota finan¢nich aktiv/pasiv
vykazanych v rozvaze

Castka, ktera je predmétem ramcové
dohody o zapoctu

Netto hodnota

796

-361

435

0
435

2207

-361

1846

1846

Uéetni hodnota k 31. 12. 2015
(v milionech K¢)

Obchodni a ostatni
financ¢ni pohledavky

Obchodni a ostatni
financni zavazky

Brutto hodnota vykazanych financnich

aktiv/pasiv 720 2077
Brutto hodnota vykazanych financnich

pasiv/aktiv zapodétenych v rozvaze -321 -321
Netto hodnota financnich aktiv/pasiv

vykazanych v rozvaze 399 1756
Castka, ktera je predmétem ramcové

dohody o zapoctu 0 0
Netto hodnota 399 1756
13. OSTATNI DANOVE ZAVAZKY

(v milionech K¢) 31.12.2016 31.12.2015
Dan z pridané hodnoty 152 182
Spotrebni dan 4750 4 577
Ostatni dané 18 16
Celkem 4920 4775
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12.
LIABILITIES

Carrying amount as
at December 31,2016
(in CZK million)

Gross amounts of recognised financial
assets / liabilities

Gross amounts of recognised financial
liabilities / assets set off in the balance
sheet

Net amounts of financial assets /
liabilities presented in the balance
sheet

Amounts subject to master netting
arrangements

Net amount

Carrying amount as
at December 31,2015
(in CZK million)

Gross amounts of recognised financial
assets / liabilities

Gross amounts of recognised financial
liabilities / assets set off in the balance
sheet

Net amounts of financial assets /
liabilities presented in the balance
sheet

Amounts subject to master netting
arrangements

Net amount

Trade and other

financial receivables

796

(361)

435

435

Trade and other

financial receivables

720

(321)

399

399

13. OTHER TAX LIABILITIES

(in CZK million)
VAT

Excise tax

Other taxes
Total

December 31,2016
152

4750

18

4920

OFFSETTING FINANCIAL ASSETS AND FINANCIAL

Trade and other
financial payables
2207

(361)

1846

1846

Trade and other
financial payables

2077

(321)

1756

1756

December 31,2015
182

4577

16

4775



Odlozené danové pohledavky a zavazky jsou vzajemné kompenzovany,
pokud existuje ze zakona vymahatelné pravo kompenzace splatnych
danovych pohledavek proti splatnym danovym zavazkim a pokud se
odloZena dan vztahuje ke stejnému finanénimu Gradu.

Kompenzované ¢astky jsou nasledujici:

(v milionech K¢) 31.12.2016 31.12.2015
Odlozena darova pohledavka -

nekompenzovana 22 29
Odlozena dainova pohledavka 22 29
Odlozena danova pohledavka -

kompenzovana 72 65
QOdlozeny danovy zavazek -245 -247
Odlozeny dariiovy zavazek -

kompenzovany -173 -182

Odlozena daiova pohledavka

- Odlozena darova pohledavka
s o¢ekavanou realizaci
do 12 mésicl 75 87

- Odlozena darova pohledavka
s o¢ekavanou realizaci za vice nez
12 mésicut 19 7

Odlozena dariova pohledavka
celkem 94 94

Odlozeny dainovy zavazek

- Odlozeny danovy zavazek, ktery ma

byt vyrovnan do 12 meésict 0 0
- Odlozeny danovy zavazek, ktery ma

byt vyrovnan za vice nez 12 mésicu -245 =247
Odlozeny daiovy zavazek celkem -245 -247

Brutto pohyb na Uc¢tu odlozené dané z pfijmu je nasledujici:

(v milionech K¢) 2016 2015
K 1. 1. - Odlozeny cisty dariovy

zavazek -153 -146
Zauctovani do zisku nebo ztraty 2

K 31. 12. - Odlozeny ¢isty danovy

zavazek -151 -153

Zmény odlozenych danovych pohledavek a zavazk( (pred kompenzaci
zUstatk(l v ramci téze danoveé jurisdikce) v daném obdobi byly nasledujici:

OdlozZeny danovy zavazek (v milionech K¢) Zrychlené danové odpisy

K1.1.2015 -235
Zauctovani do zisku nebo ztraty -12
K31.12.2015 -247
Zauctovani do zisku nebo ztraty 2
K 31.12.2016 -245
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14. DEFERRED INCOME TAX
Deferred income tax assets and liabilities are offset when there is a legally
enforceable right to offset current tax assets against current tax liabilities

and when the deferred income taxes relate to the same fiscal authority.

The offset amounts are as follows:

(in CZK million) December 31,2016 December 31,2015

Deferred tax assets not offset 22 29

Deferred tax assets 22 29

Deferred tax assets offset 72 65

Deferred tax liabilities (245) (247)

Deferred tax liability net (173) (182)

Deferred tax assets

- Deferred tax assets to be recovered

within 12 months 75 87

- Deferred tax asset to be recovered

after more than 12 months 19 7

Total deferred tax assets 94 94

Deferred tax liabilities

- Deferred tax liabilities to be

recovered within 12 months - -

- Deferred tax liabilities to be

recovered after more than 12 months (245) (247)

Total deferred tax liabilities (245) (247)
The gross movement in the deferred income tax is as follows:

(in CZK million) 2016 2015

January 1 - Deferred tax liability net (153) (146)

Charge to profit or loss 2 (7)

December 31 - Deferred tax

liability net (151) (153)

The movement in deferred tax assets and liabilities during the year, without
taking into consideration the offsetting of balances within the same tax
jurisdiction, is as follows:

Deferred tax liabilities (in CZK million) Accelerated tax depreciation

As at January 1, 2015 (235)
Charge to profit or loss (12)
As at December 31,2015 (247)
Charge to profit or loss 2
As at December 31,2016 (245)
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Odlozena darova Snizeni Eliminace
pohledavka hodnoty Uhrady nerealizova-
(v milionech K¢) zasob akciemi ného zisku
K1.1.2015 16 14 14
Zauctovani do zisku

nebo ztraty 11 -2 -7
K 31.12.2015 27 12 7
Zauctovani do zisku

nebo ztraty 2 -2 -2
K 31.12.2016 29 10 5

Ostatni Celkem

45 89
3 5
48 94
2 0
50 94

S téinnosti od 1. 1. 2010 plati v Ceské republice sazba 19 % pro stanoveni

splatné i odlozené dané.

S ucinnosti od 1. 1. 2014 plati ve Slovenskeé republice sazba 22 %

pro stanoveni splatné i odlozené dané.

(v milionech K¢)

Zmény stavu zasob hotovych vyrobku

Aktivace

Spotreba materialu, energie a prodané zbozi
Sluzby

Licenéni poplatky

Naklady na zaméstnance a zameéstnanecké pozitky
Qdpisy, amortizace a snizeni hodnoty

Ostatni

Naklady na prodané vyrobky a zbozi, odbytové a
administrativni naklady

(v milionech K¢)

Mzdové naklady véetné nakladd souvisejicich
s ukoncenim pracovniho poméru ve vysi 28 miliont K&
(2015: 94 miliond K¢)

Naklady na socialni zabezpeceni a zdravotni pojisténi
Penzijni naklady - plany definovanych prispévku
Uhrady vazané na akcie

Ostatni socialni naklady

Celkem

K 31. 12. 2016 méla Skupina 1 148 zaméstnancl, z toho 124 zaméstnancu

2016

-2
3766
1531

663
1106
688
183

7944

2016

782
101
164

16
43
1106

2015
88

-4
3674
1422
599
1165
492
281

7717

2015

847
102
163
17

36
1165

pracujicich ve Philip Morris Slovakia s.r.o. ve Slovenskeé republice

(2015: 1 226, v Philip Morris Slovakia s.r.o. 123).

Na zakladé zakona Skupina odvadi prispévky na socialni a dichodové
zabezpeceni, zdravotni pojisténi a prispévek na statni politiku
zameéstnanosti. Pfispévky za rok 2016 ¢inily 34 % (2015: 34 %) z objemu
hrubych mezd. Skupina neni povinna platit dalsi pfispévky nad ramec

zakonnych odvodd.

Skupina dale poskytuje svym zaméstnanctm doplnkové penzijni
pripojisténi formou prispévkl nezavislym penzijnim fondtiim na zakladé

schvaleného penzijniho planu Skupiny.
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Provisions Share- Unrealised
Deferred tax assets for based profit
(in CZK million) inventories payments elimination Other Total
As at January 1, 2015 16 14 14 45 89
Credit to profit or loss 11 2) (7) 3 5
As at December 31,2015 27 12 7 48 94
Credit to profit or loss 2 2) (2) 2 -
As at December 31,2016 29 10 5 50 94

Effective from January 1, 2010, the rate of 19% is used for calculation
of corporate income tax and deferred tax in the Czech Republic.

Effective from January 1, 2014, the rate of 22% is used for calculation
of corporate income tax and deferred tax in the Slovak Republic.

15. EXPENSES BY NATURE - ADDITIONAL

INFORMATION

(in CZK million) 2016 2015
Changes in inventories of FG 9 88
Own work capitalised (2) (4)
Raw materials, consumables used and merchandise sold 3766 3674
Services 1531 1422
Royalties 663 599
Employee benefits expense 1106 1165
Depreciation, amortisation and impairment charge 688 492
Other 183 281
Costs of goods sold, distribution and administrative

expenses 7944 7717

16. EMPLOYEE BENEFITS EXPENSE

(in CZK million) 2016 2015
Wages and salaries, including termination benefits

CZK 28 million (2015: CZK 94 million) 782 847
Social security and health insurance 101 102
Pension costs - defined contribution plans 164 163
Share-based payments 16 17
Other employee-related costs 43 36
Total 1106 1165

As at December 31, 2016, the Group employed 1 148 employees,
out of which 124 were employed by Philip Morris Slovakia s.r.o.
in the Slovak Republic (2015: 1 226, in Philip Morris Slovakia s.r.o. 123).

The Group is legally required to make contributions to government health,
pension and unemployment schemes. During 2016, the Group paid
contributions at a rate of 34% of gross salaries (2015: 34%) and is not
required to make any contributions in excess of this statutory rate.

The Group has a voluntary pension plan for employees under which
the Group makes contributions on behalf of the Group’s employees to
independent pension plan providers, under approved contribution schemes.

Principles of employment and remuneration are covered by the Collective
Labour Agreement. Audit of the observances of labour law regulations

in the Company takes place during the Collective Labour Agreement
negotiations.



Principy zaméstnanosti a odménovani jsou reSeny kolektivni smlouvou.
Pri kolektivnim vyjednavani probiha kontrola dodrzovani pracovné pravnich
predpisl ve Spolec¢nosti.

17. REZERVY NA KRATKODOBE ZAVAZKY

K 31. 12. 2016 vedeni Skupiny schvalilo nékolik plant tykajicich se
organizacni restrukturalizace. Odhadované naklady na restrukturalizaci
ve vys$i 22 milionl K¢ predstavovaly odstupné zaméstnancu
identifikovanych v téchto planech (2015: 65 milion K¢). Odhady pro roky
2016 a 2015 byly vypocteny v souladu s platnou kolektivni smlouvou roku
2016 a 2015, ktera definovala vypocéet odstupného.

K 31. 12. 2016 Skupina vytvorila rezervu na odménu pfi pracovnich
a zivotnich vyroc¢ich a na odménu pfi odchodu do diichodu ve vysi
17 miliond K¢ (2015: 16 miliond K¢). Narok na tyto odmény vyplyva
z platné kolektivni smlouvy.

18. OSTATNIi PROVOZNIi VYNOSY

(v milionech K¢) 2016 2015
Kurzoveé zisky 22 117
Zisk z prodeje pozemku, budov

a zafizeni 14 12
Ostatni vynosy 5 2
Celkem 41 131

19. OSTATNIi PROVOZNIi NAKLADY

(v milionech K¢) 2016 2015
Kurzové ztraty 18 65
Bankovni poplatky 21 10
Ostatni naklady 38 1
Celkem 77 76

20. CISTE ZISKY A ZTRATY Z FINANCNICH NASTROJU

2016 Penézni

(v milionech K¢) Pohledavky ekvivalenty Zavazky Celkem
Kurzové zisky 5 1 16 22
Urokowy vynos 0 0 0 0
Kurzové ztraty -1 -3 -14 -18
Urokovy naklad 0 -9 0 -9
Cisté zisky (+) / ztraty (-) 4 -11 2 -5
2015 Penézni

(v milionech K¢) Pohledavky ekvivalenty Zavazky Celkem
Kurzoveé zisky 43 15 59 17
Urokowy vynos 0 1 0 1
Kurzové ztraty -13 -10 -42 -65
Urokovy naklad 0 -2 0 -2
Cisteé zisky (+) / ztraty (-) 30 4 17 51
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17. PROVISIONS FOR CURRENT LIABILITIES

Management of the Group approved several plans related to

the organizational restructuring. The estimated restructuring expense
representing termination payments to those made redundant were

CZK 22 million as at December 31, 2016 (2015: CZK 65 million).

For 2016 and 2015, the estimate was calculated in line with the Collective
Labour Agreement valid in 2016 and 2015, which specified the calculation
method of termination payments.

According to the valid Collective Labour Agreement, the Group created
provision for employment anniversary and jubilee bonuses and for
retirement bonus in the amount of CZK 17 million as at December 31, 2016
(2015: CZK 16 million).

18. OTHER OPERATING INCOME

(in CZK million) 2016 2015
Foreign exchange rate gains 22 17
Gains on sale of PP&E 14 12
Other income 5 2
Total 41 131

19. OTHER OPERATING EXPENSE

(in CZK million) 2016 2015
Foreign exchange rate losses 18 65
Bank charges 21 10
Other expense 38 1
Total 77 76

20. NET PROFITS AND LOSSES FROM FINANCIAL

INSTRUMENTS

2016 Cash

(in CZK million) Receivables equivalents Payables Total
Foreign exchange gain 5] 1 16 22
Interest income - - - -
Foreign exchange losses (1) (3) (14) (18)
Interest expense - (9) - 9)
Net gain / (loss) 4 (11) 2 (5)
2015 Cash

(in CZK million) Receivables equivalents Payables Total
Foreign exchange gain 43 15 59 117
Interest income - 1 - 1
Foreign exchange losses (13) (10) (42) (65)
Interest expense - (2) - (2)
Net gain / (loss) 30 4 17 51
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21. INCOME TAX EXPENSE

(v milionech K¢&) 2016 2015
Splatna dan -699 -626
Odlozena dan (viz bod 14) 2 -7
Celkem -697 -633

Sazba dané z piijma v Ceské republice pro rok 2016 a 2015 byla zakonem
stanovena ve vysi 19 %.

Sazba dané z prijmuU ve Slovenskeé republice pro rok 2016 a 2015 byla
zakonem stanovena ve vysi 22 %.

Dan ze zisku Skupiny pfed zdanénim se liSi od teoretické ¢astky, ktera by
vznikla pouzitim prislusnych danovych sazeb na zisky Skupiny, takto:

(v milionech K¢) 2016 2015
Ugetni zisk pred zdanénim 3464 3203
Platna sazba dané z pfijmu 19 % 19 %
Teoreticka dan z ucetniho zisku

pred zdanénim -658 -609
Naklady neodpocitatelné pro darové ucely -36 -20
Ostatni -3 -4
Daii z pfijma celkem -697 -633

Zakladni a zfedény ukazatel zisku na akcii je vypocteny jako podil zisku
pfipadajiciho na osoby drzici vlastni kapital Spole¢nosti k poc¢tu kmenovych
akcii v obéhu béhem roku.

2016 2015
Zisk pripadajici akcionarim (v milionech K&) 2766 2 569
Pocet akcii v obéhu za dané obdobi
(v tisicich kust) 2745 2745
Zisk na akcii v Ké 1008 936

Spolecnost tak v roce 2016 vyplatila akcionarim ¢astku v celkové vysi

2 526 miliont K¢ (920 K¢ na akcii). Valna hromada akcionart Spolec¢nosti
schvalila v dubnu 2015 vyplatu dividend ve vysi 2 416 miliond K¢

(880 K¢ na akgii).

Kromé dividend vyplacenych spole¢nosti Philip Morris CR a.s. vyplatila
spole¢nost Philip Morris Slovakia s.r.o. vlastnikovi mensinového podilu
dividendu ve vysi 0,6 milionu K& (2015: 0,6 milionu K¢).

O tom, zda a v jaké vysi bude vyplacena dividenda za uc¢etni obdobi

2016, rozhodnou akcionati na radné valné hromadé, ktera se kona
dne 28. 4. 2017.
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(in CZK million) 2016
Current tax (699)
Deferred tax (Note 14) 2
Total (697)

The statutory income tax rate was 19% stipulated by law for the 2016
and 2015 assessment periods in the Czech Republic.

The statutory income tax rate was 22% stipulated by law for the 2016
and 2015 assessment periods in the Slovak Republic.

The tax on the Group’s profit before taxes differs from the theoretical
amount that would arise upon using the tax rate applicable to profits
of the Group as follows:

(in CZK million) 2016
Profit before tax 3464
Applicable tax rate 19%
Tax calculated at local tax rate applicable

to profit before tax (658)
Expenses not deductible for tax purposes (36)
Other 3)
Tax charge (697)

22. EARNINGS PER SHARE

2015
(626)

(7)
(633)

2015
3203
19%

(609)
(20)
(4)
(633)

Basic and diluted earnings per share are calculated by dividing the net

profit attributable to shareholders of the Company by the number
of ordinary shares in issue during the year.

2016
Income attributable to shareholders
(in CZK million) 2766
Number of ordinary shares in issue
(in thousands) 2745
Basic earnings per share in CZK 1008

23. PROFIT DISTRIBUTION

The dividends approved by the Annual General Meeting in April 2016
and April 2015 were CZK 2 526 million (CZK 920 per share) and
CZK 2 416 million (CZK 880 per share), respectively.

2015

2569

2745
936

Besides dividends paid by Philip Morris CR a.s., Philip Morris Slovakia s.r.o.
paid dividends to Non-controlling interest in the amount of CZK 0.6 million

(2015: CZK 0.6 million).

Disbursement of dividends from the 2016 results will be decided
at the Annual General Meeting scheduled for April 28, 2017.



Skupina neni Uc¢astna zadnych soudnich, spravnich nebo rozhodg¢ich fizeni,
ktera by méla nebo mohla mit vyznamny vliv na finanéni situaci Skupiny.

Finanéni urad proved! danové kontroly vSech zdanovacich obdobi az

do roku 2008 véetné v Ceské republice a az do roku 2005 véetné

ve Slovenskeé republice. Finanéni ufady mohou provést danovou kontrolu
do ti let od konce pfisluéného zdarnovaciho obdobi v Ceské republice

a do péti let ve Slovenskeé republice a mohou doméfit danovou povinnost

a prislusné penale. Vedeni Skupiny si neni védomo zadnych skute¢nosti,
které by v tomto ohledu mohly vést k dodate¢nému vyznamnému danovému
zavazku Skupiny.

Zavazky z operativniho leasingu

Skupina si na zakladé nezrusitelnych smluv o operativnim leasingu
pronajima kancelare a sklady. Jednotlivé smlouvy maji rizné podminky,
dolozky o navyseni a prava na prodlouzeni smlouvy.

Skupina si také pronajima sklady a vypocetni techniku na zaklade
zrusSitelnych smluv o operativnim leasingu. V pfipadé, ze chce Skupina
smlouvu ukoncit, musi podat tfi az dvanactimésicni vypoveéd. Najemné
z titulu operativniho leasingu zauctované do zisku nebo ztraty v prabéhu
roku je uvedeno v bodé 5.

Souhrn budoucich minimalnich plateb z titulu nezrusitelnych operativnich
leasingl je nasleduijici:

(v milionech K¢) 31.12.2016 31.12.2015
Do 1 roku 121 119
1az5let 129 178
Nad 5 let 0 2
Celkem 250 299
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24. CONTINGENT LIABILITIES

The Group does not have any pending legal, administrative or arbitration
proceedings that had or might have a substantial effect on the financial
situation of the Group.

The tax authorities have carried out full-scope tax audits of the Group
up to the year 2008 in the Czech Republic and up to the year 2005

in the Slovak Republic. The tax authorities may at any time inspect

the books and records within 3 years subsequent to the reported tax
year in the Czech Republic and within 5 years in the Slovak Republic,
and may impose additional tax assessments and penalties. The Group’s
management is not aware of any circumstances which may give rise

to a potential material liability in this respect.

25. CONTRACTUAL AND OTHER COMMITMENTS

Operating lease commitments

The Group leases offices and warehouses under non-cancellable operating
lease agreements. The leases have varying terms, escalation clauses

and renewal rights.

The Group also leases various warehouses and IT equipment under
cancellable operating lease agreements. The Group is required to give
from three to twelve months’ notice for the termination of those agreements.
Lease expenditures charged to profit or loss during the year are disclosed
in Note 5.

The future aggregate minimum lease payments under non-cancellable
operating leases are as follows:

(in CZK million) December 31,2016 December 31,2015
No later than 1 year 121 119
Later than 1 year and not later than

5 years 129 178
Later than 5 years - 2
Total 250 299
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26. TRANSAKCE SE SPRiZNENYMI STRANAMI
Spriznénymi stranami se rozumi Materska spolec¢nost a ostatni spole¢nosti
skupiny PMI (,,Ostatni spfiznéné strany*), ¢lenové predstavenstva, ¢lenové

dozorci rady a osoby blizké témto ¢lentm.

Mezi spriznénymi stranami byly uskute¢nény nasledujici transakce:

a) Prodej vyrobk, zbozi a sluzeb spoleénostem
skupiny PMI
(v milionech K&) 2016 2015

Prodej materialu
Ostatni spfiznéné strany 4 1
Prodej pozemkd, budov, zafizeni

Ostatni spriznéné strany 9 1
Prodej sluzeb

Ostatni spriznéné strany 2735 2 477
Prefakturace

Ostatni spfiznéné strany 15 66
Vynosové uroky

Ostatni spriznéné strany 0 1
Celkem 2763 2 556

b) Nakup zbozi a sluzeb od spolecnosti skupiny PMI

(v milionech K¢) 2016 2015

Néakup zboZi a materialu
Ostatni spfiznéné strany 3243 3374

Nakup pozemku, budov, zafizeni
a nehmotnych aktiv

Ostatni spfiznéné strany 521 188
Nakup sluzeb

Ostatni spriznéné strany 502 550
Licenéni poplatky placené

Ostatni spriznéné strany 663 599
Celkem 4929 4711

c) Dividendy

Spolec¢nost v roce 2016 vyplatila spole¢nosti Philip Morris Holland
Holdings B.V. ¢astku v celkové vysi 1 960 miliont K¢. Dividendy
vyplacené spoleénosti Philip Morris Holland Holdings B.V. v roce 2015
Ginily 1 875 milion(l K¢&.

Kromé vyplacenych dividend Skupina neméla v pribéhu predchozich dvou
let zadné jiné transakce s Matefskou spole¢nosti.
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26. RELATED PARTY TRANSACTIONS

The Group considers Parent company and other companies

of the PMI group of companies (“Other related parties”), members of its
Board of Directors, Supervisory Board and parties close to such members
of management to be related parties.

The following transactions were carried out with related parties:

a) Sales of goods, merchandise and services
to affiliates within PMI

(in CZK million) 2016 2015
Sales of materials

Other related parties 4 1
Sales of PP&E

Other related parties 9 11
Sales of services

Other related parties 2735 2477
Recharges

Other related parties 15 66
Interest income

Other related parties - 1
Total 2763 2 556

b) Purchases of merchandise and services from
affiliates within PMI

(in CZK million) 2016 2015
Purchases of merchandise and
materials

Other related parties 3243 3374
Purchases of PP&E and intangible
assets

Other related parties 521 188
Purchases of services

Other related parties 502 550
Royalties paid

Other related parties 663 599
Total 4929 4711

c) Dividends

In 2016 Company paid to Philip Morris Holland Holdings B.V. the total
amount of CZK 1 960 million. The dividends paid to Philip Morris Holland
Holdings B.V. in 2015 amounted to CZK 1 875 million.

Except for dividends there were no other transactions with the Parent
company during the last two years.



(v milionech K¢) 31.12.2016 31.12.2015
Pohledavky za spiiznénymi stranami

Ostatni spriznéné strany 28 5]
Zavazky vici spiiznénym stranam

Ostatni spriznéné strany 861 814
Pdjcky poskytnuté

Ostatni spfiznéné strany 1927 3566

Pljcky spfiznénym stranam zahrnuji iro¢ené kratkodobé pujcky

splatné na pozadani (cash pool) ve vysi 1 927 miliond K¢ poskytnuté
spolecnosti Philip Morris Finance S.A. (2015: 3 566 miliond K¢&). Vsechny
kratkodobé pujcky jsou v konsolidovaném vykazu finan¢ni pozice Skupiny
k 31. 12. 2016 ak 31. 12. 2015 vykazany jako soucast penéznich
prostiedku a penéznich ekvivalentd.

Bézna vyse Urokové sazby z kratkodobé puijcky je stanovena jako tydenni
PRIBOR plus/minus marze odpovidajici trznim podminkam u pujcek

s obdobnou délkou vkladu a likviditou, bézna vySe urokové sazby

z kratkodobych pujcek splatnych na pozadani je stanovena jako no¢ni
PRIMEAN - 0,25%, tj. PRIMEAN ((no¢ni PRIBOR + no¢ni PRIBID)/2)
plus/minus marze odpovidajici trznim podminkam u puj¢ek s obdobnou
délkou vkladu a likviditou.

Skutec¢na vyse urokové sazby zavisi na aktualni situaci na penéznim trhu

a druhu pujcky. Primérna vyse efektivni Urokové sazby z kratkodobych
plijcek v roce 2016 &ini 0,01 % p. a. (2015: 0,01 % p. a.) v Ceskeé republice
a0,01% p. a.(2015: 0,01 % p. a.) ve Slovenskeé republice.

Odmény klicovych ¢lend vedeni zahrnuji odmeény ¢lenll predstavenstva
a dozorci rady za vykon funkce dle smlouvy o vykonu funkce ¢lena
predstavenstva, respektive dozor¢i rady.

Odmeény ¢lenl vedeni, ktefi jsou zaméstnanci Spole¢nosti nebo
spole¢nosti skupiny PMI, se skladaji z odmény za vykon funkce ¢lena
predstavenstva, respektive dozor¢i rady, ro¢niho platu, bonusu podle
individualniho vykonu, Uhrad akciemi a ostatnich nepenézitych prijm,
jako jsou pouzivani firemniho automobilu, prispévky na zavodni stravovani
a prispévky na penzijni pripojisténi, zivotni a Urazové pojisténi a pozitky
spojené s ukonc¢enim pracovniho poméru, jak je uvedeno nize. Soucasti
nepenéznich pfijmua ¢lend predstavenstva, respektive dozorci rady,

ktefi jsou zaméstnanci spolecnosti Philip Morris Services S.A. nebo jiné
spole¢nosti skupiny PMI, je navic Uhrada najemného a skolného.

Pozitky spojené s ukon¢enim pracovniho poméru ¢lend vedeni
zaméstnanych Spolec¢nosti, kterym byla dana vypovéd' z organizacnich
nebo zdravotnich divodt podle § 52 pism. a) az e) Zakoniku prace

nebo s kterymi byl rozvazan pracovni pomér dohodou z tychz davodu,
zahrnuji odstupné dle Redukéniho programu, jenz je specifikovan

v Kolektivni smlouvé. Pozitky spojené s ukonéenim pracovniho poméru
¢lenl vedeni zaméstnanych spole¢nostmi skupiny PMI jsou vyplaceny

v souladu s pracovni smlouvou uzavienou s domovskym zaméstnavatelem
a zavaznymi PMI pravidly a postupy pro mezinarodni pracovni pobyt.
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d) Balances with affiliates within PMI

(in CZK million) December 31,2016 December 31,2015
Receivables from related parties

Other related parties 28 5]
Payables to related parties

Other related parties 861 814
Loans and deposits

Other related parties 1927 3566

Loans and deposits with related parties include interest-bearing
on-demand deposits (cash pool) of CZK 1 927 million with

Philip Morris Finance S.A. (2015: CZK 3 566 million). All short-term loans
and deposits are classified as cash and cash equivalents in the Group’s
consolidated statement of financial position as at December 31, 2016
and as at December 31, 2015.

The interest rate for short-term loan is calculated as week

PRIBOR plus/minus a margin applicable in accordance with market
practice for deposits with similar duration and liquidity, the interest rate
for on-demand deposits is calculated as overnight PRIMEAN - 0.25%,
i.e. PRIMEAN ((overnight PRIBOR + overnight PRIBID)/2) plus/minus
a margin applicable in accordance with market practice for deposits
with similar duration and liquidity.

The actual interest rates reflect the current money market and the nature
of the loan. The average effective interest rate of short-term loan and
on-demand deposits in 2016 was 0.01% p.a. (2015: 0.01% p.a.)

in the Czech Republic and 0.01% p.a. (2015: 0.01% p.a.)

in the Slovak Republic.

e) Key management compensation

Key management compensation includes the remuneration of members
of the Board of Directors and Supervisory Board for the performance
of the office according to the agreements on performance of the office
of a member of the Board of Directors, Supervisory Board respectively.

The compensation of the members of management who are employees
of the Company or an entity within the PMI group comprises

the remuneration for the performance of the office of a member

of the Board of Directors, Supervisory Board respectively, as mentioned
above, an annual base salary, bonuses based on individual performance,
share-based payments and other income in-kind such as cars for use,
lunch allowances, pension contributions, life and accident insurance
and termination benefits as described below. In addition to this,

the members of the Board of Directors, Supervisory Board respectively,
who are employees of Philip Morris Services S.A. or other PMI entities
also have other income in-kind such as the payment of rent and school
fees.

Termination benefits of the members of management who are employees
of the Company, whose employment agreement was terminated by notice
on the basis of the reason pursuant to §52, letters a) to €) of the Labour
Code or by an agreement on the same grounds, include an increased
severance pay in accordance with the Employment Redundancy
Program specified in the Collective Labour Agreement. Termination
benefits of the members of management who are employees of an entity
within the PMI Group are paid according to the employment agreement
with their respective employer and the provisions of the PMI International
Assignment principles and practices.
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(v milionech K¢) 2016 2015
Mzdy a ostatni kratkodobé pozitky 40 30
Penzijni naklady - plany definovanych pfispévku 1 0
Uhrady vazané na akcie 14 14
Nepenézni pfijmy 8 6
Celkem 63 50

Vroce 2016 a 2015 nebyly vykazany zadné pozitky spojené s ukoncenim
pracovniho poméru ¢len(l predstavenstva a dozoréi rady.

Funkéni obdobi ¢lentl predstavenstva a dozorci rady je tfi roky.

Clenové dozorsi rady nevlastnili k 31. 12. 2016 ani k 31. 12. 2015 7adné
akcie Philip Morris CR a.s. Jedna osoba s fidici pravomoci, definovana

v §2 odst. 1 pism. b) zakona ¢. 256/2004 Sb., o podnikani na kapitalovém
trhu, v platném znéni vlastnila 1 akcii Philip Morris CR a.s. k 31. 12. 2016
ak31.12. 2015.

Smluvnimi a jinymi budoucimi zavazky vyplyvajicimi z transakci se
spfiznénymi stranami, které nejsou vykazany v konsolidovanych u¢etnich
vykazech, se rozumi zavazky k budouci sméné zdroju dle zavaznych smluv.

K 31. 12. 2016 Skupina neméla vyznamné smluvni ani jiné budouci zavazky
vyplyvajici z transakci se spriznénymi stranami, kromé budoucich zavazku

z titulu nakupu sluzeb v souhrnné odhadované hodnoté 147 milion K&
(hodnota budoucich zavazka k 31. 12. 2015: 91 milion K¢&).

Skupina v minulosti uzavrela nékolik zavaznych smluv o nakupu sluzeb,

u kterych jesté nebylo vyporadano povinné plnéni. Tyto smlouvy maji
vétsinou dvou az Sestimésicni vypovédni IhGtu. Celkova odhadovana
hodnota vyporadani sluzeb dle téchto zavaznych smluv je zverejnéna vyse.

Dle smluv s vlastniky ochrannych znamek, Philip Morris Global Brands Inc.,
Philip Morris Products S.A. a CTPM International S.A., musi

Skupina platit licen¢ni poplatky za tabakové produkty prodané

v Ceskeé a Slovenskeé republice. Za rok 2016 dosahly naklady za licenéni
poplatky vyse 663 milioni K¢ (2015: 599 miliond K¢&). Tyto smlouvy

jsou uzavreny na dobu neurc¢itou a mohou byt vypovézeny kteroukoliv

ze smluvnich stran. V roce 2017 o¢ekava vedeni Skupiny naklady

za licen¢ni poplatky v priblizné stejné vysi jako v roce 2016.
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(in CZK million) 2016 2015
Salaries, other short-term employee benefits 40 30
Pension costs - defined contribution plans 1 -
Share-based payments 14 14
Income in-kind 8 6
Total 63 50

There was no termination benefit for Board of Directors and Supervisory
Board members recognised in 2016 and 2015.

The term of office for Board of Directors and Supervisory Board members
is three years.

f) Information on the number of shares issued
by the Company to Executives
Members of the Supervisory Board did not own any shares
of Philip Morris CR a.s. as at December 31, 2016 and as at December 31,
2015. One person with executive powers as defined by Section 2
par. 1 letter b) of Act No. 256/2004 Coll. on Capital Market
Undertakings, as amended, owned 1 share of Philip Morris CR a.s.
as at December 31, 2016 and as at December 31, 2015.

g) Contractual and other commitments to related parties
Contractual and other commitments to related parties that are not recorded
in the consolidated financial statements are considered as obligations to
exchange resources in the future under binding agreements.

As at December 31, 2016, the Group had no material commitments

in respect of related parties except for the future obligation to services
purchase in the total estimated value of CZK 147 million (commitment value
as at December 31, 2015: CZK 91 million).

The Group entered in the past into a number of binding service agreements,
under which some performance obligations are yet to be delivered. Those
agreements mostly have two or six month termination notice. The total
estimated value of services to be purchased under these agreements
during their respective termination terms is disclosed above.

According to the agreements with trademark owners, Philip Morris Global
Brands Inc., Philip Morris Products S.A. and CTPM International S.A.,
the Group has to pay royalties in respect of tobacco products sold

in the Czech and Slovak Republic. During the 2016, the Group

incurred under these agreements royalties expense of CZK 663 million
(2015: CZK 599 million). These agreements shall continue indefinitely
until terminated by either party. Management expects the royalty expense
in 2017 to be at approximately similar level as in 2016.



27. NASLEDNE UDALOSTI

Po rozvahovém dni nedoslo k zadnym udalostem, které by mély vyznamny
dopad na konsolidovanou Uc¢etni zaveérku k 31. 12. 2016.

Schvaleni konsolidované ucetni zavérky

Konsolidovana ucetni zavérka byla schvalena ke zverejnéni
predstavenstvem a byla z jeho povéreni podepsana. Konsolidovana ucetni

zavérka je schvalovana akcionari na valné hromadé. Do této doby muze byt
konsolidovana ucetni zavérka pozménéna.

V Kutné Hore dne 27. brezna 2017

/.
?ﬁmzmqf

Stanislava Jurikova
¢lenka predstavenstva

A #

Arpad Kénye
predseda predstavenstva

Konsolidovana ucetni zavérka
Consolidated Financial Statements

61

27. SUBSEQUENT EVENTS

No subsequent events have occurred after the balance sheet date that
would have a material impact on these consolidated financial statements
at December 31, 2016.

Authorisation of the financial statements

The consolidated financial statements were authorised for issue by
the Board of Directors and have been signed below on its behalf.

The consolidated financial statements are subject to approval by
shareholders of the Company at the General Meeting of shareholders.
Until this approval is given, the consolidated financial statements could
be amended.

In Kutna Hora on March 27, 2017

A #

Arpad Kénye
Chairman of the Board of Directors

/.
%ﬂ*’-/an]

Stanislava Jurikova
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Samostatna ucetni zavérka
Separate Financial Statements

Samostatny vykaz financni pozice k 31. 12. 2016

(v milionech K¢)

AKTIVA Bod 31.12. 2016 31.12.2015
Pozemky, budovy a zarizeni 4 4237 3742
Nehmotna aktiva 15 16
Investice v dcefiné spole¢nosti 1 19 19
Ostatni finan¢ni aktiva 102 101
Dlouhodoba aktiva 4373 3878
Zasoby 6 308 376
Obchodni a ostatni finan¢ni pohledavky 7 416 426
Ostatni nefinanéni aktiva 7 2208 2835
Penézni prostredky a penézni ekvivalenty 8 7917 7 051
Kratkodoba aktiva 10 849 10 688
Aktiva celkem 15222 14 566
VLASTNI KAPITAL A ZAVAZKY Bod 31.12.2016 31.12.2015
Zakladni kapital 9 2745 2745
Emisni &zio a ostatni prispévky akcionari 2379 2382
Nerozdéleny zisk 3040 2797
Vlastni kapital celkem 8164 7 924
QOdlozeny danovy zavazek 13 173 182
Dlouhodobé zavazky 173 182
Obchodni a ostatni finan¢ni zavazky 10 1724 1577
Ostatni nefinanéni zavazky 10 172 173
Dan z pfijmu splatna 131 70
Ostatni danové zavazky 12 4764 4 567
Rezervy na kratkodobé zavazky 16 38 68
Prijaté pUjcky 8 56 5
Kratkodobé zavazky 6 885 6 460
Zavazky celkem 7 058 6642
Vlastni kapital a zavazky celkem 15222 14 566

Priloha tvofi nedilnou soucast této ucetni zavérky.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016
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Separate Statement of Financial Position at December 31, 2016

(in CZK million)

ASSETS Note December 31,2016 December 31, 2015
Property, plant and equipment (“PP&E”) 4 4237 3742
Intangible assets 15 16
Investments in subsidiary 1 19 19
Other financial assets 102 101
Non-current assets 4373 3878
Inventories 6 308 376
Trade and other financial receivables 7 416 426
Other non-financial assets 7 2208 2835
Cash and cash equivalents 8 7917 7 051
Current assets 10 849 10 688
Total assets 15222 14 566
EQUITY & LIABILITIES Note December 31,2016 December 31,2015
Registered capital 9 2745 2745
Share premium and other shareholders’ contributions 2379 2382
Retained earnings 3040 2797
Equity 8164 7924
Deferred tax liability 13 173 182
Non-current liabilities 173 182
Trade and other financial liabilities 10 1724 1577
Other non-financial liabilities 10 172 173
Current income tax liabilities 131 70
Other tax liabilities 12 4764 4 567
Provisions for current liabilities 16 38 68
Borrowings 8 56 5
Current liabilities 6 885 6 460
Total liabilities 7 058 6 642
Total equity & liabilities 15222 14 566

The accompanying notes form an integral part of the financial statements.
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Samostatna ucetni zavérka
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Samostatny vykaz uplného vysledku za rok kon¢ici 31. 12. 2016

(v milionech K¢)

Bod 2016 2015
Trzby 17 10797 10 148
Naklady na prodané zbozi 14 -5 982 -5 688
Hruby zisk 4815 4 460
Odbytoveé naklady 14 -792 -835
Administrativni naklady 14 -602 -593
Ostatni vynosy 59 56
Ostatni provozni vynosy 18 37 124
Ostatni provozni naklady 19 -74 -71
Provozni zisk 3443 3141
Finanéni vynosy 0 1
Finan¢ni néklady 20 9 -2
Zisk pfed zdanénim 3434 3140
Dan z pfijmu 21 -668 -600
Cisty zisk 2766 2 540
Ostatni Uplny vysledek 0 0
Uplny vysledek za rok celkem 2766 2 540
Zisk na akcii zakladni a zfedény (K¢/akcie) 22 1007 925

Samostatny vykaz zmén vilastniho kapitalu za rok konc¢ici 31. 12. 2016

(v milionech K¢)

Vztahujici se k vlastnimu kapitalu

Zakladni Emisni azio a ostatni Vlastni kapital
Bod kapital prispévky akcionart Nerozdéleny zisk celkem
Stavk 1.1.2015 2745 2 392 2670 7 807
Uplny vysledek celkem 22 0] 0 2540 2540
Transakce s vlastniky
Rozdéleni zisku 23 [0] 0 -2 416 -2 416
Zaméstnanecké akcie 0 -10 0 -10
Nevybrané dividendy 0 0 3 3
Stavk 31.12.2015 2745 2 382 2797 7924
Uplny vysledek celkem 22 0 0 2766 2766
Transakce s vlastniky
Rozdéleni zisku 23 (0] 0 -2526 -2526
Zaméstnanecké akcie 0 -3 0 -3
Nevybrané dividendy 0 0 3 3
Stavk 31.12.2016 2745 2379 3040 8164

Priloha tvofi nedilnou soucast této ucetni zavérky.
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Separate Statement of Comprehensive Income
for the year ended December 31, 2016 (in CZK million)

Note 2016 2015
Revenues 17 10797 10 148
Cost of goods sold 14 (5982) (5688)
Gross profit 4815 4 460
Distribution expenses 14 (792) (835)
Administrative expenses 14 (602) (593)
Other income 59 56
Other operating income 18 37 124
Other operating expense 19 (74) (71)
Profit from operations 3443 3141
Financial income - 1
Financial expense 20 9) 2)
Profit before income tax 3434 3140
Income tax expense 21 (668) (600)
Net profit for the year 2766 2 540
Other comprehensive income - -
Total comprehensive income for the year 2766 2 540
Earnings per share basic and diluted (CZK/share) 22 1007 925

Separate Statement of Changes in Equity
for the year ended December 31, 2016 (in CZK million)

Attributable to equity holders of the Company

Share premium and

Registered other shareholders’

Note capital contributions  Retained earnings Total equity
Balance as at January 1, 2015 2745 2 392 2670 7 807
Total comprehensive income 22 - - 2540 2540
Transactions with owners
Profit distribution 23 - - (2 416) (2 416)
Share based payments - (10) - (10)
Forfeited dividends - - 3 3
Balance as at December 31, 2015 2745 2 382 2797 7924
Total comprehensive income 22 - - 2766 2 766
Transactions with owners
Profit distribution 23 - - (2 526) (2 526)
Share based payments - (3) - (3)
Forfeited dividends - - 3 3
Balance as at December 31,2016 2745 2 379 3040 8164

The accompanying notes form an integral part of the financial statements.
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Samostatny vykaz penéznich toku za rok konéici 31. 12. 2016
(v milionech K¢)

Bod 2016 2015
Penézni toky z provozni éinnosti
Zisk pred zdanénim 3434 3140
Odpisy dlouhodobych aktiv (véetné nehmotného majetku) 14 534 466
Snizeni hodnoty a vyrazeni majetku 4,14 141 11
Cisté trokové naklady 9 1
Prijaté dividendy 26 -59 -56
Zisk z prodeje pozemkU, budov a zafizeni 18 -12 -10
Zména stavu rezerv -30 42
Ostatni nepenézni Upravy - Cisté 2 -13
Penézni toky z provozni ¢innosti pred zménami pracovniho kapitalu 4019 3 581
Zména stavu:
Obchodnich a ostatnich finan¢nich pohledavek a ostatnich nefinancnich aktiv 636 1017
Obchodnich a ostatnich finanénich zavazku a ostatnich nefinancnich zavazka 343 2 265
Zasob 68 -98
Penézni toky z provozu 5066 6765
Zaplacené Uroky -9 -2
Zaplacena dan z pfijmu -615 -506
Cisté penézni toky z provozni &innosti 4442 6 257
Penézni toky z investicni ¢innosti
Vydaje na pofizeni pozemkii, budov a zafizeni 4 -1167 -1 050
Pfijmy z prodeje pozemku, budov a zafizeni 14 20
Vydaje na porizeni nehmotnych aktiv -7 -7
Prijaté uroky 0 1
Prijaté dividendy 26 59 56
Cisté penézni toky z investiéni &innosti -1101 -980
Penézni toky z financovani
Vyplacené dividendy 23 -2526 -2 416
Cisty penézni tok z financovani -2 526 2416
Cisté zvySeni penéznich prostredki 815 2 861
Stav penéznich prostiedki a penéznich ekvivalentl na zaéatku roku 7 046 4185
Stav penéznich prostiedkl a penéznich ekvivalent na konci roku 8 7 861 7 046

Priloha tvofi nedilnou soucast této ucetni zavérky.
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Separate Statement of Cash Flow for the year ended December 31, 2016

(in CZK million)

Cash flow from operating activities

Profit before tax

Depreciation and amortisation expense, including intangibles
Impairment and disposal of PPE

Net interest expense

Dividend income

Gain on disposal of PP&E

Change in provisions

Other non-cash transactions, net

Operating cash flows before working capital changes
Changes in:

Trade and other financial receivables and other non-financial assets
Trade and other financial liabilities and other non-financial liabilities
Inventories

Cash generated from operations

Interest paid

Income tax paid

Net cash generated from operating activities

Cash flow from investing activities

Purchase of PP&E

Proceeds from sale of PP&E

Purchase of intangible assets

Interest received

Dividends received

Net cash used by investing activities

Cash flow from financing activities

Dividends paid

Net cash used by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents as at the beginning of the year

Cash and cash equivalents as at the end of the year

The accompanying notes form an integral part of the financial statements.

Samostatna ucetni zavérka
Separate Financial Statements

Note 2016
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Samostatna ucetni zavérka
Separate Financial Statements

Priloha k samostatné ucetni zavérce za rok konéici 31. 12. 2016
Notes to the Separate Financial Statements for the year ended December 31,2016

1. OBECNE UDAJE

11 Popis spolecnosti

Philip Morris CR a.s. (,Spole¢nost*) je akciova spole¢nost registrovana

v Ceskeé republice. Zabyva se zejména vyrobou, prodejem, distribuci

a marketingem tabakovych vyrobkud. Do obchodniho rejstiiku byla
Spolec¢nost zapsana 28. 3. 1991 a jeji registrované sidlo je v Kutné Hore,
Vitézna 1, Ceska republika. Vedeni Spoleénosti sidli v Praze a vyrobni
zavod se nachazi v Kutné Hore.

Philip Morris CR a.s. je spoleé¢nosti ve skupiné

Philip Morris International Inc. (,PMI“). K 31. 12. 2016 byla
Philip Morris International Inc. vrcholovou ovladajici spole¢nosti
Spolec¢nosti.

K 31. 12. 2016 byl jedinym subjektem vlastnicim vice nez 20% podil
na zakladnim kapitalu Spole¢nosti Philip Morris Holland Holdings B.V.
(,Materska spole¢nost®) vlastnici 77,6 % zakladniho kapitalu.

Clenové predstavenstva a dozordi rady Spolednosti k 31. 12. 2016 byli:

Predstavenstvo

Istvan Borus
nahradil Igora Potoc¢ara k 18. 1. 2016

Tomas Korko$

Arpad Konye - predseda
nahradil Andrase Tévisiho k 29. 4. 2016
Petr Karla

Stanislava Jurikova

Dozorcéi rada

Johannes Franciscus Gerardus Alena Zemplinerova
Vroemen - predseda
Imarus Johannes Adalarius

Van Lieshout

Vaclav Beranek

Clenové predstavenstva a dozordi rady Spoleénosti k 31. 12. 2015 byli:

Predstavenstvo
Igor Potocar

Tomas Korko$
nahradil Martina Hlavacka k 9. 2. 2015

Andras Tovisi - predseda

Petr Karla
nahradil Andrease Gronemanna k 30. 4. 2015

Stanislava Jurikova

Dozorci rada

Johannes Franciscus Gerardus Alena Zemplinerova

Vroemen - predseda
Imarus Johannes Adalarius

Van Lieshout
nahradil Vasileiose Nomikose k 30. 4. 2015

Vaclav Beranek
nahradil Petra Bubenicka k 30. 4. 2015

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

1. GENERAL INFORMATION

11 Company description

Philip Morris CR a.s. (the “Company”) is a joint-stock company registered
in the Czech Republic and its main business is the production, sale,
distribution and marketing of tobacco products. The Company was
incorporated on March 28, 1991 and its registered address is Kutna Hora,
Vitézna 1, Czech Republic. Its headquarters is in Prague and its
manufacturing facility is in Kutna Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc. (“PMI”).
As at December 31, 2016, Philip Morris International Inc. is the ultimate
controlling party of the Company.

As at December 31, 2016, the only entity holding more than 20% of the
registered capital of the Company was Philip Morris Holland Holdings B.V.
(the “Parent company”), which held 77.6% of the registered capital.

Members of the Board of Directors and the Supervisory Board as
at December 31, 2016 were:

Board of Directors

Istvan Borus

Replaced Igor Potocar as
of January 18, 2016

Arpad Kénye - Chairman
Replaced Andras Tovisi as
of April 29, 2016

Petr Karla
Stanislava Jurikova

Tomas Korko$

Supervisory Board
Johannes Franciscus Gerardus
Vroemen - Chairman

Imarus Johannes Adalarius
Van Lieshout

Alena Zemplinerova

Vaclav Beranek

Members of the Board of Directors and the Supervisory Board as at
December 31, 2015 were:

Board of Directors

Andras Tévisi - Chairman

Petr Karla

Replaced Andreas Gronemann as
of April 30, 2015

Stanislava Jurikova

Supervisory Board

Johannes Franciscus Gerardus
Vroemen - Chairman

Imarus Johannes Adalarius

Van Lieshout

Replaced Vasileios Nomikos as of April 30, 2015

Igor Potocar

Tomas Korko$

Replaced Martin Hlavacek as
of February 9, 2015

Alena Zemplinerova

Vaclav Beranek
Replaced Petr Bubenicek as
of April 30, 2015



Spolec¢nost vlastni 99% podil ve spole¢nosti Philip Morris Slovakia s.r.o.,
Galvaniho 15/A, Bratislava, Slovensko. Zakladni kapital Philip Morris
Slovakia s.r.o. k 31. 12. 2016 a 31. 12. 2015 &inil 763 tisic eur, ekvivalent
19 milionli K¢ v historické hodnoté.

Zisk po zdanéni Philip Morris Slovakia s.r.o. za rok 2016 ¢inil

2,1 milionu eur, ekvivalent 58 miliond K& (2015: 2,2 milionu eur, ekvivalent
61 milion K¢). Celkovy vlastni kapital Philip Morris Slovakia s.r.o.

k 31. 12. 2016 ¢inil 2,6 milionu eur, ekvivalent 71 miliont K¢

(2015: 2,8 milionu eur, ekvivalent 76 milion K¢&).

Spolecénost neuzavrela ovladaci smlouvu nebo smlouvu o prevodu zisku se
spole¢nosti Philip Morris Slovakia s.r.o.

Akcie Spolecnosti jsou obchodovany na Burze cennych papirli Praha, a.s.,
od 13. 7. 1993.

Tato samostatna ucetni zaveérka byla schvalena predstavenstvem
ke zverejnéni dne 27. 3. 2017.

Ucetni zavérka Philip Morris CR a.s. k 31. 12. 2016 je samostatnou Ucetni
zavérkou Spolec¢nosti, ktera se vztahuje ke konsolidované ucetni zavérce
Philip Morris CR a.s. a jeji dcefiné spoleénosti Philip Morris Slovakia s.r.o.
(souhrnné jen ,,Skupina‘“) za rok kongici 31. 12. 2016. Tuto samostatnou
ucetni zavérku je treba posuzovat spolu s konsolidovanou ucéetni zavérkou,
aby bylo mozno plné porozumét vysledku hospodareni a financ¢ni situaci
Skupiny.

Tato samostatna ucetni zavérka je sestavena v souladu s Mezinarodnimi
standardy uc¢etniho vykaznictvi ve znéni pfijatém Evropskou unii (,,IFRS®).

Samostatna ucetni zavérka byla sestavena na principu historickych
pofizovacich cen, s vyjimkou finanénich derivat(, které jsou prvotné
vykazany v realné hodnoté a nasledné precenovany v souladu s IAS 39,
jak je dale popsano v zakladnich zasadach sestaveni samostatné ucetni
zaverky.

Sestaveni samostatné ucetni zavérky v souladu s IFRS vyzaduje uplatiovani
urcitych zasadnich ucetnich odhadu. Vyzaduje rovnéz, aby vedeni vyuzivalo
svUj Usudek v procesu aplikace ucetnich pravidel Spoleénosti. Spole¢nost
¢ini odhady a predpoklady tykajici se budoucnosti. Z toho vznikajici ucetni
odhady ze samé povahy své definice pouze zfidkakdy odpovidaji pfislusnym
skute¢nym vysledklm.

Samostatna ucetni zavérka byla sestavena na zakladé pozadavku
vykazovani a ocenovani stanovenych IFRS a vyklady IFRIC v rozsahu,

v jakém byly pfijaty Evropskou komisi v dobé sestaveni této ucetni zavérky.
Zakladni u¢etni pravidla pouzita pfi sestaveni U¢etni zaverky jsou popsana
nize. Tato pravidla byla aplikovana na vSechna obdobi obsazena v této
ucetni zavérce, pokud neni uvedeno jinak.

Separate Financial Statements

The Company has a 99% interest in Philip Morris Slovakia s.r.o.,
Galvaniho 15/A, Bratislava, Slovakia. Registered share capital
of Philip Morris Slovakia s.r.o. as at December 31, 2016 and

as at December 31, 2015 was EUR 763 thousands (equivalent
of CZK 19 million at historical cost).

In 2016, the profit after tax of Philip Morris Slovakia s.r.o. was

EUR 2.1 million, equivalent of CZK 58 million (2015: EUR 2.2 million,
equivalent of CZK 61 million). Total equity of Philip Morris Slovakia s.r.o.
was EUR 2.6 million as at December 31, 2016, equivalent of CZK 71 million
(2015: EUR 2.8 million, equivalent of CZK 76 million).

The Company did not conclude a controlling agreement or agreement
on profit transfer with Philip Morris Slovakia s.r.o.

The Company has its primary listing on the Prague Stock Exchange
(Burza cennych papir(i Praha, a.s.), trading from July 13, 1993.

The Company’s separate financial statements were authorised for issue
by the Board of Directors on March 27, 2017.

1.2 Translation note

The separate financial statements have been prepared in Czech and

in English. In all matters of interpretation of information, views or opinions,
the Czech version of these separate financial statements takes precedence
over the English version.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

2.1 Basis of preparation of separate financial statements
These financial statements of Philip Morris CR a.s. as at December 31,
2016 and for the year then ended are the separate financial statements
of the Company. They relate to the consolidated financial statements

of Philip Morris CRa.s. and its subsidiary Philip Morris Slovakia s.r.o.
(together the “Group”) for the year ended December 31, 2016. These
separate financial statements should be read in conjunction with

the consolidated financial statements to obtain a complete understanding
of the Group’s results and financial position.

These separate financial statements have been prepared in accordance
with International Financial Reporting Standards as adopted by
the European Union (“IFRS”).

The separate financial statements have been prepared under the historical
cost convention except for financial instruments, which are initially
recognised at fair value and subsequently measured in accordance

with IAS 39 as disclosed in the accounting policies below.

The preparation of separate financial statements in accordance with
IFRS requires the use of certain critical accounting estimates. It also
requires management to exercise judgment in the process of applying
the Company’s accounting policies. The Company makes assumptions
and estimates related to the future. The resulting accounting estimates
will, by definition, seldom equal the related actual results.

The separate financial statements have been prepared based

on the recognition and measurement requirements of IFRS standards and
IFRIC interpretations issued and effective, to the extent that they have been
endorsed by the European Commission by the time of preparing this report.
The principal accounting policies applied in the preparation of the financial
statements are set out below. These policies have been consistently
applied to all years presented, unless otherwise stated.
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Nové standardy, novely a interpretace platné pro uc¢etni obdobi zacinajici
1. 1. 2016, které Spolecnost aplikovala:

e |AS 1 - Sestavovani a zverejhovani Ucetni zaverky (G¢inny pro ucetni
obdobi zacinajici 1. 1. 2016 nebo pozdéji). Dodatek vysvétluje koncept
vyznamnosti a dale upresnuje, Zze neni nutné uvadét specificka
zverejnéni, ktera nemaji vyznamny dopad, prestoze IFRS obsahuje
vycet specifickych zverejnéni nebo je IFRS povazuji za minimalni
zverejnéni. Standard dale nové upravuje dil¢i soucty ve finanénich
vykazech. Dil¢i soucty by mély obsahovat pouze soucty a) ¢astek,
které jsou vykazané a ocenéné v souladu s IFRS, b) soucty by mély
byt zobrazeny a pojmenovany tak, aby radky, které tvofi dil¢i soucet,
byly zfejmé a srozumitelné, c) soucty jsou konzistentni mezi obdobimi
a d) soucty nejsou zobrazeny vyraznéji nez dil¢i soucty a celkové
soucty pozadované IFRS standardy. Spole¢nost zvazila srozumitelnost
a uzite¢nost informaci poskytovanych v uéetni zavérce. Na zakladé
vysledku analyzy odstranila vybrana zverejnéni, ktera nemaji vyznamny
dopad pro ekonomicka rozhodovani uzivatelu.

Ostatni standardy, novely, interpretace a zdokonaleni existujicich
standardd platnych pro ucetni obdobi poéinajici 1. 1. 2016 nemaji
vyznamny dopad na samostatnou ucetni zavérku Spole¢nosti.

Standardy, novely a interpretace existujicich standardd, pro které ma
Spolec¢nost napln, ale predcasné je neaplikovala:

¢ |FRS 9 - Financ¢ni nastroje (standard jesté nebyl prijat Evropskou unii
a podle ISAB je ucinny pro Ucetni obdobi zac¢inajici 1. 1. 2018 nebo
pozdéji). Novy standard IFRS 9 méa v konecéné fazi zcela nahradit
standard IAS 39 a nékteré pozadavky pro zverejnéni financ¢nich nastrojd
dle IFRS 7. Projekt nahrazeni IAS 39 se realizuje ve tfech fazich:
Faze 1: Klasifikace a ocenovani finan¢nich aktiv a finanénich zavazk
IFRS 9 rozdéluje veskera financ¢ni aktiva, ktera v sou¢asné dobé spadaji
do rozsahu standardu IAS 39, do tfi skupin: na aktiva nasledné ocenéna
zlstatkovou hodnotou zjisténou metodou efektivni Urokové sazby, aktiva
nasledné ocenéna realnou hodnotou do ostatniho Uplného vysledku
a aktiva nasledné ocenéna realnou hodnotou do vysledku hospodareni.
Klasifikace musi byt provedena v dobé pofizeni a prvotniho vykazani
finan¢niho aktiva a zavisi na obchodnim modelu U¢etni jednotky
a na vlastnostech smluvnich penéznich tok( daného finan¢niho nastroje.
Dluhovy nastroj, ktery (i) je drzen v ramci obchodniho modelu, jehoz
cilem je shromazdit smluvni penézni toky, a (ii) ktery ma smluvni penézni
toky predstavujici vyhradné uhrady jistiny a urokd z nesplacené hodnoty
jistiny (tj. finan¢ni nastroj ma jen ,zakladni uvérové rysy*), se obecné
ocenuje zlstatkovou ucetni hodnotou. Dluhovy nastroj se precenuje
na realnou hodnotu do ostatniho upIného vysledku hospodareni, pokud
splnuje obé nasledujici podminky: (i) je drzen v ramci obchodniho
modelu, jehoz cilem je oboji - shromazdit smluvni penézni toky a prodej
finanéniho aktiva, (ii) ma smluvni penézni toky predstavujici vyhradné
uhrady jistiny a urokd z nesplacené hodnoty jistiny. Veskeré dalsi
dluhové nastroje by mély byt ocenovany realnou hodnotou vykazanou
v ramci zisku a ztrat. Kapitalové investice v pisobnosti standardu
IFRS 9 se nasledné ocenuji realnou hodnotou. Zisky a ztraty plynouci
z kapitalové investice jsou vzdy zahrnuty do vykazu zisku a ztraty,
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2.2 Changes in accounting policies and procedures

a) New standards, amendments, interpretations and
improvements to existing standards mandatory
for accounting periods beginning on or after
January 1, 2016

New standards, amendments and interpretations that are effective
for the financial year beginning on 1 January 2016 adopted
by the Company:

¢ |AS 1 - Presentation of Financial Statements (effective for annual
periods beginning on or after January 1, 2016). The Standard was
amended to clarify the concept of materiality and explains that
an entity need not provide a specific disclosure required by an IFRS
if the information resulting from that disclosure is not material, even
if the IFRS contains a list of specific requirements or describes them
as minimum requirements. The Standard also provides new guidance
on subtotals in financial statements, in particular, such subtotals
(a) should be comprised of line items made up of amounts recognised
and measured in accordance with IFRS; (b) be presented and labelled
in a manner that makes the line items that constitute the subtotal
clear and understandable; (c) be consistent from period to period;
and (d) not be displayed with more prominence than the subtotals
and totals required by IFRS standards. The Company considered
the understandability and the relevance of information provided
in the Financial Statements. Based on the results of the analysis
the Company eliminated the selected disclosures which do not
have the significant impact on the economic decision of the users.

There are no other new standards, amendments, interpretations and
improvements to existing standards that are effective for accounting
periods beginning on January 1, 2016 which have a material impact
on the standalone financial statements of the Company.

b) New standards, amendments and interpretations
to existing standards published not yet effective
for accounting periods beginning on or after
January 1, 2016

The following standards, amendments and interpretations to existing
standards will be relevant for the Company but have not been early
adopted by the Company:

¢ IFRS 9 - Financial instruments (the standard has not yet been
endorsed by the European Union and per IASB it is effective for annual
periods beginning on or after January 1, 2018). New standard IFRS
9 "Financial instruments" should ultimately replace IAS 39 and some
financial instruments disclosure requirements based on IFRS 7.
The project to replace IAS 39 is implemented in three phases:
Phase 1: Classification and measurement of financial assets
and financial liabilities
IFRS 9 classifies all financial assets currently under the scope
of IAS 39 into three categories: assets subsequently carried
at amortized costs using effective interest rate method, assets
subsequently measured at fair value through other comprehensive
income and assets subsequently measured at fair value through profit
or loss. The classification must be performed at the time of acquisition
and on initial recognition of financial assets and depends on entity’s
business model and the contractual cash flow characteristics
of the financial instrument. Debt instrument that (i) is held within
a business model which objective is to collect contractual cash
flows, and (ii) that has contractual cash flows represented only by
payments of principal and interest on the outstanding principal amount



s vyjimkou kapitalovych investic, které nejsou uréené k obchodovani.
U téchto investic si pfi jejich prvotnim zauctovani mize ucetni jednotka
nezvratné zvolit, ze realizované a nerealizované zisky a ztraty plynouci
z investice bude vykazovat v ostatnim uplném vysledku. Dividendy jsou
soucasti ziskll a ztrat pouze tehdy, pokud predstavuji vynos z investice.
Toto rozhodnuti bude mozné uskutec¢nit samostatné pro kazdou
kapitalovou investici.
Faze 2: Metodologie snizeni hodnoty
Novy IFRS 9 obsahuje progresivnéjsi model snizeni hodnoty odrazejici
i ocekavané uvéroveé ztraty v porovnani s modelem vzniklé ztraty
dle IAS 39.
Faze 3: Zajistovaci ucetnictvi
Pozadavky zajistovaciho zplsobu uctovani byly upraveny tak, aby
zajistily lepsi propojeni s fizenim rizik. Standard poskytuje ucetnim
jednotkam moznost vybéru mezi aplikovanim IFRS 9 a pokra¢ovanim
v uplatiiovani IAS 39 na vsechny zajistovaci vztahy, protoze v sou¢asné
podobé standardu neni feseno uctovani makrohedgingu.
Spolec¢nost predpoklada, ze novy standard IFRS 9 bude mit vliv
na klasifikaci, ocenéni a zverejnéni financ¢nich nastroju v priloze. Dalsi
dopady Spole¢nost predpoklada u metodiky stanoveni ztraty ze snizeni
hodnoty finan¢nich nastroji. Novy IFRS 9 mGze mit dopad i na zptsob
prokazovani ekonomického vztahu mezi zajistovanou polozkou
a zajistovacim nastrojem. Bez podrobné analyzy vSak neni mozné
k datu zavérky provést priméreny odhad véech vyse uvedenych
dopadu. Spolec¢nost neplanuje predc¢asnou adaptaci standardu.
Zverejnéni informaci v oblasti finan¢nich nastroju se bude
fidit IFRS 7 odst. 44S- 44W.

¢ |FRS 15 - Vynosy ze smluv se zakazniky (uU¢inny pro uc¢etni obdobi
zacinajici 1. 1. 2018 nebo pozdéji). IFRS 15 zavadi novy zakladni
princip, a to, Ze vynosy jsou uznany ve vysi ceny transakce, pokud
jsou zbozi nebo sluzby prevedeny na zakaznika. Zbozi nebo sluzby
jsou prevedeny, pokud nad nimi ziska zakaznik kontrolu. Jakakoliv
ve smlouvé neoddélena plnéni zbozi a sluzeb, ktera maji odliSnou
povahu, museji byt vykazana samostatné a veskereé slevy a rabaty ze
smluvni ceny transakce jsou obecné alokovany na jednotliva pinéni.
Variabilni protiplnéni se do ceny transakce zahrnuje v takové Castce,
aby bylo eliminovano vyznamné riziko ,podstatného oductovani
vynost“ v budoucnu. Naklady na zajisténi smlouvy se zakazniky musi
byt kapitalizovany a umorovany po dobu, kdy jsou spotfebovavany
vyhody plynouci ze smlouvy. Spole¢nost planuje pfijmout novy
standard IFRS 15 k 1. 1. 2018. Jeho posouzeni probiha a mize mit vliv
na vykazani nékterych transakci s propojenymi osobami, pfi prodeji
a zpétném nakupu. Nicméné Spolec¢nost neocekava, ze by prijeti mélo
mit vyznamny vliv na jeji finanéni pozici nebo na vysledek hospodareni.

* |FRS 16 - Leasingy (u¢inny pro uc¢etni obdobi zacinajici 1. 1. 2019 nebo
pozdéji). Novy standard IFRS 16 plné nahrazuje vykazovani leasing(i
dle IAS 17. Vyznamné zmény se tykaji zejména vykazovani leasingu
na strané najemce. IFRS 16 zavadi na strané najemce jednotny Gcetni
model pro vykazovani veskerych leasingovych transakci. Vyzaduje, aby
najemce uznal aktivum - pravo na uzivani aktiva na rozvaze - a vykazal
oproti nému zavazek z najmu. Na strané pronajimatele je vykazovani
viceméné srovnatelné s IAS 17. Spole¢nost predpoklada, Zze novy
standard IFRS 16 bude mit dopad zejména na vysi vykazovanych
dlouhodobych aktiv, dlouhodobych zavazk, vysi odpist, Urokovych
nakladd a naklad(i na najem. Bez podrobné analyzy véak neni mozné
k datu zavérky provést priméreny odhad takového dopadu.

Ostatni nové standardy, novely, interpretace a zdokonaleni existujicich
standardd, které nenabyly Gc¢innosti pro uc¢etni obdobi zacCinajici

1. 1. 2016, nemaji vyznamny dopad na samostatnou ucetni zavérku
Spolec¢nosti.
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(i.e. financial instrument has only "basic loan features") are generally
measured at amortized costs. Debt instrument shall be measured at fair
value through other comprehensive income if both of the following
conditions are met: (i) the financial asset is held within a business model
whose objective is achieved by both collecting contractual cash flows
and selling financial assets and (ii) the contractual terms of the financial
asset give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding. All

other debt instruments should be measured at fair value recognised

in profit and loss. Equity instruments under the scope of IFRS 9 are
subsequently measured at fair value. Gains or losses arising from equity
instruments are always included in profit and loss except for equity
instruments that are not held for trading. An entity may irrevocably elect
for these instruments on initial recognition that realized and unrealized
gains and losses arising from the investment will be recognized in other
comprehensive income. Dividends are included in profit and loss only

if they represent a return on investment. This decision may be done
separately for each equity instrument.

Phase 2: Impairment methodology

New IFRS 9 has introduced more progressive loss impairment model
that will require more timely recognition of expected credit losses
compared to incurred-loss model under IAS 39.

Phase 3: Hedge accounting

Hedge accounting requirements were amended to ensure a better link
with risk management activity. The standard enables a choice between
applying IFRS 9 and continuing with the application of IAS 39 to all
hedging relationships as the current standard does not deal with macro
hedging. The Company expects that the new IFRS 9 will have impact

on classification, measurement and disclosure of financial instruments
in the notes to the financial statements. The Company expects further
impact of impairment methodology of financial instruments. New

IFRS 9 may also influence method of proving the economic relationship
between the hedged item and the hedging instrument. However, without
detailed analysis it is not possible to perform a reliable estimate of all
impacts above as at the date of the financial statements. The Company
does not expect early adoption of this standard. The disclosure

of information in the area of financial instruments will be set by IFRS 7
para. 44S to 44W.

IFRS 15 - Revenue from Contracts with Customers (effective for annual
periods beginning on or after January 1, 2018). IFRS 15 introduces

the new core principle that revenue must be recognised when the goods
or services are transferred to the customer, at the transaction price.
The goods or services are transferred when the customer obtains
control of these. Any bundled goods or services that are distinct must
be separately recognised, and any discounts or rebates on the contract
price must generally be allocated to the separate elements. Variable
consideration should be involved into transaction price at such

amount to avoid significant risk of considerable revenue reversal

in the future. Costs incurred to secure contracts with customers have

to be capitalised and amortised over the period when the benefits

of the contract are consumed. The Company plans to adopt the new
standard IFRS 15 on January 1, 2018. The assessment by the Company
is in progress and may have impact on the presentation of certain
transactions with related parties, sale and buy-back transactions.
However the Company does not expect the adoption to have a material
impact on its financial position or results of operations.
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Polozky, které jsou soucasti samostatné ucetni zavérky Spolecnosti, jsou
ocenovany za pouziti mény primarniho ekonomického prostredi, ve kterém
Spolecnost pusobi (,funkéni ména”). Samostatna ucetni zavérka je
prezentovana v ¢eskych korunach, které jsou pro Spolec¢nost jak ménou
funkéni, tak ménou vykazovani.

Transakce v cizi méné se prepocitavaji do funkéni mény na zakladé
sménnych kurzu platnych k datiim transakci. Kurzové zisky a ztraty
vyplyvajici z téchto transakci a z pfepocétu penéznich aktiv a zavazk
vyjadrenych v cizich ménach sménnym kurzem platnym ke konci u¢etniho
obdobi se uctuji do zisku nebo ztraty.

Pozemky, budovy a zafizeni jsou prvotné vykazany v pofizovaci cené a jsou,
s vyjimkou pozemk, odepisovany a vykazovany v z(istatkové hodnoté.
ZUstatkova hodnota zahrnuje i pfipadné snizeni hodnoty aktiva. Pozemky
jsou nasledné vykazany v pofizovaci cené snizené o ¢astku vyjadrujici
pfipadné snizeni hodnoty. Pofizovaci cena zahrnuje vydaje, které jsou
pfimo pfiraditelné k pofizeni daného aktiva.

VypuUjéni naklady vztahujici se pfimo k pofizeni, vystavbé nebo produkci
daného aktiva jsou zahrnuty do Uc¢etni hodnoty prislusného aktiva. Takové
vypujcéni naklady jsou aktivovany do ucetni hodnoty aktiva, jestlize je
pravdépodobné, ze budouci ekonomicky prospéch spojeny s danou
polozkou Spolecénost ziska a pofizovaci cena polozky je spolehlivé
méfitelna.

Nasledné vydaje jsou zahrnuty do z(statkové hodnoty aktiva nebo jsou
vykazovany jako samostatné aktivum, jestlize je pravdépodobné, ze
budouci ekonomicky prospéch spojeny s danou polozkou Spolec¢nost ziska
a porizovaci cena polozky je spolehlivé méritelna. Veskeré opravy a udrzba
jsou zauctovany do zisku nebo ztraty v ramci u¢etniho obdobi, ve kterém
vzniknou.

Nemovitosti, stroje a zafizeni, s vyjimkou pozemkii, jsou odepisovany
rovnomérné pocinaje jejich uvedenim do uzivani.

Odhadované doby zivotnosti (v letech) pouzité v této samostatné ucetni
zavérce jsou nasledujici:

Budovy a stavby 15-40
Stroje, pristroje a zarizeni 8-15
Zarizeni pro zpracovani dat 3-5
Dopravni prostredky 3-8
Inventar a vybaveni 5-10

Pozemky nejsou odepisovany.

Zustatkova hodnota aktiv a jejich zivotnost jsou posuzovany a v pfipadé
potreby upraveny ke kazdému rozvahovému dni. V pfipadé, ze je ucetni
hodnota aktiva vyssi, nez je jeho realizovatelna hodnota, snizi se ucetni
hodnota tohoto aktiva okamzité na jeho realizovatelnou hodnotu (viz bod 2.7).

Pozemky, budovy a zarizeni, které se jiz nepouzivaji nebo jsou z jinych
dlvodu vyrazeny, se ze samostatného vykazu finanéni pozice vyradi spolu

s opravkami vztahujicimi se k pfislusnému aktivu. Veskeré vynosy ¢i ztraty
vzniklé v souvislosti s vyfazenim jsou Uc¢tovany do vysledku z bézné ¢innosti.
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* IFRS 16 - Leases (effective for annual periods beginning on or after
January 1, 2019). New standard IFRS 16 fully replaces recognition
of leases in accordance with IAS 17. Significant changes concern
in particular the lessees’ recognition of leases. IFRS 16 provides
a single accounting model for recognition of all lease transactions.
New IFRS requires lessee to recognise a right-of-use asset and a lease
liability in the balance sheet. Lessor’s recognition is more or less
comparable with the IAS 17. The Company expects that the new IFRS
16 will have especially impact on the reported amounts of non-current
assets, long-term liabilities, depreciation, interest expense and rental
expense. However, without detailed analysis it is not possible to perform
a reliable estimate of such an impact as at the date of the financial
statements.

Other new standards, amendments, interpretations and improvements
to existing standards that are not effective for the financial year
beginning on 1 January 2016 have no material impact on the separate
financial statements of the Company.

2.3 Foreign currency transactions

a) Functional and presentation currency

Items included in the separate financial statements of the Company are
measured using the currency of the primary economic environment in which
the Company operates (the “functional currency”). The separate financial
statements are presented in Czech Crowns, which is the Company’s
functional and presentation currency.

b) Transactions and balances

Foreign currency transactions are translated into the functional currency
using the exchange rate prevailing as at the date of the transactions.
Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at the year-end exchange rates

of monetary assets and liabilities denominated in foreign currencies are
recognised in profit or loss.

2.4 Property, plant and equipment

All property, plant and equipment is initially recorded at cost and, except
for freehold land, is subsequently carried at cost less any accumulated
depreciation and impairment losses. Freehold land is subsequently stated
at cost less any impairment charges. Cost includes expenditures that are
directly attributable to the acquisition of the asset.

Borrowing costs that are directly attributable to the acquisition,
construction or production of a qualifying asset are included in the cost
of that asset. Such borrowing costs are capitalised as part of the cost
of the asset when it is probable that they will result in future economic
benefits to the Company and the costs can be measured reliably.

Subsequent costs are included in the asset’s carrying amount or
recognised as a separate asset when it is probable that they will result

in future economic benefits to the Company and the costs can be measured
reliably. All other repairs and maintenance are charged to profit or loss
during the financial year in which they are incurred.

Property, plant and equipment, excluding freehold land, are depreciated
from the time they are available for use, using the straight-line method.

Estimated useful lives (in years) adopted in these separate financial
statements are as follows:



Dlouhodoby nehmotny majetek zahrnuje programové vybaveni pocitacu.
Licence pofizené k pocitacovému softwaru jsou aktivovany na zakladé vydaju
vynalozenych na pofizeni konkrétniho softwaru a jeho uvedeni do pouzivani.
Tyto naklady jsou odepisovany po dobu jejich predpokladané zivotnosti

(tfi az pét let).

Vydaje spojené s vyvojem nebo Udrzbou pocéitacovych softwarovych
program jsou vykazany jako naklady v okamziku jejich vynalozeni.

Vydaje, které primo souviseji s vytvorenim presné definovanych

a jedinecnych softwarovych produktl kontrolovanych Spolec¢nosti, které
pravdépodobné prinesou budouci ekonomicky prospéch prevysuijici
porizovaci naklady po dobu delsi nez jeden rok, se vykazuji jako nehmotna
aktiva. Primé naklady zahrnuji osobni naklady pracovnik( podilejicich se
na vyvoji softwaru a odpovidajici podil pfislusné rezie.

Naklady na vyvoj pocitacového softwaru uznané jako aktiva se odepisuji
po dobu jejich predpokladané Zivotnosti (tfi az pét let).

Podil ve spole¢nosti Philip Morris Slovakia s.r.o. je vykazan v historické
pofizovaci cené.

Pozemky, budovy a zarizeni, investice v dcefiné spole¢nosti a ostatni
nefinanéni aktiva, véetné nehmotnych aktiv, jsou posuzovany z hlediska
snizeni hodnoty, kdykoli urcité udalosti nebo zmény okolnosti naznacuiji,
Ze jejich ucetni hodnota nemusi byt realizovatelna.

Ztrata ze sniZzeni hodnoty je zauc¢tovana ve vysi ¢astky, o kterou ucetni
hodnota aktiva prevysuje jeho realizovatelnou hodnotu. Realizovatelna
hodnota predstavuje realnou hodnotu snizenou o naklady prodeje nebo
hodnotu z uzivani, je-li vys$si. Za u¢elem posouzeni snizeni hodnoty jsou
aktiva sdruzovana na nejnizsich urovnich, pro které existuji samostatné
identifikovatelné penézni toky (penézotvorné jednotky).

Zasoby se vykazuji v pofizovacich cenach nebo v Cisté realizovatelné
hodnoté, je-li nizsi. Pofizovaci cena zahrnuje cenu pofizeni a vedlejsi naklady
spojené s pofizenim zasob (doprava, clo apod.). Ocenéni zbozi je na zakladé
metody FIFO. Materidl, reprezentovany zejména nahradnimi dily, je ocenén
ve vazenych pramérnych cenach.

Cista realizovatelna hodnota se rovna odhadnuté prodejni cené v bézném
podnikani snizené o odhadované variabilni naklady nutné k realizaci prodeje.

Separate Financial Statements

Buildings and constructions 15-40
Machinery and equipment 8-15
IT equipment 3-5
Vehicles 3-8
Furniture and fixtures 5-10

Land is not depreciated.

The assets’ residual values and useful lives are reviewed, and adjusted

if appropriate, as at each balance sheet date. An asset’s carrying amount

is written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount (see Note 2.7).

Property, plant and equipment that is retired, or otherwise disposed of,
is eliminated from the separate statement of financial position, along with
the corresponding accumulated depreciation. Any gain or loss arising
from retirement or disposal is included in net operating income.

2.5 Intangible assets

Intangible assets include computer software. Acquired computer software
licenses are capitalised on the basis of the costs incurred to acquire and
bring the specific software to use. These costs are amortised over their
estimated useful life (three to five years).

Costs associated with developing or maintaining computer software
programs are recognised as an expense as incurred. Costs that are
directly associated with the production of identifiable and unique software
products controlled by the Company, and that will probably generate
economic benefits exceeding costs for more than one year, are recognised
as intangible assets. Direct costs include the costs of employees involved
in software development and an appropriate portion of relevant overheads.

Computer software development costs recognised as assets are amortised
over their estimated useful lives (three to five years).

2.6 Investment in subsidiary
The holding in Philip Morris Slovakia s.r.o. is recorded at historical cost.

2.7 Impairment of assets

Property, plant and equipment, investments in subsidiary and other
non-financial assets, including intangible assets, are reviewed

for impairment losses whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.

An impairment loss is recognised for the amount by which the carrying
amount of the asset exceeds its recoverable amount, which is the higher
of an asset’s net selling price and value in use. For the purposes

of assessing impairment, assets are grouped at the lowest level, for which
there are separately identifiable cash inflows (cash-generating units).

2.8 Inventories

Inventories are stated at the lower of cost and net realisable value. Costs

of inventories include the purchase price and related costs of acquisition
(transport, customs duties, etc.). The carrying amount of merchandise is
determined on the basis of FIFO. The carrying amount of materials, mainly
represented by spare parts, is determined on the basis of weighted average
costs.

Net realisable value is the estimated selling price in the ordinary course
of business, less applicable variable selling expenses.
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Pljcky a pohledavky jsou nederivatova financni aktiva s danymi nebo
prepokladanymi platbami, ktera nejsou kotovana na aktivnim trhu. Jsou
zahrnuta do kratkodobych aktiv, s vyjimkou dob splatnosti delsich

nez 12 mésicl po rozvahovém dni. Ta jsou klasifikovana jako dlouhodoba
aktiva. PUjcky a pohledavky jsou zahrnuty v samostatném vykazu financni
pozice v obchodnich a ostatnich finan¢nich pohledavkach.

Obchodni pohledavky se prvotné vykazuiji v realné hodnoté a nasledné jsou
ocenovany zlstatkovou hodnotou na zakladé metody efektivni Grokové sazby
po odecteni opravné polozky na snizeni hodnoty. Opravna polozka na snizeni
hodnoty obchodnich pohledavek za domacimi a zahrani¢nimi odbérateli
mimo skupinu PMI se vytvari tehdy, jestlize existuji objektivni dikazy o tom,
ze Spole¢nost nebude schopna inkasovat veskeré dluzné ¢astky podle
plvodné sjednanych podminek. Vyznamné financ¢ni tézkosti odbératele,
pravdépodobnost, ze dluznik vstoupi do konkurzu, nedodrzeni splatnosti
nebo prodleni ve splatnosti zavazku (u pohledavek z obchodnich vztah( vici
tretim stranam od 14 do 30 dni v zavislosti na individualnim posouzeni situace
dluznika) jsou indikatory, ze obchodni pohledavky jsou znehodnoceny. Vyse
opravné polozky je rozdil mezi u¢etni hodnotou aktiva a sou¢asnou hodnotou
odhadovanych budoucich penéznich tokt diskontovanych plvodni efektivni
urokovou sazbou. Tvorba této ztraty z opravné polozky je zaucétovana do zisku
nebo ztraty.

Financ¢ni aktiva jsou oductovana z rozvahy, jestlize pravo obdrzet penézni
toky z financénich aktiv vyprselo nebo bylo prevedeno a Spole¢nost prevedla
v podstaté veskera rizika a odmény plynouci z vlastnictvi.

Spotrebni dan obsazena v hodnoté nakoupenych kolkil je primarné vykazana
v kategorii ,,Ostatni nefinan¢ni aktiva“ a odpovidajici zavazek v kategorii
,Ostatni danové zavazky”. Aktivum zanika a stava se soucasti obchodnich
pohledavek v okamziku prodeje hotovych vyrobku a zbozi, které jsou
predmétem spotrebni dané. Konzistentné s timto Gétovanim nezahrnuji
zasoby a naklady na prodané vyrobky a zbozZi spotfebni dan.

Spotrebni dan ma urcité charakteristiky dané z prodeje, zatimco urcité
aspekty dariového systému v Ceské republice jsou spise povahy dané
vyrobni. Vedeni analyzovalo véechny znaky systému spotfebni dané

v Ceské republice a dospélo k zavéru, ze vlastnosti dané z prodeje prevazui.
Z tohoto ddvodu neni spotfebni dan vykazana v trzbach a provoznich
nakladech v samostatném vykazu uplného vysledku Spole¢nosti.

Penézni prostredky a penézni ekvivalenty zahrnuiji financni hotovost,
inkasovatelné bankovni vklady, ostatni vysoce likvidni kratkodobé

investice s plivodni dobou splatnosti tfi mésice a méné, debetni zUstatky

na bankovnich uctech (kontokorentni Gc¢ty) nebo jiné puajcky splatné

na pozadani. V samostatném vykazu financ¢ni pozice jsou debetni zistatky
na bankovnich uctech (kontokorentni Gc¢ty) a jiné pujcky splatné na pozadani
vykazany v poloZce ,Prijaté pajcky" v kratkodobych zavazcich.
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2.9 Loans and receivables

Loans and receivables are non-derivative financial assets with fixed

or determinable payments that are not quoted in an active market.

They are included in current assets, except for those with maturities
greater than 12 months after the balance sheet date. These are classified
as non-current assets. Loans and receivables are classified as trade

and other receivables in the separate statement of financial position.

Trade receivables are recognised initially at fair values and subsequently
measured at amortised costs using the effective interest method, less
provision for impairment. Such a provision for impairment of domestic

and foreign third-party trade receivables is established if there is objective
evidence that the Company will not be able to collect all amounts due
according to the original terms of receivables. Significant financial
difficulties of the debtor, the probability that the debtor will enter
bankruptcy and default or there is delinquency in payments (in the case

of trade receivables from third parties more than 14 - 30 days overdue
based on individual assessment of the debtor) are considered indicators
that the trade receivable is impaired. The amount of the impairment

loss is the difference between the carrying amount and the recoverable
amount, being the present value of estimated future cash flows discounted
at the original effective interest rate. The amount of the impairment loss

is recognised in profit or loss.

Financial assets are derecognised when the rights to receive cash
flows from the financial assets have expired or have been transferred
and the Company has transferred substantially all risks and rewards
of ownership.

2.10 Excise tax

Excise tax on purchased fiscal stamps is initially recognised in the category
“Other non-financial assets” and a corresponding liability is recognised

in the category "Other tax liabilities". The asset is derecognised

and reclassified to trade receivables upon sale of finished goods

and merchandise subject to excise tax. Correspondingly, inventories and
cost of goods sold do not include excise tax.

Excise tax in the Czech Republic has certain characteristics of sales tax
while certain aspects of the taxation system are more of a production tax
nature. Management has analysed all the features of the excise tax system
in the Czech Republic and came to the conclusion that the characteristics
of the sale tax prevail. As a result the excise tax is excluded from

revenues and operating expenses in the Company’s separate statement
of comprehensive income.

2.11 Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held on call

with banks, other short-term highly liquid investments with original
maturities of three months and less, bank overdrafts or other on-demand
payable liabilities. Bank overdrafts and other on-demand payable liabilities
are shown on the separate statement of financial position within Borrowings
in current liabilities.



Obchodni zavazky se prvotné vykazuji v realné hodnoté a nasledné jsou
ocenovany zlstatkovou hodnotou na zakladé metody efektivni Grokové sazby.

Spolec¢nost pristupuje k oductovani finanénich zavazkl pouze v situaci, kdy
jsou povinnosti Spole¢nosti spinény, zruseny nebo kdy skonéi jejich platnost.
Rozdil mezi u¢etni hodnotou oductovaného finanéniho zavazku a ¢astky bud'
zaplacené, nebo splatné, je zauc¢tovan do vykazu zisku a ztraty.

Odlozena dan je vypoctena s pouzitim zavazkové metody uplatnéné

na vSechny pfechodné rozdily vzniklé mezi danovou hodnotou aktiv a zavazku
a jejich ucetni hodnotou vykazovanou v samostatné uc¢etni zavérce. Pokud
ovsem odlozena dan vyplyva z vychoziho zachyceni aktiva nebo zavazku

z transakci jinych, nez je podnikova kombinace, které v dobé vzniku nemaji
dopad ani na ucetni, ani na danovy zisk nebo ztratu, pak se o ni neuctuje.
OdlozZena dan z prijmu se stanovi za pouziti danoveé sazby (a danovych
zakonu), které byly schvaleny nebo je proces jejich schvalovani v podstaté
dokoncen a o kterych se predpoklada, ze budou Géinné v obdobi, ve kterém
bude pfislusna danova pohledavka realizovana nebo zavazek odlozené dané
z pfijmu vyrovnan. Zmény v odlozené dani vyplyvajici ze zmén danovych
sazeb jsou vykazany v obdobi, ve kterém jsou zmény uzakonény nebo
uzakonény z vétsi ¢asti.

Odlozené danové pohledavky se vykazuji v rozsahu, v némz je
pravdépodobné, Ze bude v budoucnosti dosazeno zdanitelného zisku,
ktery umozni uplatnéni téchto prechodnych rozdila.

Odlozena dan je zaucétovana do zisku nebo ztraty s vyjimkou ptipadi,
kdy se vztahuje k polozkam uctovanym do ostatniho uplného vysledku.
V takovych pripadech je také ué¢tovana do ostatniho Uplného vysledku.

Spolecnost hradi pravidelné odvody do statniho rozpoctu k financovani
statniho dlichodového pojisténi a prispévku na statni politiku zaméstnanosti
v sazbach platnych pro dané obdobi z vyplacenych hrubych mezd.

Nad ramec téchto zakonnych odvodu nejsou vyzadovany od Spole¢nosti
zadné jiné dodate¢né odvody. Naklady souvisejici s odvody jsou zuctovany
do zisku nebo ztraty ve stejném obdobi jako vyplata mezd a platu, ke kterym
se vztahuji.

Spolec¢nost také poskytuje svym zaméstnancim penzijni pripojisténi
formou plateb nezavislym penzijnim fondim v ramci platného pfispévkové
definovaného penzijniho planu. Tyto naklady jsou Uc¢tovany do zisku nebo
ztraty v roce, se kterym Casové souviseji. Nad ramec téchto zakonnych
odvodt nejsou vyzadovany od Spolec¢nosti zadné jiné dodate¢né odvody.

Odstupné a pozitky pri pred¢asném ukonceni pracovniho poméru se
vyplaceji v pripadé, Ze je pracovni pomeér ukonéen pred normalnim
odchodem do diichodu nebo pred uplynutim pracovni smlouvy. Spole¢nost
vykazuje pozitky z predéasného ukonceni pracovniho poméru, pokud je
zavazana k ukonceni pracovniho poméru vybranych zaméstnanc( v souladu
se schvalenym detailnim planem bez realné moznosti od tohoto planu
odstoupit.
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2.12 Trade payables and financial liabilities
Trade payables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method.

The Company derecognises financial liabilities only when the contractual
liabilities of the Company are discharged, cancelled or expire.

The difference between the carrying amount of a derecognised financial
liability and the consideration paid is recognised in profit or loss.

2.13 Deferred income tax

Deferred income taxation is calculated using the liability method applied
to all temporary differences arising between the tax base of assets and
liabilities and their carrying amounts in the separate financial statements.
However, if the deferred income tax arises from initial recognition of an
asset or liability in a transaction other than a business combination that
at the time of the transaction affects neither the accounting nor taxable
profit nor loss, it is not accounted for. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantially enacted
by the balance sheet date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax liability
is settled. Changes in deferred tax resulting from the change in tax

rates are recognised in the period in which the changes are enacted

or substantially enacted.

Deferred income tax assets are recognised to the extent that it is probable
that future taxable profit will be available against which the temporary
differences can be utilised.

Deferred tax is charged or credited to profit or loss, except when it relates
to items charged or credited to other comprehensive income, in which case
the deferred tax also affects other comprehensive income.

2.14 Employee benefits

a) Pension obligations

Contributions are made to the Government’s retirement benefit and
unemployment schemes at the statutory rates applicable during the year
and are based on gross salary payments. The Company has no further
payment obligations once the contributions have been paid. The expense
for the contributions is charged to profit or loss in the same period as

the related salary expense.

The Company also makes contributions to defined contribution schemes
operated by external pension companies. These contributions are charged
to profit or loss in the year to which the contributions relate. The Company
has no further payment obligations once the contributions have been paid.

b) Redundancy and termination benefits

Redundancy and termination benefits are payable when employment
is terminated before the normal retirement or contract expiry date.
The Company recognises redundancy and termination benefits when
it is demonstrably committed to terminating the employment of current
employees according to a detailed formal plan without the possibility
of withdrawal.
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PMI poskytuje urcité plany uhrad vazanych na akcie pro vedouci
zaméstnance vSech spoleénosti v ramci skupiny PMI. Tyto plany se
vztahuji k akciim spole¢nosti PMI a predstavuji Uhrady vazané na akcie
vyporadané kapitalovymi nastroji. Na zakladé pravidel stanovenych
,Performance Incentive Plans" je vybranym zaméstnanctim poskytovana
dlouhodoba odména v podobé naroku na akcie PMI, které by jim mély

byt v budoucnosti pridéleny. K realizaci naroku a nabyti akcii zaméstnanci
dochazi po uplynuti zaméstnaneckého poméru tfi let od data poskytnuti
naroku (rozhodné obdobi). Hodnota nakladu sluzeb zaméstnanct
vykazanych jako protihodnota za pridélené naroky na akcie je uréena

na zakladé realné hodnoty narokd k datu poskytnuti. Naklady jsou do zisku
nebo ztraty (naklady na zaméstnance a zaméstnanecké pozitky a sluzby)
zUc¢tovany rovnomérné béhem rozhodného obdobi se souvztaznym zapisem
do vlastniho kapitalu. Hodnota nakladd vykazanych jako protihodnota

za pridélené naroky v letech 2016 a 2015 byla nevyznamna.

Spolecnost tvofi rezervy. Pokud ma souc¢asny pravni nebo mimosmluvni
zavazek, ktery je vysledkem minulych udalosti, je pravdépodobné, ze

k vyporadani tohoto zavazku bude nezbytné odc¢erpani prostredkd, a mize
byt proveden spolehlivy odhad vyse zavazku. Rezervy se nevytvareji

na budouci provozni ztraty.

Rezervy jsou ocenény v souc¢asné hodnoté nejlepsiho odhadu vydajl
potrebnych k vyrovnani sou¢asného zavazku k rozvahovému dni.

Vynosy predstavuji realnou hodnotu prijaté nebo narokované protihodnoty
za prodej zbozi, vyrobku a sluzeb, bez dané z pfidané hodnoty a spotiebni
dané, po odpoctu slev a skont. Vynosy a naklady jsou vykazovany
nasledujicimi zpisoby:

Vynosy z prodeje vyrobku a zbozi se vykazuji, pokud Gcetni jednotka prevedla
na kupujiciho vyznamna rizika a uzitky z vlastnictvi vyrobkd nebo zbozi;
nezachovava si pokracujici manazerskou angazovanost v mire obvykle
spojované s vlastnictvim pozadovanych vyrobku nebo zbozi ani skute¢nou
kontrolu nad témito vyrobky nebo zbozim; ¢astka vynost muze byt spolehlive
ocenéna; je pravdépodobné, ze ekonomicke uzitky, které jsou s transakci
spojeny, poplynou do Gc¢etni jednotky a vzniklé naklady nebo naklady, které

s ohledem na transakci teprve vzniknou, mohou byt spolehlivé ocenény.

O vynosu je uc¢tovano v okamziku vyskladnéni jak v pripadé doméacich
prodej, tak exportu.

Vynosy z poskytovani sluzeb se vykazuiji, jestlize dojde k poskytnuti sluzby
a k akceptaci zakaznikem.

Vynos z dividend se vykazuje tehdy, kdyz vznikne pravo akcionare na prijeti
platby.

Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
urokové sazby a zohlednénim vyse nesplacené jistiny.
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c) Share-based payments

PMI runs certain compensation plans for management of all PMI
companies. The plans relate to the stock of PMI. These plans are equity
settled share-based payment transactions. There are Performance
Incentive Plans in place under which eligible employees receive

deferred stock awards representing long-term equity compensation

that delivers shares of PMI after a three-year service period (the vesting
period). The compensation cost for deferred stock awards is determined
by using fair value of the equity instruments awarded as at the grant date.
Compensation cost is recognised over the vesting period on a straight-line
basis as a charge to the employee benefits expense with a corresponding
entry in equity. Amounts recognised as compensation expense in 2016
and 2015 were immaterial.

2.15 Provisions

Provisions are recognised when: the Company has a present legal

or constructive obligation as a result of past events; it is more likely than
not that an outflow of resources will be required to settle the obligation;
and the amount can be reliably estimated. Provisions are not recognised
for future operating losses.

Provisions are measured at the present value of the best estimate of the
expenditure required to settle the present obligation as at the balance sheet
date.

2.16 Revenue and expense recognition

Revenue comprises the fair value of the consideration received

or receivable for the sale of goods and services, net of value-added tax,
excise tax, rebates and discounts. Revenues and expenses are recognised
as follows:

a) Sales of products and goods

Revenue from the sales of products and goods is recognised when

the Company has transferred the significant risks and rewards

of ownership of the products or goods to the buyer; the Company
retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the products

or goods sold; the amount of revenue can be measured reliably; it is
probable that the economic benefits associated with the transaction will
flow to the Company and the costs incurred or to be incurred in respect
of the transaction can be measured reliably. Revenue is recognised

at the moment of delivery despatch to the customer for both export

and domestic sales.

b) Sales of services
Sales of services are recognised when the services are rendered, and
accepted by customer.

c) Dividend income
Dividend income is recognised when the shareholder’s right to receive
payment is established.

d) Interest income
Interest income is accrued on a time basis, by reference to the principal
outstanding and the effective interest rate applicable.



Soucasti naklad(l na prodané vyrobky a zbozi jsou variabilni a fixni vyrobni
naklady, pofizovaci cena nakoupeného zbozi a licenéni poplatky placené
za prodané vyrobky.

Odbytové naklady vyplyvaji z odbytové ¢innosti a kromé personalnich

a rezijnich nakladd zahrnuji také odpisy majetku v oblasti prodeje, naklady
spojené s expedici, naklady na propagaci, podporu prodeje, prizkum trhu
a sluzby zakaznikam.

Administrativni naklady zahrnuji personalni a rezijni naklady a odpisy majetku
ve spravni oblasti.

Leasing je klasifikovan jako operativni leasing, jestlize podstatna ¢ast rizik

a uzitk( vyplyvajicich z vlastnictvi z(istava u pronajimatele. Splatky uhrazené
na zakladé operativniho leasingu se uctuji do zisku nebo ztraty rovhomérné
po celou dobu trvani leasingu.

Leasing pozemkd, budov a zafizeni, pfi némz na najemce prechazi podstatna
¢ast rizik a odmén vyplyvajicich z vlastnictvi, je klasifikovan jako finan¢ni
leasing. Spole¢nost nepofrizuje dlouhodoby majetek prostrednictvim
finan¢niho leasingu.

Vyplata dividend akcionarm Spolecnosti se vykazuje v samostatné ucetni
zavérce Spolecnosti jako zavazek v obdobi, ve kterém jsou dividendy
schvaleny akcionari Spole¢nosti.

Z ginnosti Spolecnosti vyplyva fada financnich rizik: trzni riziko, uvérové
riziko a riziko likvidity. Trzni riziko a riziko likvidity jsou fizena centralnim
oddélenim Treasury skupiny PMI v Lausanne. Uvérové riziko je fizeno
primarné Spolecnosti. PMI Treasury identifikuje, ocenuje a zajistuje
finanéni riziko v Uizké spolupraci se Spole¢nosti. Rizeni rizik provadi
centralni oddéleni Treasury skupiny PMI v souladu s pravidly schvalenymi
predstavenstvem Spolec¢nosti, ktera vychazi z PMI politik pro fizeni
finan¢niho rizika.

Spole¢nost plisobi na mezinarodnim trhu a je vystavena ménovému riziku
vztahujicimu se k riznym ménam. Ménoveé riziko vyplyva zejména z titulu
budoucich nakupt a prodejli a pohledavek a zavazk v cizich ménach.

Pro fizeni ménového rizika Spoleénost prilezitostné nakupuje ménové
opce prostiednictvim PMI Treasury, o kterych uctuje jako o zajistovacich
derivatech. V letech 2016 a 2015 Spole¢nost neméla zadné ménové opce.

Separate Financial Statements

e) Costs of goods sold
Costs of goods sold include variable and fixed manufacturing costs, costs
of goods purchased for resale and royalties paid for the products sold.

f) Distribution expenses

Distribution expenses include personnel costs and overheads, depreciation
and amortisation applicable to the distribution function, as well as the costs
of shipping, advertising, sales promotion, market research and customer
service.

g) Administrative expenses
Administrative expenses include personnel costs and overheads as well as
depreciation and amortisation applicable to the administrative functions.

217 Leases

Leases under which a significant portion of the risks and benefits

of ownership are effectively retained by the lessor are classified as
operating leases. Payments made under operating leases are charged
to profit or loss on a straight-line basis over the period of the lease.

Leases of property, plant and equipment, where the lessee has
substantially all the risks and rewards of ownership, are classified as
finance leases. The Company does not acquire its operating assets via
finance leases.

2.18 Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as
a liability in the Company’s separate financial statements in the period
in which the dividends are approved by the Company’s shareholders.

3. FINANCIAL RISK MANAGEMENT

3.1 Financial risk factors

The Company’s activities expose it to a variety of financial risks: market
risk, credit risk and liquidity risk. Market and liquidity risks are managed
under approved policies by the central Treasury department of PMI

group in Lausanne. Credit risk is managed primarily by the Company.

PMI Treasury identifies, evaluates and hedges financial risks in close
co-operation with the Company’s operating units. Risk management is
performed by the central Treasury department of PMI group in line with
the written principles provided by the Board of Directors for overall risk
management, which are based on PMI financial risk management policies.

a) Market risk

The Company operates internationally and is exposed to foreign exchange
risk arising from various currency exposures. Foreign exchange risk
arises from future purchase and sale transactions and from assets and
liabilities recognised in foreign currencies. To hedge part of this exposure,
the Company occasionally uses currency option derivative instruments,
transacted with PMI Treasury. No currency options were used by

the Company in 2016 and 2015.
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Rozdéleni finan¢nich aktiv podle mén (v milionech K¢&):

Uéetni hodnota
k 31.12.2016

Pohledavky za tretimi
stranami - domaci

Pohledavky za tretimi
stranami - zahrani¢ni

Pohledavky
za spole¢nostmi skupiny
PMI

Usty v bance
Kratkodobé pUjcky
spfiznénym stranam

Dlouhodoba ostatni
financéni aktiva

Celkem

Uéetni hodnota
k31.12.2015

Pohledavky za tretimi
stranami - domaci

Pohledavky za tretimi
stranami - zahranicni

Pohledavky
za spole¢nostmi skupiny
PMI

Usty v bance

Kratkodobé puljcky
spfiznénym stranam

Dlouhodoba ostatni
finanéni aktiva

Celkem

Rozdéleni finan¢nich zavazkd podle mén (v milionech K¢):

Uéetni hodnota
k 31.12.2016

Zavazky tretim stranam
- domaci

Zavazky tretim stranam
- zahraniéni

Zavazky spole¢nostem
skupiny PMI

Pujcky
Celkem

Ugetni hodnota
k31.12.2015

Zavazky tretim stranam
- domaci

Zavazky tretim stranam
- zahraniéni

Zavazky spole¢nostem
skupiny PMI

Pujcky
Celkem

CZK

281

6213

1704

102
8 302

CZK

252

3 864

3187

101
7415

CZK

457

79

74
56
666

CzZK

460

52

99

616

EUR usbD CHF

0 0 0

0 0 0
133

0

0 0 0

0 0 0
133 o (o]
EUR uUsD CHF

0 0 0

0 0 0
163

0

0 0 0

0 0 0
163 (o] (o]

EUR usbD CHF
3 0 0
325 1 5
707 4 47
0 0 0
1035 5 52
EUR uUsD CHF
0 0 0
264 6 7
591 55 39
0 0 0
855 61 46
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Ostatni

o

Ostatni

Ostatni

19
0
22

Ostatni

Celkem

281

135
6213

1704

102
8435

Celkem

252

164
3 864

3187

101
7578

Celkem

460

413

851
56
1780

Celkem

460

330

787

1582

The split of financial assets by currencies is as follows (in CZK million):

Carrying amount
as at December 31,2016

Receivables from third
parties - domestic

Receivables from third
parties - foreign

Receivables from PMI
entities

Cash at banks

Short-term deposits with
related parties

Other long-term financial
assets

Total

Carrying amount
as at December 31,2015

Receivables from third
parties - domestic

Receivables from third
parties - foreign

Receivables from PMI
entities

Cash at banks

Short-term deposits with
related parties

Other long-term financial
assets

Total

CZK

281

6213

1704

102
8 302

CZK

252

3 864

3187

101
7 415

EUR

133

EUR

163

usb

usb

CHF

CHF

Total

281

135
6213

1704

102
8435

Total

252

164
3864

3187

101
7578

The split of financial liabilities by currencies is as follows (in CZK million):

Carrying amount
as at December 31,2016

Payables to third parties
- domestic

Payables to third parties
- foreign

Payables to PMI entities
Borrowings
Total

Carrying amount
as at December 31,2015

Payables to third parties
- domestic

Payables to third parties
- foreign

Payables to PMI entities
Borrowings
Total

CZK

457

79
74
56
666

CZK

460

52
99

616

EUR

325
707

1035

EUR

264
591

855

uUsD

uUsD

55

61

CHF

a7

52

CHF

39

46

Other

19

22

Other

Total

460

413
851
56
1780

Total

460

330
787

1582



Analyzy citlivosti

Citlivost na zmény ménového kurzu

Spolec¢nost je vystavena ménovému riziku vyplyvajicimu zejména z transakci
se spolec¢nostmi se sidlem v Evropské unii, véetné své slovenské dcefiné
spoleénosti, a se spoleénostmi skupiny PMI se sidlem ve Svycarsku.
Nejvyznamnéjsimi ménami jsou euro, americky dolar a Svycarsky frank.
Ménové riziko je hodnoceno ve vztahu k funkéni méné (Ceska koruna)

k rozvahovému dni, kdy jsou pohledavky a zavazky vedené v cizi méné
piepoéteny na Geské koruny kurzem Ceské narodni banky.

Analyza citlivosti zahrnuje finanéni aktiva a zavazky denominované v cizich
ménach a méri dopad z prepoctu téchto polozek k rozvahovému dni kurzem
Ceské narodni banky k 31. 12. 2016. Spole&nost povazuje za mozny
pohyb ménovych kurzi viici ¢eské koruné v nasledujicim obdobi +15 %
(zhodnoceni ¢eské koruny) a -15 % (znehodnoceni ¢eské koruny).

Analyza citlivosti na zmény kurzu je pfipravena po jednotlivych ménach
za predpokladu, ze kurzy ostatnich mén jsou beze zmény.

Nasledujici tabulka predstavuje dopad na zisk pred zdanénim pfi
ocekavaném posileni +15% nebo oslabeni -15% ¢eské koruny vici cizim
ménam (v milionech Kg¢):

2016 -15% znehodnoceni CZK

Ména EUR usD CHF

Zvyseni (+) / snizeni (-) zisku -135 -1 -8
+15% zhodnoceni CZK

Ména EUR usD CHF

Zvyseni (+) / snizeni (-) zisku 135 1 8

2015 -15% znehodnoceni CZK

Ména EUR usD CHF

Zvyseni (+) / snizeni (-) zisku -104 -9 -7
+15% zhodnoceni CZK

Ména EUR uUsD CHF

Zvyseni (+) / snizeni (-) zisku 104 9 7

Citlivost na zmény urokové sazby

Spolecnost je vystavena Urokovému riziku zejména v souvislosti

s poskytovanim kratkodobych puijcek se stanovenou dobou splatnosti

a kratkodobych pujcek splatnych na pozadani spole¢nostem ve skupiné
PMI a Spolecnost je také vystavena Urokovému riziku v souvislosti

s faktoringovymi transakcemi s pohledavkami. Spole¢nost predpoklada
mozny pohyb vynosové kfivky v nasledujicim obdobi +100/-25 bazickych
bodU.

Pro poskytnuté kratkodobé pujcky a kratkodobé pujcky splatné na pozadani
poskytnuté spole¢nostem ve skupiné PMI je dopad na zisk pred zdanénim
stanoven na zakladé specifikované zmény urokové sazby, ktera by nastala
na zac¢atku Ucetniho obdobi a za predpokladu, Ze by nedoslo k zadné jiné
zméné urokovych sazeb v pribéhu celého Gcetniho obdobi. Ostatni finanéni
aktiva a zavazky nejsou povazovany za urokové citlivé.

Separate Financial Statements

Sensitivity analysis

Sensitivity to exchange rates

The Company is exposed to the foreign currency risk arising from
transactions performed mainly with companies in the European Union,
including its Slovak subsidiary, and companies within PMI group with

the registered seat in Switzerland. The common currencies used by

the Company are EUR, USD and CHF. The foreign currency risk is measured
against the functional currency (CZK) as at the balance sheet date, when

the financial assets and liabilities denominated in foreign currencies are
recalculated to the CZK by applying the Czech National Bank exchange rate.

The sensitivity analysis considers financial assets and liabilities denominated
in foreign currencies and it measures the impact from recalculation of these
items as at the balance sheet date by using exchange rates published by

the Czech National Bank as at December 31, 2016. The Company considers
the movements of exchange rates against CZK in the following period +15%
(appreciation of CZK) and -15% (depreciation of CZK) as possible.

The sensitivity analysis on exchange rate changes is prepared for individual
currencies on the presumption that there is no movement in the exchange
rates of other currencies.

The following table presents the impact on profit before tax of an appreciation
+15% or depreciation -15% of the CZK to foreign currencies (in CZK million):

2016 CZK depreciation by 15%
Currency EUR uUsSD CHF
Increase / (decrease) in profit or loss (135) (1) (8)
CZK appreciation by 15%
Currency EUR USD CHF
Increase / (decrease) in profit or loss 135 1 8

2015 CZK depreciation by 15%
Currency EUR uUsD CHF
Increase / (decrease) in profit or loss (104) 9) (7)
CZK appreciation by 15%
Currency EUR uUsD CHF
Increase / (decrease) in profit or loss 104 9 7

Sensitivity to interest rates

The Company is exposed to interest rate risk mainly in relation to short-term
borrowings and short-term on-demand deposits with PMI companies, and

as well the Company is exposed to interest rate risk in relation to factoring
transactions with receivables. The Company assumes the possible movements
of the yield curve in the following period by +100/-25 basis points.

For short-term loans receivable and short-term on-demand deposits with

PMI companies, the impact on the profit or loss before tax is determined

on the basis of a defined change in the interest rate, which would have arisen
at the beginning of the accounting period and based on the assumption that
no other changes in the interest rate occurred during the entire accounting
period. Other financial assets and liabilities are not considered to be sensitive
to interest rate movements.
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Nasledujici tabulka pfedstavuje mozny dopad na zisk pred zdanénim
pfi o¢ekavaném narlstu (+100 bazickych bodl) nebo poklesu
(-25 bazickych bodt) urokovych sazeb (v milionech Kg¢):

Narust urokové miry Pokles urokové miry
2016 0 100 baz. bodl 0 25 baz. bodi

Zvyseni (+) / snizeni (-) zisku 26 -7

Narust urokové miry Pokles urokové miry
2015 0 100 baz. bodu 0 25 baz. bodl

Zvyseni (+) / snizeni (-) zisku 39 -10

Spole¢nost ma stanovena pravidla, ktera zajistuji, ze prodej vyrobkd
a zbozi s odlozenou splatnosti je realizovan pouze s odbérateli, ktefi splnuji
podminky pro uvérovy prodej a maji pfislusnou uvérovou historii.

Vyraznou podporu v této oblasti poskytuji Spoleé¢nosti odbornici
z PMI Treasury v Lausanne. Kromé PMI Treasury Spolec¢nost vyuziva
k analyze protistran také sluzeb externich ratingovych agentur.

Ptipadna platebni neschopnost odbératele miize vést k bezprostfednim
ztratam s nezadoucim vlivem na hospodareni Spole¢nosti. Z tohoto
dlvodu podléha schvalovani obchodnich aktivit s novymi odbérateli

standardizovanym kontrolam a postuptm pfislusnych oddéleni Spolec¢nosti.

Angazovanost Spole¢nosti vici odbérateltim je fizena také prostrednictvim
stanoveni tvérovych limitd. Vyse téchto limitl je pravidelné monitorovana
a vyhodnocovana.

Soucasti fizeni uvérového rizika je aktivni sprava a fizeni pohledavek,
kde se ke snizeni rizik pouzivaji standardni nastroje finanénich trh,
jako jsou bankovni zaruky, platby predem a postoupeni pohledavek
prostrednictvim bezregresniho faktoringu.

Zajisténi pohledavek

Pohledavky z obchodnich vztah( jsou rozdéleny z hlediska strategie
zajisténi na pohledavky za tuzemskymi odbérateli, zahrani¢nimi odbérateli
a spole¢nostmi skupiny PMI.

K zajisténi pohledavek za tuzemskymi odbérateli jsou v urcitych

pfipadech vyuzivany bankovni zaruky. Povinnym preventivnim nastrojem

v pisemném smluvnim vztahu je sankéni Urok z prodleni uhrad. Pohledavky
z obchodnich vztah( za tuzemskymi odbérateli jsou rozdéleny do dvou
skupin: pohledavky zajisténé bankovnimi zarukami a nezajisténé
pohledavky za odbérateli, ktefi splnuji podminky poskytnuti nezajisténého
uvéru. Vyse nezajisSténého Uvéru zavisi na celkovém a finanénim hodnoceni
kazdého odbératele véetné vyuziti externiho hodnoceni ratingovych
agentur.

Pohledavky z obchodnich vztah( se zahrani¢nimi odbérateli jsou Castecné
zajistény bankovnimi zarukami.

Pohledavky z obchodnich vztaht za spole¢nostmi skupiny PMI jsou
povazovany za malo rizikové, a proto nejsou zajisténé.
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The following table presents the possible impact on profit or loss before tax
of an expected increase (+100 basis points) or decrease (-25 basis points)
of interest rates (in CZK million):

Interest rate increased Interest rate decreased

2016 by 100 basis points by 25 basis points
Increase / (decrease)
in profit or loss 26 7)

Interest rate increased Interest rate decreased

2015 by 100 basis points by 25 basis points
Increase / (decrease)
in profit or loss 39 (10)

b) Credit risk

The Company has policies in place to ensure that sales of products and
merchandise on credit are made to customers who meet the Company’s
criteria for credit eligibility and have adequate credit history.

Considerable support in this area is provided by PMI Treasury specialists
in Lausanne. Apart from PMI Treasury, the Company also uses the services
of external rating agencies for counterparty analysis.

The financial insolvency of counterparty may result in immediate losses

to the Company with an adverse impact on the Company’s financial
position. Therefore, the acceptance of new business is reliant on standard
approval controls and procedures through the relevant departments

of the Company. The Company’s involvement with counterparties

is managed by means of credit limits that are monitored and re-evaluated
on a regular basis.

Active administration and management of receivables is incorporated
into the credit risk management process and standard financial market
instruments such as bank guarantees, advance payments and transfers
of receivables through factoring without recourse are used to reduce
the risks.

Receivables security

With respect to the security strategy of trade receivables, trade receivables
are separated into receivables from domestic customers, foreign
customers and PMI entities.

Bank guarantees, in certain cases, are used to secure receivables
from domestic credit customers. Penalty interest on late payments is

a compulsory preventative instrument for all contractual relationships.
Trade receivables from domestic credit customers are divided into

two groups: receivables secured by bank guarantees and unsecured
receivables from customers eligible for unsecured credit. Unsecured
credit is based on an overall and financial assessment of each individual
customer, including usage of external rating agencies.

Trade receivables from third party foreign customers are partially secured
by bank guarantees.

Trade receivables from PMI entities are considered as low-risk receivables
by the Company, and are therefore unsecured.



Uéetni hodnota
k 31.12.2016
(v milionech K¢)

Pohledavky za tretimi
stranami - domaci

Pohledavky za tretimi
stranami - zahraniéni

Pohledavky

za spolecnostmi
skupiny PMI

Uéty v bance
Kratkodobé pUjcky
spfiznénym stranam
Dlouhodoba ostatni
financni aktiva

Celkem

Uéetni hodnota
k 31.12.2015
(v milionech K¢)

Pohledavky za tretimi
stranami - domaci

Pohledavky za tretimi
stranami - zahraniéni

Pohledavky
za spolecnostmi
skupiny PMI

Uéty v bance
Kratkodobé pjcky
spfiznénym stranam

Dlouhodoba ostatni
financéni aktiva

Celkem

Neznehodnocena
finanéni aktiva
do splatnosti

281

123
6213

1704

102
8423

Neznehodnocena
finanéni aktiva
do splatnosti

252

10

164

3864

3187

101
7578

Neznehodnocena
finanéni aktiva
po splatnosti

0

Neznehodnocena
finanéni aktiva
po splatnosti

0

o

o

Koncentrace uvérového rizika obchodnich pohledavek
Spolecénost sleduje koncentraci Uvérového rizika obchodnich pohledavek

podle odbytovych regiond.

Rozdéleni obchodnich pohledavek podle odbytovych regiona:

Uéetni hodnota
k 31.12.2016
(v milionech K¢)

Pohledavky za tretimi stranami
- domaci

Pohledavky za tretimi stranami
- zahraniéni

Pohledavky za spole¢nostmi
skupiny PMI

Celkem

Uéetni hodnota
k31.12.2015
(v milionech K¢)

Pohledavky za tretimi stranami
- domaci

Pohledavky za tretimi stranami
- zahrani¢ni

Pohledavky za spole¢nostmi
skupiny PMI

Celkem

Ceska  Slovenska
republika republika Ostatni
281 0 0
0 0 0
0 110 25
281 110 25
Ceska  Slovenska
republika republika Ostatni
252 0 0
0 0] 10
0 159 5)
252 159 15

Celkem

281

135
6213

1704

102
8435

Celkem

252

164
3864

3187

101
7578

Celkem

281

0

135
416

Celkem

252

10

164
426
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Carrying amount as
at December 31,2016
(in CZK million)

Receivables from third
parties - domestic

Receivables from third
parties - foreign
Receivables from PMI
entities

Cash at banks

Short-term loans and
deposits with related
parties

Other long-term financial
assets

Total

Carrying amount as
at December 31,2015
(in CZK million)

Receivables from third
parties - domestic

Receivables from third
parties - foreign

Receivables from PMI
entities

Cash at banks

Short-term loans and
deposits with related
parties

Other long-term financial
assets

Total

Unimpaired financial
assets not yet due

281

123

6213

1704

102
8423

Unimpaired financial
assets not yet due

252

10

164

3 864

3187

101
7578

Unimpaired financial

assets past due Total

= 281

12 135

= 6213

- 1704

- 102
12 8435

Unimpaired financial

assets past due Total

= 252

= 164

= 3 864

= 3187

= 101
- 7578

Credit risk concentration of trade receivables
The Company monitors the concentration of credit risk of trade receivables

by distribution regions.

Classification of trade receivables by distribution regions:

Carrying amount as
at December 31,2016
(in CZK million)

Receivables from third parties
- domestic

Receivables from third parties
- foreign

Receivables from PMI entities
Total

Carrying amount as
at December 31,2015
(in CZK million)

Receivables from third parties
- domestic

Receivables from third parties
- foreign

Receivables from PMI entities
Total

Czech
Republic

281

281

Czech
Republic

252

252

Slovak
Republic Other Total
- - 281
110 25 135
110 25 416
Slovak
Republic Other Total
- - 252
- 10 10
159 5 164
159 15 426
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Uvérova bonita finanénich aktiv, ktera nejsou po splatnosti ani
znehodnocena

Pri stanoveni ratingu finanénich aktiv, ktera nejsou po splatnosti ani
znehodnocena, pouziva Spolec¢nost nasledujici kritéria:

Ve tfidé bonity 1 jsou zafazeny pohledavky vici odbératelim zajisténé
bankovnimi zarukami, u nichZ neexistuje zadny objektivni diikaz, ktery
by signalizoval mozné snizeni jejich hodnoty, pohledavky, které budou
predmétem bezregresniho faktoringu, a ostatni dlouhodoba depozita.
Ve tridé bonity 2 jsou zafazeny nezajisténé pohledavky z obchodnich
vztah( za odbérateli, u kterych neexistuje zadny objektivni dikaz, ktery
by signalizoval mozné snizeni jejich hodnoty.

Pohledavky za spoleé¢nostmi skupiny PMI a kratkodobé pajcky
poskytnuté v ramci skupiny PMI jsou v roce 2016 zarazeny do skupiny

Credit quality of financial assets not yet due and not impaired
The Company uses the following criteria when setting ratings of financial
assets that are not yet due and are not impaired.

Solvency class 1 includes receivables from third parties secured by
bank guarantees for which there is no objective evidence indicating
impairment, receivables which will be subject to factoring without
recourse and other long-term deposits.

Solvency class 2 includes receivables that are unsecured trade
receivables from third parties for which there is no objective evidence
indicating impairment.

Receivables, short-term loans and on-demand deposits with PMI
entities are classified according to Standard & Poor’s rating of PMI.

In 2016, the S&P rating was A-1 (2015: A-1).

s hodnocenim A-1 podle PMI ratingu Standard & Poor’s (2015: A-1).

* Hotovost v bankach je zarazena podle hodnoceni dlouhodobych depozit

prostfednictvim agentury Moody’s. Jako banky a financéni instituce
pouzivané Spole¢nosti jsou akceptovany pouze ty s hodnocenim A2
nebo vice (2015: Baa?2).

Standard Moody’s rating
& Poor’s dlouhodobych

Stavk 31.12.2016 rating depozit
(v milionech K¢) Bonita1 Bonita 2 (A-1) (min A2) Celkem
Pohledavky za tretimi
stranami - domaci 278 3 0 0 281
Pohledavky za tretimi
stranami - zahranicni 0 0 0 0 0
Pohledavky
za spole¢nostmi
skupiny PMI 0 0 135 0 135
Usty v bance 0 0 0 6213 6213
Kratkodobé puljcky
spfiznénym stranam 0 0 1704 0 1704
Dlouhodoba ostatni
finanéni aktiva 102 0 0 0 102
Celkem 380 1839 6213 8435

Standard Moody’s rating

& Poor’s dlouhodobych

Stavk 31.12.2015 rating depozit
(v milionech K¢) Bonita 1 Bonita 2 (A-1) (min Baa2) Celkem
Pohledavky za tretimi
stranami - domaci 248 4 0 0 252
Pohledavky za tretimi
stranami - zahrani¢ni 0 10 0 0 10
Pohledavky
za spole¢nostmi
skupiny PMI 0 0 164 0 164
Usty v bance 0 0 0 3864 3864
Kratkodobé pujcky
spfiznénym stranam 0 0 3187 0 3187
Dlouhodoba ostatni
finanéni aktiva 101 0 0 0 101
Celkem 349 14 3351 3864 7578

Obezretné fizeni rizika likvidity predpoklada udrzovani dostate¢né
urovné hotovosti. Rizeni likvidity Spole¢nosti provadi centralné oddéleni
PMI Treasury prostrednictvim domaciho a mezinarodniho systému

,cash pool*“. V souladu s pravidly PMI pfipravuje Spole¢nost tydenni vyhled

penézniho toku na nasledujici mésic a mésiéni vyhled penézniho toku
na nasledujicich 12 mésicu.
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¢ Cash at banks is classified according to Moody’s Long-term Deposit
rating. For banks and financial institutions, only parties with a minimum
rating of A2 (2015: Baa?2) are accepted.

Balance as

at December 31,
2016 (in CZK
million)

Receivables from third
parties - domestic
Receivables from third
parties - foreign
Receivables from PMI
entities

Cash at banks

Short-term loans and
deposits with related
parties

Other long-term
financial assets

Total

Balance as

at December 31,
2015 (in CZK
million)

Receivables from third
parties - domestic

Receivables from third
parties - foreign

Receivables from PMI
entities

Cash at banks

Short-term loans and
deposits with related
parties

Other long-term
financial assets

Total

Solvency
class 1

278

102
380

Solvency
class 1

248

101
349

Solvency
class 2

Solvency
class 2

10

14

Standard
& Poor's
rating
(A-1)

135

1704

1839

Standard
& Poor's
rating
(A-1)

164

3187

3 351

Moody’s
Long-term
Deposit rating
(min A2)

6213

6213

Moody’s
Long-term
Deposit rating
(min Baa2)

3864

3 864

Total

281

135

6213

1704

102
8435

Total

252

164

3 864

3187

101
7 578

c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash.
Liquidity of the Company is managed and controlled by the central
Treasury department of PMI group via domestic and international cash
pool arrangements. Based on PMI policies, the Company prepares

a weekly cash flow projection for the following month and monthly cash
flow projections for the following 12 months.



Analyza splatnosti smluvnich nediskontovanych penéznich toku

Stav k 31. 12. 2016 (v milionech K¢&) Do 3 mésicu
Zavazky z obchodnich vztaht viici tretim stranam

a spole¢nostem skupiny PMI 1642
Nevyplacené dividendy 8
Ostatni financni zavazky 74
Prijaté pajcky 56
Stav k 31. 12. 2015 (v milionech K¢&) Do 3 mésicu
Zavazky z obchodnich vztaht viiéi tretim stranam

a spole¢nostem skupiny PMI 15617
Nevyplacené dividendy 10
Ostatni financni zavazky 50
Prijaté pajcky 3

Pro zmirnéni rizika a zlepseni fizeni penéznich prostfedk( a likvidity
Spolecénost odprodala ¢ast pohledavek financni instituci v roce 2016.

Ze vsech téchto transakci Spole¢nosti nevyplyva zadny urok

ze spoluucasti. Finanéni instituce neuplatiuje postih v pfipadé opominuti
v¢asné Uhrady dluznikem.

Cilem Spolecnosti pfi fizeni kapitalu je zajisténi nepretrzité cinnosti s cilem
poskytovat akcionarim navratnost viozenych prostiedkd. K udrzeni nebo
upravé kapitalové struktury Spole¢nost mlze upravit vysi dividendy, vydat
nové akcie nebo prodat svij majetek za i¢elem snizeni dluhu.

Za kapital Spolec¢nosti pro potrebu fizeni kapitalu se rozumi vlastni kapital
vykazany v samostatném vykazu finanéni pozice.

Realna hodnota finan¢nich nastroji obchodovanych na aktivnich trzich

je stanovena na zakladé kotovanych trznich cen platnych k rozvahovému
dni. Pro stanoveni realné hodnoty finan¢nich nastrojl, které nejsou
obchodovany na aktivnim trhu, se pouzivaji techniky ocenovani. Spole¢nost
¢ini predpoklady, pfi nichz vychazi z trznich podminek existujicich

ke kazdému rozvahovému dni. Zistatkova hodnota kratkodobych finanénich
aktiv a kratkodobych finan¢nich pasiv se blizi jejich realné hodnoté. Realné
hodnoty kratkodobych finan¢nich aktiv a kratkodobych finanénich pasiv
splnuji podminky pro stupen 2 dle IFRS 13.

Zustatkova hodnota ostatnich dlouhodobych finan¢nich aktiv se

take blizi jejich realné hodnoté, ktera byla stanovena jako sou¢asna
hodnota budoucich penéznich tokd na zakladé trznich Urokovych sazeb
k rozvahovému dni a ktera splnuje podminky pro stupen 2 dle IFRS 13.

Separate Financial Statements

Contractual maturity analysis (undiscounted cash flows)

Balance as at December 31, 2016 (in CZK million) Less than 3 months

Trade payables to third parties and PMI entities 1642
Dividend payable 8
Other financial liabilities 74
Borrowings 56

Balance as at December 31, 2015 (in CZK million) Less than 3 months

Trade payables to third parties and PMI entities 1517
Dividend payable 10
Other financial liabilities 50
Borrowings 5

To mitigate the risk and enhance cash and liquidity management, the
Company sold a portion of its trade receivables to a financial institution

in 2016. In all those transactions, the Company retained no participating
interests. The financial institution has no recourse for failure of debtors to
pay when due.

3.2 Capital management

The Company'’s objectives when managing capital are to safeguard the
Company’s ability to continue as a going concern in order to provide
returns for shareholders. In order to maintain or adjust the capital structure,
the Company may adjust the amount of dividends paid to shareholders,
issue new shares or sell assets to reduce debt.

Equity as presented in these separate financial statements is considered
as capital of the Company for the capital management purposes.

SE3 Fair value estimation

The fair value of financial instruments traded in active markets is based

on quoted market prices as at the balance sheet date. The fair value

of financial instruments that are not traded in an active market is determined
by using valuation technigues. The Company makes assumptions that

are based on market conditions existing as at each balance sheet date.
The carrying amounts of current financial assets and current financial
liabilities are assumed to approximate their fair values. The fair values

of current financial assets and current financial liabilities qualify for Level 2
in accordance with IFRS 13.

The carrying amounts of other non-current financial liabilities are also
assumed to approximate their fair values, which were determined as
the present value of future cash flows based on market interest rates
at the balance sheet date, and which qualify for Level 2 in accordance
with IFRS 13.
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(v milionech K¢)
K1.1.2015
Pofizovaci cena
Opravky a snizeni
hodnoty

Zustatkova
hodnota

Rok koncéici
31.12.2015
Pocatecni
zUstatkova
hodnota
PrirGstky

Vv pofizovaci cené
Vyrazeni

v zlistatkove
hodnoté
Odpisy

Koneéna
zustatkova
hodnota

K 31.12.2015
Pofizovaci cena
Opravky a snizeni
hodnoty

Zustatkova
hodnota

Rok koncici
31.12.2016
Pocatecni
zUstatkova
hodnota
PrirGstky

V porizovaci cené
Vyrazeni

v zlistatkové
hodnoté

Snizeni hodnoty
majetku

Odpisy

Koneéna
zustatkova
hodnota

K 31.12.2016
Pofizovaci cena

Opravky a snizeni
hodnoty

Zustatkova
hodnota

Separate Financial Statements

Pozemky,
budovy
a stavby

1919

-1 358

561

561

26

517

1940

-1423

517

517

140

580

2076

-1 496

580

Dopravni
prostiredky,
stroje

a zafizeni

5708

-3 366

2342

2342

452

-16
-385

2393

5864

-3 471

2393

2393

530

2330

5928

-3 598

2330

Inventar
a vybaveni

53

-46

-2

7

Pofizeni
aktiv

a poskytnuté
zalohy

255

255

255

826

826

826

826

494

1320

1320

0

1320

Celkem

7935

-4 770

3165

3165

1050

-457

3742

8682

-4 940

3742

3742

1167

4237

9 374

-5 137

4237

Béhem sledovaného obdobi Spole¢nost vyradila nékteré stroje a zafizeni,

které identifikovala jako dale nepotfebné, a schvalila jejich vyrazeni

v hodnoté 79 miliont K& (2015: 11 miliont K¢).
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4. PROPERTY, PLANT AND EQUIPMENT

Property, Constructions
Buildings Vehicles & in progress
& Con- Machinery Furniture & & Advances

(in CZK million) structions Equipment Fixtures paid Total
As at January 1,
2015
Cost 1919 5708 53 255 7935
Accumulated
depreciation and
impairment (1 .358) (3 366) (46) - (4770)
Net carrying
amount 561 2342 7 255 3165
Year ended
December 31,
2015
Opening net
carrying amount 561 2342 7 255 3165
Additions cost 26 452 1 571 1050
Disposal net
carrying amount - (16) - - (16)
Depreciation
charge (70) (385) (2) - (457)
Closing net
carrying amount 517 2 393 6 826 3742
As at
December 31,
2015
Cost 1940 5864 52 826 8682
Accumulated
depreciation and
impairment (1423) (3 471) (46) - (4 940)
Net carrying
amount 517 2 393 6 826 3742
Year ended
December 31,
2016
Opening net
carrying amount 517 2393 6 826 3742
Additions cost 140 530 3 494 1167
Disposal net
carrying amount - (85) - - (85)
Impairment - (62) - - (62)
Depreciation
charge (77) (446) (2) - (5625)
Closing net
carrying amount 580 2 330 7 1320 4237
As at
December 31,
2016
Cost 2076 5928 50 1320 9374
Accumulated
depreciation and
impairment (1 496) (3598) (43) - (5137)
Net carrying
amount 580 2 330 7 1320 4237

During the period the Company disposed of several assets which have
been identified as no longer needed and approved for scrapping in amount
of CZK 79 million (2015: CZK 11 million).



Najemné v hodnoté 134 milionli K& v roce 2016 (2015: 123 miliont K¢&)
za pronajem skladll a kancelarskych prostor je vykazano do zisku nebo ztraty.

Veskeré vydaje na porizeni dlouhodobych aktiv byly financovany z vlastnich
zdroj Spolec¢nosti.

5. SNiZENi HODNOTY POZEMKU, BUDOV A ZARIZENi

V roce 2016 Spolec¢nost provérila zGstatkovou hodnotu zatizeni.

V disledku této revize bylo vykazano snizeni hodnoty dlouhodobych aktiv
0 62 miliond K&. V roce 2015 nebylo vykazano zadné snizeni hodnoty
dlouhodobych aktiv.

Samostatna ucetni zavérka
Separate Financial Statements

S

Lease rentals during 2016 amounting to CZK 134 million
(2015: CZK 123 million) relating to the lease of warehousing and office
space are included in profit or loss.

All investments in property, plant & equipment were financed
by the Company’s own resources.

5. IMPAIRMENT OF PROPERTY, PLANT
AND EQUIPMENT

In 2016 Company revised the net book value of equipment. As a result
of this revision, the impairment loss was recognised in the amount
of CZK 62 million. There was no impairment loss recognised in 2015.

6. ZASOBY
6. INVENTORIES
(v milionech K¢) 31.12.2016 31.12.2015
Material 101 94 (in CZK million) December 31,2016 December 31,2015
Zbozi 207 282 Materials 101 94
Celkem 308 376 Merchandise 207 282
Total 308 376

Pofizovaci naklady na zasoby vykazané v samostatném vykazu Uplného
vysledku jako naklad a zahrnuté v roce 2016 v polozce Néaklady na prodané
vyrobky a zbozi ¢inily 4 051 milion K& (2015: 3 970 milion(l K¢).

7.  OBCHODNI A OSTATNi FINANCNi POHLEDAVKY
A OSTATNI NEFINANCNI AKTIVA

(v milionech K¢) 31.12.2016 31.12.2015
Obchodni a ostatni finanéni

pohledavky

Treti strany 281 262
Dcefina spole¢nost 110 159
Ostatni spfiznéné strany 25 5]
Celkem 416 426
Ostatni nefinanéni aktiva

Ostatni aktiva - spotrebni dan 2195 2821
Placené zalohy 13 14
Celkem 2208 2835
Ostatni dlouhodoba financni aktiva

Ostatni finan¢ni aktiva 102 101
Celkem 102 101

The cost of inventories recognised as an expense in Separate statement
of comprehensive income in 2016 and included in costs of goods sold
amounted to CZK 4 051 million (2015: CZK 3 970 million).

7. TRADE AND OTHER FINANCIAL RECEIVABLES
AND OTHER NON-FINANCIAL ASSETS

(in CZK million) December 31,2016 December 31,2015
Trade and other financial

receivables

Third parties 281 262
Subsidiary 110 159
Other related parties 25 5]
Total 416 426

Other non-financial assets

Other assets - excise tax 2195 2821
Prepayments 13 14
Total 2208 2835
Other non-current financial assets

Other financial assets 102 101
Total 102 101
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(v milionech K¢) 31.12.2016 31.12.2015
Usty v bance 6213 3864
Kratkodobé pujcky spfiznéné strané

splatné na pozadani (viz bod 26) 1704 3187
Celkem 7917 7 051

Kratkodobé pujcky splatné na pozadani poskytnuté spfiznénym stranam
predstavuji Groc¢ené kratkodobé puljcky. Analyza kratkodobych pohledavek
za spfiznénymi stranami je uvedena v bodé 26.

Penézni prostiedky a penézni ekvivalenty a debetni zlistatky na bankovnich
uctech pro Gcely sestaveni samostatného vykazu penéznich tokd jsou
nasledujici:

(v milionech K¢) 31.12.2016 31.12.2015
Penézni prostredky a penézni

ekvivalenty 7 917 7 051
Debetni zlistatky na bankovnich

uctech -56 -5
Celkem 7 861 7 046

Zakladni kapital Spolecnosti predstavuje 2 745 386 kusu akcii v nominalni
hodnoté 1 000 K¢ a je pIné splacen. V pribéhu predchazejicich dvou let
nedoslo k zadnym zménam v zakladnim kapitalu a po¢tu nebo druhu akcii.

Zakladni kapital Spole¢nosti je rozvrzen na:

Pocet akcii Hodnota v Ké
Neregistrované kmenové listinné akcie
na jméno 831 688 831 688 000
Registrované kmenové zaknihované
akcie na jméno 1913 698 1913 698 000
Akcie celkem 2745 386 2 745 386 000

Identifika&ni oznaceni akcii Spole¢nosti podle mezinarodniho systému
Cislovani ISIN je CS0008418869.

Prava a povinnosti akcionarl stanovi pravni predpisy a stanovy Spoleénosti,
pficemz vSem akciim prislusi stejna prava a povinnosti.

Opravnéni vlastnici akcii maji pravo podilet se na fizeni Spole¢nosti.

Toto pravo uplatiuji akcionari zasadné na valné hromadé, jiz maji pravo se
Ucastnit. Na valné hromadé maji akcionafri pravo hlasovat, pravo pozadovat
a dostat vysvétleni v zalezitostech tykajicich se Spole¢nosti i osob
ovladanych Spoleénosti a uplatiiovat navrhy a protinavrhy.

Hlasovaci prava jsou spojena se vSemi akciemi vydanymi Spole¢nosti

a mohou byt omezena nebo vylou¢ena pouze v pfipadech stanovenych
zadkonem. Spolec¢nost si neni védoma zadného omezeni nebo vylouéeni
hlasovacich prav k akciim, které emitovala, nad ramec omezeni a vylouceni
hlasovacich prav stanovenych zakonem.
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8. CASH AND CASH EQUIVALENTS

(in CZK million) December 31,2016 December 31,2015
Cash at banks 6213 3864
On-demand deposits with related

parties (see Note 26) 1704 3187
Total 7917 7 051

On-demand deposits with related parties are interest-bearing short-term
loans - see Note 26 for the analysis of short-term receivables from related
parties.

Cash and cash equivalents and bank overdrafts for the purposes
of the separate cash flow statement include the following:

(in CZK million) December 31,2016 December 31,2015
Cash and cash equivalents 7917 7 051
Bank overdrafts (56) (5)
Total 7 861 7 046

9. REGISTERED CAPITAL

The Company’s registered capital of 2 745 386 shares has a nominal value
of CZK 1 000 per share and is fully paid. No changes in the registered
capital or the number and type of shares have occurred during the last

two years.

The registered capital is allocated as follows:

Number of shares Value in CZK
Unregistered ordinary shares
certificated 831 688 831 688 000
Registered ordinary shares
dematerialised 1913698 1913698 000
Total ordinary shares 2745 386 2745 386 000

The identification mark of the Company’s shares according to
the international numbering system ISIN is CS0008418869.

The rights and obligations of the shareholders are set out in the legal
regulations and in the Articles of Association of the Company, all shares
bear the same rights and obligations attached to all shares.

The authorised owners of the shares are entitled to participate in the
Company's management. This right is exercised by the shareholders

at General Meetings, at which they have a right to participate.

At the General Meeting the shareholders have the right to vote, to ask

for explanations and to receive answers to questions about matters
concerning the Company as well as matters concerning entities controlled
by the Company, and to submit proposals and counterproposals.

Voting rights apply to all shares issued by the Company and may be limited
or excluded only where stipulated by law. The Company is not aware of any
restrictions on or exclusions of voting rights attached to the shares that it
has issued other than those restrictions on and exclusions of voting rights
stipulated by law.



Akcionari maji dale pravo na podil na zisku Spolecnosti (dividendu).
Po dobu trvani Spolec¢nosti, ani v pripadé jejiho zruseni, nejsou akcionari
opravnéni pozadovat vraceni svych vklad.

Pri zruseni Spolec¢nosti s likvidaci maji akcionari pravo na podil
na likvida¢nim zlstatku.

Akcionari jsou povinni splatit emisni kurz a pripadné emisni azio jimi
upsanych akcii.

Spole¢nost nevydala zadné cenné papiry se zvlastnimi pravy, pouze
kmenové akcie zminéné vyse.

Akcie Spole¢nosti jsou pfijaty k obchodovani na verejném trhu
organizovaném Burzou cennych papirt Praha, a.s., a spole¢nosti
RM-SYSTEM, éeska burza cennych papirti a.s. Vefejnosti bylo

k 31. 12. 2016 drzeno 2 745 386 kusl akcii, z toho 77,6 % bylo drzeno
spolec¢nosti Philip Morris Holland Holdings B.V.

(v milionech K¢) 31.12.2016 31.12.2015
Obchodni a ostatni finanéni

zavazky

Treti strany 243 172
Ostatni spriznéné strany 851 787
Dohadné ucty pasivni 548 558
Nevyplacené dividendy 8 10
Ostatni finan¢ni zavazky 74 50
Celkem 1724 1577
Ostatni nefinanéni zavazky

Zavazky vici zaméstnanctim 107 103
Zavazky ze socialniho zabezpeceni a

zdravotniho pojisténi 45 43
Vynosy pristich obdobi 14 19
Ostatni zavazky 6 8
Celkem 172 173

Zavazky vyplyvajici z transakci mezi spriznénymi stranami jsou popsany
v bodé 26.

Separate Financial Statements

The shareholders are further entitled to a share of the Company's profit
(i.e. dividends). The shareholders may not demand a refund of their
investment contribution during the existence of the Company or even
in the event of its dissolution.

If the Company goes into liquidation, the shareholders are entitled to
a share on the liquidation estate.

A shareholder is obliged to pay the issue price and the share premium,
if any, for the shares he/she has subscribed.

The Company has not issued any securities with special rights excluding
ordinary shares described above.

The Company’s shares are admitted for trading on the public market
organised by the Prague Stock Exchange and by the Czech shares

trading system company RM-SYSTEM, Geska burza cennych papirti a.s.
As at December 31, 2016, 2 745 386 shares were publicly held, out of
which 77.6% were held by the company Philip Morris Holland Holdings B.V.

10. TRADE AND OTHER FINANCIAL LIABILITIES
AND OTHER NON-FINANCIAL LIABILITIES

(in CZK million) December 31,2016 December 31,2015
Trade and other financial liabilities

Third parties 243 172
Other related parties 851 787
Accrued expenses 548 558
Dividends payable 8 10
Other financial liabilities 74 50
Total 1724 1577

Other non-financial liabilities

Amounts due to employees 107 103
Social security and health insurance 45 43
Deferred revenues 14 19
Other liabilities 6 8
Total 172 173

Trade payables to related parties are disclosed in Note 26.
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11. ZAPOCTENI FINANCNICH AKTIV A FINANCNICH

ZAVAZKU

Uéetni hodnota k 31. 12. 2016
(v milionech K¢&)

Obchodni a ostatni
finanéni pohledavky

Obchodni a ostatni
finanéni zavazky

Brutto hodnota vykédzanych finan¢nich
aktiv/pasiv

Brutto hodnota vykédzanych finan¢nich
pasiv/aktiv zapoctenych v rozvaze

Netto hodnota finan¢nich aktiv/pasiv
vykazanych v rozvaze

Castka, ktera je predmétem ramcoveé
dohody o zapoctu

Netto hodnota

77

-361

416

0
416

2085

-361

1724

1724

Uéetni hodnota k 31. 12. 2015
(v milionech K¢)

Obchodni a ostatni
financ¢ni pohledavky

Obchodni a ostatni
financni zavazky

Brutto hodnota vykazanych financnich

aktiv/pasiv 747 1898
Brutto hodnota vykazanych financnich

pasiv/aktiv zapodétenych v rozvaze -321 -321
Netto hodnota financnich aktiv/pasiv

vykazanych v rozvaze 426 1577
Castka, ktera je predmétem ramcové

dohody o zapoctu 0 0
Netto hodnota 426 1577
12. OSTATNi DANOVE ZAVAZKY

(v milionech K¢) 31.12.2016 31.12.2015
Dan z pridané hodnoty 94 11
Spotrebni dan 4 653 4441
Ostatni dané 17 15
Celkem 4764 4 567
13. ODLOZENA DAN Z PRiJMU

Odlozené danové pohledavky a zavazky jsou vzajemné kompenzovany,
pokud existuje ze zakona vymahatelné pravo kompenzace splatnych
danovych pohledavek proti splatnym danovym zavazkim a pokud se
odlozena dan vztahuje ke stejnému finanénimu uradu.
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11. OFFSETTING FINANCIAL ASSETS AND FINANCIAL

LIABILITIES

Carrying amount as at
December 31,2016
(in CZK million)

Gross amounts of recognised financial
assets / liabilities

Gross amounts of recognised financial
liabilities / assets set off in the
balance sheet

Net amounts of financial assets /
liabilities presented in the balance
sheet

Amounts subject to master netting
arrangements

Net amount

Carrying amount as at
December 31,2015
(in CZK million)

Gross amounts of recognised financial
assets / liabilities

Gross amounts of recognised financial
liabilities / assets set off in the
balance sheet

Net amounts of financial assets /
liabilities presented in the balance
sheet

Amounts subject to master netting
arrangements

Net amount

Trade and other

financial receivables

777

(361)

416

416

Trade and other

financial receivables

747

(321)

426

426

12. OTHER TAX LIABILITIES

(in CZK million) December 31,2016
VAT 94
Excise tax 4653
Other taxes 17
Total 4764
13. DEFERRED INCOME TAX

Trade and other
financial payables
2085

(361)

1724

1724

Trade and other
financial payables

1898

(321)

15677

1577

December 31,2015
11

4 441

15

4 567

Deferred income tax assets and liabilities are offset when there is a legally
enforceable right to offset current tax assets against current tax liabilities
and when the deferred income taxes relate to the same fiscal authority.



Kompenzované ¢astky jsou nasledujici:

(v milionech K¢) 31.12.2016 31.12.2015
QOdlozena danova pohledavka 72 65
Odlozeny danovy zavazek -245 -247
Odlozeny cisty danovy zavazek -173 -182
Odlozena danova pohledavka
- Odlozena darova pohledavka
s oGekavanou realizaci do 12 mésictl 53 58
- Odlozena danova pohledavka
s o¢ekavanou realizaci za vice
nez 12 mésicl 19 7
OdlozZena danova pohledavka
celkem 72 65
OdlozZeny danovy zavazek
- Odlozeny danovy zavazek, ktery ma
byt vyrovnan do 12 mésicu 0 0
- Odlozeny danovy zavazek, ktery ma
byt vyrovnan za vice nez 12 mésict -245 -247
Odlozeny danovy zavazek celkem -245 -247
Brutto pohyb na G¢tu odlozené dané z pfijmu je nasledujici:
(v milionech K¢) 2016 2015
K 1. 1. - Odlozeny cisty danovy
zavazek -182 -166
Zauctovani do zisku nebo ztraty 9 -16
K 31. 12. - Odlozeny cisty danovy
zavazek -173 -182

Zmény odloZenych danovych pohledavek a zavazk( (pfed kompenzaci

zlstatku) v daném obdobi byly nasledujici:

Odlozeny darnovy zavazek (v milionech K¢)
K1.1.2015

Zauctovani do zisku nebo ztraty

K 31.12.2015

Zauctovani do zisku nebo ztraty
K31.12.2016

Snizeni
Odlozena dariova pohledavka hodnoty
(v milionech K¢) zasob
K1.1.2015 16
Zauctovani do zisku nebo ztraty 10
K 31.12.2015 26
Zauctovani do zisku nebo ztraty 1
K 31.12.2016 27

Zrychlené daiiové odpisy

-235
-12
-247
2
-245
Uhrady
akciemi Ostatni  Celkem
11 42 69
-2 -12 -4
9 30 65
-1 7 7
8 37 72

S G¢innosti od 1. 1. 2010 plati sazba 19 % pro stanoveni splatné i odlozené

dané.

Separate Financial Statements

The offset amounts are as follows:

(in CZK million)
Deferred tax assets
Deferred tax liabilities

Deferred tax liability net

Deferred tax assets

- Deferred tax assets to be recovered
within 12 months

- Deferred tax assets to be recovered
after more than 12 months

Total deferred tax assets

Deferred tax liabilities

- Deferred tax liabilities to be
recovered within 12 months

- Deferred tax liabilities to be
recovered after more than
12 months

Total deferred tax liabilities

December 31,2016 December 31,2015

72 65
(245) (247)
(173) (182)
53 58

19 7

72 65
(245) (247)
(245) (247)

The gross movement in the deferred income tax is as follows:

(in CZK million)
January 1 - Deferred tax liability net
Charge to profit or loss

December 31 - Deferred tax
liability net

2016 2015
(182) (166)

9 (16)
(173) (182)

The movement in deferred tax assets and liabilities during the year, without
taking into consideration the offsetting of balances, is as follows:

Deferred tax liabilities (in CZK million)

As at January 1,2015
Charge to profit or loss

As at December 31,2015
Charge to profit or loss

As at December 31,2016

Deferred tax assets
(in CZK million)

As at January 1,2015

Credit / (charge) to profit or loss
As at December 31,2015
Credit / (charge) to profit or loss
As at December 31,2016

Accelerated tax
depreciation

(235)

(12)

(247)

2

(245)
Provisions Share
for based

inventories payments Other Total

16 11 42 69

10 (2) (12) (4)

26 9 30 65

1 (1) 7 7

27 8 37 72

Effective from January 1, 2010, the rate of 19% is used for calculation
of corporate income tax and deferred tax.
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14. DRUHOVE CLENENi NAKLADU - DOPLNUJICI

INFORMACE
(v milionech K¢) 2016 2015
Zmény stavu zasob hotovych vyrobku 0 46
Aktivace -1 -3
Spotreba materialu, energie a prodané zbozi 3689 3588
Sluzby 1253 1170
Licenéni poplatky 659 601
Naklady na zaméstnance a zameéstnanecké pozitky 958 1008
Odpisy, amortizace a snizeni hodnoty 675 477
Ostatni 143 229

Naklady na prodané vyrobky a zbozi, odbytové

a administrativni naklady 7 376 7116

15. NAKLADY NA ZAMESTNANCE A ZAMESTNANECKE
POZITKY

(v milionech K¢) 2016 2015

Mzdové naklady véetné nakladd souvisejicich
s ukoncenim pracovniho poméru ve vysi 30 miliont K&

(2015: 80 miliond K¢) 681 734
Naklady na socialni zabezpeceni a zdravotni pojisténi 86 85
Penzijni naklady - plany definovanych prispévka 144 144
Uhrady vazané na akcie 13 13
Ostatni socialni naklady 34 32
Celkem 958 1008

K 31. 12. 2016 méla Spole¢nost 1 024 zaméstnanc( (2015: 1 103).

Na zakladé zakona Spolec¢nost odvadi prispévky na socialni a dichodové
zabezpeceni, zdravotni pojisténi a pfispévek na statni politiku
zameéstnanosti. Prispévky za rok 2016 Cinily 34 % (2015: 34 %) z objemu
hrubych mezd. Spole¢nost neni povinna platit dal$i pfispévky nad ramec
zakonnych odvodu.

Spole¢nost dale poskytuje svym zaméstnancim dopliikové penzijni
pripojisténi formou prispévka nezavislym penzijnim fondiim na zakladé
schvaleného penzijniho planu Spoleénosti.

Principy zaméstnanosti a odménovani jsou reseny kolektivni smlouvou.

Pri kolektivnim vyjednavani probiha kontrola dodrzovani pracovné pravnich
predpist ve Spole¢nosti.
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14. EXPENSES BY NATURE - ADDITIONAL

INFORMATION
(in CZK million) 2016 2015
Changes in inventories of FG - 46
Own work capitalised (1) (3)
Raw materials, consumables used and merchandise sold 3689 3588
Services 1253 1170
Royalties 659 601
Employee benefits expense 958 1008
Depreciation, amortisation and impairment 675 477
Other 143 229
Costs of goods sold, distribution and administrative
expenses 7 376 7116
15. EMPLOYEE BENEFITS EXPENSE
(in CZK million) 2016 2015
Wages and salaries, including termination benefits
CZK 30 million (2015: CZK 80 million) 681 734
Social security and health insurance 86 85
Pension costs - defined contribution plans 144 144
Share-based payments 13 13
Other employee related costs 34 32
Total 958 1008

As at December 31, 2016, the number of employees was 1 024
(2015: 1 103).

The Company is legally required to make contributions to government
health, pension and unemployment schemes. During 2016, the Company
paid contributions at a rate of 34% of gross salaries (2015: 34%) and is not
required to make any contributions in excess of this statutory rate.

The Company has a voluntary pension plan for employees under which
the Company makes contributions on behalf of the Company’s employees
to independent pension plan providers, under approved contribution
schemes.

Principles of employment and remuneration are covered by the Collective
Labour Agreement. Audit of the observances of labour law regulations

in the Company takes place during the Collective Labour Agreement
negotiations.



16. REZERVY NA KRATKODOBE ZAVAZKY

K 31. 12. 2016 vedeni Spolecnosti schvalilo nékolik planu tykajicich se
organizacni restrukturalizace. Odhadované naklady na restrukturalizaci
ve vysi 21 miliond K¢ predstavovaly odstupné zaméstnanct
identifikovanych v téchto planech (2015: 52 miliond K¢&). Odhady pro roky
2016 a 2015 byly vypocteny v souladu s platnou kolektivni smlouvou roku
2016 a 2015, ktera definovala vypocéet odstupného.

K 31. 12. 2016 Spolecnost vytvorila rezervu na odménu pfi pracovnich
a zivotnich vyroc¢ich a na odménu pfi odchodu do dichodu ve vysi

17 miliond K¢ (2015: 16 miliond K¢). Narok na tyto odmény vyplyva

z platné kolektivni smlouvy.

Samostatna ucetni zavérka 1
Separate Financial Statements

16. PROVISIONS FOR CURRENT LIABILITIES

Management of the Company approved several plans related to

the organizational restructuring. The estimated restructuring expense
representing termination payments to those made redundant were
CZK 21 million as at December 31, 2016 (2015: CZK 52 million).

For 2016 and 2015, the estimate was calculated in line with the
Collective Labour Agreement valid in 2016 and 2015, which specified
the calculation method of termination payments.

According to the valid Collective Labour Agreement, the Company
created provision for employment anniversary and jubilee bonuses and
for retirement bonus in the amount of 17 million as at December 31, 2016
(2015: CZK 16 million).

17. REVENUES

(in CZK million) 2016 2015
Sales of finished goods

and merchandise 8022 7 636
Sales of services 2775 2512
Total 10797 10 148

18. OTHER OPERATING INCOME

(in CZK million) 2016 2015
Foreign exchange rate gains 21 113
Gains on sale of PP&E 12 10
Other income 4 1
Total 37 124

19. OTHER OPERATING EXPENSE

17. TRZBY

(v milionech K¢) 2016 2015
Prodej zbozi a vyrobku 8022 7 636
Prode;j sluzeb 2775 2512
Celkem 10797 10 148
18. OSTATNIi PROVOZNi VYNOSY

(v milionech K¢) 2016 2015
Kurzoveé zisky 21 113
Zisk z prodeje pozemku, budov

a zafizeni 12 10
Ostatni vynosy 4 1
Celkem 37 124
19. OSTATNIi PROVOZNi NAKLADY

(v milionech K¢) 2016 2015
Kurzové ztraty 16 60
Bankovni poplatky 21 10
Ostatni naklady 37 1
Celkem 74 71

(in CZK million) 2016 2015
Foreign exchange rate losses 16 60
Bank charges 21 10
Other expense 37 1
Total 74 71
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20. CISTE ZISKY A ZTRATY Z FINANCNICH

NASTROJU
Penézni
2016 (v milionech K¢) Pohledavky ekvivalenty Zavazky Celkem
Kurzoveé zisky 5 1 15 21
Urokowy vynos 0 0 0 0
Kurzové ztraty -1 -3 -12 -16
Urokovy naklad 0 -9 0 -9
Ciste zisky (+) / ztraty (-) 4 -11 3 -4
Penézni

2015 (v milionech K¢) Pohledavky ekvivalenty Zavazky Celkem
Kurzové zisky 43 15 55 113
Urokovy vwynos 0 1 0 1
Kurzové ztraty -13 -10 -37 -60
Urokovy naklad 0 -2 0 -2
Cisté zisky (+) / ztraty (-) 30 4 18 52
21. DAN Z PRiJMU

(v milionech K¢) 2016 2015
Splatna dan -677 -584
Odlozena dan (viz bod 13) 9 -16
Celkem -668 -600

Sazba dané z ptijml pro rok 2016 a 2015 byla zakonem stanovena
ve vysi 19%.

Dan ze zisku Spole¢nosti pfed zdanénim se lisi od teoretické ¢astky,
ktera by vznikla pouzitim prislusnych danovych sazeb na zisky Spole¢nosti,
takto:

(v milionech K¢) 2016 2015
Ugetni zisk pred zdanénim 3434 3140
Platna sazba dané z pfijmu 19 % 19 %
Teoreticka dan z uéetniho zisku pred

zdanénim -652 -596
Naklady neodpocitatelné pro darnové ucely -27 -16
Prijmy nepodléhajici dani 1 1
Ostatni 0 1
Dai z pfijmu celkem -668 -600
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20. NET PROFITS AND LOSSES FROM FINANCIAL

INSTRUMENTS
Cash
2016 (in CZK million) Receivables equivalents Payables Total
Foreign exchange gain 5] 1 15 21
Interest income - - - -
Foreign exchange losses (1) (3) (12) (16)
Interest expense - (9) - (9)
Net gain / (loss) 4 (11) 3 (4)
Cash

2015 (in CZK million) Receivables equivalents Payables Total
Foreign exchange gain 43 15 55 113
Interest income - 1 - 1
Foreign exchange losses (13) (10) (37) (60)
Interest expense - (2) - (2)
Net gain / (loss) 30 4 18 52
21. INCOME TAX EXPENSE

(in CZK million) 2016 2015
Current tax (677) (584)
Deferred tax (see Note 13) 9 (16)
Total (668) (600)

The statutory income tax rate was 19% stipulated by law for the 2016
and 2015 assessment periods.

The tax on the Company’s profit before taxes differs from the theoretical
amount that would arise upon using the tax rate applicable to profits
of the Company:

(in CZK million) 2016 2015
Profit before tax 3434 3140
Applicable tax rate 19% 19%
Tax calculated at local tax rate applicable to

profit before tax (652) (596)
Expenses not deductible for tax purposes (27) (16)
Income not subject to tax 1 ikl
Other - 1
Tax charge (668) (600)



Zakladni a zredény ukazatel zisku na akcii je vypocteny jako podil zisku
pripadajiciho na osoby drzici vlastni kapital Spole¢nosti k po¢tu kmenovych
akcii v obéhu béhem roku.

2016 2015
Zisk pripadajici akcionarim (v milionech K¢) 2766 2 540
Pocet akcii v obéhu za dané obdobi
(v tisicich kust) 2745 2745
Zisk na akcii v K¢ 1007 925

Valna hromada akcionait Spolec¢nosti schvalila v dubnu 2016 vyplatu
dividend ve vysi 2 526 milion K¢ (920 K¢ na akcii) a v dubnu 2015 vyplatu
dividend ve vysi 2 416 milioni K¢ (880 K¢ na akgii).

O tom, zda a v jaké vysi bude vyplacena dividenda za uc¢etni obdobi 2016,
rozhodnou akcionati na radné valné hromadé, ktera se kona
dne 28. 4. 2017.

Spolecénost neni u¢astna zadnych soudnich, spravnich nebo rozhod¢ich
fizeni, ktera by méla nebo mohla mit vyznamny vliv na finan¢éni situaci
Spolecénosti.

Finan¢ni urad provedl danové kontroly vSech zdanovacich obdobi az

do roku 2008 v&etné. Finanéni ufady mohou provést danovou kontrolu

do tfi let od konce prislusného zdanovaciho obdobi a mohou domérit
danovou povinnost a pfislusné penale. Vedeni Spole¢nosti si neni védomo
zadnych skute¢nosti, které by v tomto ohledu mohly vést k dodatecnému
vyznamnému danovému zavazku Spolec¢nosti.

Zavazky z operativniho leasingu

Spolecénost si na zakladé nezrusitelnych smluv o operativnim leasingu
pronajima kancelare a sklady. Jednotlivé smlouvy maji rizné podminky,
dolozky o navyseni a prava na prodlouzeni smlouvy.

Spolec¢nost si také pronajima sklady a vypocetni techniku na zakladé
zrusSitelnych smluv o operativnim leasingu. V pfipadé, Ze chce Spole¢nost
smlouvu ukong¢it, musi podat tfi az dvanactimésicni vypoveéd. Najemné

z titulu operativniho leasingu zauc¢tované do zisku nebo ztraty v prabéhu
roku je uvedeno v bodé 4.

Souhrn budoucich minimalnich plateb z titulu nezrusitelnych operativnich
leasingl je nasleduijici:

(v milionech K¢) 31.12.2016 31.12.2015
Do 1 roku 112 109
1az5let 119 163
Nad 5 let 0 2
Celkem 231 274

Separate Financial Statements

22. EARNINGS PER SHARE

Basic and diluted earnings per share are calculated by dividing the net profit
attributable to shareholders of the Company by the number of ordinary
shares in issue during the year.

2016 2015
Income attributable to shareholders
(in CZK million) 2766 2540
Number of ordinary shares in issue
(in thousands) 2745 2745
Basic earnings per share in CZK 1007 925

23. PROFIT DISTRIBUTION

The dividends approved by the Annual General Meeting in April 2016
and April 2015 were CZK 2 526 million (CZK 920 per share) and
CZK 2 416 million (CZK 880 per share), respectively.

Disbursement of dividends from the 2016 results will be decided
at the Annual General Meeting scheduled for April 28, 2017.

24. CONTINGENT LIABILITIES

The Company does not have any pending legal, administrative or arbitration
proceedings that had or might have a substantial effect on the financial
situation of the Company.

The tax authorities have carried out full-scope tax audits of the Company
up to the year 2008. The tax authorities may at any time inspect the books
and records within 3 years subsequent to the reported tax year, and

may impose additional tax assessments and penalties. The Company’s
management is not aware of any circumstances which may give rise to

a potential material liability in this respect.

25. CONTRACTUAL AND OTHER COMMITMENTS

Operating lease commitments

The Company leases offices and warehouses under non-cancellable
operating lease agreements. The leases have varying terms, escalation
clauses and renewal rights.

The Company also leases various warehouses and IT equipment under
cancellable operating lease agreements. The Company is required to give
from three to twelve months’ notice for the termination of those agreements.
Lease expenditures charged to profit or loss during the year are disclosed
in Note 4.

The future aggregate minimum lease payments under non-cancellable
operating leases are as follows:

(in CZK million) December 31,2016 December 31,2015
No later than 1 year 112 109
Later than 1 year and not later

than 5 years 19 163
Later than 5 years - 2
Total 231 274
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26. TRANSAKCE SE SPRiIZNENYMI STRANAMI

Spriznénymi stranami se rozumi Materska spole¢nost, Dcerina spoleé¢nost
a ostatni spole¢nosti skupiny PMI (,,Ostatni spfiznéné strany*), ¢lenové
predstavenstva Spolec¢nosti, ¢lenové dozoréi rady Spolecnosti a osoby

blizké témto ¢lentm.

Mezi spriznénymi stranami byly uskuteénény nasleduijici transakce:

26. RELATED PARTY TRANSACTIONS

The Company considers Parent company, Subsidiary and other companies
of the PMI group of companies (“Other related parties”), members of its
Board of Directors, Supervisory Board and parties close to such members

of management to be related parties.

The following transactions were carried out with related parties:

a) Prodej vyrobku, zbozi a sluZzeb spolecnostem a) Sales of goods, merchandise and services
skupiny PMI to affiliates within PMI
(v milionech K¢) 2016 2015 (in CZK million) 2016 2015
Prodej vyrobki a zboZi Sales of goods and merchandise
Dcefina spolecnost 2063 2000 Subsidiary 2063 2 000
Prodej pozemkd, budov a zafizeni Sales of PP&E
Ostatni spfiznéné strany 9 11 Other related parties 9 11
Prodej materialu Sales of materials
Ostatni spriznéné strany 4 1 Other related parties 4 1
Prodej sluzeb Sales of services
Dcefina spole¢nost 40 35 Subsidiary 40 35
Ostatni spriznéné strany 2735 2477 Other related parties 2735 2477
Prefakturace Recharges
Dcefina spole¢nost 0 1 Subsidiary - 1
Ostatni spfiznéné strany 13 65 Other related parties 13 65
Vynosové uroky Interest income
Ostatni spriznéné strany 0 1 Other related parties - 1
Celkem 4 864 4 591 Total 4 864 4 591
b) Nakup zbozi a sluZzeb od spole¢nosti skupiny PMI b) Purchases of merchandise and services from
affiliates within PMI
(v milionech K¢) 2016 2015
Nakup zboZi a materidhy (in CZK million) 2016 2015
Ostatni spfiznéné strany 3243 3374 anngf;]a;z;;émerchandise
Qli,;#;n % (;;;g;?kg"(g‘fdov’ Zaizen Other related parties 3243 3 374
Ostatni spfiznéné strany 521 188 Zg;g?:ses cilggéLandiniangible
Nakup sluzeb Other related parties 521 188
Dcefina spole¢nost 1 1 e
Ostatni spfiznéné strany 403 439 Subsidiary 1 1
Licencni poplatky placené Other related parties 403 439
Ostatni spfiznéné strany 659 601 Royalties paid
Celkem 4 827 4603 Other related parties 659 601
Total 4827 4 603
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V roce 2016 Spolecnost pfijala dividendy od Philip Morris Slovakia s.r.o.
ve vys$i 59 milion K¢ (2015: 56 milion( KG&).

Dividendy vyplacené spole¢nosti Philip Morris Holland Holdings B.V.
vroce 2016 Cinily 1 960 milionl K¢ (2015: 1 875 milion( K¢&).

Kromé vyplacenych dividend Spole¢nost neméla v pribéhu predchozich
dvou let zadné jiné transakce s Materskou spolec¢nosti.

(v milionech K¢) 31.12.2016 31.12.2015
Pohledavky za spiiznénymi stranami

Dcefina spole¢nost 110 159
Ostatni spriznéné strany 25 5]
Celkem 135 164
ZavazKy vuci spfiznénym stranam

Ostatni spfiznéné strany 851 787
Pujcky poskytnuté

Ostatni spfiznéné strany 1704 3187

Pljcky spfiznénym stranam zahrnuji Gro¢ené kratkodobé pujcky splatné

na pozadani (cash pool) ve vysi 1 704 miliond K¢ poskytnuté spolecnosti
Philip Morris Finance S.A. (2015: 3 187 miliond K¢). VSechny kratkodobé
pljcky jsou v samostatném vykazu finan¢ni pozice Spoleénosti

k 31. 12. 2016 a 31. 12. 2015 vykazany jako soucast penéznich prostredkul
a penéznich ekvivalent(.

Bézna vyse Urokové sazby z kratkodobé puijcky je stanovena jako tydenni
PRIBOR plus/minus marze odpovidajici trznim podminkam u pujcek

s obdobnou délkou vkladu a likviditou, béZna vyse Urokové sazby

z kratkodobych puljéek splatnych na pozadani je stanovena jako no¢ni
PRIMEAN - 0,25%, tj. PRIMEAN ((no¢ni PRIBOR + noc¢ni PRIBID)/2)
plus/minus marze odpovidajici trznim podminkam u puj¢ek s obdobnou
délkou vkladu a likviditou.

Skutec¢na vyse urokové sazby zavisi na aktualni situaci na penéznim trhu
a druhu pujcky. Primérna vyse efektivni Urokové sazby z kratkodobych
pljcek v roce 2016 ¢ini 0,01 % p. a. (2015: 0,01 % p. a.).

Separate Financial Statements

c) Dividends
Dividends received from Philip Morris Slovakia s.r.o. in 2016 amounted
to CZK 59 million (2015: CZK 56 million).

In 2016 Company paid to Philip Morris Holland Holdings B.V. the total
amount of CZK 1 960 million (2015: CZK 1 875 million).

Except for dividends there were no other transactions with the Parent
company during the last two years.

d) Balances with affiliates within PMI

(in CZK million) December 31,2016 December 31,2015
Receivables from related parties
Subsidiary 110 159
Other related parties 25 5]
Total 135 164

Payables to related parties
Other related parties 851 787

Loans and deposits

Other related parties 1704 3187
Loans and deposits with related parties include interest-bearing on-demand
deposits (cash pool) of CZK 1 704 million with Philip Morris Finance S.A.
(2015: CZK 3 187 million). All short-term loans and deposits are classified
as cash and cash equivalents in the Company’s Separate statement

of financial position as at December 31, 2016 and as at December 2015.

The interest rate for short-term loan is calculated as week PRIBOR
plus/minus a margin applicable in accordance with market practice
for deposits with similar duration and liquidity, the interest rate

for on-demand deposits is calculated as overnight PRIMEAN - 0.25%,
i.e. PRIMEAN ((overnight PRIBOR + overnight PRIBID)/2) plus/minus
a margin applicable in accordance with market practice for deposits
with similar duration and liquidity.

The actual interest rates reflect the current money market and the nature

of the loan. The average effective interest rate of short-term loan
and on-demand deposits in 2016 was 0.01% p.a. (2015: 0.01% p.a.).
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Odmény klicovych ¢lend vedeni zahrnuji odmeény ¢lenl predstavenstva
a dozordéi rady za vykon funkce dle smlouvy o vykonu funkce ¢lena
predstavenstva, respektive dozor¢i rady.

Odmeény ¢lenl vedeni, ktefi jsou zaméstnanci Spole¢nosti nebo
spolecnosti skupiny PMI, se skladaji zodmény za vykon funkce ¢lena
predstavenstva, respektive dozor¢i rady, ro¢niho platu, bonusu podle
individualniho vykonu, Uhrad akciemi a ostatnich nepenézitych prijm,
jako jsou pouzivani firemniho automobilu, prispévky na zavodni stravovani
a prispévky na penzijni pripojisténi, zivotni a Urazové pojisténi a pozitky
spojené s ukonc¢enim pracovniho poméru, jak je uvedeno nize. Soucasti
nepenéznich pfijmua ¢lend predstavenstva, respektive dozorci rady,

ktefi jsou zaméstnanci spolec¢nosti Philip Morris Services S.A. nebo jiné
spole¢nosti skupiny PMI, je navic Uhrada najemného a $kolného.

Pozitky spojené s ukonc¢enim pracovniho poméru ¢lenll vedeni
zaméstnanych Spolec¢nosti, kterym byla dana vypovéd' z organizacnich
nebo zdravotnich divodt podle § 52 pism. a) az e) Zakoniku prace

nebo s kterymi byl rozvazan pracovni pomér dohodou z tychz davodu,
zahrnuji odstupné dle Redukéniho programu, jenz je specifikovan

v Kolektivni smlouvé. Pozitky spojené s ukonéenim pracovniho poméru
¢lenl vedeni zaméstnanych spole¢nostmi skupiny PMI jsou vyplaceny

v souladu s pracovni smlouvou uzavienou s domovskym zameéstnavatelem
a zavaznymi PMI pravidly a postupy pro mezinarodni pracovni pobyt.

(v milionech K¢) 2016 2015
Mzdy a ostatni kratkodobé pozitky 40 30
Penzijni naklady - plany definovanych prispévku 1 0
Uhrady vazané na akcie 14 14
Nepenézni prijmy 8 6
Celkem 63 50

Vroce 2016 a 2015 nebyly vykazany zadné pozitky spojené s ukonéenim
pracovniho poméru ¢lenll predstavenstva a dozorci rady.

Funkéni obdobi ¢lenll predstavenstva a dozoréi rady je tfi roky.

Clenové dozoréi rady nevlastnili k 31. 12. 2016 ani k 31. 12. 2015 zadné
akcie Philip Morris CR a.s. Jedna osoba s fidici pravomoci, definovana

v §2 odst. 1 pism. b) zdkona ¢. 256/2004 Sb., o podnikani na kapitalovém
trhu, v platném znéni vlastnila 1 akgii Philip Morris CR a.s. k 31. 12. 2016
ak 31.12. 2015.
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e) Key management compensation

Key management compensation includes the remuneration of members
of the Board of Directors and Supervisory Board for the performance
of the office according to the agreements on performance of the office
of a member of the Board of Directors, Supervisory Board respectively.

The compensation of the members of management who are employees
of the Company or an entity within the PMI group comprises

the remuneration for the performance of the office of a member

of the Board of Directors, Supervisory Board respectively, as mentioned
above, an annual base salary, bonuses based on individual performance,
share-based payments and other income in-kind such as cars for use,
lunch allowances, pension contributions, life and accident insurance
and termination benefits as described below. In addition to this,

the members of the Board of Directors, Supervisory Board respectively,
who are employees of Philip Morris Services S.A. or other PMI entities also
have other income in-kind such as the payment of rent and school fees.

Termination benefits of the members of management who are employees
of the Company, whose employment agreement was terminated by notice
on the basis of the reason pursuant to §52, letters a) to e) of the Labour
Code or by an agreement on the same grounds, include an increased
severance pay in accordance with the Employment Redundancy Program
specified in the Collective Labour Agreement. Termination benefits

of the members of management who are employees of an entity within

the PMI group are paid according to the employment agreement with their
respective employer and the provisions of the PMI International Assignment
principles and practices.

(in CZK million) 2016 2015
Salaries, other short-term employee benefits 40 30
Pension costs - defined contribution plans 1 -
Share-based payments 14 14
Income in-kind 8 6
Total 63 50

There was no termination benefit for Board of Directors and Supervisory
Board members recognised in 2016 and 2015.

The term of office for Board of Directors and Supervisory Board members
is three years.

f) Information on the number of shares issued by
the Company to Executives
Members of the Supervisory Board did not own any shares
of Philip Morris CR a.s. as at December 31, 2016 and
as at December 31, 2015. One person with executive powers as defined
by Section 2 par. 1 letter b) of Act No. 256/2004 Coll.
on Capital Market Undertakings, as amended, owned 1 share
of Philip Morris CR a.s. as at December 31, 2016 and
as at December 31, 2015.



Smluvnimi a jinymi budoucimi zavazky vyplyvajicimi z transakci se
spfiznénymi stranami, které nejsou vykazany v samostatnych ucetnich
vykazech, se rozumi zavazky k budouci sméné zdroju dle zavaznych smluv.

K 31. 12. 2016 Spole¢nost neméla vyznamné smiuvni ani jiné budouci
zavazky vyplyvajici z transakci se spfiznénymi stranami, kromé budoucich
zavazku z titulu nakupu sluzeb v souhrnné odhadované hodnoté

124 miliont K¢ (hodnota budoucich zavazkd k 31. 12. 2015: 91 milion Kg).

Spole¢nost v minulosti uzavrela nékolik zavaznych smluv o nakupu sluzeb,
u kterych jesté nebylo vyporadano povinné plnéni. Tyto smlouvy maji
vétsinou dvou az Sestimésicni vypovédni Ihatu. Celkova odhadovana
hodnota vyporadani sluzeb dle téchto zavaznych smiluv je zvefejnéna vyse.

Dle smluv s vlastniky ochrannych znamek, Philip Morris Global Brands Inc.,
Philip Morris Products S.A. a CTPM International S.A., musi Spole¢nost
platit licenéni poplatky za tabakové produkty prodané v Ceské a Slovenské
republice. Za rok 2016 dosahly naklady za licen¢ni poplatky vysi

659 milion K& (2015: 601 milioni K¢). Tyto smlouvy jsou uzavieny

na dobu neurcitou a mohou byt vypovézeny kteroukoliv ze smluvnich stran.
V roce 2017 ocekava vedeni Spolecnosti naklady za licen¢ni poplatky

v pfiblizné stejné vysi jako v roce 2016.

Po rozvahovéem dni nedoslo k zadnym udalostem, které by mély vyznamny
dopad na samostatnou ucéetni zavérku k 31. 12. 2016.

Samostatna ucetni zavérka byla schvalena ke zverejnéni predstavenstvem
a byla z jeho povéreni podepsana. Samostatna ucetni zavérka je
schvalovana akcionafi na valné hromadé. Do této doby mUize byt
samostatna ucetni zavérka pozménéna.

V Kutné Hore dne 27. brezna 2017

/.
(P!

Stanislava Jurikova
¢lenka predstavenstva

A #

Arpad Konye
predseda predstavenstva
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g) Contractual and other commitments to related parties
Contractual and other commitments to related parties that are not recorded
in the separate financial statements are considered as obligations to
exchange resources in the future under binding agreements.

As at December 31, 2016, the Company had no material commitments

in respect of related parties except for the future obligation to services
purchase in the total estimated value of CZK 124 million (commitment value
as at December 31, 2015: CZK 91 million).

The Company entered in the past into a number of binding service
agreements, under which some performance obligations are yet to be
delivered. Those agreements mostly have two or six month termination
notice. The total estimated value of services to be purchased under these
agreements during their respective termination terms is disclosed above.

According to the agreements with trademark owners,

Philip Morris Global Brands Inc., Philip Morris Products S.A.

and CTPM International S.A., the Company has to pay royalties in respect
of tobacco products sold in the Czech and Slovak Republic. During

the 2016, the Company incurred under these agreements royalties
expense of CZK 659 million (2015: CZK 601 million). These agreements
shall continue indefinitely until terminated by either party. Management
expects the royalty expense in 2017 to be at approximately similar

level as in 2016.

27. SUBSEQUENT EVENTS

No subsequent events have occurred after the balance sheet date that
would have a material impact on these separate financial statements
at December 31, 2016.

Authorisation of the financial statements

The separate financial statements were authorised for issue by

the Board of Directors and have been signed below on its behalf.

The separate financial statements are subject to approval by shareholders
of the Company at the General Meeting of shareholders. Until this approval
is given, the separate financial statements could be amended.

In Kutna Hora on March 27, 2017

¥

Arpad Konye
Chairman of the Board of Directors

o/
Uora

Stanislava Jurikova
Member of the Board of Directors
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Zprava o vztazich mezi ovladajici osobou a osobou ovladanou a mezi ovladanou
osobou a osobami ovladanymi stejnou ovladajici osobou

(dale jen ,,Zprava o vztazich") za ugetni obdobi kalendafniho roku 2016

Report on Relations between Controlling Entity and Controlled Entity, and
between Controlled Entity and Entities Controlled by the same Controlling Entity
(the "Report on Relations") for the 2016 Calendar Year Accounting Period

Nasledujici doplnujici informace vztahujici se k U¢etnimu obdobi roku
2016 jsou poskytovany dle § 82 zakona ¢. 90/2012 Sb., o obchodnich
spolec¢nostech a druzstvech, (zakon o obchodnich korporacich).

(a) Struktura vztahu
Ovladana osoba:  Philip Morris CR a.s.
Ovladajici osoby: Philip Morris Holland Holdings B.V.

Osoby ovladané stejnou ovladajici osobou (dale jen ,,spoluovliadané
osoby“): spolec¢nosti pfimo ¢i nepfimo ovladané spole¢nosti Philip Morris
Holland Holdings B.V., jakoz i spole¢nosti Philip Morris International Inc.,
ktera je kone¢nou ovladajici spole¢nosti Skupiny (,,skupina PMI®).

Philip Morris CR a.s. je ovladana spoleénosti Philip Morris Holland
Holdings B.V. (vlastnici 77,6 % akcii), ktera je ovladana spoleénosti

Philip Morris Brands Sarl (vlastnici 100 % akcii), ktera je ovliadana
spolecnosti Philip Morris Global Brands Inc. (vlastnici 100 % akcii), ktera je
ovladana spolec¢nosti Philip Morris International Inc. (vlastnici 100 % akcii).

(b) Uloha oviadané osoby ve skupiné PMI

Spolec¢nost Philip Morris CR a.s. je prednim vyrobcem a prodejcem
tabakovych vyrobki v Ceské republice a prostiednictvim svého

99% podilu ve spole¢nosti Philip Morris Slovakia s.r.o. vyviji své aktivity

i na Slovensku. V ramci spoluprace mezi jednotlivymi spole¢nostmi skupiny
PMI se Philip Morris CR a.s. podili na distribuci, marketingu a prodeii
tabakovych vyrobkl domacich znacek, jakoz i dalsich znacek z portfolia
skupiny PMI, které jsou prodavany tietim osobam v Ceskeé republice,
Slovenské republice nebo ostatnim spole¢nostem nalezicim

do skupiny PMI.

(c) Zpusob a prostredky oviadani

Spole¢nost Philip Morris Holland Holdings B.V. se prostfednictvim svych
akcionarskych prav podili na fizeni Philip Morris CR a.s., zejména vykonem
hlasovacich prav na valné hromadé. Jako soucast skupiny ovladané (fizené)
na nejvyssi urovni spole¢nosti Philip Morris International Inc. postupuje
Philip Morris CR a.s. ve svych aktivitach v souladu s globalné vytvarenymi
a zamérenymi podnikatelskymi, finan¢nimi, investi¢nimi, popf. dal$imi
plany skupiny PMI. Pokud jde o rozhodovani o kazdodennich ¢innostech

a podnikani Philip Morris CR a.s. (napt. rozpoéty, marketing, personalni
politika atd.), tyto spadaji do autonomni oblasti Philip Morris CR a.s.,
samozrejmé s ohledem na globalni politiku ve skupiné PMI. Zadna
koncernova smlouva, smlouva o spoleéném podniku (joint-venture),
smlouva o vykonu hlasovacich prav ¢i jina podobna smlouva, ktera by se
dotykala Philip Morris CR a.s., uzaviena nebyla.
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The following additional disclosures are provided for the 2016 accounting
period in accordance with Section 82 of Act No. 90/2012 Coll.,
on Corporations and Cooperatives (the "Business Corporation Act").

(a) Structure of relations
Controlled Entity: Philip Morris CR a.s.
Controlling Entities: Philip Morris Holland Holdings B.V.

Entities controlled by the same controlling entity (the "jointly controlled
entities"): Companies controlled directly or indirectly by Philip Morris
Holland Holdings B.V. as well as by Philip Morris International Inc.,
which is the ultimate managing entity of this group (“PMI group”).

Philip Morris CR a.s. is controlled by Philip Morris Holland Holdings B.V.
(holding 77.6% shares), which is controlled by Philip Morris Brands Sarl
(holding 100% shares), which is controlled by Philip Morris

Global Brands, Inc. (holding 100% shares), which is controlled

by Philip Morris International Inc. (holding 100% shares).

(b) Role of the controlled entity in the PMI group

Philip Morris CR a.s. is the leading manufacturer and seller of tobacco
products in the Czech Republic, and is also active in the Slovak Republic
by means of its 99% share in Philip Morris Slovakia s.r.o. As part

of the cooperation among the individual members of the PMI group,
Philip Morris CR a.s. is also involved in the distribution, marketing and
sale of tobacco products of Czech and other brands from the portfolio

of the PMI group, which are sold to third parties in the Czech Republic,
Slovak Republic or other companies within the PMI group.

(c) Form and means of control

Philip Morris Holland Holdings B.V. participates in the management

of Philip Morris CR a.s. through its shareholding rights, especially

by the exercising of its voting rights at general meetings. As a member

of the PMI group ultimately controlled (managed) by Philip Morris
International Inc., Philip Morris CR a.s. carries out its activities in line with
the globally developed and focused business, financial, investment, and
other plans of the PMI group. Decisions on the day-to-day activities and
business of Philip Morris CR a.s. (e.g. budgets, marketing, HR policy, etc.)
fall naturally within the autonomous powers of Philip Morris CRa.s., while
taking into account the PMI group's global policy. No holding agreement,
joint-venture agreement, agreement on the exercise of voting rights, nor any
other similar agreement concerning Philip Morris CR a.s. was entered into.



(d) Prehled jednani uc¢inénych v uc¢etnim obdobi
kalendarniho roku 2016, ktera byla u¢inéna na popud
nebo v zajmu ovladajici osoby nebo ji ovladanych
osob, pokud se takovéto jednani tykalo majetku, ktery
presahuje 10 % vlastniho kapitalu oviadané osoby
zjisténého podle ucetni zavérky za rok 2016

Bé&hem rozhodného obdobi uéinila spoleénost Philip Morris CR a.s.

na popud ovladajici osoby nebo ji ovladanych osob nize uvedena pravni

jednani a ostatni opatreni, ktera se tykala majetku presahujicino 10 %

vlastniho kapitalu spoleénosti Philip Morris CR a.s. predstavujici astku

ve vysi 816 milionl K¢ zjisténého podle posledni Ucetni uzavérky:

e poskytnuti vyrobnich sluzeb spole¢nosti Philip Morris International
Management S.A. v cené ve vysi 2 699 milionl K¢,

¢ nakup zbozi za u¢elem dal$iho prodeje od spole¢nosti Philip Morris
International Management S.A. v cené ve vysi 3 140 milionl K¢,

e vyplata dividend spole¢nosti Philip Morris Holland Holdings B.V.
v celkové vysi 1 960 miliond K¢.

Kromé vyse uvedeného nebyla v prabéhu ucetniho obdobi v zajmu nebo
na popud ovladajici osoby nebo osob ovladanych stejnou ovladajici osobou
pfijata zadna jina opatreni, ktera by se tykala majetku presahujiciho

10% vlastniho kapitalu spoleénosti Philip Morris CR a.s. zjisténého podle
posledni Ucetni uzavérky.

Zprava o vztazich
Report on Relations

(d) Overview of actions taken during the 2016 calendar
year accounting period at the initiative, or in the
interest, of the controlling entity or entities controlled
by such controlling entity where such actions related
to assets in excess of 10% of the controlled entity's
equity as reported in the 2016 financial statements

During the relevant period, company Philip Morris CR a.s. made

the following legal acts in the interest, or at the initiative of, the Controlling

entity or other entities controlled by the Controlling entity, which would

involve assets exceeding in value 10% of company Philip Morris CR a.s.

equity represented by amount of CZK 816 million reported in the latest

Financial Statements:

¢ Provision of production services to company Philip Morris International
Management S.A. in amount of CZK 2 699 million.

* Purchases of goods for resale from company Philip Morris International
Management S.A. in amount of CZK 3 140 million.

¢ Dividend payment to company Philip Morris Holland Holdings B.V.
in total amount of CZK 1 960 million.

Except for the abovementioned transactions no other measures were
adopted during the accounting period in the interest, or at the initiative of,
the Controlling entity or entities controlled by the same controlling entity,
which would relate to assets in excess of 10% of company

(e) Prehled vzajemnych smiuv a dodatku k existujicim
smlouvam uzavienych mezi osobou ovladanou
a osobou ovladajici nebo spoluovladanymi osobami

v prubéhu roku 2016
Spoleénost Smlouva Datum
Prodej zbozi a sluzeb
Philip Morris Manufacturing Sénégal Smlouva o nakupu 1.1.2016
Smlouva o poskytovani
Philip Morris Limited (UK) sluzeb - dodatek ¢. 1 1.3.2016
Philip Morris Manufacturing Smlouva o poskytovani
& Technology Bologna S.p.A. sluzeb 22.3.2016
Philip Morris Manufacturing Sénégal Smlouva o nakupu 24.4.2016
Smlouva o najmu
dopravniho prostredku
Philip Morris Slovakia s.r.o. - dodatek ¢. 1 16. 5. 2016
Smlouva o poskytovani
Philip Morris Magyarorszag Kift. sluzeb 1.7.2016
Compaiiia Colombiana
de Tabaco S.A. Smlouva o nakupu 28.7.2016
Philip Morris Operations a.d. Ni§ Smlouva o nakupu 1.12. 2016
Nakup zbozi a sluzeb
OC smlouva o poskytnuti
Philip Morris International sluzeb - dodatek na rok
Management S.A. 2016 1.1. 2016
Philip Morris International Service Smlouva o poskytovani
Center Europe Sp. z 0.0. sluzeb 1.1. 2016
Philip Morris Slovakia s.r.o. Smlouva o najmu zarizeni 23. 4. 2016
Smlouva o najmu
Philip Morris Slovakia s.r.o. dopravniho prostredku 16. 5. 2016
Philip Morris Products S.A. Smlouva o nakupu 1. 6. 2016
Philip Morris Polska S.A. Smlouva o najmu zarizeni 29.7.2016
Philip Morris Romania S.R.L. Smlouva o nakupu a prodeji 27.10. 2016

Philip Morris CR a.s. equity as reported in the last financial statements.

(e) Overview of agreements and amendments to existing
agreements entered into between the controlled
entity and the controlling entity or jointly controlled

entities during 2016

Company
Sales of goods and services

Philip Morris Manufacturing Sénégal

Philip Morris Limited (UK)

Philip Morris Manufacturing
& Technology Bologna S.p.A.

Philip Morris Manufacturing Sénégal

Philip Morris Slovakia s.r.o.
Philip Morris Magyarorszag Kift.

Compatia Colombiana
de Tabaco S.A.

Philip Morris Operations a.d. Nis

Purchase of goods and services
Philip Morris International
Management S.A.

Philip Morris International Service
Center Europe Sp. z0.0.

Philip Morris Slovakia s.r.o.

Philip Morris Slovakia s.r.o.
Philip Morris Products S.A.

Philip Morris Polska S.A.

Philip Morris Romania S.R.L.

Contract

Purchase Agreement

Service Agreement
- Amendment no. 1

Service Agreement
Purchase Agreement

Agreement on vehicle
lease - Amendment
no. 1

Service Agreement

Purchase Agreement

Purchase Agreement

OC Service Agreement
- Amendment for year

2016

Service Agreement

Equipment lease
Agreement

Agreement on vehicle
lease

Purchase Agreement

Equipment lease
Agreement

Sale and purchase
Agreement

Date

January 1, 2016
March 1, 2016
March 22, 2016
April 24, 2016
May 16, 2016

July 1, 2016

July 28, 2016
December 1, 2016

January 1, 2016

January 1, 2016

April 23, 2016

May 16, 2016
June 1, 2016

July 29, 2016

October 27, 2016
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Ostatni plnéni a protiplnéni, uvedena v pfiloze k samostatné ucetni zavérce
v bodé 26, byla realizovana na zakladé smluv uzavienych v predchozich
ucetnich obdobich a vzajemnych dohod a objednavek, bez uzavieni
pisemnych smiuv.

Ovladana osoba méla v roce 2016 transakce s ovladajici osobou
a témito spoluovladanymi osobami

Philip Morris Products S.A. Manufacturing

Intertaba S.p.A

Philp Morris Benelux PVBA

Philip Morris Services S.A.

Philip Morris Limited UK

Philip Morris Polska S.A.

PMI Engineering SA

Philip Morris Operations a.d. NIS

Papastratos Cigarette Manufacturing Company S.A.
PHILSA Philip Morris Sabanci Sigara ve Tutunculuk Sanayi ve Ticaret A. S.
Philip Morris Hungary Ltd.

Philip Morris International Management S.A.

Philip Morris International Management S.A. (Tolling)
Philip Morris Slovakia s.r.o.

Tabaqueira - Empresa Industrial de Tabacos S.A.
Philip Morris Manufacturing GmbH

Philip Morris Manufacturing Senegal Sarl
Tabaqueira ll, S.A.

Philip Morris Products S.A.

Philip Morris Romania S.R.L.

f6 Cigarettenfabrik GmbH and Co. KG

PMFTC Inc.

Philip Morris International, Inc.

Philip Morris Global Brands Inc.

CTPM International S.A.

PMI Service Center Europe Sp. z 0.0.

Compania Colombiana de Tabaco S.A.

Philip Morris International IT Service Center Sarl
Philip Morris International Insurance (Ireland) Limited
UAB Philip Morris Lietuva

Philip Morris Polska Distribution

Veskeré vyse uvedené spole¢nosti jsou na nejvyssi urovni ovladany
spole¢nosti Philip Morris International Inc.

Annual Report 2016

Other performances and counter-performances as specified in the Notes
to Separate Financial Statements, Note 26, were fulfilled based

on contracts concluded in prior accounting periods, and on negotiated
offers and purchase orders without having concluded written contracts.

The controlled entity carried out transactions with the controlling
entity and the following jointly controlled entities in 2016

Philip Morris Products S.A. Manufacturing

Intertaba S.p.A

Philp Morris Benelux PVBA

Philip Morris Services S.A.

Philip Morris Limited UK

Philip Morris Polska S.A.

PMI Engineering SA

Philip Morris Operations a.d. NIS

Papastratos Cigarette Manufacturing Company S.A.
PHILSA Philip Morris Sabanci Sigara ve Tutunculuk Sanayi ve Ticaret A. S.
Philip Morris Hungary Ltd.

Philip Morris International Management S.A.

Philip Morris International Management S.A. (Tolling)
Philip Morris Slovakia s.r.o.

Tabaqueira - Empresa Industrial de Tabacos S.A.
Philip Morris Manufacturing GmbH

Philip Morris Manufacturing Senegal Sarl
Tabaqueira ll, S.A.

Philip Morris Products S.A.

Philip Morris Romania S.R.L.

f6 Cigarettenfabrik GmbH and Co. KG

PMFTC Inc.

Philip Morris International, Inc.

Philip Morris Global Brands Inc.

CTPM International S.A.

PMI Service Center Europe Sp. z 0.0.

Compania Colombiana de Tabaco S.A.

Philip Morris International IT Service Center Sarl
Philip Morris International Insurance (Ireland) Limited
UAB Philip Morris Lietuva

Philip Morris Polska Distribution

All the above mentioned companies are ultimately controlled by company
Philip Morris International Inc.



Spole&nosti Philip Morris CR a.s. nevznikla z vyse uvedenych poskytnutych
plnéni, smluv, ostatnich jednani, jinych opatreni nebo z jinych pfijatych
nebo poskytnutych plnéni (ktera byla uskute¢néna v zajmu nebo na popud
ostatnich osob ze skupiny PMI) Zzadna Ujma. Transakce uskute¢néné mezi
ovladajici a spoluovladanymi osobami jsou podrobné uvedeny v pfiloze

k samostatné Gc¢etni zavérce v bodé 27.

Spolecnosti Philip Morris CR a.s. vyplyva z uéasti ve skupiné PMI fada
vyhod.

Skupina PMI je pfednim svétovym vyrobcem a distributorem s Sirokym
portfoliem zavedenych mezinarodnich znacek cigaret a se silnym
finanénim zazemim, z ¢ehoz tézi spole¢nost Philip Morris CR a.s. zejména
pfi uzavirani obchodl se svymi obchodnimi partnery a pfi vyjednavani

s bankami a jinymi poskytovateli tvéru.

Spoleénosti Philip Morris CR a.s. nevyplyvaji z ugasti ve skupiné PMI
zadné nevyhody.

Ze vztah( v ramci skupiny PMI neplynou pro spoleé¢nost
Philip Morris CR a.s. zadna rizika.

Spoleénost Philip Morris CR a.s. nepfijala zadna zvlastni opatieni proti
zneuziti kontroly ze strany hlavniho akcionare - Philip Morris Holland
Holdings B.V. Proti zneuziti kontroly a rozhodujiciho vlivu ovladajici osoby
vyuziva Spoleénost Philip Morris CR a.s. zakonem dané instrumenty,
zejména:

(i) povinnost vypracovat zpravu o vztazich mezi ovladajici osobou
a osobou ovladanou a mezi ovladanou osobou a osobami ovladanymi
stejnou ovladajici osobou;
(ii) rovné zachazeni se vSemi akcionafri ze strany Spole¢nosti
Philip Morris CR a.s.;
(iii) zakaz zneuziti vétsiny hlasti ve Spoleénosti Philip Morris CR a.s;
(iv) povinnost ovladajici osoby nahradit Spole¢nosti zpisobenou Ujmu; a
(v) ruceni ¢lend statutarniho organu ovladajici osoby
a Spole¢nosti Philip Morris CR a.s.

V Kutné Hore dne 27. brezna 2017

/Z/% o]

Arpad Kénye
predseda predstavenstva

Stanislava Jurikova
¢len predstavenstva

Report on Relations

(f) Assessment of the damage incurred by the controlled
entity and of its settlement

Philip Morris CR a.s. incurred no damage from the above-listed

performances, contracts, other acts, other measures, or from any other

performances received or provided (which were provided in the interest

or at the initiative of the other members of the PMI group). Transactions

between the controlling entity and the jointly controlled entities are detailed

in the Notes to Separate Financial Statements, Note 27.

(9) Assessment of advantages and disadvantages arising
from the relations between the controlled entity,
controlling entity and jointly controlled entities

Various advantages arise to Philip Morris CR a.s. from its membership

in the PMI group.

The PMI group is the leading global producer and distributor with wide
portfolio of established brands of cigarettes having a strong financial
background, which is beneficial for Philip Morris CR a.s. particularly when
making transactions with its business partners and negotiating with banks
and other facility providers.

No disadvantages arise to Philip Morris CR a.s. from its membership
in the PMI group.

No risks arise to Philip Morris CR a.s. from the relations within
the PMI group.

(h) Description of the measures taken against abuse
of control

Philip Morris CR a.s. has not taken any special measures against abuse

of control by the main shareholder - Philip Morris Holland Holdings B.V.

Philip Morris CR a.s. uses statutory instruments against abuse of control

and decisive influence of the controlling entity, in particular:

(i) the obligation to draw up a report on relations between the controlling
entity and controlled entity and between controlled entity and entities
controlled by the same controlling entity;

(i) equal treatment of all shareholders of Philip Morris CR a.s;

(iii) the prohibition of abuse of a majority of votes in Philip Morris CR a.s;

(iv) the obligation of the controlling entity to compensate for harm caused
to Philip Morris CR a.s; and

(v) the liability of statutory body of the controlling entity
and Philip Morris CR a.s.

In Kutna Hora on March 27, 2017

%/% bora]

Arpad Kénye
Chairman of the Board of Directors

Stanislava Jurikova
Member of the Board of Directors

Annual Report 2016



1 Zprava nezavislého auditora akcionariim spolecénosti Philip Morris CR a.s.
Idependent auditor's report to the shareholders of Philip Morris CR a.s.
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Zprava nezavislého auditora
akcionarim spoleénosti
Philip Morris CR a.s.

ZPRAVA O AUDITU KONSOLIDOVANE A SAMOSTATNE
UCETNI ZAVERKY

Vyrok auditora

Podle naseho nazoru:

¢ prilozena konsolidovana ucetni zavérka podava vérny a poctivy obraz
konsolidované finanéni pozice Philip Morris CR a.s., se sidlem Vitézna
1, Kutna Hora (,,Spole¢nost”) a jeji dcefiné spoleénosti (dohromady
,Skupina“) k 31. prosinci 2016, konsolidované finanéni vykonnosti
a konsolidovanych penéznich toku za rok koncici 31. prosince 2016
v souladu s Mezinarodnimi standardy uc¢etniho vykaznictvi ve znéni
pfijatém Evropskou unii; a

¢ prilozena samostatna ucetni zavérka podava vérny a poctivy obraz
finan¢ni pozice Spole¢nosti k 31. prosinci 2016, finanéni vykonnosti
a penéznich tokd za rok kongici 31. prosince 2016 v souladu
s Mezinarodnimi standardy uc¢etniho vykaznictvi ve znéni prijatém
Evropskou unii.

Predmét auditu

Konsolidovana ucetni zavérka Skupiny se sklada z:
¢ konsolidovaného vykazu finanéni pozice k 31. prosinci 2016,
¢ konsolidovaného vykazu Uplného vysledku za rok kong¢ici
31. prosince 2016,
¢ konsolidovaného vykazu zmén vlastniho kapitalu za rok kong¢ici
31. prosince 2016,
¢ konsolidovaného vykazu penéznich toku za rok koncici
31. prosince 2016,
e prilohy ke konsolidované ucetni zavérce, véetné popisu podstatnych
ucetnich pravidel a dalsich vysvétlujicich informaci.

Samostatna ucetni zavérka Spole¢nosti se sklada z:
¢ samostatného vykazu financni pozice k 31. prosinci 2016,
¢ samostatného vykazu Uplného vysledku za rok kong¢ici
31. prosince 2016,
¢ samostatného vykazu zmén vlastniho kapitalu za rok koncici
31. prosince 2016,
¢ samostatného vykazu penéznich toku za rok koncici 31. prosince 2016,
e prilohy k samostatné ucetni zavérce, véetné popisu podstatnych
ucetnich pravidel a dalsich vysvétlujicich informaci.

Zaklad pro vyrok

Audit jsme provedli v souladu se zakonem o auditorech a auditorskymi
standardy Komory auditorti Ceskeé republiky, kterymi jsou Mezinarodni
standardy auditu (ISA), pfipadné doplnéné a upravené souvisejicimi
aplika¢nimi dolozkami. Nase odpovédnost stanovena témito predpisy

Independent auditor’s report
to the shareholdvers
of Philip Morris CR a.s.

REPORT ON THE AUDIT OF THE CONSOLIDATED
AND SEPARATE FINANCIAL STATEMENTS

Our Opinion

In our opinion:

* The accompanying consolidated financial statements give a true
and fair view of the consolidated financial position of Philip Morris CR
a.s., with registered office at Kutna Hora, Vitézna 1 (“the Company”)
and its subsidiary (“the Group”) as at 31 December 2016 and of their
consolidated financial performance and their consolidated cash flows
for the year then ended in accordance with International Financial
Reporting Standards as adopted by the European Union; and

¢ The accompanying separate financial statements give a true
and fair view of the financial position of the Company standing alone
as at 31 December 2016, its financial performance and its cash flows
for the year then ended in accordance with International Financial
Reporting Standards as adopted by the European Union.

What we have audited

The Group’s consolidated financial statements comprise:

¢ The consolidated statement of financial position
as at 31 December 2016;

* The consolidated statement of comprehensive income for the year
then ended,;

* The consolidated statement of changes in equity for the year then
ended;

* The consolidated statement of cash flows for the year then ended; and

¢ The notes to the consolidated financial statements, which include
a summary of significant accounting policies and other explanatory
information.

The Company’s separate financial statements comprise:
¢ The separate statement of financial position as at 31 December 2016;
* The separate statement of comprehensive income for the year
then ended;
* The separate statement of changes in equity for the year then ended;
¢ The separate statement of cash flows for the year then ended; and
¢ The notes to the separate financial statements, which include
a summary of significant accounting policies and other explanatory
information.

Basis for Opinion
We conducted our audit in accordance with the Act

on Auditors and Standards on Auditing of the Chamber of Auditors
of the Czech Republic. These standards consist of International Standards

PricewaterhouseCoopers Audit, s.r.o., Hvézdova 1734/2c, 140 00 Praha 4, Ceska republika, T: +420 251 151 111, F: +420 251 156 111, www.pwc.com/cz
PricewaterhouseCoopers Audit, s.r.0., se sidlem Hvézdova 1734/2¢c, 140 00 Praha 4, IC: 40765521, zapsana v obchodnim rejstiku vedeném Méstskym soudem v Praze, oddil C, viozka 3637 a v seznamu auditorskych

spoleénosti u Komory auditorti Ceské republiky pod opravnénim ¢islo 021.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016
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je podrobnéji popsana v oddilu Odpovédnost auditora za audit u¢etnich
zavérek. Domnivame se, ze dukazni informace, které jsme shromazdili,
poskytuji dostate¢ny a vhodny zaklad pro vyjadieni naseho vyroku.

Nezavislost

V souladu se zakonem o auditorech a Etickym kodexem IESBA prijatym
Komorou auditorti Ceské republiky jsme na Skupiné nezavisli a spinili jsme
i dalsi etické povinnosti vyplyvajici z uvedenych predpisa.

Hladina vyznamnosti

¢ Celkova hladina vyznamnosti pro
konsolidovanou uéetni zavérku Skupiny
a samostatnou ucetni zavérku Spolecénosti:
275 milionl K&, coz predstavuje 8 % zisku
pred zdanénim Skupiny i Spole¢nosti.

Hladina
vyznamnosti

Stanoveni rozsahu auditu Skupiny

¢ Obé ucetni jednotky Skupiny byly
predmétem auditu spole¢nostmi patficimi
do sité PwC.

¢ Nase auditni prace pokryla 100% vynosu
Skupiny a Spolecnosti a 99 % zisku pred
zdanénim Skupiny a 100% zisku pfed
zdanénim Spolecnosti.

Stanoveni
rozsahu auditu
Skupiny

Hlavni
zaleZitosti
auditu
Hlavni zalezitosti auditu
¢ Riziko znehodnoceni vyplyvajici

ze Smérnice o tabakovych vyrobcich.

PFi planovani auditu jsme si stanovili hladinu vyznamnosti a vyhodnotili
rizika vyskytu vyznamné nespravnosti v konsolidované a samostatné ucetni
zavérce (dohromady ,,u¢etni zavérky*). Konkrétné jsme urcili oblasti,

ve kterych vedeni uplatnilo svij Usudek, napf. v pfipadé vyznamnych
ucetnich odhadu, které zahrnuji stanoveni predpoklad( a posouzeni
budoucich skute¢nosti, které jsou z podstaty nejisté. Stejné jako pri vSech
auditech jsme se i vtomto pfipadé zamérili na rizika obchazeni vnitinich
kontrol vedenim, a to véetné vyhodnoceni toho, zda nebyla zjisténa
predpojatost, jez by vytvarela riziko vyskytu vyznamné nespravnosti

z dlivodu podvodu.

Rozsah naseho auditu byl ovlivnén pouzitou hladinou vyznamnosti. Audit
je planovan tak, abychom ziskali pfiméfenou jistotu, ze ucetni zavérky
neobsahuji vyznamnou nespravnost zpisobenou podvodem nebo
chybou. Nespravnosti jsou povazovany za vyznamné, pokud Ize realné
predpokladat, ze by jednotlivé nebo v souhrnu mohly ovlivnit ekonomicka
rozhodnuti, ktera uzivatelé ucetnich zavérek na jejich zakladé pfijmou.

on Auditing (ISAs) which may be supplemented and modified by related
application guidance. Our responsibilities under those standards

are further described in the Auditor’s Responsibilities for the Audit

of the Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the ethical
requirements outlined in the Act on Auditors and IESBA Code of Ethics
accepted by the Chamber of Auditors of the Czech Republic, and we
have fulfilled our other ethical responsibilities in accordance with these
requirements.

Our Audit Approach
Overview

Materiality

* Overall materiality for both the consolidated
financial statements of the Group
and the separate financial statements
of the Company: CZK 275 million which
represents 8% of the Group’s and
the Company’s profit before tax.

Materiality

Group scoping

¢ Both reporting units of the Group were
subject to a full scope audit of PwC
network firms.

e Our audit work addressed 100%
of the Group’s and the Company’s revenues
and 99% of the Group’s and 100%
of the Company’s profit for the year.

Group
scoping

Key
audit
matters

Key audit matters
* Impairment risk related to the Tobacco
Products Directive.

Audit Scope

As part of designing our audit, we determined materiality and assessed

the risks of material misstatement in the consolidated and separate financial
statements (together “financial statements”). In particular, we considered
where the directors made subjective judgements; for example in respect

of significant accounting estimates that involved making assumptions

and considering future events that are inherently uncertain. As in all

of our audits, we also addressed the risk of management override of internal
controls, including among other matters consideration of whether there
was evidence of bias that represented a risk of material misstatement due
to fraud.

Materiality

The scope of our audit was influenced by our application of materiality.

An audit is designed to obtain reasonable assurance whether the financial
statements are free from material misstatement. Misstatements may

arise due to fraud or error. They are considered material if individually

or in aggregate, they could reasonably be expected to influence

the economic decisions of users taken on the basis of the financial
statements.
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Na zakladé naseho odborného usudku jsme stanovili uréité kvantitativni
hladiny vyznamnosti, véetné celkové hladiny vyznamnosti vztahujici se

k ucetnim zavérkam jako celku (viz tabulku nize). Na jejich zakladé jsme,
spolecné s kvalitativnim posouzenim, urcili rozsah naseho auditu, véetné
povahy, nac¢asovani a rozsahu auditnich postupt, a posoudili dopad
zjisténych nepravnosti na u¢etni zavérky individualné i v souhrnu.

Celkova hladina vyznamnosti 275 milionC K¢
pro konsolidovanou ucetni

zavérku Skupiny

Celkova hladina vyznamnosti 275 miliond K&

pro samostatnou ucetni zavérku
Spolecnosti

8% z konsolidovaného a samostatného zisku
pred zdanénim

Jak byla stanovena

Urceni hladiny vyznamnosti zahrnuje pouziti
odborného usudku. Pfi uréovani hladiny
vyznamnosti jsme zohlednili jak kvantitativni,

tak i kvalitativni faktory a vybrali jsme zisk pred
zdanénim jako vhodnou vybranou veli¢inu,
protoze dle naseho nazoru jej uzivatelé ucetnich
zavérek nejcastéji pouzivaji k méreni vykonosti
Spolecnosti, a je bézné akceptovan jako
vybrana veli¢ina. 8% jako aplikované procento
je v mezich prijatelnych kvantitativnich faktort
hladiny vyznamnosti dle auditorskych standard(
a nejlépe zohlednuije rizikovy profil Skupiny

a Spolecnosti.

Zd(vodnéni pouZzitého zakladu
pro stanoveni vyznamnosti

Odsouhlasili jsme si s dozorci radou, Ze je budeme informovat nejen

o nespravnostech presahujicich hladinu 25 miliond K¢ zjisténych béhem
auditu, ale také o nespravnostech nizsiho rozsahu, jejichz komunikace je
dle naseho nazoru potfebna z davodu kvalitativnich.

Hlavni zalezitosti auditu jsou takové zalezZitosti, které byly podle
naseho odborného usudku pri auditu Uc¢etnich zavérek za bézné
obdobi nejvyznamnéjsi. Témito zalezitosti jsme se zabyvali v kontextu
naseho auditu Ucetnich zavérek jako celku a v souvislosti s utvarenim
naseho nazoru na tyto zavérky. Samostatny vyrok k témto zalezitostem
nevyjadfujeme. Hlavni zalezitosti auditu jsou shodné pro audit
konsolidované i samostatné ucetni zaverky.

Hlavni zalezitosti auditu
Riziko znehodnoceni vyplyvajici ze Smérnice o tabakovych vyrobcich
(,Smérnice”)

Evropska Smérnice o tabakovych vyrobcich vstoupila v platnost

19. kvétna 2014 a byla transponovana do ¢eské legislativy prostrednictvim
zakona ¢. 180/2016 Sb. a vyhlaskou ¢. 261/2016 Sb. s datem Ucinnosti
7. zari 2016. Nova pravni Uprava zahrnuje mimo jiné nova pravidla pro
vyrobu a prodej tabakovych vyrobk( a regula¢ni ramec pro komercializaci
elektronickych cigaret a novych tabakovych vyrobku.

Vedle toho nova legislativa predstavuje i jina opatfeni jako napriklad
kombinovana zdravotni varovani pokryvajici 65 % plochy hlavnich stran
cigaretovych krabic¢ek, povinné hlaseni o pfisadach, zakaz pouzivani
charakteristickych prichuti pfi vyrobé tabakovych vyrobku jinych

Based on our professional judgement, we determined certain quantitative
thresholds for materiality, including the overall materiality for the financial
statements as a whole as set out in the table below. These, together with
qualitative considerations, helped us to determine the scope of our audit
and the nature, timing and extent of our audit procedures and to evaluate
the effect of misstatements, both individually and in aggregate

on the financial statements as a whole.

Overall materiality for the CZK 275 million
consolidated financial statements

of the Group

Overall materiality for the separate CZK 275 million

financial statements of the Company

How we determined it 8% of the consolidated and separate profit

before tax

Rationale for the materiality
benchmark applied

Materiality is a matter of professional

judgment. In drawing conclusions about
materiality, we considered both quantitative
and qualitative factors, and we chose profit
before tax as the benchmark because, in our
view, it is the benchmark against which

the performance of the Company is most
measured by users, and is a generally accepted
benchmark. The 8% threshold is within

the range of acceptable quantitative materiality
thresholds in auditing standards and best
reflects the risk profile of the audit of the Group
and the Company.

We agreed with the Supervisory Board that we would report to them
misstatements identified during our audit above CZK 25 million as well as
misstatements below that amount that, in our view, warranted reporting for
qualitative reasons.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were
of most significance in our audit of the financial statements of the current
period. These matters were addressed in the context of our audit

of the financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters. The Key audit
matters were the same for the consolidated financial statements and

the separate financial statements.

Key audit matter
Impairment risk related to the Tobacco Products Directive (“TPD”)

The EU Tobacco Product Directive that came into effect on 19 May 2014
was transposed to the Czech legislation by Act no. 180/2016 Coll.

and the Decree no. 261/2016 Coll., with the effective date

7 September 2016. The new legislation includes - among others -

new rules on manufacturing and sales of tobacco products, as well

as a regulatory framework for the commercialisation of e-cigarettes

and novel tobacco products. In addition, the new legislation introduces
other measures such as combined health warnings covering

65% of the main surfaces of cigarette packs, mandatory reporting

on ingredients, a ban on the use of characterizing flavours in manufacturing
of tobacco products, other than menthol cigarettes, as well as a new set

PricewaterhouseCoopers Audit, s.r.0., se sidlem Hvézdova 1734/2¢c, 140 00 Praha 4, IC: 40765521, zapsana v obchodnim rejstiku vedeném Méstskym soudem v Praze, oddil C, viozka 3637 a v seznamu auditorskych

spoleénosti u Komory auditorti Ceské republiky pod opravnénim ¢islo 021.

Annual Report 2016



Idependent auditor's report to the shareholders of Philip Morris CR a.s.

nez mentolovych cigaret, nebo novy soubor pozadavk(i na sledovani
a vyhledavani tabakovych vyrobkU za uc¢elem zvyseni Ucinnosti prevence
nelegalniho obchodu.

V pripadé nékterych zmén Smérnice umoznuje delsi prechodné obdobi

pro dosazeni souladu s novou regulaci:

e cigarety a jemné fezany tabak, které nejsou v souladu s novou
legislativou, mohly byt prodavany do 7. prosince 2016, zatimco
doutni¢ky, doutniky a elektronické cigarety mohou byt prodavany
do 20. kvétna 2017,

* tabakové vyrobky s charakteristickou prichuti, jejichz objemy prodeje
v ramci EU dosahuiji 3 a vice procent prodanych kusl (napf. mentolové
cigarety v¢etné mentolovych kapsli), mohou byt prodavany
do 20. kvétna 2020.

Zameérili jsme se na dopad Smérnice na vysledky Skupiny a Spole¢nosti
a na jejich majetek, a zejména na to, zda z diivodu nové legislativy existuji
nova znehodnoceni strojl a zafizeni

Dale jsme se zaméili na spravnost nacasovani vykazani vynost
v souvislosti s rizikem vztahujicim se k zasobam prodanym a drzenym
distribu¢nimi kanaly okolo konce prechodného obdobi Smérnice.

Vice viz informace o zménach v regulaci tabakového primyslu
zverejnéné vedenim ve Zpravé predstavenstva za obdobi konc¢ici dnem
31. prosince 2016 uvedeno ve vyro¢ni zprave.

Jak audit pracoval s hlavni zalezitosti auditu

Setkali jsme se s mistnim vedenim a internim pravnim zastupcem, abychom
se seznamili s dopadem Smérnice na Ucetni zavérky a vyhodnotili jej.

Nase postupy zahrnovaly porozuméni a testovani kontrol vedeni
tykajicich se ocenéni stroju a zafizeni a hotovych vyrobki, a identifikaci
a vyhodnoceni indikatord snizeni hodnoty majetku.

Posoudili jsme vysledky vyhodnoceni indikator( snizeni hodnoty z titulu
dopadu nové tabakové regulace provedeného vedenim, a dale jsme
vyhodnotili dopad na Ucetni zavérky véetné pozadavkl na zverejnéni.

U vzorku stroju a zafizeni, pro které vedeni nema lokalné pouziti

(a které je evidovany v tzv. ,tichém skladu®) jsme posoudili redlnost
plant vedeni tykajicich se jejich dal$iho vyuZiti v ramci skupiny
Philip Morris International Inc.

Na zakladé nasich procedur jsme zjistili, ze zavér vedeni, Zze u zarizeni
a stroju evidovanych v tichém skladu nedoslo k snizeni hodnoty, je
pfiméreny.

Otestovali jsme nac¢asovani vykazani vynosu, a to zda Skupina a Spole¢nost
spravné vykazaly vynosy kolem konce prechodného obdobi Smérnice,

s ohledem na smluvni podminky a zavazky distributor(i a ostatnich
zakazniku, a neidentifikovali jsme zadna zjisténi.

of requirements related to the tracking and tracing of tobacco products
in order to enhance the effectiveness of illicit trade prevention.

For certain changes, the TPD allows longer transitional periods to comply

with the new regulation:

¢ Cigarettes and fine cut products not compliant with the new legislation
were allowed to be sold until 7 December 2016, while cigarillos, cigars
and electronic cigarettes can be sold until 20 May 2017;

¢ Tobacco products with a characterizing flavour whose Union-wide sales
volumes is 3% or more (i.e. mentholated cigarettes, including menthol
capsules) are allowed to be marketed until 20 May 2020.

We focused on the impact of the TPD on the Group’s and the Company’s
operations and their assets, namely on whether there are any new
impairments of machinery and equipment because of the TPD.

We also focused on the timing of revenue recognition because of the risk
associated with the levels of inventory sold into, and held in, distribution
channels around the TPD transition period cut-off date.

See the Report of the Board of Directors for the year ended

31 December 2016 included in the annual report, for management’s
disclosure on the changes in tobacco regulation and its impact

on the Group’s and the Company’s assets for further information.

How we addressed the Key audit matter

We held meetings with local management and internal legal counsellor
to gain an understanding and assess the impact of the TPD on the financial
statements.

Our procedures included understanding and testing management’s controls
around the valuation of machinery and equipment and finished goods,
and around the identification and assessment of impairment triggers.

We reviewed the results of management’s assessment of impairment
triggers arising from the new tobacco regulation and assessed

its accounting impact on the financial statements including required
disclosures.

We tested a sample of equipment for which management has no use

locally (included in the so called “silent store”) and assessed whether
management’s plan to utilise the assets within the Philip Morris International
Inc. group are realistic.

As a result of our work we determined that the conclusion reached
by management that no impairment had been incurred in respect
of machinery and equipment included in the silent store was reasonable.

We tested the timing of revenue recognition, and whether the Group

and the Company appropriately recorded revenue around the TPD
transition period cut-off date taking into account contractual terms

and obligations with distributors and other customers and noted no issues.
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Jak jsme stanovili rozsah auditu Skupiny

Rozsah auditu jsme stanovili tak, abychom ziskali dostatecné informace,
které nam umozni vyjadrit vyrok ke konsolidované a samostatné ucetni
zavérce jako celku. Vzali jsme v Uvahu strukturu Skupiny, Ucetni procesy
a kontroly a odvétvi, ve kterém Skupina podnika.

Skupinu tvori Spoleénost a jeji dcefina spoleénost. Stanovili jsme, ze
dcefina spole¢nost neni vyznamna z pohledu konsolidované Gcetni zavérky,
na zakladé nasich instrukci provedla jina spole¢nost PwC sité specifické
auditorské postupy.

Ostatnimi informacemi jsou v souladu s § 2 pism. b) zakona o auditorech
informace uvedené ve vyrocni zpravé mimo Ucetni zavérky a nasi zpravu
auditora. Za ostatni informace odpovida predstavenstvo Spoleénosti.

Nas vyrok k ucetnim zavérkam se k ostatnim informacim nevztahuje. Presto
je vSak soucasti nasich povinnosti souvisejicich s auditem Ucetnich zavérek
seznameni se s ostatnimi informacemi a posouzeni, zda ostatni informace
nejsou ve vyznamném nesouladu s Uéetnimi zavérkami ¢i s nasimi znalostmi
o Skupiné a Spolec¢nosti ziskanymi béhem auditu nebo zda se jinak tyto
informace nejevi jako vyznamné nespravné. Také posuzujeme, zda ostatni
informace byly ve v§ech vyznamnych ohledech vypracovany v souladu

s pfislusnymi pravnimi predpisy. Timto posouzenim se rozumi, zda ostatni
informace splnuji pozadavky pravnich predpist na formalni nalezitosti

a postup vypracovani ostatnich informaci v kontextu vyznamnosti, tj. zda
pfipadné nedodrzeni uvedenych pozadavku by bylo zplsobilé ovlivnit
usudek ¢inény na zakladé ostatnich informaci.

Na zakladé provedenych postup(, do miry, jiz dokazeme posoudit,

uvadime, ze:

* ostatni informace, které popisuji skute¢nosti, jez jsou téz predmétem
zobrazeni v Uc¢etnich zaveérkach, jsou ve vSech vyznamnych ohledech
v souladu s Ucetnimi zavérkami; a

» ostatni informace byly vypracovany v souladu s pravnimi predpisy.

Dale jsme povinni uvést, zda na zakladé poznatk( a povédomi o Skupiné
a Spolecénosti, k nimz jsme dospéli pri provadéni auditu, ostatni informace
neobsahuji vyznamné vécné nespravnosti. V ramci uvedenych postupt
jsme v obdrzenych ostatnich informacich zadné vyznamné vécné
nespravnosti nezjistili.

Predstavenstvo Spole¢nosti odpovida za sestaveni u¢etnich zaverek
podavajicich vérny a poctivy obraz v souladu s Mezinarodnimi standardy
ucetniho vykaznictvi ve znéni prijatém Evropskou unii, a za takovy vnitfni
kontrolni systém, ktery povazuje za nezbytny pro sestaveni tcetnich
zavérek tak, aby neobsahovaly vyznamné nespravnosti zptisobené
podvodem nebo chybou.

How We Tailored Our Audit Scope

We tailored the scope of our audit in order to perform sufficient work
to enable us to provide an opinion on the consolidated and separate
financial statements as a whole, taking into account the structure

of the Group, the accounting processes and controls, and the industry
in which the Group operates.

The Group comprise the Company and its subsidiary. We have determined
that the subsidiary is not significant for the consolidated financial
statements and specified procedures were performed by another PwC
Network firm under our instructions.

Other Information

In compliance with Section 2(b) of the Act on Auditors, the other information
comprises the information included in the Annual Report other than

the financial statements and the auditor’s report thereon. The Board

of Directors is responsible for the other information.

Our opinion on the financial statements does not cover the other
information. In connection with our audit of the financial statements, our
responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the financial
statements or our knowledge about the Group and the Company obtained
in the audit or otherwise appears to be materially misstated. In addition,
we assess whether the other information has been prepared, in all material
respects, in accordance with applicable law and regulation, in particular,
whether the other information complies with law and regulation in terms
of formal requirements and procedure for preparing the other information
in the context of materiality, i.e. whether any non-compliance with these
requirements could influence judgments made on the basis of the other
information.

Based on the procedures performed, to the extent we are able to assess it,
we state that:
* The other information describing the facts that are also presented
in the financial statements is, in all material respects, consistent with
the financial statements; and
¢ The other information is prepared in compliance with the applicable
law and regulation.

In addition, our responsibility is to report, based on the knowledge

and understanding of the Group and the Company obtained in the audit,

on whether the other information contains any material misstatement of fact.
Based on the procedures we have performed on the other information
obtained, we have not identified any material misstatement of fact.

Responsibilities of the Board of Directors and Supervisory
Board for the Financial Statements

The Board of Directors is responsible for the preparation and fair
presentation of the financial statements in accordance with International
Financial Reporting Standards as adopted by the European Union,

and for such internal control as the Board of Directors determines

is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

PricewaterhouseCoopers Audit, s.r.0., se sidlem Hvézdova 1734/2¢c, 140 00 Praha 4, IC: 40765521, zapsana v obchodnim rejstiku vedeném Méstskym soudem v Praze, oddil C, viozka 3637 a v seznamu auditorskych
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Pri sestavovani Ucetnich zavérek je predstavenstvo Spole¢nosti povinno
posoudit, zda je Skupina a Spole¢nost schopna nepretrzité trvat, a pokud
je to relevantni, popsat v ucetni zavérkach zalezitosti tykajici se jejich
nepretrzitého trvani a pouziti predpokladu nepretrzitého trvani pfi sestaveni
ucetnich zavérek, s vyjimkou pripadu, kdy predstavenstvo planuje zruseni
Skupiny nebo Spole¢nosti nebo ukonceni jejich ¢innosti, resp. kdy nema
jinou realnou moznost nez tak ucinit.

Za dohled nad procesem ucetniho vykaznictvi ve Skupiné odpovida dozorci
rada Spole¢nosti.

Nasim cilem je ziskat pfimérenou jistotu, ze ucetni zavérky jako celek
neobsahuji vyznamnou nespravnost zplsobenou podvodem nebo chybou
a vydat zpravu auditora obsahujici nas vyrok. Pfimérena mira jistoty je
velka mira jistoty, nicméné neni zarukou, Ze audit provedeny v souladu

s vySe uvedenymi predpisy ve vSech pripadech odhali pripadnou existujici
vyznamnou nespravnost. Nespravnosti mohou vznikat v disledku podvodi
nebo chyb a povazuji se za vyznamné, pokud Ize realné predpokladat, ze
by jednotlivé nebo v souhrnu mohly ovlivnit ekonomicka rozhodnuti, ktera
uzivatelé ucetnich zavérek na jejich zakladé pfijmou.

Pri provadéni auditu v souladu s vy$e uvedenymi predpisy je nasi povinnosti
uplathovat béhem celého auditu odborny Usudek a zachovavat profesni
skepticismus. Dale je nasi povinnosti:

* identifikovat a vyhodnotit rizika vyznamné nespravnosti t¢etnich zavérek
zplsobené podvodem nebo chybou, navrhnout a provést auditorské
postupy reagujici na tato rizika a ziskat dostate¢né a vhodné dikazni
informace, abychom na jejich zakladé mohli vyjadrit vyrok. Riziko, ze
neodhalime vyznamnou nespravnost, k niz doslo v disledku podvodu, je
vétsi nez riziko neodhaleni vyznamné nespravnosti zplisobené chybou,
protoZe soucasti podvodu mohou byt tajné dohody, falSovani, umysina
opomenuti, nepravdiva prohlaseni nebo obchazeni vnitinich kontrol,

e seznamit se s vnitfnim kontrolnim systémem relevantnim pro audit
v takovém rozsahu, abychom mohli navrhnout auditorské postupy
vhodné s ohledem na dané okolnosti, nikoli abychom mohli vyjadrit
nazor na ucinnost vnitfniho kontrolniho systému Skupiny a Spole¢nosti,

¢ posoudit vhodnost pouzitych ucetnich pravidel, pfiméfenost
provedenych ucetnich odhadt a informace, které v této souvislosti
predstavenstvo Spolec¢nosti uvedlo v Uc¢etnich zavérkach,

¢ posoudit vhodnost pouziti predpokladu nepretrzitého trvani pri
sestaveni Ucetnich zavérek predstavenstvem, a to, zda s ohledem
na shromazdéné dikazni informace existuje vyznamna nejistota
vyplyvajici z udalosti nebo podminek, které mohou vyznamné
zpochybnit schopnost Skupiny a Spole¢nosti trvat nepretrzite.

Jestlize dojdeme k zavéru, ze takova vyznamna nejistota existuje, je
nasi povinnosti upozornit v nasi zpravé na informace uvedené v této
souvislosti v U¢etnich zavérkach, a pokud tyto informace nejsou
dostate¢né, vyjadrit modifikovany vyrok. Nase zavéry vychazeji

z diikaznich informaci, které jsme ziskali do data nasi zpravy. Nicméné
budouci udalosti nebo podminky mohou vést k tomu, Ze Skupina nebo
Spolec¢nost ztrati schopnost trvat nepretrzité,

* vyhodnotit celkovou prezentaci, ¢lenéni a obsah Uc¢etnich zavérek,
véetné priloh, a dale to, zda ucetni zaverky zobrazuji podkladoveé
transakce a udalosti zpisobem, ktery vede k vérnému zobrazeni,

In preparing the financial statements, the Board of Directors is responsible
for assessing the Group’s and the Company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern

and using the going concern basis of accounting unless the Board

of Directors either intends to liquidate the Group or the Company

or to cease operations, or has no realistic alternative but to do so.

The Supervisory Board is responsible for overseeing the financial reporting
process.

Auditor’s Responsibilities for the Audit of the Financial
Statements

Our objectives are to obtain reasonable assurance about whether

the financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with the above stated
requirements will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected

to influence the economic decisions of users taken on the basis

of the financial statements.

As part of an audit in accordance with the above stated requirements,

we exercise professional judgement and maintain professional scepticism

throughout the audit. We also:

¢ |dentify and assess the risks of material misstatement of the financial
statements, whether due to fraud or error; design and perform audit
procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal
controls.

* Obtain an understanding of internal controls relevant to the audit in order
to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness
of the Group’s and the Company’s internal controls.

¢ Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by the Board of Directors.

¢ Conclude on the appropriateness of the Board of Directors’ use
of the going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the Group’s
and the Company’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions
may cause the Group or the Company to cease to continue as a going
concern.

¢ Evaluate the overall presentation, structure and content of the financial
statements, including the notes, and whether the financial statements
represent the underlying transactions and events in a manner that
achieves fair presentation.
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Idependent auditor's report to the shareholders of Philip Morris CR a.s.

L
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e ziskat dostatecné a vhodné dlkazni informace o finan¢nich informacich
tykajicich se spole¢nosti nebo podnikatelskych ¢innosti v ramci
Skupiny, abychom mohli vyjadfit vyrok ke konsolidované ucéetni zavérce.
Jsme odpovédni za fizeni auditu Skupiny, za dohled nad nim a jeho
provedeni. Vyjadreni vyroku zustava nasi vyhradni odpovédnosti.

Nasi povinnosti je informovat predstavenstvo, dozorci radu a vybor pro
audit mimo jiné o planovaném rozsahu a na¢asovani auditu a o vyznamnych
zjisténich, ktera jsme v jeho prabéhu ucinili, véetné pripadnych zjisténych
vyznamnych nedostatk( ve vnitinim kontrolnim systému.

Nasi povinnosti je rovnéz poskytnout vyboru pro audit prohlaseni o tom,
ze jsme splnili prislusné etické pozadavky tykajici se nezavislosti,

a informovat je o veskerych vztazich a dalsich zalezitostech, u nichz se
Ize redlné domnivat, ze by mohly mit vliv na nasi nezavislost, a pfipadnych
souvisejicich opatrenich.

Dale je nasi povinnosti vybrat na zakladé zalezitosti, o nichZ jsme
informovali dozorc¢i radu a vybor pro audit, ty, které jsou z hlediska auditu
ucetnich zavérek za bézny rok nejvyznamnéjsi, a které tudiz predstavuji
hlavni zalezitosti auditu, a tyto zalezitosti popsat v nasi zprave. Tato
povinnost neplati, pokud pravni predpisy zakazuji zvefejnéni takove
zalezitosti nebo jestlize ve zcela vyjimecném pripadé usoudime, Ze bychom
o dané zalezitosti neméli v nasi zpravé informovat, protoze Ize realné
ocekavat, ze mozné negativni dopady zverejnéni prevazi nad pfinosem

z hlediska verejného zajmu.

27. brezna 2017

<ro.
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zastoupena

N

Ing. Véra Vytvarova
partnerka a statutarni auditorka, ev. ¢. 1930

¢ Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group
to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance
of the Group audit. We remain solely responsible for our audit opinion.

We communicate with the Board of Directors, the Supervisory Board

and the Audit Committee regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide the Audit Committee with a statement that we have
complied with relevant ethical requirements regarding independence,

and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable,
related safeguards.

From the matters communicated with the Supervisory Board and the Audit
Committee, we determine those matters that were of most significance

in the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our
auditor’s report unless law or regulation precludes public disclosure about
the matter or when, in extremely rare circumstances, we determine that

a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh

the public interest benefits of such communication.

27 March 2017

E\‘Cew\/r/(,owc (O QP

represented by

N

Véra Vytvarova
Partner and Statutory Auditor, Evidence No. 1930

Adts <co

PricewaterhouseCoopers Audit, s.r.0., se sidlem Hvézdova 1734/2¢, 140 00 Praha 4, IC: 40765521, zapsana v obchodnim rejstiku vedeném Méstskym soudem v Praze, oddil C, viozka 3637 a v seznamu auditorskych

spoleénosti u Komory auditorti Ceské republiky pod opravnénim ¢islo 021.
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Other Information for Shareholders

Other Information for Shareholders for the 2016 Calendar Year Accounting Period

Zakon ¢. 256/2004 Sb., o podnikani na kapitalovém trhu, § 118,

stanovi povinnost uvadét informace o vSech penézitych a nepenézitych
prijmech, které prijaly za t¢etni obdobi osoby s fidici pravomoci

od Philip Morris CR a.s. (,Spoleénost“) a od osob ovladanych Spoleénosti.
Do skupiny osob s fidici pravomoci patti ¢lenové predstavenstva
Spolec¢nosti, ktefi jsou souc¢asné vedoucimi osobami, a dale ¢lenové
dozoréi rady Spole¢nosti.

Odmeéna ¢lenl vedeni Spolecnosti a dozorc¢i rady, ktefi jsou zaméstnanci
Spolecénosti, zahrnuje zakladni ro¢ni mzdu, ro¢ni bonus, uhrady akciemi
spole¢nosti Philip Morris International Inc. (,,PMI*) a ostatni nepenézni
zameéstnanecké vyhody, jako napf. podnikova auta, prispévek na stravovani,
penzijni pojisténi a zivotni a Urazové pojisténi a pozitky spojené

s ukon¢enim pracovniho poméru.

Bonus (Incentive Compensation), ktery je vyplacen zaméstnanctim
Spolec¢nosti, spole¢nosti Philip Morris Services S.A. nebo jinych
spole¢nosti ve skupiné PMI, je jednorazova ro¢ni vykonnostni finanéni
odména poskytovana nad ramec ro¢ni zakladni mzdy. Tento bonus je
vyjadren jako procento ro¢ni zakladni mzdy, které zavisi na hodnoceni
vykonu ¢lena vedeni, jakoz i na celkovych vysledcich skupiny PMI. Koncem
roku 2016 Komise pro odménovani PMI sledovala a hodnotila vykon
skupiny PMI za rok 2016 oproti planovanym cillim. Néktera ze zakladnich
kritérii hodnoceni stanovenych cilti maji kvantitativni charakter, jsou to
napfiklad pInéni provozniho zisku, penéznich toku, objem prodeju a podil
na trhu, a také kvalitativni charakter, jako napfiklad fizeni portfolia, inovativni
pristup, dodrzovani internich pravidel a postup(, diverzita a rozvoj fidicich
schopnosti. Generalni feditel Spolecnosti navrhuje vysi bonusu jednotlivym
¢lentm vedeni Spolec¢nosti a prezident regionu EU navrhuje vysi bonusu
generalnimu fediteli Spole¢nosti. Tyto navrhy jsou potvrzeny a schvaleny
dvéma urovnémi vyssiho vedeni PMI tak, aby byl zajistén konzistentni
pfistup v ramci PMI.

Clenové vedeni, ktefi nejsou zaméstnanci Spolec¢nosti, jsou zaméstnanci
Philip Morris Services S.A. nebo jinych spolec¢nosti ve skupiné PMI a jsou
témito spole¢nostmi také odménovani. Od Spolec¢nosti dostavaji k uzivani
pouze podnikova auta, sluzebni laptop a telefon. Odména ¢lend dozorci
rady, ktefi nejsou zaméstnanci Spoleénosti nebo jinych spoleénosti

ve skupiné PMI, predstavuje jednorazovou ro¢ni odménu za vykon funkce
dle smlouvy o vykonu funkce ¢lena dozorci rady.

Prijmy ¢lent vedeni Spolec¢nosti a dozorci rady, ktefi jsou zaméstnanci
Spolec¢nosti nebo jiné spole¢nosti ve skupiné PMI, zahrnuji také odmény
za vykon funkce dle smlouvy o vykonu funkce ¢lena predstavenstva nebo
dozordéi rady.

1. Information on remuneration received by
Executives and Supervisory Board members during
the 2016 calendar year accounting period

The Act on business activities on the capital market, no. 256/2004 Coll.,
section 118 assesses the obligation to publish information on all

monetary income and income in kind received by the persons with
controlling authority for the accounting period from Philip Morris CR a.s.
(the “Company”) and from the entities controlled by the Company.

The group of the persons with controlling authority is formed

by the members of the Board of Directors, who are at the same time
Executives, and by the members of the Supervisory Board of the Company.

Remuneration of Executives and members of the Supervisory Board who
are employees of the Company comprises annual base salary, annual
bonus, share-based payments from Philip Morris International Inc. (“PMI”)
and other remuneration in kind such as cars for use, lunch allowances,
pension contribution, life and accident insurance and termination benefits.

The annual bonus (Incentive Compensation - “IC”), which is paid-out

to th employees of the Company, Philip Morris Services S.A. or other
entities within the PMI group is a one-off payment, made in addition

to the Annual Base Salary. This bonus is expressed as a percentage

of the annual base salary and is based on assessments of both PMI
business performance as well as individual performance. The PMI annual
business performance for 2016 was reviewed and evaluated against

the objectives by the PMI Compensation Committee towards the end

of the year 2016. Some of the key components used to assess those
objectives are based on quantitative data such as operating profit, cash
flow, sales volume and market share as well as qualitative data such

as portfolio management, innovation, compliance with internal principles
and practices, diversity and development of management capabilities.
The Managing Director of the Company proposes the IC bonus

for the individual Executives and the President EU Region proposes

the IC bonus for the Managing Director of the Company. These proposals
are approved and validated at two PMI Senior Management levels to ensure
consistency of treatment across PMI.

Non-employee Executives are employees of Philip Morris Services S.A.

or other entities within the PMI group of companies and their remuneration
is provided by these companies. The Company provides them with other
remuneration in kind such as cars, laptops and telephones for use.
Remuneration of members of the Supervisory Board who are not
employees of the Company or entities within the PMI group comprises

a one-off annual fee payment according to the agreements on performance
of the office of a member of the Supervisory Board.

Remuneration of Executives and members of the Supervisory Board who
are employees of the Company or other entities within the PMI group

of companies also includes the fee for the performance of the office
according to the agreements on performance of the office of a member
of the Board of Directors or Supervisory Board.
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V roce 2016 nebyly u Zadného ¢lena predstavenstva ani u zadného &lena
dozorci rady zjistény jakékoliv skuteGnosti, které by vedly ke stietu zajmu.

Informace o penézitych a naturalnich prijmech, které pfrijali za ucetni
obdobi ¢lenové vedeni a ¢lenové dozoréi rady od Spolec¢nosti a spoleénosti
ovladanych Spolec¢nosti:

Pfijmy vedoucich osob a élent dozoréi rady

2016 2015
Penézity Naturalni Penézity Naturalni
(v milionech K¢) prijem prijem prijem prijem
Predstavenstvo 15 1 8 0
Dozor¢i rada 1 0 1 0
Celkem pfijmy 16 1 9 (0]
V roce 2016 uctované odmény za auditorské a souvisejici sluzby
poskytované Spolec¢nosti byly nasleduijici:
Odmeény za auditorské a souvisejici sluzby
(v milionech K¢) 2016 2015
Audit ro¢ni UCetni zavérky 7 7
Jiné ovérovaci sluzby 0 0
Danové poradenstvi 1 0
Jiné neauditorskeé sluzby 0
Celkem odmény 7
V roce 2016 uctované odmény za auditorské a souvisejici sluzby
poskytnuté v ramci Skupiny byly nasledujici:
Odmeény za auditorské a souvisejici sluzby
(v milionech K¢) 2016 2015
Audit ro¢ni ucetni zaverky 8 8
Jiné ovérovaci sluzby 0 0
Danové poradenstvi 1 1
Jiné neauditorské sluzby 0 0

Celkem odmény

Annual Report 2016

In 2016 no matters which could lead to a conflict of interest were
discovered either with the Board of Directors members or with
the Supervisory Board members.

Information on all monetary income and income in kind received

by Executives and members of the Supervisory Board from the Company
or the entities controlled by the Company during the current accounting
year.

Remuneration of Executives and Supervisory Board members

2016 2015

Monetary Income Monetary Income

(in CZK million) Income in Kind Income in Kind

Board of Directors 15 1 8 -

Supervisory Board 1 - 1 -

Total remuneration 16 1 9 -
2. Fees for audit and audit-related services

In 20186, following fees for audit and audit-related services rendered within
the Company were paid and payable by the Company:

Fees for audit and audit related services

(in CZK million) 2016 2015
Audit services 7 7
Other Verification services - -
Tax consultancy 1 -
Other non-audit related services - -
Total fees 8 7

In 2018, following fees for audit and audit-related services rendered within
the Group were paid and payable by the Group:

Fees for audit and audit related services

(in CZK million) 2016 2015
Audit services 8 8
Other Verification services - =
Tax consultancy 1 1
Other non-audit related services - -
Total fees 9 9



V roce 2016 Spolec¢nost investovala zejména do vyrobniho zarizeni
za Ucelem rozsifeni vyrobniho portfolia a zvyseni efektivity vyrobniho
procesu. Spolec¢nost v roce 2016 investovala pouze na Uzemi
Ceské republiky.

Investice (v pofizovaci hodnoté)

(v milionech K¢) 2016 2015
Investice do procesu zpracovani tabaku 25 186
Investice do rozsifeni portfolia vyroby 1039 766
Investice do vozového parku 0 ik
Ostatni projekty 103 80
Investice do softwaru 7 8
Celkem investice 1174 1051

Veskery dlouhodoby nehmotny a hmotny majetek byl financovan z vlastnich
zdroji Spole¢nosti.

V roce 2017 Spolec¢nost planuje celkovou hodnotu investice ve vysi
401 miliond K¢, z ¢ehoz k nakupu v hodnoté 181 milion K¢ se

jiz Spole¢nost k 31. 12. 2016 zavazala. Plan investic Spole¢nost
pravidelné kontroluje, skuteéné naklady se vSak mohou od vyse

Spolec¢nost viastnila k 31. 12. 2016 pozemky, budovy a stavby v zlstatkoveé
hodnoté 580 milion K& (2015: 517 milionl K¢&), z ¢ehoz budovy a pozemky
tvorily 346 milion( K& (2015: 344 miliond K¢).

Budovy a pozemky

(v milionech K¢) Umisténi Vyuziti 2016 2015
Kutnd Hora  Vyrobni hala 235 212
Budovy ] Skladové
(ziistatkova hodnota) Kutnd Hora  prostory 58 64
Kutna Hora,  Ostatni
Straznice prostory 42 57
Celkem budovy 335 333
Vyrobni hala
Pozemky a skladoveé
(pofizovaci hodnota) Kutnd Hora  prostory 1 11
Celkem pozemky 11 11
Celkem budovy a pozemky 346 344

Spole¢nost méla k 31. 12. 2016 v drzeni dopravni prostredky, stroje

a zarizeni v zUstatkové hodnoté 2 330 miliont K& (2015: 2 393 miliond Kg),
z ¢ehoz stroje ke zpracovani tabaku tvorily 266 miliont K¢

(2015: 164 milion( K¢) a stroje k vyrobé tvorily 1 610 miliont K&

(2015: 1 710 milionl K¢).

Other Information for Shareholders

3. Investments
In 2016, the Company invested mainly in equipment to increase capacity

and to improve manufacturing efficiency. All Company investments in 2016
were made in the Czech Republic.

Investments (in acquisition value)

(in CZK million) 2016 2015
Investments in equipment for leaf processing 25 186
Investments in equipment to increase capacity 1039 766
Investments in car fleet - 1
Other projects 103 80
Investments in software 7 8
Total investments 1174 1051

All investments in non-current assets were financed by the Company’s
own resources.

In 2017, the Company expects to incur capital expenditures

of CZK 401 million, out of which the purchase of manufacturing equipment
amounting to CZK 181 million was committed by the Company as at
December 31, 2016. Investment programs are subject to periodic reviews
and actual construction in progress may vary from the mentioned estimates.

4. Property, plant and equipment - additional
information

As at December 31, 2016 the Company had property, buildings

and constructions in the net carrying amount of CZK 580 million
(2015: CZK 517 million), out of which buildings and lands represented
CZK 346 million (2015: CZK 344 million).

Buildings and land

(in CZK million) Location Utilization 2016 2015
Kutna Hora  Factory 235 212
Bulldmgs_ Kutna Hora  Warehousing 58 64
(net carrying amounts)
Kutna Hora  Other 42 57
Total buildings 335 333
Land Factory and
(acquisition value) Kutna Hora  warehousing 1" 1
Total land 11 11
Total buildings and land 346 344

At December 31, 2016 the Company had vehicles and machinery
equipment in the amount of CZK 2 330 million (2015: CZK 2 393 million),
out of which leaf processing equipment amounted to CZK 266 million
(2015: CZK 164 million) and equipment for production of cigarettes
amounted to CZK 1 610 million (2015: CZK 1 710 million).
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Predpokladana doba uzivani u strojniho zafizeni ke zpracovani tabaku
a k vyrobé a baleni cigaret je:

Strojni zafizeni

Doba uzivani
(v milionech K¢) (roky) 2016 2015
Strojni zarizeni ke zpracovani tabaku 8 33 9
(zUistatkova hodnota) 15 233 155
Celkem strojni zafizeni
ke zpracovani tabaku 266 164
5 5 0]

Strojni zarizeni k vyrobé a baleni cigaret
(zGstatkova hodnota) 539 L

15 1066 1070
Celkem strojni zafizeni k vyrobé
a baleni cigaret 1610 1710

Spole¢nost méla k 31. 12. 2016 v drzeni ostatni zarizeni v zlistatkové
hodnoté 330 milionl K¢ (2015: 378 miliont K¢), dopravni prostredky
v zlistatkové hodnoté 32 milionl K& (2015: 42 milion(i K&) a zafizeni
pro zpracovani dat v zstatkové hodnoté 92 miliont K&

(2015: 99 milionu K¢).

5. Organizacni slozka podniku v zahranici

Spole¢nost nema zadnou organizacni slozku podniku, resp. pobocku
v zahranici.

6. Ostatni

V U¢etnim obdobi 2016 nedoslo k preruseni podnikatelskych aktivit
Spolecnosti, které by mélo nebo mohlo mit vyznamny vliv na finanéni situaci
Spolec¢nosti.

Ochrana zivotniho prostiedi je zajiStovana v souladu s ¢eskou legislativou
v oblasti ochrany Zivotniho prostredi.

Spolec¢nost neni u¢astnikem zadnych soudnich, spravnich nebo rozhodcich
fizeni, ktera by méla nebo mohla mit vyznamny vliv na finanéni situaci
Spolec¢nosti.

7. Clenové spravnich, fidicich a dozoréich organt
Philip Morris CR a.s. a dal$i osoby uvedené v bodé
14.1. prilohy | nafizeni Komise (ES) ¢. 809/2004 ze
dne 29. dubna 2004, kterym se provadi smérnice
Evropského parlamentu a Rady 2003/71/ES
(dale jen ,,osoby uvedené v bodé 14.1.
Prilohy | Nafizeni“)

Kromé osob uvedenych v ¢asti Vyrocéni zpravy ,Clenove predstavenstva,
dozoréi rady a vyboru pro audit spole¢nosti Philip Morris CR a.s.” nejsou
a nebyly v predeslych péti letech dalsi osoby uvedené v bodé 14.1.
Prilohy | Nafizeni ¢leny spravnich, fidicich nebo dozoréich organt nebo
spolecniky dalSich spolecnosti.

Zadna z osob uvedenych v bodé 14.1. Prilohy | Nafizeni nebyla
v predeslych péti letech odsouzena za podvodny trestny &in.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

The useful lives of leaf processing and cigarette production equipment
are as follows:

Machinery equipment

Useful lives

(in CZK million) in years 2016 2015

Leaf processing equipment 8 33 9

(net carrying amounts) 15 233 155

Total leaf processing equipment 266 164

5 5 -

Productpn of cigarettes 539 640
(net carrying amounts)

15 1066 1070

Total production of cigarettes 1610 1710

Other machinery equipment represented at December 31, 2016
CZK 330 million (2015: CZK 378 million), vehicles CZK 32 million
(2015: CZK 42 million) and equipment for data processing

CZK 92 million (2015: CZK 99 million).

5. Organizational branch abroad

The Company has no organizational branch abroad.

6. Other

In 2016, no business interruptions occurred that had or might have
a significant effect on the financial situation of the Company.

Environmental protection is secured in accordance with the Czech
environmental legislation.

The Company does not have any pending legal, administrative or arbitration
proceedings that had or might have a substantial effect on the financial
situation of the Company.

7. Members of the administrative, management or
supervisory bodies of Philip Morris CR a.s. and other
persons described in item 14.1. of the Annex | to
Commission Regulation (EC) No 809/2004 of
29 April 2004 implementing Directive 2003/71/EC
of the European Parliament and of the Council
(hereinafter as the “persons described in item 14.1.
of the Annex | to Commission Regulation”)

Except for the persons referred to in the Annual Report, section
“Members of Board of Directors, Supervisory Board and Audit Committee
of Philip Morris CR a.s.”, other persons described in item 14.1.

of the Annex | to Commission Regulation have not been in the previous
five years and still are not members of the administrative, management

or supervisory bodies or partners of other companies.

No persons described in item 14.1. of the Annex | to Commission Regulation
have been in previous five years convicted in relation to fraudulent offences.



Zadna z osob uvedenych v bodé 14.1. Prilohy | Nafizeni nebyla
v predeslych péti letech spojena s konkurznim fizenim, spravami
nebo likvidacemi.

Na majetek zadného ¢lena predstavenstva nebyl prohlasen konkurs,

v ramci insolven¢niho fizeni nebyl Zadny ¢len pfedstavenstva omezen
predbéznym opatienim v nakladani se svym majetkem, ani proti zadnému
¢lenovi nebyl podan insolvenéni navrh, ktery by byl nasledné zamitnut

z dlivodu, Ze jeho majetek nepostacuje k Uhradé naklad( insolvenéniho
fizeni.

Vsichni ¢lenové predstavenstva jsou bezihonni ve smyslu zakona

¢. 455/1991 Sb., o zivnostenském podnikani, ve znéni pozdéjsich
predpisl (,,Zivnostensky zakon"), tj. nebyli pravomocné odsouzeni

za trestny ¢in spachany umysiné v souvislosti s podnikanim anebo

s predmétem podnikani Spole¢nosti, a u zadného z ¢lend predstavenstva
nenastala prekazka provozovani zivnosti, zejména soud ani spravni organ
zadnému z nich neulozil trest zakazu ¢innosti tykajici se provozovani
jakékoliv zivnosti.

Spolecnost nepfijala zadna zvlastni opatieni proti zneuziti kontroly ze strany
hlavniho akcionare - Philip Morris Holland Holdings B.V. Proti zneuziti
kontroly a rozhodujiciho vlivu ovladajici osoby vyuziva Spole¢nost zakonem
dané instrumenty.

V Kutné Hore dne 27. brezna 2017

A ¥

Arpad Konye
predseda predstavenstva

/.
(P!

Stanislava Jurikova
¢len predstavenstva

Other Information for Shareholders

No persons described in item 14.1. of the Annex | to Commission
Regulation have been in previous five years connected with any
bankruptcies, receiverships or liquidations.

8. Members of the Board of Directors

No bankruptcy has been declared in respect of assets of any member

of the Board of Directors. No member of the Board of Directors has been
restricted from disposing of his assets by a preliminary injunction issued
in the course of insolvency proceedings, nor has an insolvency petition
been filed against him and rejected on the grounds that his assets are
insufficient to cover the costs of the insolvency proceedings.

All the members of the Board of Directors are blameless within the meaning
of Act no. 455/1991 Coll., the Trade Licensing Act, as amended (the "Trade
Licensing Act"), i.e. they have not been finally and unappealably sentenced
for a criminal offence committed wilfully in connection with the business
activities or scope of business of the Company, and there is no obstacle
preventing any of the members of the Board of Directors from carrying

on atrade, in particular no court or administrative authority has restrained
any of them from any activity relating to the carrying on a trade.

9. Description of the measures taken against abuse
of control

The Company has not taken any special measures against abuse of control
by the main shareholder - Philip Morris Holland Holdings B.V. The Company
uses statutory instruments against abuse of control and decisive influence
of the controlling entity.

In Kutna Hora on March 27, 2017

G G

Stanislava Jurikova
Member of the Board of Directors

Arpad Kénye
Chairman of the Board of Directors
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A) Souhrnna vysvétlujici zprava predstavenstva

spoleénosti Philip Morris CR a.s.

Za ucetni obdobi kalendarniho roku 2016 dle § 118 odst. 9 zakona ¢. 256/2004 Sb., o podnikani na kapitalovém trhu ve znéni
pozdéjSich predpist (dale jen "ZPKT"), tykajici se zalezitosti podle § 118 odst. 5 pism. a) az k) ZPKT

A) Summary Explanatory Report

of the Board of Directors of Philip Morris CR a.s.

for the 2016 calendar year accounting period pursuant to Section 118, subsection 9 of Act no. 256/2004 Coll.,

on business activities on the capital market, as amended (the "Act on Business Activities on the Capital Market"),

regarding the matters pursuant to Section 118, Subsection 5 (a) to (k) of the Act on Business Activities on the Capital Market

(i)  Informace o strukture vlastniho kapitalu emitenta, véetné cennych
papirt nepfijatych k obchodovani na evropském regulovaném trhu

a pfipadného uréeni ruznych druht akcii nebo obdobnych cennych
papirt predstavujicich podil na emitentovi a podilu na zakladnim kapitalu
kaZdého druhu akcii nebo obdobnych cennych papirt predstavujicich
podil na emitentovi:

Vlastni kapital spoleénosti Philip Morris CR a.s. (dale jen ,Spoleénost*)
tvori tfi zakladni polozky: zakladni kapital, emisni azio a ostatni prispévky
akcionart a kumulované nerozdélené zisky.

(v milionech K¢) 2016 2015
Zakladni kapital 2745 2745
Emisni azio a ostatni pfispévky akcionart 2 379 2382
Kumulované nerozdélené zisky 3040 2797
Vlastni kapital celkem 8164 7924

Zakladni kapital Spole¢nosti predstavuje 2 745 386 kust kmenovych akcii
na jméno ve jmenovité hodnoté 1 000 K¢ kazda. K obchodovani na hlavnim
trhu Burzy cennych papirli Praha, a.s. bylo pfijato 1 913 698 kusu
zaknihovanych kmenovych akcii na jméno. Tyto akcie jsou zaknihovanymi
cennymi papiry ve smyslu zakona ¢. 90/2012 Sb., o obchodnich
spole¢nostech a druzstvech (zakona o obchodnich korporacich).
Zbyvajicich 831 688 kmenovych akcii na jméno (tyto akcie jsou cennymi
papiry ve smyslu zakona o obchodnich spolec¢nostech a druzstvech
uvedeného vyse) nebylo prijato k obchodovani na zadném evropském
regulovaném trhu. Zakladni kapital Spole¢nosti je piné splacen.

(i)  Informace o omezeni pfevoditelnosti cennych papiru:

K prevodu akcii Spole¢nosti je nutno splnit jen pozadavky stanovené
pravnimi pfedpisy. Stanovy Spolecnosti nijak neomezuji prevod

akcii Spolecnosti a neni zde zadné jiné omezeni prevoditelnosti akcii
Spolec¢nosti, které by spocivalo na strané Spolec¢nosti.

(iii) Informace o vyznamnych pfimych a nepfimych podilech

na hlasovacich pravech emitenta:

Informace o vyznamnych pfimych podilech na hlasovacich pravech
emitenta k 31. 12. 2016 jsou uvedeny v pfiloze k ucetni zavérce, v bodé
1.1. Popis Spolec¢nosti, jakoz i ve zpravé o vztazich mezi ovladajici osobou
a osobou ovladanou a mezi ovladanou osobou a osobami ovladanymi
stejnou ovladajici osobou (,Zprava o vztazich*), a to véetné informace

o odpovidajici vysi podilu na zakladnim kapitalu Spole¢nosti.

Philip Morris CR a.s. | Vyroéni zprava | Annual Report 2016

(i)  Information about the structure of the issuer’s equity, including
securities which have not been admitted for trading on an European
regulated market and, if applicable, specification of the various classes
of shares or similar securities representing participation in the issuer
and specification of the share in the registered capital of each class

of shares or similar securities representing participation in the issuer:
The equity of Philip Morris CR a.s. (the "Company") consists of three basic
components: the registered capital, share premium and other shareholders’
contributions and retained earnings.

(in CZK million) 2016 2015
Registered capital 2745 2745
Share premium and other shareholders’ contributions 2 379 2382
Retained earnings 3040 2797
Total Equity 8164 7924

The Company’s registered capital comprises 2 745 386 registered ordinary
shares with a nominal value of CZK 1 000 each. 1 913 698 book-entry
registered ordinary shares have been admitted for trading on the main
market of the Prague Stock Exchange (Burza cennych papirt Praha, a.s.).
These shares are book-entered securities in accordance with

the Act No. 90/2012 Coll., on Business Corporations and Cooperatives
(the"Act on Business Corporations"). The remaining 831 688 certificated
registered ordinary shares (these shares are securities in accordance
with the Business Corporations and Cooperatives Act specified above)
have not been admitted for trading on any European regulated market.
The Company’s registered capital is fully paid.

(ii)  Information about limitations on the transferability of securities:
For the transfer of the Company’s shares, it is necessary to meet only
the requirements set by the legal regulations. The Company’s Articles

of Association do not set any limitations on the transfer of the Company’s
shares, nor are there any other restrictions from the Company relating

to the transferability of the Company’s shares.

(i) Information about significant direct and indirect participation

in the issuer’s voting rights:

The information on significant direct participations in the issuer's voting
rights as at December 31, 2016 is specified in the Notes to the Financial
Statements, point 1.1. Company description and in the report on relations
between controlling entity and controlled entity and between controlled
entity and entities controlled by the same controlling entity (the "Report
on Relations between Related Parties"), including information about

the corresponding shares in the Company’s registered capital.



Struktura vyznamného pfimého podilu na hlasovacich pravech Spolec¢nosti
je k 31. 12. 2016 Spole¢nosti znama pouze u ovladajici osoby, kterou je
Philip Morris Holland Holdings B.V.

Akcionari Spolec¢nosti, jejichz podil na zakladnim kapitalu Spole¢nosti, a tim
i na hlasovacich pravech Spole¢nosti, dosahuje v souladu s § 365 odst. 3
zakona o obchodnich korporacich alespon 1%, jsou fondy spravované
spole¢nosti Chase Nominees Limited, Nomura Bank (Luxembourg) S.A,
SmallCap World Fund Inc, Brown Brothers Harriman, Clearstream Banking,
s.a. a UBS AG London Branch. Kromé spoleénosti Philip Morris Holland
Holdings B. V. a fond{ spravovanych spole¢nostmi Chase Nominees
Limited, Nomura Bank (Luxembourg) S.A, SmallCap World Fund Inc,
Brown Brothers Harriman, Clearstream Banking, s.a. a UBS AG London
Branch nedisponuje Spolec¢nost informaci (i) o dalSich vyznamnych
pfimych ¢i nepfimych podilech na hlasovacich pravech Spolec¢nosti

nebo (ii) o akcionarich Spolec¢nosti, jejichz podil na hlasovacich pravech
Spolecénosti dosahuje alespon 3%.

(iv) Informace o vlastnicich cennych papir( se zvlastnimi pravy véetné
popisu téchto prav:

Spole¢nost nevydala zadné cenné papiry se zvlastnimi pravy, pouze
kmenové akcie zminéné v bodé (i) vyse.

(v) Informace o omezeni hlasovacich prav:

Hlasovaci prava jsou spojena se vSemi akciemi vydanymi Spole¢nosti

a mohou byt omezena nebo vylou¢ena pouze v pripadech stanovenych
zakonem. Spolec¢nost si neni védoma zadného omezeni nebo vylouceni
hlasovacich prav k akciim, které emitovala, nad ramec omezeni a vylouc¢eni
hlasovacich prav stanovenych zakonem.

(vi) Informace o smlouvach mezi akcionafi nebo obdobnymi viastniky
cennych papir(i predstavujicich podil na emitentovi, které mohou mit

za nasledek ztizeni prevoditelnosti akcii nebo obdobnych cennych
papirt pfedstavujicich podil na emitentovi nebo hlasovacich prav, pokud
jsou emitentovi znamy:

Spolec¢nosti nejsou znamy zadné smlouvy mezi akcionari nebo obdobnymi
vlastniky cennych papird predstavujicich podil na Spolec¢nosti, které mohou
mit za nasledek ztizeni prevoditelnosti akcii nebo obdobnych cennych
papird predstavujicich podil na Spole¢nosti nebo hlasovacich prav.

(vii) Informace o zvilastnich pravidlech urcujicich volbu a odvolani
¢lend statutarniho organu a zménu stanov nebo obdobného dokumentu
emitenta:

Clenové predstavenstva Spoleénosti jsou voleni a odvolavani valnou
hromadou Spoleénosti. Podminky volitelnosti ¢lenl predstavenstva
vyplyvaji ze zakona a stanov Spole¢nosti. Spole¢nost nezavedla zadna
zvlastni pravidla upravujici volbu a odvolani ¢lent predstavenstva
Spolec¢nosti. Spole¢nost rovnéz nezavedla zadna zvlastni pravidla

pro dopliiovani a zmény stanov.

(viii) Informace o zvlastni pusobnosti statutarniho organu podle zakona
o0 obchodnich korporacich:
Clenové predstavenstva Spoleénosti nemaji zadné zvlastni plsobnosti.

Summary Explanatory Report

The composition of significant direct participation in the Company's voting
rights as at December 31, 2016 is only known to the Company in the case
of the controlling entity, Philip Morris Holland Holdings B.V.

The shareholders whose participation in the Company's registered capital
and thus in the Company's voting rights amounts to at least 1%, as defined
in Section 365 (3) of the Act on Business, are the funds administrated

by the company Chase Nominees Limited, Nomura Bank (Luxembourg)
S.A, SmallCap World Fund, Inc, Brown Brothers Harriman, Clearstream
Banking, s.a. and UBS AG London Branch. Save for Philip Morris Holland
Holdings B.V. and funds administrated by the companies Chase Nominees
Limited, Nomura Bank (Luxembourg) S.A, SmallCap World Fund, Inc,
Brown Brothers Harriman, Clearstream Banking, s.a. and UBS AG London
Branch, the Company is not aware (i) of any other significant direct

and indirect participation in the Company's voting rights or (ii) of any
Company's shareholders whose participation in the Company's voting
rights amounts to at least 3%.

(iv) Information about the owners of securities with special rights,
including the description of such rights:

The Company did not issue any shares with special rights; it only issued
the ordinary shares specified in Section (i) above.

(v) Information about limitations on voting rights:

Voting rights apply to all shares issued by the Company and may only be
limited or excluded where stipulated by law. The Company is not aware
of any restrictions on or exclusions of voting rights attached to the shares
that it has issued other than those restrictions on and exclusions of voting
rights stipulated by law.

(vi) Information about agreements between the shareholders or similar
owners of securities representing participation in the issuer that may
reduce the transferability of shares or similar securities representing
participation in the issuer or the transferability of the voting rights,

if known to the issuer:

The Company is not aware of any agreements between shareholders

or similar owners of securities representing participation in the Company
that may reduce the transferability of shares or similar securities
representing participation in the Company or of the voting rights.

(vii) Information about special rules regulating the election and recalling
of members of the statutory body and changes to the Articles

of Association or similar documents of the issuer:

The members of the Company’s Board of Directors are elected and
recalled by the General Meeting of the Company. The conditions relating
to the election of the members of the Board of Directors are stipulated
by law and by the Company's Articles of Association. The Company

has no special rules regulating the election and recalling of members

of the Board of Directors. The Company also does not have any special
rules regulating amendments and changes to the Articles of Association
of the Company.

(viii) Information about special powers of the statutory body pursuant

to the Act on Business Corporations:
The members of the Board of Directors have no special powers.
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Summary Explanatory Report

(ix) Informace o vyznamnych smlouvach, ve kterych je emitent smiluvni
stranou a které nabudou ucinnosti, zméni se nebo zaniknou v pfipadé
zmény ovladani emitenta v disledku nabidky prevzeti, a o uc¢incich

z nich vyplyvajicich, s vyjimkou takovych smluy, jejichZ uverejnéni by
bylo pro emitenta vazné poskozujici; tim neni omezena jina povinnost
uverejnit takovou informaci podle ZPKT nebo jinych pravnich predpisu:
Spole¢nost neuzavrela zadné smlouvy, které nabudou G¢innosti, zméni se
nebo zaniknou v pfipadé zmény ovladani Spole¢nosti v disledku nabidky
prevzeti.

(x) Informace o smlouvach mezi emitentem a ¢leny jeho statutarniho
organu nebo zaméstnanci, kterymi je emitent zavazan k plnéni

pro pfipad skonc&eni jejich funkce nebo zaméstnani v souvislosti

s nabidkou prevzeti:

Mezi Spole¢nosti a ¢leny jejiho predstavenstva nebo jejimi zaméstnanci
nebyly uzavieny smlouvy, kterymi by byla Spoleé¢nost zavazana k pinéni
pro pripad skonceni jejich funkce nebo zaméstnani v souvislosti s nabidkou
prevzeti.

(xi) Informace o pfipadnych programech, na jejichZ zakladé je
zaméstnancim a &lenim statutarniho organu Spole¢nosti umoznéno
nabyvat ucastnické cenné papiry Spolecnosti, opce na tyto cenné
papiry €i jina prava k nim za zvyhodnénych podminek, a o tom, jakym
zpusobem jsou prava z téchto cennych papirt vykonavana:

Pro zaméstnance ¢i ¢leny predstavenstva Spole¢nosti nebyly vytvoreny
zadné programy, na jejichz zakladé by jim bylo umoznéno nabyvat
ucastnické cenné papiry Spolec¢nosti, opce na tyto cenné papiry i jina
prava k nim za zvyhodnénych podminek.

Annual Report 2016

(ix) Information about significant agreements to which the issuer

is a party and which will become effective, change or cease to exist
in the event of a change of control of the issuer as a result of a take-over
bid, and about the effects arising from such agreements, with

the exception of agreements whose disclosure would cause harm

to the issuer; this does not limit any other obligation to disclose such
information pursuant to the Act on Business Activities on the Capital
Market or other legal regulations in force:

The Company has not entered into any agreements that will become
effective, change or cease to exist in the event of a change of control
of the issuer as a result of a take-over bid.

(x) Information about agreements between the issuer and

the members of its statutory body or employees that bind the issuer to
take on any commitments in the event of the termination of their offices
or employment in connection with a takeover bid:

The Company has not entered into any agreements with the members

of the Board of Directors or employees that bind the Company to take

on any commitments in the event of the termination of their offices

or employment in connection with a takeover bid.

(xi) Information about schemes on the basis of which employees

and members of the Company’s statutory body may acquire participation
securities in the Company, options concerning such securities or any
other rights related to these securities, under more favourable terms,
and information about how these rights are exercised:

The Company has no schemes on the basis of which employees

or members of the Board of Directors of the Company may acquire
participation securities in the Company, options concerning such securities
or any other rights related to these securities under more favourable terms.



Information on Application of the Rules of Corporate Governance

B) Information on Application of the Rules of Corporate Governance

Pursuant to Section 118, subsection 4 (j) and Section 118, subsection 6 of the Act on Business Activities on the Capital Market

Spole¢nost dobrovolné dodrzuje a splnuje hlavni kritéria, principy

a doporuceni Kodexu spravy a fizeni spole¢nosti zalozeného na principech
OECD, ktery byl prijat vroce 2004 Komisi pro cenné papiry. Do Kodexu
spravy a fizeni spole¢nosti je mozno nahlédnout v sidle Spole¢nosti nebo
zplsobem umoznujicim dalkovy pfistup na nasledujici internetové strance:
www.philipmorris.cz.

Predstavenstvo Spole¢nosti respektuje a dodrzuje veskeré zasady
stanovené Kodexem spravy a fizeni spolec¢nosti, které odpovidaji zajmam
akcionar Spolec¢nosti a zptisobu podnikani Spolec¢nosti, a implementuje
je do svych vnitfnich predpist a postupl. V roce 2016 nedoslo k Zadnym
zasadnim zménam ve Spolecnosti, které by mély negativni vliv na standardy
spravy a fizeni Spole¢nosti.

Informace Spoleénosti za U¢etni obdobi kalenda¥niho roku 2016 dle
§118 odst. 4. pism. b) c) d) a e) ZPKT

(i)  Informace o zasadach a postupech vnitini kontroly a pravidlech
piistupu emitenta a jeho konsolidacniho celku k rizikum, kterym
emitent a jeho konsolidaéni celek je nebo mize byt vystaven ve vztahu
k procesu ucetniho vykaznictvi:

Spolec¢nost je v ramci své podnikatelské ¢innosti vystavena radé externich
a internich rizik, ktera jsou popsana ve zpravé predstavenstva a také

v pfiloze k ucetni zavérce a ke konsolidované Ucetni zavérce. Spole¢nost
proto vytvorila postupy a procesy s cilem identifikovat, kvantifikovat a snizit
tato rizika za ucelem jejich predchazeni a efektivniho fizeni.

Dllezitou soucasti spravy a fizeni Spolecnosti je oddéleni interni kontroly,
které poskytuje organiim Spolec¢nosti objektivni posouzeni pfimérenosti
a uc¢innosti vnitfnino kontrolniho systému Spole¢nosti. V roce 2016
oddéleni interni kontroly provedlo fadu auditti v souladu s ro¢nim auditnim
planem, sestavenym na zéakladé vyhodnocenirizik, a s pozadavky organt
Spolec¢nosti.

Oddéleni interni kontroly Spole¢nosti hodnoti zejména kontrolni
mechanismy, postupy a systémy za ucelem zajisténi vérnosti a poctivosti
finan¢nich a provoznich informaci, ochrany majetku Spolec¢nosti,
dodrzovani internich smérnic Spoleénosti a i¢elného a setrného nakladani
se zdroji.

Z dliivodu prevence a véasného odhalovani vzniku moznych chyb a podvod
ve vztahu k procesu Uc¢etniho vykaznictvi Spole¢nost zavedla kontroly

ve formeé vnitfnich smérnic, pokryvajicich rizikové oblasti (napf. prijmy

a vynosy, dlouhodoby majetek a pronajmy, ocenovani skladovych zasob,
naklady a vydaje apod.), jejichz pfiméfenost a G¢innost je pribézné
vyhodnocovana oddélenim interni kontroly.

Oddéleni interni kontroly sdéluje sva zjisténi predstavenstvu, dozoréi radé
a vyboru pro audit, poskytuje jim pfitom objektivni hodnoceni kontrolniho
systému Spolec¢nosti a navrhuje opatfeni k napravé nedostatk(, pokud jsou
néjaké zjistény. Vysledky hodnoceni kontrolniho systému jsou diskutovany
také s externim auditorem Spolec¢nosti.

The Company voluntarily meets and complies with the main criteria,
principles and recommendations set out in the Code of Corporate
Governance based on the OECD principles adopted by the Securities
Commission in 2004. This Code is available at the Company’s registered
office and website at: www.philipmorris.cz.

The Board of Directors of the Company respects and observes all

the principles of the Code of Corporate Governance, which correspond
to the interests of the Company’s shareholders and the Company's

way of doing business, and it implements those principles in its internal
policies and procedures. In 2016, there were no significant changes

in the Company that would have a negative impact on the standards

of Company’s corporate governance.

Information about the company for 2016 calendar year accounting
period pursuant to section 118 subsection 4 (b), (c), (d) and (e)
of the Act on Business Activities on the Capital Market

(i) Information about the principles and procedures related to internal
control and the rules relating to the approach of the issuer and its
consolidated group to the risks that the issuer and its consolidated
group are facing or may face in relation to the financial reporting
process:

In its operations, the Company faces a number of external and internal
risks as presented in the description of the Company and its business

in the report of the Board of Directors and in the Notes to the Financial
Statements and the Consolidated Financial Statements. The Company has
therefore set up procedures and processes that aim to identify, quantify
and mitigate these risks in order to prevent and manage them effectively.

The internal controls department represents an important component

of Corporate Governance and it provides the bodies of the Company
with objective assessments of the adequacy and operating effectiveness
of the Company’s internal control system. In 2016, the internal controls
department carried out a number of audits, as per the risk-based annual
audit plan and requirements of the bodies of the Company.

The internal controls department assesses controls, procedures and systems
in place to ensure reliability and integrity of financial and operational
information, safeguarding of assets, compliance with Company internal
policies and the cost effective and efficient use of resources.

In order to prevent or promptly detect errors and frauds related

to the financial reporting process, the Company has implemented controls
in the form of internal policies covering the risk areas of the business

(e.g. revenue recognition, capital assets and leases, inventory valuation,
costs and expenses, etc.) for which adequacy and effectiveness are
continuously assessed by the internal controls department.

The internal controls department reports its findings to the Board

of Directors, the Supervisory Board and the Audit Committee, provides
them with objective assessments of the Company’s control system

and formulates actions to remediate issues, if any are identified.

The conclusions of the control assessments are also discussed with
the Company’s external auditor.
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Information on Application of the Rules of Corporate Governance

K odstranéni nedostatk( zjisténych v prabéhu auditl jsou Spolec¢nosti
prijimana odpovidajici napravna opatreni. Stav pInéni napravnych opatreni
oddéleni interni kontroly priilbézné sleduje a reportuje vedeni Spole¢nosti
a organim Spolecnosti.

Prace oddéleni interni kontroly je rovnéz sledovana vyborem pro audit.
Vybor pro audit v roce 2016 neshledal zadné nedostatky, které by mohly
podstatné ovlivnit proces uc¢etniho vykaznictvi.

(i) Popis postupl rozhodovani a sloZeni statutarniho organu, dozoréi
rady Ci jiného vykonného nebo kontrolniho organu emitenta, a jsou-li
zfizeny, také jejich vyboru:

Predstavenstvo Spolecnosti je statutarnim organem Spolec¢nosti, ktery
fidi jeji ¢innost, jedna za Spole¢nost zpiisobem uvedenym ve stanovach
Spolecnosti a sklada se z péti ¢lent, ktefi jsou voleni a odvolavani

valnou hromadou. Clenové predstavenstva voli a odvolavaji ze svych rad
predsedu predstavenstva. Pfredstavenstvo rozhoduje usnesenim, které
se zpravidla pfijima na zasedanich predstavenstva. Predstavenstvo je
zpusobilé se usnaset, jsou-li pfitomni alespon tfi ¢lenové predstavenstva.
K prijeti usneseni je tfeba souhlasu nadpoloviéni vétsiny pritomnych ¢lend
predstavenstva. Kazdy ¢len predstavenstva ma jeden hlas. V pripadé
rovnosti hlast je rozhodujici hlas predsedajiciho.

Na navrh predsedy, ¢i pokud nema predsedu, jiného ¢lena predstavenstva,
mUize predstavenstvo pfijimat rozhodnuti i mimo zasedani predstavenstva,
jestlize s tim souhlasi vSichni ¢lenové predstavenstva. Pfedstavenstvo

je zpUsobilé usnaset se mimo zasedani predstavenstva, ucastni-li se
tohoto hlasovani alespon tfi ¢lenové predstavenstva. K prijeti usneseni se
vyzaduje nadpolovic¢ni vétsina hlast ¢lend predstavenstva, ktefi hlasovali
mimo zasedani piedstavenstva. V ptipadé rovnosti hlasu je rozhodujici hlas
predsedajiciho.

Dozord¢i rada se sklada ze ¢tyf ¢len, ktefi mohou byt fyzickymi osobami
spliujicimi pozadavky zakona. Clenové dozoréi rady voli a odvolavaji ze
svych fad predsedu dozorci rady. Dozorci rada je zplsobila se usnaset, je-li
pritomna nadpoloviéni vétsina vSech jejich ¢lent. Kazdy ¢len dozorci rady
ma jeden hlas. K pfijeti usneseni je treba souhlasu nadpolovi¢ni vétsiny
vSech ¢lenl dozoréi rady. O usnaseni dozorc¢i rady mimo zasedani plati
obdobné ustanoveni o usnaseni predstavenstva mimo zasedani, s tim, ze

k prijeti takového usneseni se vyzaduje vétsina hlast véech ¢lent dozorci
rady. V pfipadé rovnosti hlasu je rozhodujici hlas predsedajiciho.

Vybor pro audit se sklada ze tti ¢lend, ktefi mohou byt fyzickymi osobami
spliujicimi pozadavky ptislusnych pravnich predpist k vykonu této funkce
a pro vykon funkce ¢lena dozoréi rady. Clenové jsou jmenovani a odvolavani
valnou hromadou. Clenové vyboru pro audit voli a odvolavaji ze svych
¢lenll predsedu. Vybor pro audit je zpusobily se usnaset, je-li na jeho
zasedani pfitomna nadpolovi¢ni vétsina vSech jeho ¢lenll. Kazdy ¢len
vyboru pro audit ma jeden hlas. K prijeti usneseni vyboru pro audit je treba
nadpoloviéni vétsiny hlast vSech ¢lenl vyboru pro audit, pokud stanovy
nebo pravni predpisy nevyzaduji vy$si pocet hlast potfebnych k prijeti
usneseni. O usnaseni vyboru pro audit mimo zasedani plati obdobné
ustanoveni o usnaseni predstavenstva mimo zasedani, s tim, ze k prijeti
takového usneseni se vyzaduje vétsina hlast vSech ¢len( vyboru pro audit.
V pripadé rovnosti hlast je rozhodujici hlas predsedajiciho.
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The Company takes appropriate measures to correct deficiencies
identified during audits. The internal controls department then monitors
the implementation of such measures and reports to the management
of the Company and its bodies.

The work of the internal controls department is also overseen by
the Audit Committee. In 2016, the Audit Committee did not ascertain any
deficiencies that could materially affect the financial reporting process.

(ii)  Description of the composition and decision-making process

of the issuer’s statutory body, supervisory board or other executive

or controlling body and of the issuer’'s committees:

The Board of Directors of the Company is the statutory body that manages
the Company's activities and acts for and on its behalf in the manner
defined in the Company's Articles of Association. The Board of Directors
consists of five members who are elected and recalled by the General
Meeting. Members of the Board of Directors shall elect one of their

peers as the Chairperson of the Board of Directors and shall also recall
the Chairperson. The Board of Directors decides by way of resolutions
which are generally adopted at Board of Directors meetings. The Board

of Directors is quorate if at least three members of the Board of Directors
are present at Board of Directors meeting. Resolutions are adopted if they
are approved by more than half of the members of the Board of Directors
present. Every member of the Board of Directors has one vote. In the event
of atie, the Chairperson's vote is decisive.

If so proposed by the Chairperson, or if the Board of Directors does not
have a Chairperson, other member of the Board of Directors, the Board

of Directors may adopt resolutions outside of a meeting, provided all
members of the Board of Directors agree to this. The Board of Directors

is quorate for outside-of-meeting voting if at least three members

of the Board of Directors participate in such voting. Resolutions are
adopted if they are approved by more than half of the members of the Board
of Directors participating in the outside-of-meeting voting. In the event

of a tie vote, the Chairperson's vote shall be decisive.

The Supervisory Board consists of four members. They may be natural
persons and comply with the requirements stipulated by law. The members
of the Supervisory Board elect one member as a Chairperson and shall
also recall the Chairperson. The Supervisory Board is quorate if more

than half of its members are present. Every member of the Supervisory
Board has one vote. Resolutions are adopted if they are approved by more
than half of all the members of the Supervisory Board. The same rules

as those for adopting resolutions outside Board of Directors meetings apply
to adopting resolutions outside Supervisory Board meetings; provided that
approval by a majority of votes of all the members of the Supervisory Board
is required for such a resolution to be adopted. In the event of a tie vote,
the Chairperson's vote shall be decisive.

The Audit Committee consists of three members who may be natural
persons and comply with the requirements of the relevant legal regulations
with respect to the performance of this office and the performance

of the office of member of the Supervisory Board. The members are
appointed and recalled by the General Meeting. The members of the Audit
Committee elect one of their members as the Chairperson. The Audit
Committee is quorate if more than half of its members are present.

Every member of the Audit Committee has one vote. Resolutions

of the Audit Committee are adopted if they are approved by more than

half of all the members of the Audit Committee unless the Articles

of Association or the legal regulations require a higher number of votes
necessary for the adoption of resolutions. The same rules as those

for adopting resolutions outside Board of Directors meetings apply
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(iii)  Popis prav a povinnosti spojenych s pfislusSnym druhem akcie
nebo obdobného cenného papiru predstavujiciho podil na emitentovi,

a to alespori odkazem na zakon o obchodnich korporacich a stanovy
emitenta, pokud se jedna o druh akcie, nebo na srovnatelny zahraniéni
pravni pfedpis a stanovam obdobny dokument emitenta, pokud se jedna
o druh obdobného cenného papiru predstavujiciho podil na emitentovi:
Prava a povinnosti akcionar( stanovi pravni predpisy, zejména zakon

o obchodnich korporacich a zakon ¢. 89/2012 Sb., ob¢ansky zakonik

a stanovy Spolec¢nosti.

Opravnéni majitelé akcii maji pravo ucastnit se na fizeni Spolecnosti.

Toto pravo uplatiuji akcionari zasadné na valné hromadé, jiz maji pravo

se Ucastnit. Na valné hromadé maji akcionafri pravo hlasovat, pravo
pozadovat a dostat vysvétleni o zalezitostech tykajicich se Spole¢nosti

i 0 zalezitostech tykajicich se osob ovladanych Spoleénosti, je-li takové
vysvétleni potfebné pro posouzeni obsahu zalezitosti zarazenych na valnou
hromadu nebo pro vykon jeho akcionarskych prav na ni, a uplathovat navrhy
a protinavrhy k zalezitostem zafazenym na porad valné hromady.

Akcionari maji dale pravo na podil na zisku Spole¢nosti (dividendu).
Po dobu trvani Spolec¢nosti, ani v pripadé jejino zruseni, nejsou akcionari
opravnéni pozadovat vraceni svych vkladu.

PFi zruseni Spolec¢nosti s likvidaci maji akcionari pravo na podil
na likvida¢nim zGstatku.

Akcionari jsou povinni splatit emisni kurz a pfipadné emisni azio jimi
upsanych akcii.

(iv) Popis postupt rozhodovani a zakladniho rozsahu pusobnosti valné
hromady emitenta nebo obdobného shromazdéni viastniki cennych
papirt pfedstavujicich podil na emitentovi:

Valna hromada akcionaru je nejvy$sim organem Spolec¢nosti. Rozhoduje

o vSech zalezitostech Spolec¢nosti, které do jeji plsobnosti svéruji zakon
nebo stanovy Spolec¢nosti.

Do pusobnosti valné hromady nalezi zejména rozhodnuti o zméné

stanov, rozhodovani o zméné vyse zakladniho kapitalu nebo o povéreni
predstavenstva ke zvyseni zakladniho kapitalu, schvaleni radné, mimoradné
nebo konsolidované ucetni zavérky a v pripadech, kde jeji vyhotoveni
stanovi jiny pravni predpis, i mezitimni U¢etni zavérky, rozhodnuti o vydani
vyménitelnych nebo prioritnich dluhopist, rozhodnuti o zruseni Spolec¢nosti
s likvidaci, rozhodnuti o fuzi, pfevodu jméni na jednoho akcionare nebo
rozdéleni, popfipadé o zméné pravni formy Spolecnosti.

to adopting resolutions outside Audit Committee meetings; provided that
approval by a majority of votes of all the members of the Audit Committee
is required for such a resolution to be adopted. In the event of a tie vote,
the Chairperson's vote shall be decisive.

(iii) Description of the rights and obligations relating to the relevant
classes of shares or similar securities representing participation

in the issuer, at least by way of reference to the Act on Business
Corporations and the issuer’s Articles of Association in regard to classes
of shares, or reference to a similar foreign legal regulation or a document
similar to Articles of Association in regard to similar securities
representing participation in the issuer:

The rights and obligations of the shareholders are set out in the legal
regulations, in particular the Act on Business Corporations

and Act no. 89/2012 Coll., the Civil Code and in the Articles of Association
of the Company.

The authorised owners of the shares are entitled to participate

in the Company's management. This right is exercised by the shareholders
at General Meetings, at which they have a right to participate.

At the General Meeting the shareholders have the right to vote, to ask

for explanations and to receive answers to questions about matters
concerning the Company as well as matters concerning entities

controlled by the Company should such explanation be necessary

for the assessment of matters on the agenda of the General Meeting

or for the exercise of shareholder's rights at the General Meeting, to submit
proposals and counterproposals in relation to the matters on the agenda
of the General Meeting.

The shareholders are further entitled to a portion of the Company's profit
(i.e. dividends). The shareholders may not demand a refund of their
investment contribution during the existence of the Company or even

in the event of its dissolution.

If the Company goes into liquidation, the shareholders are entitled to
a share on liquidation estate.

A shareholder is obliged to pay the issue price and the share premium,
if any, for the shares it has subscribed.

(iv) Description of the decision-making process and the basic scope
of powers of the issuer’s general meeting or a similar meeting of owners
of securities representing participation in the issuer:

The General Meeting is the supreme body of the Company. It makes
decisions on all matters of the Company that fall within its powers pursuant
to the Company’s Articles of Association or pursuant to law.

The powers of the General Meeting particularly include the power to amend
the Articles of Association, to adopt decisions on changes to the amount

of the registered capital or on the authorisation of the Board of Directors

to increase the registered share capital, decisions on the approval

of the ordinary, extraordinary or consolidated financial statements

and, where any legal regulation so stipulates, also interim financial
statements, decisions on the issue of convertible or priority bonds,
decisions on the winding up of the Company with liquidation and decisions
on merger, transfer of business assets to a single shareholder, de merger
or on the conversion of the legal form.
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Do pusobnosti valné hromady dale patii rozhodovani o moznosti zapocteni
penézité pohledavky vici Spole¢nosti proti pohledavce na splaceni
emisniho kurzu, volba a odvolani ¢lend predstavenstva, ¢len dozorci
rady a vyboru pro audit, rozhodnuti o rozdéleni zisku nebo jinych viastnich
zdrojli, nebo o Uhradé ztraty, rozhodnuti o podani zadosti o pfrijeti
ucastnickych cennych papirti Spole¢nosti k obchodovani na evropském
regulovaném trhu nebo o vyrazeni téchto cennych papirt z obchodovani
na evropském regulovaném trhu, jmenovani a odvolani likvidatora,
schvalovani smlouvy o vykonu funkce likvidatora, schvaleni navrhu
rozdéleni likvida¢niho zlstatku, schvaleni prevodu nebo zastaveni zavodu
nebo takové jeho ¢asti, ktera by znamenala podstatnou zménu dosavadni
struktury zavodu nebo podstatnou zménu v pfedmétu podnikani nebo
¢innosti Spolec¢nosti, rozhodnuti o prevzeti Gcinkd jednani u¢inénych

za Spolecnost pred jejim vznikem, schvaleni smlouvy o tichém spoleéenstvi
véetné schvaleni jejich zmén a jejiho zruseni, rozhodovani o schvaleni
smlouvy o vykonu funkce ¢lena predstavenstva, dozorci rady a vyboru

pro audit o jejich odménovani nebo o poskytnuti jakéhokoliv plnéni v jeho
prospéch, na které neplyne narok z pravniho predpisu nebo ze smlouvy

o vykonu funkce schvalené valnou hromadou nebo z vnitfniho predpisu
schvaleného valnou hromadou, rozhodnuti o zméné prav spojenych

s uréitym druhem akcii, rozhodnuti o zméné druhu a formy akcii, rozhodnuti
o Stépeni akcii ¢i spojeni vice akcii do jedné akcie, rozhodnuti o omezeni
prevoditelnosti akcii ¢i jeji zméné, rozhodnuti o nabyti vlastnich akcii
Spolec¢nosti v souladu s platnymi pravnimi pfedpisy a rozhodnuti o uréeni
auditora Spolec¢nosti a rozhodnuti o dalsich otazkach, které zakon nebo
stanovy zahrnuji do pasobnosti valné hromady.

S kazdou akcii o jmenovité hodnoté 1 000K¢ je spojen jeden hlas.

Valna hromada je schopna se usnaset, jsou-li pfitomni akcionafri vlastnici
akcie, jejichz jmenovita hodnota nebo pocet presahuje 30 % zakladniho
kapitalu spole¢nosti. Valna hromada rozhoduje nadpoloviéni vétsinou
hlast pfitomnych akcionar(, pokud zakon o obchodnich korporacich
nebo stanovy Spolec¢nosti nevyzaduji vétsinu jinou. Akcionar nemuze
vykonavat hlasovaci prava v pfipadech stanovenych zakonem. Na valné
hromadé se hlasuje pomoci hlasovacich listku, které obdrzi akcionar pfi
zapisu do listiny pfitomnych, nebo jinym vhodnym zpisobem umoziujicim
elektronické hlasovani. Volba o zplisobu hlasovani, resp. zda se bude
hlasovat hlasovacimi listky nebo elektronicky, je ponechana na rozhodnuti
valné hromady. Nejprve se hlasuje o navrhu predstavenstva nebo dozor¢i
rady. Neni-li takovy navrh prijat nebo predlozen, hlasuje se o (proti)navrhu
akcionare.
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Furthermore, it is within the powers of the General Meeting to resolve

on the possibility of setting-off a receivable from the Company against

a receivable of the Company regarding payment of the issue price,

to elect and recall members of the Company's Board of Directors,

the Supervisory Board and the Audit Committee, to resolve

on the distribution of profit or other funds of the Company

or on the settlement of a loss, to resolve on filing of any application

for the acceptance of participating securities of the Company for trading
on a European regulated market or for withdrawal of these securities from
trading on a European regulated market, to appoint and recall a liquidator;
to approve the agreement on performance of liquidator office, to approve
a proposal for the distribution of the liquidation balance, to approve any
transfer or pledge of an enterprise or such a part of the enterprise that
would mean a material change to the current structure of the enterprise

or a material change to the scope of business or activities of the Company,
to resolve on the assumption of the effect of actions performed for and

on behalf of the Company before its establishment, to approve any
agreement on silent partnership, including any amendments thereof and its
cancellation, to resolve on the approval of the agreements on performance
of office of members of the Board of Directors, the Supervisory Board

and the Audit Committee, and on their remuneration or the provision of any
other benefits to which they are not entitled on the basis of a legal
regulation or the agreement on performance of office approved

by the General Meeting or on the basis of an internal regulation approved
by the General Meeting, to resolve on changes in the rights attached

to a certain class of shares, to resolve on changes in the class and type

of shares, to resolve on share splitting or the merger of a number of shares
into one share, to resolve on the restriction of share transferability or any
change thereto, to resolve on the acquisition by the Company of its

own shares in accordance with the applicable legal rules, to resolve

on the appointment of an auditor of the Company and to resolve on any
other matters which the law or these Articles of Association place under
the authority of the General Meeting.

Each share with a nominal value of CZK 1,000 shall represent one vote.
The General Meeting shall be quorate if attended by shareholders holding
shares whose nominal value or number exceeds 30% of the Company's
registered share capital. The General Meeting shall adopt its resolutions
by a simple majority of votes of the shareholders present, unless required
otherwise by the Act on Business Corporations or by the Articles

of Association of the Company. A shareholder may not exercise its

voting rights in the cases stipulated by law. Voting is done by ballot,

in which case shareholders will receive the ballots when registering

in the attendance list, or by any other suitable manner allowing electronic
voting. The General Meeting shall resolve whether voting shall be done

by ballot or electronically. The General Meeting shall first vote on proposals
submitted by the Board of Directors or the Supervisory Board. If such
proposals are not submitted or adopted, shareholders' (counter) proposals
are voted on.
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Clenové predstavenstva, dozoréi rady a vyboru pro audit

spoleénosti Philip Morris CR a.s.

k datu zverejnéni této vyrocni zpravy

Members of Board of Directors, Supervisory Board and Audit Committee

of Philip Morris CR a.s.

as of the publication date of this annual report

V souladu s ¢lanky 14, 17 a 20 Stanov ¢ini funkéni obdobi ¢lena
predstavenstva, dozoréi rady a vyboru pro audit tfi roky. Opétovna volba
¢lena téchto organtli spole¢nosti je mozna.

Predstavenstvo

Arpad Koénye, predseda pf'edstgvenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan Kénye byl jmenovan do pozice generalniho feditele pro Ceskou
republiku, Slovensko a Madarsko v bfeznu 2016. Zodpovida za vedeni
spolecénosti Philip Morris CR a.s., Philip Morris Slovakia s.r.o.

a Philip Morris Magyarorszag Kft (Madarsko). Svou kariéru zahajil v roce
1991 v oddéleni marketingu spolec¢nosti Philip Morris International Inc.
ve Svycarsku. Pozdéiji progel ve spole¢nosti fadou daldich manazerskych
pozic v oddélenich marketingu a prodeje v rliznych ¢astech svéta.

Od roku 1997 zastaval pozici generalniho manazera v Izraeli a poté pozici
generalniho feditele v Madarsku. V roce 2006 byl jmenovan reditelem
pro oblast severni Afriky a v roce 2011 vykonnym reditelem v Pakistanu.
Od roku 2014 zastaval pozici generalniho feditele v Portugalsku.

Pan Koénye je drzitelem magisterského titulu v oboru marketing z Webster
University v Zenevé, Svycarsko.

Pan Koénye byl zvolen ¢lenem predstavenstva spole¢nosti

Philip Morris CR a.s. Fadnou valnou hromadou 29. 4. 2016 na funkéni
obdobi tfi let. Pan Kénye byl zvolen prfedsedou predstavenstva ostatnimi
¢leny predstavenstva spole¢nosti dne 29. 4. 2016.

Pan Kénye v predchozich péti letech byl a stale je ¢lenem spravnich,
fidicich nebo dozorcich organd nebo spolecnikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni

Funkce Spolecnost zalozeni funkce funkce
Pfedseda 5 Ceska
predstavenstva  Philip Morris CRa.s.  republika 29. 4. 2016
Generalni
feditel PMM-S.G.P.S., S.A.  Portugalsko 24. 4. 2014 21. 4. 2016
Generalni Tabacontrole
feditel S.G.PS.,SA. Portugalsko 24. 3. 2014 283. 3. 2016

Tabagueira - Empresa
] Industrial de Tabacos,
Reditel S.A. Portugalsko 5.2.2014 23. 3. 2016
Generalni
reditel Tabaqueira I, S.A. Portugalsko 5.2.2014 23. 3. 2016
Predseda
a vykonny Philip Morris
reditel (Pakistan) Limited Pakistan 7.7.201 1.2.2014
. Philip Morris
Reditel (Pakistan) Limited Pakistan 7.7.201 1.2.2014

Pursuant to Articles 14, 17 and 20 of the Articles of Association, the terms
of office of a member of the Board of Directors, the Supervisory Board
and the Audit Committee is three years. A member of any of these
corporate bodies may be re-elected.

Board of Directors

Arpad Kénye, Chairman of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr Kénye was appointed to the position of Managing Director

with responsibility for the Czech Republic, Slovakia and Hungary

in March 2016. He is responsible for managing Philip Morris CR a.s.,

Philip Morris Slovakia s.r.o. and Philip Morris Magyarorszag Kft (Hungary).
He began his career in Marketing department of Philip Morris International Inc.,
Switzerland in 1991. Subsequently he held a number of managerial positions
in Marketing and Sales in different parts of the world. From 1997 he acted

as General Manager in Israel and then as Managing Director in Hungary.

In 2006 he was appointed Area Director Northern Africa and in 2011 CEO

in Pakistan. From 2014 he acted as Managing Director in Portugal.

Mr Kénye holds a master’s degree in Marketing Management from Webster
University in Geneva, Switzerland.

Mr Kénye was elected as a member of the Board of Directors

of Philip Morris CR a.s. by the Annual General Meeting of Shareholders

on April 29, 2016 for a period of three years. Mr Kénye was elected

as a Chairman of the Board of Directors by the other members of the Board
of Directors on April 29, 2016.

In the previous five years Mr Kénye was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Incorporation Appointed Resigned
Chairman 3
of the Board Philip Morris CRa.s.  Czech Republic  29. 4. 2016
President PMM-S.G.P.S., S.A.  Portugal 24.4.2014 21.4.2016
Tabacontrole
President S.G.PS., SA. Portugal 24.3.2014 23.3.2016
Tabaqueira - Empresa
Industrial de Tabacos,
Director S.A. Portugal 5.2.2014 23.3.2016
President Tabaqueira Il, S.A. Portugal 5.2.2014 23.3.2016
Chairman
and Chief
Executive Philip Morris
Officer (Pakistan) Limited Pakistan 7.7.2011 1.2.2014
Philip Morris
Director (Pakistan) Limited Pakistan 7.7.2011 1.2.2014
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Stanislava Jurikova, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pani Stanislava Jurikova byla v prosinci 2011 byla jmenovana do pozice
feditelky financi a IS pro Ceskou republiku a Slovensko, a od zafi

2016 také pro Madarsko. Svou kariéru zacala ve spole¢nosti Philip Morris
Slovakia s.r.o. v roce 1996, kde zastavala riizné pozice financ¢ni kontroly
souvisejici s U¢etnictvim, vnitini kontrolou, vykaznictvim, kapitalovymi
vydaji, rozpoctovanim a planovanim. V roce 2006 presla do spole¢nosti
Philip Morris CR a.s. na pozici manazer planovani a rozvoje podnikani

se zodpovédnosti za ¢esky trh. Nasledné pulsobila ve spolecnosti Philip
Morris International Inc. ve Svycarsku v oddéleni globalniho finanéniho
planovani, manazerského vykaznictvi a systému. Od listopadu 2008 ridila
ekonomicko-spravni oddéleni ve spoleénosti Philip Morris Slovakia s.r.o.
Pani Jurikova je drzitelkou bakalarského titulu v oboru management

z Univerzity Komenského v Bratislavé a profesionalniho diplomu v oboru
management z institutu Open University Business School, Milton Keynes,
ve Velké Britanii.

Pani Jurikova byla zvolena ¢lenkou predstavenstva spole¢nosti

Philip Morris CR a.s. fadnou valnou hromadou 27. 4. 2012. Pani Jurikova byla
opétovné zvolena élenkou piedstavenstva spole¢nosti Philip Morris CR a.s.
fadnou valnou hromadou 30. 4. 2015 na funkéni obdobi tfi let.

Pani Jurikova v predchozich péti letech byla a stale je ¢lenem spravnich,
fidicich nebo dozorc¢ich organli nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spole¢nost zalozeni funkce funkce
Clen . Ceska
predstavenstva  Philip Morris CRa.s.  republika 27. 4. 2012
Philip Morris
Jednatel Slovakia s.r.o. Slovensko 29. 4. 2009 27. 4. 2012

Tomas Korkos, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Vitézna 1, 284 03 Kutna Hora

Pan Korko$ byl jmenovan do pozice feditele vnéjsich vztah( spole¢nosti
Philip Morris CR a.s. v inoru 2015. Pred tim pracoval v oddéleni vnéjgich
vztah( spole¢nosti Philip Morris Slovakia s.r.o., které od zafi 2009 vedlI.
ve Slovenském rozhlasu a pozdéji v manazerskych pozicich v BBC World
Service a TV Markiza.

Tomas Korko$ ma magistersky titul z Filozofické fakulty UPJS v Kosicich.

Pan Korkos byl v souladu s ¢lankem 14 odst. 4 Stanov jmenovan nahradnim
&lenem predstavenstva spoleénosti Philip Morris CR a.s. ostatnimi leny
predstavenstva dne 9. 2. 2015, a to na obdobi az do konani pristi valné
hromady dne 30. 4. 2015. Pan Korkos$ byl zvolen ¢lenem predstavenstva
spoleénosti Philip Morris CR a.s. fadnou valnou hromadou 30. 4. 2015

na funkéni obdobi tfi let.
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Stanislava Jurikova, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mrs Stanislava Jurikova was appointed to the position of Director
Finance & IS for the Czech Republic and Slovakia in December 2011,
and in September 2016 also for Hungary. She began her career with
Philip Morris Slovakia s.r.o. in 1996 and has held various positions
overseeing finance activities related to accounting, internal controls,
reporting, capital expenditure, budgeting and planning. In 2006 she
was relocated to Philip Morris CR a.s. as Manager Planning & Business
Development, responsible for Czech market, followed by an assignment
in Philip Morris International Inc. in Switzerland in the global Financial
Planning, Management Reporting & Systems department. Since
November 2008 she managed the Finance & Administration department
in Philip Morris Slovakia s.r.o.

Mrs Jurikova holds a Bachelor Degree in Management from the Comenius
University in Bratislava and a Professional Diploma in Management from
the Open University Business School, Milton Keynes, UK.

On April 27, 2012 Mrs Jurikova was elected as a member of the Board

of Directors of Philip Morris CR a.s. by the Annual General Meeting

of Shareholders. On April 30, 2015 Mrs Jurikova was re-elected as

a member of the Board of Directors of Philip Morris CR a.s. by the Annual
General Meeting of Shareholders for a period of three years.

In the previous five years Mrs Jurikova was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Incorporation Appointed Resigned
Member )
of the Board Philip Morris CRa.s.  Czech Republic 27. 4. 2012
Executive Philip Morris
Officer Slovakia s.r.o. Slovakia 29.4.2009 27.4.2012

Tomas Korkos, member of the Board of Directors
Contact address: Philip Morris CRa.s., Vitézna 1, 284 03 Kutna Hora

Mr Korko$ was appointed Director of Corporate Affairs of Philip Morris CR a.s.,
effective February 2015. Prior to that he worked at the Department

of Corporate Affairs Philip Morris Slovakia s.r.0., which he then led from
September 2009. His previous career developed in the media, when

he worked as a journalist in the Slovak Radio and later in management
positions at BBC World Service and TV Markiza. Tomas Korko$ holds

a degree from Faculty of Philosophy UPJS in Kosice.

Pursuant to Article 14 par. 4 of the Articles of Association, Mr Korko$ was
appointed as a substitute member of the Board of Directors of Philip Morris
CR a.s. by the other members of the Board of Directors on February 9, 2015
until the next General Meeting to be held on April 30, 2015. On April 30, 2015
Mr Korkos was elected as a member of the Board of Directors

of Philip Morris CR a.s. by the Annual General Meeting of Shareholders

for a period of three years.
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Pan Korkos v pfedchozich péti letech byl a stale je ¢lenem spravnich,
fidicich nebo dozorc¢ich organi nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spole¢nost zalozeni funkce funkce
Clen . Ceska
predstavenstva  Philip Morris CRa.s.  republika 9.2.2015
Philip Morris Slovenska
Jednatel Slovakia s.r.o. republika 30. 4. 2010 30. 4. 2015

Petr Karla, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan Karla byl jmenovan do pozice feditele vyroby spole¢nosti

Philip Morris CR a.s. v bfeznu 2015. Svou kariéru zahajil ve spoleénosti
Tabak, a.s., vroce 1991. Poté pusobil ve Philip Morris na riznych
pozicich s rostouci odpoveédnosti v oblasti inZenyringu a vyroby.
Zastaval pozici reditele tovarny Philip Morris Izora v Petrohradé, reditele
vyroby Philip Morris CR a.s. v Kutné Hore, feditele vyroby Philip Morris
Products S.A. ve Svycarském Neuchatelu pro skupinu zapadni Evropy
a skupinu jiznich zemi EEMA, feditele vyroby Philip Morris v Turecku

a generalniho feditele Philip Morris Holland Holdings B.V.

Pan Karla je drzitelem magisterského titulu fakulty strojni CVUT v Praze.

Pan Karla byl zvolen ¢lenem predstavenstva spole¢nosti
Philip Morris CR a.s. fadnou valnou hromadou 30. 4. 2015
na funkéni obdobi tfi let.

Pan Karla v pfedchozich péti letech byl a stale je ¢lenem spravnich, fidicich
nebo dozorcich organt nebo spole¢nikem v nasledujicich spolec¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spoleénost zaloZeni funkce funkce
Clen . Ceska
predstavenstva  Philip Morris CRa.s.  republika 30. 4. 2015
} Philip Morris
Reditel Holland B.V. Nizozemi 1.7.2012 3.1.2015
} Philip Morris Holland
Reditel Holdings B.V. Nizozemi 1.7.2012 12.8. 2014
Reditel Dumas B.V. Nizozemi 1.7.2012 12.8.2014
Latin America
. and Canada
Reditel Investments B.V. Nizozemi 1.7.2012 12.8.2014
BYTY RUZYNE s.ro. Ceska
Likvidator v likvidaci republika 12. 11. 2015
Jednatel BYTY RUZYNE s.ro. Ceska
a spolecnik v likvidaci republika 30. 5. 2009

In the previous five years Mr Korkos$ was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Incorporation Appointed Resigned
Member of the 3
Board Philip Morris CRa.s.  Czech Republic 9. 2.2015
Executive Philip Morris
Officer Slovakia s.r.o. Slovakia 30.4.2010 30.4. 2015

Petr Karla, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr Karla was appointed to the position of Director Operations

of Philip Morris CR a.s. in March 2015. He began his career with

the company Tabak, a.s. in 1991. Subsequently he held different
position in Philip Morris with increasing level of responsibility in area

of Engineering & Maintenance and Manufacturing. He worked as
Director Factory in ZAO Philip Morris Izhora, Saint Petersburg, Russia,
as Director Operations of Philip Morris CR a.s. in Kutna Hora, as Director
Operations Philip Morris Products S.A. (Neuchatel/Switzerland) for West
Europe Cluster and for EEMA South Cluster, as Director Operations
Philip Morris Turkey and as General Manager Philip Morris Holland
Holdings B.V.

Mr Karla holds a Master degree from the CVUT Prague, Faculty

of Mechanical Engineering.

Mr Karla was eIepted as a member of the Board of Directors
of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 30, 2015 for a period of three years.

In the previous five years Mr Karla was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Incorporation Appointed Resigned
Member ;
of the Board Philip Morris CRa.s.  Czech Republic ~ 30. 4. 2015
Philip Morris
Director Holland B.V. Netherlands 1.7.2012 3.1.2015
Philip Morris Holland
Director Holdings B.V. Netherlands 1.7.2012 12.8.2014
Director Dumas B.V. Netherlands 1.7.2012 12.8.2014
Latin America
and Canada
Director Investments B.V. Netherlands 1.7.2012 12.8.2014
BYTY RUZYNE s.r.0.
Liquidator v likvidaci Czech Republic 12.11.2015
Executive BYTY RUZYNE s.r.0.
Officer, Partner v likvidaci Czech Republic 30.5.2009
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Istvan Borus, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan Borus byl jmenovan do pozice reditele prodeje a distribuce CZ

v lednu 2016. Svoji kariéru zah4jil v roce 2003 ve spole¢nosti

Philip Morris Hungary Ltd. a poté vykonaval r(izné pozice s rostouci
odpovédnosti v oddéleni prodeje. V roce 2009 plsobil ve spole¢nosti
Philip Morris International Inc. ve Svycarsku v oddéleni globalnich strategii
prodeje. V roce 2010 se vratil do Madarska jako manazer prémiovych
znacek v oddéleni marketingu. Od ¢ervna 2011 pusobil v pozici feditele
prodeje spole¢nosti Philip Morris Hungary Ltd.

Pan Borus je drzitelem bakalarského titulu v oboru ekonomie z univerzity
Babes-Bolyai, Cluj-Napoca v Rumunsku a magisterského titulu v oboru
Business Administration z Central European University v Budapesti

v Madarsku.

Pan Borus byl v souladu s ¢lankem 14 odst. 4 Stanov jmenovan nahradnim
&lenem predstavenstva spoleénosti Philip Morris CR a.s. ostatnimi leny
predstavenstva dne 18. 1. 2016, a to na obdobi az do konani pristi valné
hromady dne 29. 4. 2016. Pan Borus byl zvolen ¢lenem predstavenstva
spolecénosti Philip Morris CR a.s. fadnou valnou hromadou 29. 4. 2016

na funkéni obdobi tfi let.

Pan Borus v pfedchozich péti letech byl a stéle je ¢lenem spravnich,
fidicich nebo dozor¢ich organl nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spolecnost zalozeni funkce funkce
Clen 5 Ceska
predstavenstva  Philip Morris CRa.s.  republika 18. 1. 2016

Johannes Franciscus Gerardus Vroemen, pifedseda dozor¢i rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan Vroemen zacal pracovat pro skupinu Philip Morris International

v roce 1995 v Nizozemi. Poté zastaval pozici manazera financi v Recku,
feditele financi ve Svycarské a némecké pobocce, reditele Centra
finan¢nich sluzeb pro Evropu v Krakové a feditele konsolidace a ucetnictvi
Philip Morris International Inc. V souc¢asné dobé zastava pozici Vice
President EU Finance ve Philip Morris International Management S.A.

a je odpovedny za finan¢ni zalezitosti regionu Evropské unie. Pan Vroemen
je drzitelem magisterského titulu v oboru ekonomie z Tilburg University

v Nizozemi a je autorizovanym ucéetnim a ¢lenem Netherlands Institute

of Chartered Accountants.

Pan Vroemen byl v souladu s ¢lankem 17 odst. 2 Stanov jmenovan
nahradnim ¢lenem dozoréi rady a zvolen predsedou dozorcéi rady
spoleénosti Philip Morris CR a.s. ostatnimi ¢leny dozordi rady

dne 18. 8. 2014, a to na obdobi az do konani pristi valné hromady

dne 30. 4. 2015. Pan Vroemen byl dne 30. 4. 2015 zvolen ¢lenem dozorci
rady spole¢nosti Philip Morris CR a.s. fadnou valnou hromadou na funkéni
obdobi tfi let.
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Istvan Borus, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr Borus was appointed Director Sales and Distribution CZ

of Philip Morris CR a.s. in January 2016. He began his career with

Philip Morris Hungary Ltd. in 2003 and has held various positions

of increasing responsibility in the Sales department. In 2009 he completed
an assignment in Philip Morris International Inc. in Switzerland in the Global
Sales Strategy department. In 2010 he returned to Hungary as Group
Brand Manager Premium Brands in the Marketing department. Since

June 2011 he acted as Director Sales of Philip Morris Hungary Ltd.

Mr Borus holds a Bachelor Degree in Economics from Babes-Bolyai
University, Cluj-Napoca, Romania and a Master of Business Administration
Diploma from the Central European University in Budapest, Hungary.

Pursuant to Article 14 par. 4 of the Articles of Association, Mr Borus
was appointed as a substitute member of the Board of Directors

of Philip Morris CR a.s. by the other members of the Board of Directors
on January 18, 2016 until the next General Meeting to be held on April
29, 2016. Mr Borus was elected as a member of the Board of Directors
of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 29, 2016 for a period of three years.

In the previous five years Mr Borus was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Incorporation Appointed Resigned
Member .
of the Board Philip Morris CRa.s.  Czech Republic 18. 1. 2016

Supervisory Board

Johannes Franciscus Gerardus Vroemen, Chairman of the Supervisory
Board
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr Vroemen joined Philip Morris in 1995 in the Netherlands. Subsequently
he worked for Philip Morris as Manager Finance in Greece, as Director
Finance in the Swiss and German affiliates, as head of the Finance Service
Center Europe in Krakow and as Director Consolidations and Accounting
of Philip Morris International Inc. He currently holds the position of Vice
President EU Finance in Philip Morris International Management S.A.,

with responsibility for Finance in the European Union. He holds a Master

in Economics from Tilburg University in the Netherlands and is a Chartered
Accountant registered with the Netherlands Institute of Chartered
Accountants.

Pursuant to Article 17 par. 2 of the Articles of Association, Mr Vroemen
was appointed as a substitute member and elected as a Chairman

of the Supervisory Board of Philip Morris CR a.s. by the other members
of the Supervisory Board on August 18, 2014 until the next General
Meeting on April 30, 2015. Mr Vroemen was elected as a member

of the Supervisory Board of Philip Morris CR a.s. by the Annual General
Meeting of Shareholders on April 30, 2015 for a period of three years.
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Pan Vroemen v pfedchozich péti letech byl a stale je ¢lenem spravnich,
fidicich nebo dozorc¢ich organi nebo spole¢nikem v nasledujicich

spole¢nostech:
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In the previous five years Mr Vroemen was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:
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Director
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Imarus Johannes Adalarius van Lieshout, ¢len dozor¢i rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan van Lieshout zac¢al pracovat pro Philip Morris v roce 1994

a nasledné zastaval pozice s rostouci odpovédnosti v oblasti financi.

Pan van Lieshout pUsobil jako feditel financi v madarské pobocce

Philip Morris International Inc. do srpna 2014, kdy byl jmenovan do pozice
EU Controller ve Philip Morris International Management S.A. ve Svycarsku
s odpovédnosti za region Evropské unie. Pan van Lieshout je drzitelem
titulu MScBA z univerzity v Tilburgu v oblasti podnikové ekonomiky.

Pan van Lieshout byl dne 30. 4. 2015 zvolen ¢lenem dozoréi rady
spolec¢nosti Philip Morris CR a.s. fadnou valnou hromadou na funkéni
obdobi tfi let.

Pan van Lieshout v predchozich péti letech byl a stale je ¢lenem spravnich,
fidicich nebo dozorcich organt nebo spolecnikem v nasledujicich
spole¢nostech:

Den
Jurisdikce Denvzniku  skonéeni
Funkce Spoleénost zalozeni funkce funkce
Clen dozorgi
rady a vyboru
pro audit Philip Morris CR a.s. Ceskarepublika ~ 30. 4. 2015

Prof. Ing. Alena Zemplinerova, CSc., ¢len dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Prof. Zemplinerova v letech 1991-1992 studovala na Princeton University
a pracovala pro Solomon Brothers, Inc., Research Department, Emerging
Market Group. Od roku 1993 plsobila jako védecka pracovnice

na CERGE-NHU a od roku 1999 pfednasela na VSE Praha, kde byla

od roku 2012 ¢lenkou védecké rady Narodohospodarskeé fakulty. V letech
2010-2013 pracovala jako vedouci Katedry ekonomie a managementu
CEVRO Institutu a od roku 2014 prednasi na Anglo-americké vysoké skole
v Praze. Ve vyzkumné oblasti fidila a i¢astnila se projektd OECD, EU

a Svétové banky zamérenych na restrukturalizaci podnikd, pfimé zahrani¢ni
investice a evropskou integraci. V obdobi 2004-2006 byla ¢lenkou Sboru
ekonomickych poradct pro soutézni politiku (EAGCP) Evropské komise,
Generalni reditelstvi pro hospodarskou soutéz (DG Competition).

Prof. Zemplinerova byla zvolena ¢lenkou dozor¢i rady spole¢nosti

Philip Morris CR a.s. fadnou valnou hromadou 26. 4. 2013.

Prof. Zemplinerova byla opétovné zvolena ¢lenem dozorci rady spolecnosti
Philip Morris CR a.s. fadnou valnou hromadou 30. 4. 2015 na funkéni
obdobi tfi let.
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Imarus Johannes Adalarius van Lieshout, member of the Supervisory
Board ;
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr van Lieshout joined Philip Morris in 1994 holding positions of increasing
responsibility in Finance. He worked as Director Finance in the Hungarian
affiliate of Philip Morris International Inc. until August 2014, when he was
appointed to the position of EU Controller in Philip Morris International
Management S.A. in Switzerland with the responsibility for the European
Union Region. Mr van Lieshout holds an MScBA from the Tilburg University
in Business Economics.

Mr van Lieshout was elected as a member of the Supervisory Board
of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 30, 2015 for a period of three years.

In the previous five years Mr van Lieshout was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Name Incorporation Appointed Resigned
Member of
Supervisory
Board
and Audit )
Committee Philip Morris CR a.s. Czech Republic  30. 4. 2015

Prof. Ing. Alena Zemplinerova, CSc., member of the Supervisory Board
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Prof. Zemplinerova studied at Princeton University and worked for
Solomon Brothers, Inc., Research Department, Emerging Market

Group during 1991-1992. Since 1993 she was working as a senior
researcher at CERGE-EI. Since 1999 she was lecturing at the University
of Economics in Prague (VSE) where she was since 2012 member

of the Scientific Board of the Faculty of Economics. During 2010-2013
she was a head of the Department of Economics and Management

at CEVRO Institute and since 2014 she has been full time professor at
Anglo-American University Prague. She was managing and coordinating
numerous projects within the OECD, EU, The World Bank, EBRD focusing
on restructuring and foreign direct investments and European integration.
During 2004-2006 she served as a member of the Economic Advisory
Group for Competition Policy at DG-Competition, European Commission,
DG Competition.

On April 26, 2013 Prof. Zemplinerova was elected as a member

of the Supervisory Board of Philip Morris CRa.s. by the Annual General
Meeting of Shareholders. On April 30, 2015 she was re-elected

as a member of the Supervisory Board of Philip Morris CR a.s.

by the Annual General Meeting of Shareholders for a period of three years.
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Prof. Zemplinerova v predchozich péti letech byla a stale je ¢lenem
spravnich, fidicich nebo dozorcich organ nebo spole¢nikem
v nasledujicich spole¢nostech:

Den
Jurisdikce Den vzniku skonéeni
Funkce Spolecnost zalozeni funkce funkce
Clen dozordi 5 .
rady Philip Morris CR a.s. Ceska republika 26. 4. 2013
Centrum ekonomickych
. studii Vysoké skoly
Clen dozor¢i ekonomie ;
rady amanagementu, o.p.s. Ceskarepublika 8.2.2010 8.2.2013
Clen i
predstavenstva  Associated Energy, a.s. Ceskarepublika 18.6.2010 20.5.2013

Vaclav Beranek, ¢len dozorc¢i rady
Kontaktni adresa: Philip Morris CRa.s., Vitézna 1, 284 03 Kutna Hora

Pan Beranek zacal pracovat ve spoleénosti Philip Morris CR a.s v fijnu
1996. Poté pracoval na pozici operator, mechanik a od roku 2012 zastava
pozici mechanik preventivni Udrzby s odpovédnosti za balici stroje,
dopravnikové systémy, prepravu hotovych vyrobku a linku OTP z hlediska
preventivni udrzby. Pan Beranek byl zvolen v roce 1998 do vyboru
odborové organizace NOS PPP PM CR Kutna Hora, kde pisobi ve funkci
mistopredsedy vyboru organizace a zaroven je ¢lenem evropské podnikoveé
rady zaméstnanctl PM za Ceskou republiku. Pan Beranek absolvoval
stfedni odborné udilisté strojirenské v oboru obrabéc kovd.

Pan Beranek byl dne 30. 4. 2015 zvolen ¢lenem dozorci rady spole¢nosti
Philip Morris CR a.s. valnou hromadou spoleénosti Philip Morris CR a.s.
na obdobi tfi let.

Pan Beranek v predchozich péti letech byl a stale je ¢lenem spravnich,
fidicich nebo dozor¢ich organli nebo spole¢nikem v nasledujicich
spole¢nostech:

Den
Jurisdikce Den vzniku skonceni
Funkce Spolecnost zalozeni funkce funkce
Clen dozor¢i 5 .
rady Philip Morris CR a.s. Ceska republika 30. 4. 2015

Johannes Franciscus Gerardus Vroemen, predseda vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan Vroemen zacal pracovat pro skupinu Philip Morris v roce 1995

v Nizozemi. Poté zastaval pozici manazera financi v Recku, reditele
financi ve Svycarské a némecké pobocce, reditele Centra finanénich
sluzeb pro Evropu v Krakové a reditele konsolidace a ucéetnictvi

Philip Morris International Inc. V sou¢asné dobé zastava pozici Vice
President EU Finance ve Philip Morris International Management S.A.

a je odpovédny za finan¢ni zalezitosti regionu Evropskeé unie.

Pan Vroemen je drzitelem magisterského titulu v oboru ekonomie z Tilburg
University v Nizozemi a je autorizovanym uc¢etnim a ¢lenem Netherlands
Institute of Chartered Accountants.

Pan Vroemen byl dne 30. 4. 2015 zvolen ¢lenem vyboru pro audit
spoleénosti Philip Morris CR a.s. fadnou valnou hromadou na funkéni
obdobi tfi let.

In the previous five years Prof. Zemplinerova was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date

Function Company Name Incorporation Appointed Resigned
Supervisory .
Board Member  Philip Morris CR a.s. Czech Republic  26. 4. 2013

Centrum ekonomickych

studii Viysoké skoly
Supervisory ekonomie
Board Member a managementu, o.p.s. Czech Republic 8.2.2010 8.2.2013
Member
of the Board
of Directors Associated Energy, a.s. Czech Republic 18.6.2010 20.5. 2013

Vaclav Beranek, member of the Supervisory Board
Contact address: Philip Morris CR a.s., Vitézna 1, 284 01 Kutna Hora

Mr Beranek joined Philip Morris CR a.s. in October 1996. Subsequently,
he worked for Philip Morris CR a.s. as operator, mechanic and since 2012
as mechanic of secondary support maintenance responsible for packaging
machines, conveyor systems, transportation of finished products and OTP
line in terms of maintenance. Mr Beranek was elected in 1998 to the Trade
Union Committee NOS PPP PM CR in Kutna Hora in which he is active

as a Vice-Chairman. He is a member of PM European Works Council

for Czech Republic. Mr Beranek graduated from secondary vocational
school of engineering.

Mr Beranek was elected as a member of the Supervisory Board
of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 30, 2015 for a period of three years.

In the previous five years Mr Beranek was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Name Incorporation Appointed Resigned
Supervisory 3
Board Member  Philip Morris CR a.s. Czech Republic  30. 4. 2015

Audit Committee

Johannes Franciscus Gerardus Vroemen, Chairman of the Audit
Committee
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr Vroemen joined Philip Morris in 1995 in the Netherlands. Subsequently
he worked for Philip Morris as Manager Finance in Greece, as Director
Finance in the Swiss and German affiliates, as head of the Finance Service
Center Europe in Krakow and as Director Consolidations and Accounting
of Philip Morris International Inc. He currently holds the position of Vice
President EU Finance in Philip Morris International Management S.A.,

with responsibility for Finance in the European Union.

He holds a Master in Economics from Tilburg University in the Netherlands
and is a Chartered Accountant registered with the Netherlands Institute

of Chartered Accountants.

Mr Vroemen was elected as a member of the Audit Committee

of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 30, 2015 for a period of three years.
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Pan Vroemen v pfedchozich péti letech byl a stale je ¢lenem spravnich,

fidicich nebo dozorc¢ich organl nebo spole¢nikem v nasledujicich

spole¢nostech:

Funkce
Reditel

Reditel
Reditel
Reditel

Predseda
dozor¢i rady
a vyboru

pro audit

Reditel

Reditel
Reditel

Reditel

Clen
Reditel
Reditel

Reditel

Mistopredseda
Reditel

Manazer

Predseda
predstavenstva

Mistopredseda

Reditel

Clen
predstavenstva
Clen
predstavenstva
Clen
predstavenstva
Reditel

Clen dozordi
rady

Clen
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Reditel

Reditel

Reditel

Reditel
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Nicocigs Limited

Philip Morris
Benelux B.V.B.A.
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Philip Morris ApS

Philip Morris CR a.s.
Acrin (Tobaccos) Limited

George Dobie & Son
Limited

Godfrey Phillips Limited

Orecla Investments
Limited

Papastratos Cigarettes
Manufacturing
Company S.A.

Park (U.K.) Limited
Park Tobacco Limited

Philip Morris &
Company (UK) Limited

Philip Morris
International Service
Center, S.L. Sociedad
Unipersonal

Philip Morris Limited

Philip Morris
Luxembourg S.a.r.l.

Philip Morris S.A.
Philip Morris Spain, S.L.

United Kingdom
Tobacco Company
Limited (The)

Philip Morris Finland Oy
Philip Morris Norway AS

Philip Morris Aktiebolag
PM Tobakk Norge AS

Philip Morris Polska
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Philip Morris
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Philip Morris GmbH
Philip Morris
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In the previous five years Mr Vroemen was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Function

Director

Director
Director
Director

Chairman

of Supervisory
Board

and Audit
Committee

Director

Director

Director

Director

Member
Director

Director

Director

Vice Chairman

Director

Manager

Chairman of
The Board

Vice Chairman

Director

Member of the
Board

Member
of the Board

Member
of the Board

Director

Supervisory
Board Member

Management
Board Member
Director
Director

Director

Director

Company Name
Nicocigs Limited

Philip Morris
Benelux B.V.B.A.

Philip Morris Italia S.r.I.
Philip Morris ApS

Philip Morris CR a.s.
Acrin (Tobaccos) Limited

George Dobie & Son
Limited

Godfrey Phillips Limited

Orecla Investments
Limited

Papastratos Cigarettes
Manufacturing
Company S.A.

Park (U.K.) Limited
Park Tobacco Limited

Philip Morris &
Company (UK) Limited

Philip Morris
International Service
Center, S.L. Sociedad
Unipersonal

Philip Morris Limited

Philip Morris
Luxembourg S.a.r.l.

Philip Morris S.A.
Philip Morris Spain, S.L.

United Kingdom
Tobacco Company
Limited (The)

Philip Morris Finland Oy
Philip Morris Norway AS

Philip Morris Aktiebolag
PM Tobakk Norge AS

Philip Morris Polska
Spotka Akcyjna

Philip Morris
Austria GmbH

Philip Morris GmbH

Philip Morris
Manufacturing GmbH

{6 Geschaftsfuhrungs
GmbH

{6 Cigarettenfabrik
GmbH & Co.KG

Jurisdiction of
Incorporation
United Kingdom

Belgium
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Czech Republic
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Imarus Johannes Adalarius van Lieshout, ¢len vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan van Lieshout zac¢al pracovat pro Philip Morris v roce 1994

a nasledné zastaval pozice s rostouci odpovédnosti v oblasti financi.

Pan van Lieshout pusobil jako reditel financi v madarské pobocce

Philip Morris International Inc. do srpna 2014, kdy byl jmenovan do pozice
EU Controller ve Philip Morris International Management S.A. ve Svycarsku
s odpovédnosti za region Evropské unie.

Pan van Lieshout je drzitelem titulu MScBA z univerzity v Tilburgu v oblasti
podnikové ekonomiky.

Pan van Lieshout byl dne 30. 4. 2015 zvolen ¢lenem vyboru pro audit
spolecénosti Philip Morris CR a.s. fadnou valnou hromadou na funkéni
obdobi tfi let.

Pan van Lieshout v pfedchozich péti letech byl a stale je ¢lenem spravnich,
fidicich nebo dozor¢ich organli nebo spole¢nikem v nasledujicich
spole¢nostech:

Den
Jurisdikce Den vzniku skonceni
Funkce Spolecnost zalozeni funkce funkce
Clen dozordi
rady a vyboru ; ;
pro audit Philip Morris CR a.s. Ceskarepublika  30. 4. 2015

Johannis van Capelleveen, ¢len vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo namésti 10, 120 00 Praha

Pan van Capelleveen ziskal ekonomické vzdélani se zamérenim

na Ucetnictvi a audit na univerzité v Amsterdamu a obdrzel titul LL.M.

na univerzité v Londyné. Je ¢lenem nékolika profesnich organizaci

véetné Komory danovych poradcti Ceské republiky. V letech 1984-1993
pUsobil jako asistent - auditor ve spole¢nosti Ernst & Young v Nizozemi
av Praze. Nasledné pracoval jako samostatny poradce v oboru uc¢etnictvi
av letech 1996-1997 pracoval jako auditor spole¢nosti Hermann
Hemmelrath & Partner v Praze. Od roku 1997 do roku 2009 pusobil

na rlznych pozicich v danovém oddéleni spole¢nosti Coopers & Lybrand/
PricewaterhouseCoopers v Praze. V roce 2009 zacal pusobit jako darnovy
poradce ve spolec¢nosti PRK ECOVIS Praha, jehoz danoveé oddéleni se
nasledné sloucilo s danovym oddélenim spole¢nosti BDO. Od zari 2010
pracuje pan Van Capelleveen jako nezavisly danovy poradce. V roce 2012
se stal danovym partnerem ve spole¢nosti ECOVIS.

Pan van Capelleveen je ¢lenem vyboru pro audit spole¢nosti Philip Morris
CR a.s. od 30. 4. 2010. Dne 30. 4. 2015 byl opétovné zvolen ¢lenem
vyboru pro audit spoleénosti Philip Morris CR a.s. fadnou valnou hromadou
na funkéni obdobi tfi let.

Pan van Capelleveen v predchozich péti letech byl a stale je clenem
spravnich, fidicich nebo dozorc¢ich organti nebo spole¢nikem
v nasledujicich spolec¢nostech:

Den
Jurisdikce Den vzniku  skonéeni
Funkce Spolecnost zalozeni funkce funkce
Clen wyboru 5 .
pro audit Philip Morris CR a.s. Ceska republika 30. 4. 2010
Jednatel, )
spolecnik ECOVIS CBC Taxs.r.o. Ceskarepublika 19.1.2012

Imarus Johannes Adalarius van Lieshout, member of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr van Lieshout joined Philip Morris in 1994 holding positions of increasing
responsibility in Finance. He worked as Director Finance in the Hungarian
affiliate of Philip Morris International Inc. until August 2014, when he was
appointed to the position of EU Controller in Philip Morris International
Management S.A. in Switzerland with the responsibility for the European Union
Region.

Mr van Lieshout holds an MScBA from the Tilburg University in Business
Economics.

Mr van Lieshout was elected as a member of the Audit Committee
of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 30, 2015 for a period of three years.

In the previous five years Mr van Lieshout was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Name Incorporation Appointed Resigned
Member
of Supervisory
Board and Audit
Committee Philip Morris CR a.s. Czech Republic  30. 4. 2015

Johannis van Capelleveen, member of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo nam. 10, 120 00 Prague

Mr van Capelleveen studied economics with focus on accounting and auditing
at the University of Amsterdam and was also awarded an LL.M. degree

by the University of London. He is a member of several professional
organizations, including the Chamber of Tax Advisors of the Czech Republic.
From 1984 to 1993 he worked as an assistant-auditor for Ernst & Young

in the Netherlands and in Prague. He then worked as an independent
accounting consultant and in the years 1996 - 1997 as an auditor

with Hermann Hemmelrath & Partner in Prague. From 1997 until 2009

he held various positions in the tax department of Coopers & Lybrand/
PricewaterhouseCoopers in Prague. From 2009 he worked as a tax

adviser at PRK ECOVIS Prague, which tax department later merged with

the tax department of BDO. Mr van Capelleveen commenced business

as an independent tax adviser in September 2010. In 2012 he became

a tax partner in ECOVIS.

Mr van Capelleveen has been a member of the Audit Committee

of Philip Morris CR a.s. since April 30, 2010. Mr van Capelleveen

was re-elected as a member of the Audit Committee of Philip Morris CR a.s.
by the Annual General Meeting of Shareholders on April 30, 2015 for a period
of three years.

In the previous five years Mr van Capelleveen was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction of Date Date
Function Company Name Incorporation Appointed Resigned
Audit
Committee .
Member Philip Morris CR a.s. Czech Republic  30. 4. 2010
Executive
Officer, Partner ECOVIS CBC Tax s.r.o. Czech Republic  19. 1. 2012
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