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Philip Morris CR a.s. je spole¢nosti v rdmci skupiny Philip Morris
International Inc. (PMI) a je nejvétsim vyrobcem a prodejcem
tabdkovych vyrobkd a rovnéz distributorem bezdymnych
tabakovych vyrobk( HEETS, zatizeni /QOS a s nim souvisejiciho
prislusenstvi v Ceské republice. Philip Morris CR a.s. je kotovdna
na Burze cennych papirt Praha (BCPP). Spolec¢nost, kterd

zde plsobi jiz od roku 1992, zaméstnava vice nez 1000 lidi
napfi¢ Ceskou republikou. Philip Morris CR a.s. vlastni 99%
obchodni podil v dcefiné spolecnosti Philip Morris Slovakia s.r.o.,
registrované ve Slovenské republice. Spolecnost vice nez

27 let prispiva na pomoc rdznym charitativnim projektdm,
véetné projektd zahrnujicich podporu socialnich programd

zamérenych na zlepseni zivotni podminek v mistnich komunitach.

Vice informaci Ize nalézt na www.philipmorris.cz.
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Philip Morris CR a.s., an affiliate of Philip Morris International Inc.
(PMI), is the largest manufacturer and distributor of tobacco
products and also a distributor of smoke-free tobacco products
HEETS, IQOS devices and related accessories in the Czech
Republic and is listed on the Prague Stock Exchange (Burza
cennych papirt Praha). The company, which has been present
in the country since 1992, employs more than 1000 people
across the Czech Republic. Philip Morris CR a.s. has a 99% interest
in Philip Morris Slovakia s.r.o. registered in the Slovak Republic.
Over the past 27 years, Philip Morris CR a.s. has supported
numerous charitable projects, including the development

of social programs aimed at improving living conditions in local
communities. For more information, see www.philipmorris.cz.
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Konsolidované Gdaje
(v milionech Kg¢)

TrZby bez spotrebni

Consolidated Highlights
(in CZK million)

Revenues, net of excise

dané a DPH 14082 12200 15,4 tax and VAT 14 082 12200 15.4
Provozni zisk 4789 4347 10,3 Profit from operations 4789 4342 10.3
Zisk pfed zdanénim 4800 4 33] 10,8 Pre-tax income 4800 4331 10.8
Cisty zisk 3836 3484 10,1 Net income 3836 3484 10.1
Zisk na akcii (K&) 1397 1269 Earnings per share (CZK) 1397 1269

Odbyt podle segmentu

(v milionech ekvivalentnich jednotek)!

Shipments per Segment
(in million units’ equivalent)’

Ceska republika 8550 8790 -2,7 Czech Republic 8550 8790 Q.7)
Slovensko 4271 4M7 3,7 Slovakia 4271 4M7 3.7
Celkem 12820 12907 -0,7 Total 12820 12907 0.7)

1 0dbyt, véetné ostatnich tabakovych produktd, jako jsou cigarillos, tabak pro ru¢ni virobu cigaret
(0,739 je ekvivalentem jedné cigarety) a vice-objemovy tabak pro ru¢ni vyrobu cigaret (0,609
je ekvivalentem jedné cigarety), jakoZ i tabakové napingé HEETS (v Ceské republice) a HEETS
(na Slovensku).

Trzby bez zapocteni

spotfebni dané a DPH vzrostly o:
Revenues, net of excise tax

and VAT increased by:

Cisty zisk vzrostl o:
Net income increased by:

1 Shipments include other tobacco products such as cigarillos, tobacco for make-your-own cigarettes
(0.73g is equivalent to 1 cigarette) and volume tobacco for make-your-own cigarettes (0.60g
is equivalent to 1 cigarette), as well as heated tobacco units HEETS (in Czech Republic) and HEETS
(in Slovakia).

Zisk pfed zdanénim vzrostl o:
Pre-tax income increased by:

1 269ke
2017

1 397ke
2018

Zisk na akcii:
Earnings per share (in CZK):

Konsolidované Gdaje
Consolidated Highlights



Uvodni slovo
Introductory Word

A Uvodni slovo
Introductory Word




Vazené akcionarky, vazeni akcionari,

v uplynulém roce jsme opét dosahli vynikajicich hospodarskych
vysledkU. Konsolidované trzby spole¢nosti, bez zapocteni
spotfebni dané a DPH, vzrostly 0 15,4 procenta, zisk pred
zdanénim 010,8% a rlst Cistého zisku dosahl 10,1% v roce 2018

v porovnani s pfedchozim rokem. Zisk na akcii stoupl z 1269 K¢
vroce 2017 na 1397 K¢ v roce 2018. Tohoto pozitivniho vysledku
bylo dosazeno zejména v disledku pfiznivého vyvoje cen v Ceské
republice a Slovenské republice.

S potésenim mohu konstatovat, Ze v loriském roce jsme v Ceské
i Slovenské republice dosahli dalsiho vyznamného pokroku

na cesté za nasi vizi budoucnosti bez koure. Uvédomujeme si,

7e od podnikatelskych subjektl se ocekava, ze budou v co nejveétsi
mife omezovat skody spojené se svymi produkty. Proto jsme

se prihlasili ke globalIni vizi PMI, nabidnout dospélym kufakdm,
ktefi by jinak pokracovali v koureni, lepsi alternativu k cigaretam.
Prostrednictvim prilomového védeckého vyzkumu spole¢nost
PMI vyvinula fadu produktl bez koure, které jsou pro dospélé
kuraky pfijemné a maji potencial vyrazné snizit zdravotni rizika
ve srovnani s koufenim.

Na obou trzich uspésné distribuujeme nejpokrocilejsi platformu
ze svého portfolia bezdymnych vyrobk( - elektronické zarizeni
1QOS s tabdkovymi napinémi HEETS. BEhem roku 2018 jsme
zaregistrovali 165 000 novych uzivateld v Ceské republice

a 81 000 ve Slovenskeé republice. Od uvedeni elektronického
zafizeni /IQOS na cesky trh v cervenci 2017 to znamena

celkovy pocet registrovanych uzivatell v objemu 226 000;

na slovenském trhu od doby uvedeni na trh v srpnu 2017 &ini

111 000 registrovanych uzivatell. Co se tyka podilu tabdkovych
naplni HEETS na trhu v roce 2018, v Ceské republice ¢inil 2,6 %
a ve Slovenskeé republice 3,7 %. To potvrzuje, ze dospéli kuraci

v obou zemich maji aktivni zajem prejit na alternativy, které majf
nizsi zdravotni riziko, v porovnani s pokracovanim v kourent.
Ukazuje se, Zze PMI ucinila spravné rozhodnuti, kdyz zacala
investovat do vyzkumu a vyvoje, védy a transformace firmy.
Jsme otevreni vefejnému dialogu i reakcim spotiebiteld na to,
jak jesté [épe prispét k budoucnosti bez koure.

Dear Shareholder,

We have delivered another set of robust financial results during
last year. Our Consolidated Revenues (net of excise tax and VAT)
are up by 15.4%, Pre-Tax Income is up by 10.8% and Net Income
isup by 10.1% in 2018 versus the previous year. Our Earnings

per share increased from CZK 1,269 in 2017 to CZK 1,397 in 2018
versus the previous year. This continued strong result is driven
primarily by favorable pricing in both Czech Republic and Slovak
Republic.

| am pleased to announce that we have made significant progress
last year towards a Smoke-Free Future in the Czech Republic
and Slovakia. In our company, we are aware that businesses

are expected to reduce to the largest extent possible any harm
associated with their products. Hence, we adopted the global
vision to offer adult smokers, who would otherwise continue
smoking, a better alternative to combustible cigarettes. Through
groundbreaking research, PMI have developed a range of smoke-
free products that are enjoyable for adult smokers and have

the potential to significantly reduce health risks when compared
to smoking.

Our company is successfully commercializing in both markets,
/QOS with HEETS, the most advanced platform

from our smoke-free portfolio. During 2018, we have registered
165,000 converted users in the Czech Republic and 81,000

in Slovakia. Since the launch of /QOS on the Czech market

in July 2017, this totals 226,000 registered users. On the Slovak
market since the launch in August 2017, the total registered users
reached 111,000. In terms of market share, HEETS reached 2.6%
in the Czech Republic and 3.7% in Slovak Republic in 2018.

This is a confirmation that adult smokers in both countries

are actively interested in switching to alternatives with reduced
risk compared to continued smoking and PMI took the right
decision by starting to invest in Research & Development, Science
and business transformation. We openly seek for public dialogue
and consumers’ feedback on how to be a better partner

in contributing to Smoke-Free Future.



Nasi dospéli spotrebitelé, ktefi uz diky vyrobku /QOS zanechali
koufeni cigaret, védi, ze tento vyrobek meni k lepsimu spoustu
veci v jejich zivotech. Nejsou to jen prazdna slova - vSse mame
podlozeno védou. /QOS produkuje v priméru o0 95% méné
Skodlivin ve srovnani s cigaretamil. Mlzeme zodpovédné prohlasit,
ze Uplny pfechod na /QOS je méné skodlivy nez pokracovani

v koufeni. Potvrzuje to i nase dvanactimeési¢ni klinicka studie?.
Dospéli uzivatelé /QOS jsou podle ni vystaveni vyrazné mensimu
mnozstvi skodlivin nez dospéli kuraci cigaret, ale hlavné u nich
doslo k priznivé Upravé vsech hlavnich klinickych ukazatel( rizika
nemoci spojenych s kourenim. Velmi podobné jako u téch, ktefi
prestali kourit Upiné.

Nezastavili jsme se na miste, ale neustale inovujeme.

Po celosvétovéem predstaveni, které se uskutecnilo ve ¢tvrtém
Ctvrtleti v Japonsku, jsme koncem roku 2018 také na ceském

i slovenském trhu oficidlné predstavili novou generaci zarizeni
/1QOS. Novy IQOS 3 a/Q0S 3 MULTI zohlednuji ohlasy a zkuSenosti
spotfebitell s vyrobkem a pfindsi také znacna vylepseni a inovace
pfi zachovani charakteristické chuti, smyslovych viema a ritualu.
Verime, Zze nové verze naseho vyrobku napomohou dalsim z rady
dospélych kurakd zvolit si alternativu méné skodlivou pro zdravi.

V nasem kutnohorském vyrobnim zavode jsme rozsifili své
formatové portfolio strojl o 2 formaty pro cigarety, 1 format

pro meziprodukty a 1format pro ostatni tabakové produkty.
Podarilo se nam zkonsolidovat veskerou vyrobu cigaret do jedné
budovy, coz prinadsi zvyseni produktivity a zlepSeni pracovnich
podminek pro nase zaméstnance. Investovali jsme a nadale
pokracujeme v investicich do modernizace vybaveni, abychom
zajistili, ze vyroba bude v souladu s aktualnimi pozadavky

tzv. evropské Smérnice o tabakovych vyrobcich (2014/40/EU).
V pribéhu roku 2018 jsme modernizovali svij centralni
dopravnikovy systém pro prepravu a paletizaci findlnich vyrobkd.
Rovnéz jsme Uspésné absolvovali recertifika¢ni audit podle

1 Ve srovnani s koufem z referencni cigarety (3R4F).
Pramérné snizeni koncentraci (vztaZzeno k jednomu kusu naplné) jednotlivich Skodlivjch a potencialné
Skodlivych slozek méFenych v aerosolu /QOS v porovnani se standardni 9,4mg ,.dehtovou” referenéni
cigaretou vytvoFenou pro vyzkumné Gcely (3R4F). Sbér aerosolu a koufe uskutecnény podle pravidel
pro simulator koufeni Health Canada Intense (objem potahnuti SSml, trvani potahnuti 2 vtefiny,
interval mezi potahnutimi 30 vtefin). Vypocty sniZeni nezahrnuji nikotin.

2 www.pmiscience.com, www.clinicaltrials.gov, Oznaceni studie ZRHR-ERS-09

Our consumers who have already stopped smoking and switched
to /QOS know that this product changes many things in their lives.
These are not just empty words, but facts substantiated

by science. We can responsibly claim that switching completely
to /QOS is less harmful than continuing to smoke. /QOS emits

on average 95% lower levels of harmful chemicals compared

to cigarettest. Our twelve-month clinical study? also proves

this. According to this study, adult users of /QOS are exposed

to a significantly lower amount of harmful substances than adult
cigarette smokers, but mainly, all clinical indicators of the risk

of developing smoking-related diseases were improved.

The results are comparable to those who quit smoking altogether.

We have not stopped there and are innovating continuously.
Following the global launch in Q4 2018 in Japan, we have
launched the next generation of /QOS devices also in both

Czech Republic and Slovakia. The new /QOS 3 and /QOS 3 MULTI
integrate extensive consumer insights and feedback, delivering
significant improvement and innovation while maintaining
signature taste and sensory attributes along with the ritual.

We believe that new versions will further encourage a growing
number of adult smokers to switch to our less harmful alternative,
for the benefit of a better life and health.

Within our factory in Kutna Hora, we extended our portfolio

of machine formats with 2 formats in cigarettes, 1 format

in semi products and 1 format in OTP. We managed to consolidate
all cigarette production in one building bringing additional
productivity and improvement of working conditions for our
employees. We invested and continue to invest in equipment
upgrades in order to ensure compliance with the European
Tobacco Products Directive (2014/40/EU) requirements. During
the year 2018, we modernized our central conveyor system

for transportation and palletization of finished goods. We also
successfully passed recertification audit of an international

1 Compared to the smoke of a reference cigarette (3R4F)
Average of the reductions in the concentrations (weight per stick) of individual harmful
and potentially harmful chemicals in the /QOS aerosol compared to the smoke from a standard
9.4 mg ‘tar’ reference cigarette (3R4F) designed for research purpose. Aerosol and smoke collections
performed under the Health Canada Intense machine-smoking regime (55ml puff volume, 2 second
puff duration, 30 second interval puff). Reduction calculations exclude nicotine.

2 www.pmiscience.com, www.clinicaltrials.gov, Study ID Number ZRHR-ERS-09



mezinarodni normy I1SO 9001: 2015, ktery ndm znovu udélil
certifikaci na regionalni Urovni EU PMI. Nebyl zjistén jakykoliv
nesoulad s normou a nas systém kvality byl oznacen hodnocenim
“vynikajici”. Komodity vyrobené v nasi kutnohorské tovarne,
vyjadfeno v ¢eskych korunach, tvofily opét nejvetsi polozku
Ceského agrarniho exportu.

Abychom splnili své zavazky, chceme pokracovat v ziskavani
novych talent( a posilovat nase postaveni konkurenceschopného
a vyhleddvaného zameéstnavatele. Ve Stredoceském kraji,

kde pUsobime, patfime k nejvétsim zaméstnavatellim. Jiz popaté
za sebou ndm byla udélena certifikace Top Employer v Ceské

i Slovenské republice. Jako Uplné prvni firma v Ceské i Slovenské
republice jsme v roce 2018 ziskali prestizni certifikaci tzv. platové
rovnosti EQUAL-SALARY (ESC), ktera je nezavislym potvrzenim

rovného odménovani muzU a zen na stejnych pracovnich pozicich.

O tom, ze se neustale snazime pro své zaméstnance vytvaret
motivujici, inkluzivni a produktivni prostredi, svédcii mira
dobrovolné fluktuace, kterd u nas dosahuje 5,59 %. Skupina
PMI ziskala globalni ESC certifikaci v prvnim ctvrtleti roku 2019.

Rok 2018 byl bezpochyby velmi tuspésnym rokem plnym
priznivych udalosti pro nase spotfebitele, obchodni partnery,
akcionare i zaméstnance. Od nasich zadkaznik( jsme se toho
hodné naucili, a tak neustale vylepSujeme své plany, zamérené
na sveé spotrebitele, abychom jim mohli nabidnout ten nejlepsi
produkt, sluzby a zkusenosti na cesté k lepsi volbé a lepSimu
zivotu v budoucnosti bez koure.

A #

Arpad Kénye

generalni reditel

pfedseda predstavenstva
Managing Director

Chairman of the Board of Directors

standard ISO 9001:2015, re-granting certification at PMI EU
regional level. There was not any non-conformity found and our
quality system was rated as “excellent”. Commodities produced
within our factory in Kutna Hora constituted again the largest part
of the Czech agricultural export in CZK value.

In order to deliver against our commitments, we want to keep
on attracting new talents and strengthen our position

as a competitive and sought-after employer. We are one

of the largest employers in Central Bohemia. We have been
certified a Top Employer in the Czech Republic and Slovak
Republic for the fifth consecutive year. As the very first
company in both the Czech and Slovak Republic we were
awarded the prestigious EQUAL-SALARY Certification (ESC)
for equal compensation. This certification is an independent
acknowledgement of the equal compensation of women

and men for the same work positions. The fact that

we are constantly striving for creating a motivating, inclusive
and productive environment is also evidenced by the Voluntary
Employee Turnover Rate, which reached only 5.59%. Moreover,
PMI as a group was awarded ESC globally in the Q1 of 2019.

Without a doubt, 2018 was a very successful year full of positive
developments for our consumers, trade partners, shareholders
and employees alike. We have learnt a significant amount from
our consumers and are continuously improving our consumer-
centric commercialization road-map to offer the best product,
service and experience in their journey towards a better choice,
better life in a Smoke-Free Future.




skupiny PMI -

budoucnost
bez koure

V soucasnosti koufi cigarety nebo jiné tabakové produkty

na bazi spalovani asi 1,1 miliardy muzd a zZen po celém svété.
Véfime, ze k rychlejSimu snizeni prevalence koufeni by
pfispélo doplnéni soutasnych opatfeni, zavedenych viadami
za Gcelem odradit lidi od toho, aby zacali koufit, a vybizet

je ke skoncovani s cigaretami. Toto doplnéni by mélo spocivat
v podpore dospélych kurakd, ktefi by jinak pokracovali

v koufeni, aby presli na vyrobky bez koufe.

Skupina PMl je pfipravena plnit svou ulohu - pfinést pozitivni
zmenu, a vytvorit tak lepsi budoucnost pro 1,1 miliardy dospélych
kurak(. Nas zdvazek k budoucnosti bez koufe nenijen prazdnym
vyrokem, ale vysledkem nékolikaletého peclivého uvazovani, které
je podlozeno rozsahlym programem v oblasti vyzkumu a vyvoje.
Do naseho strategického cile - poskytnout dospélym kurakdm
lepSi moznosti nez pokracovat v koureni - jsme dosud investovali
vice nez 6 miliard americkych dolard.

Koufeni cigaret je realitou soucasného zivota. Rlzné celosvétové
kampané varovaly pred rizikem koureni, odrazovaly lidi od toho,
aby s kourenim zacali, a vybizely kuraky k tomu, aby prestali
koufit. Pokrok smerem k cili, po kterém tak vsichni touzime - tedy
ke svétu, kde je kourenf cigaret povazovano za minulost - bylo

ale Zalostné pomalé. Vice neZ 1 miliarda lidi po celém svété dnes
koufi cigarety a podle Svétové zdravotnické organizace jich v roce
2025 bude stejny pocet.

Ambice skupiny PMI - budoucnost bez koufe
PMI's Ambition - A Smoke-Free Future

Poselstvi tém, ktefi nas kritizuji, je jednoduché: tato skupina

o vice neZ miliardé kufakd zahrnuje vase sousedy, pratele, a dost
mozna vasi rodinu. Opatreni, kterd maji odrazovat od zahajeni
Civyzyvat ke skonceni s kourenim, jsou zakladem. O tom nenf
pochyb. Ale pro tak velkou skupinu dospélych kurakd, ktefi by
jinak pokracovali v koufeni, musi existovat rozumny plan. Jak
mUzeme prispét my? Jak mizeme povzbudit tyto dospélé kutaky
k tomu, aby presli k vyrobkdm, které jsou lepsimi alternativami
nez pokracovani v koureni, coz je i vedecky dokadzano?

Reknéme si to jasné a srozumitelné. V dokonalém svété

by vsichni kuraci zcela prestali koufit a uzivat nikotin

a nikdo by uz s koufenim nikdy nezacal. Nicméneé ve svéte,
kde je koufeni realitou véedniho dne, jednoduse nemdzeme
ignorovat presvédcivé védecké dikazy, které ukazuiji,

7e ne vSechny formy spotieby tabaku jsou stejné skodlivé.

Zdlezi na tom, co spotfebitel vdechuje. Je obrovsky rozdil

mezi koufem z hofici cigarety a aerosolem z vyrobku,

kde nedochdzi ke spalovani. Pravé proces spalovani vytvari
drtivou vétsinu skodlivych a potencidlné skodlivych chemikali,
které jsou primarni pricinou onemocnéni souvisejicich s kourenim.
Pokud véda potvrzuje, Ze je rozdil mezi témito vyrobky, nemélo
by se ke kazdému z téchto druhd vyrobkl pristupovat odlisné?
A nemély by miliony dospélych muz( a zen, ktefi v soucasnosti
kouri cigarety védét o téchto rozdilech? Dokazete si predstavit
kritiku, kterou by PMI ¢elila, kdyby se v budoucnu zjistilo, Ze jsme
méli lepsi alternativu pro dospélé kufaky, ale ponechalijsme
sijijen v laboratofi?

Spole¢nost PMI bere svou $irsi zodpovédnost velmi vazné.

A naléhavé 73d3 ostatni, ve stejné vazném duchu, aby odloZili
své predsudky, premysleli o vyhodach bezdymnych alternativ
klasickych cigaret a podpotili nds v nasem historickém poslani.



PMl's
Ambition -
A Smoke-Free
Future

Today an estimated 1.1 billion men and women around

the world smoke cigarettes or other combustible tobacco
products. We believe smoking prevalence can be reduced
much faster by supplementing measures the governments
take to discourage smoking initiation and encourage
cessation with efforts to encourage adult smokers

who would otherwise continue smoking to switch

to smoke-free products.

PMI stands ready to do its part to drive positive change

- and create a better future for the world’s 1.1 billion smokers.

The commitment to a smoke-free future is no passing whim,

but the result of many years of careful deliberation, backed

up by a substantial R&D program. PMI has already invested

more than USD 6.0 billion in its central strategic goal — to provide
adult smokers with better options than continued smoking.

Cigarette smoking is a fact of life. There has been a concerted
campaign across the globe to warn of the risks of smoking,
discourage people from starting and encourage smokers to stop.
But progress toward the end we all desire — a world in which
cigarette smoking is consigned to history — has been painfully
slow. More than 1 billion people worldwide smoke cigarettes and,
according to the World Health Organization, there will still

be more than 1billion in 2025.

Our message to the critics is simple: These billion-plus smokers
include your neighbors, your friends, maybe even your family.
Measures to deter initiation and encourage cessation

are a fundamental. There is no disagreement there.

But for the large population of existing cigarettes smokers
who’'d otherwise continue smoking, there has to be a sensible
plan. So how, practically, can we help? How can we encourage
these smokers to shift to new, scientifically proven products
that are better alternatives to continued smoking?

Let us be very clear. In a perfect world, all smokers would quit
tobacco and nicotine consumption completely, and no one would
take up smoking at all. But in a world where smoking is a fact

of life, we cannot simply ignore the compelling scientific evidence
that demonstrates that not all forms of tobacco are equally
harmful.

What matters is what the consumer is inhaling. There

is a huge difference between smoke from a burning cigarette
and the aerosol from a non-combustible product. It’s that
burning process that creates the vast majority of the harmful
and potentially harmful chemicals that are the primary

causes of smoking-related diseases. If science validates that
there is a difference between products, shouldn’t the products
be treated differently? And shouldn’t the millions of men

and women now smoking cigarettes know about those
differences? Can you imagine the criticism that PMI would face if,
at some point in the future, it was discovered that we had better,
options to offer smokers, but had left them in the laboratory?

At PMI, we take our wider responsibilities as a company very
seriously. And we urge others, in the same spirit of seriousness,
to put aside their prejudices, reflect on the advantages

of smoke-free alternatives to cigarettes and support

us in our historic mission.

Ambice skupiny PMI - budoucnost bez koufe
PMI's Ambition - A Smoke-Free Future
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Bezdymné vyrobky
obsahujici zahrivany tabak’

Koureni cigaret zplsobuje vazna onemocnéni a je navykové.
NejlepSi cestou, jak se vyhnout Skodam zplsobenym
koufenim, je nikdy s nim nezacit nebo Uplné pFestat.

Pro snizeni zdravotniho rizika a zlepSeni kvality Zivota téch,
co pokracuji v uzivani tabaku a vyrobkd obsahujicich nikotin
je vSak mozné, prostiednictvim védy a inovaci, udélat vice.

V cigareté hofi (je spalovan) fezany tabak, coZ zpUsobuje kouf.
Ten obsahuje nikotin, ktery je pfirozenou slozkou tabaku, i mnoho
dalsich skodlivych chemikalii, které jsou primarni pficinou nemoci
spojenych s koufenim. Spole¢nost PMI proto vyvinula a nadale
vyviji alternativni produkty, které obsahuji nikotin a stavajici
kurdky uspokoji svou chuti, avsak bez pritomnosti koure. Jsme
presvédceni, ze je velmi dilezité nabidnout skalu alternativ

bez koure a dospélym kurdkdm tak umoznit najit si vyrobek,

na ktery mohou zcela prejit. Nejpokrocilejsim z nasich vyrobkd
se snizenym rizikem (RRPs)? je vyrobek /Q0S, fungujici

na bazi zahrivani tabaku. Ten je nyni dostupny i na ceském

a slovenském trhu.

V inovativnim vyrobku /QOS se tabak zahtiva, a nikoli spaluje,
coZ ve srovnani s cigaretovym koufem vede k vyznamnému
snizeni mnozstvivznikajicich a vdechovanych skodlivych
chemickych latek. Tabak je zahrivan na teplotu, pfi které uvolnuje
aromatickou paru obsahujici nikotin. Je proto tedy lepsi volbou
nez cigarety pro ty dospélé kuréky, ktefi by jinak pokracovali

v koufent.

Smoke-Free Heated
Tobacco Products’

Smoking cigarettes causes serious disease and is addictive.
The best way to avoid the harms of smoking is never

to start, or to quit completely. But much more can be done
to reduce health related risk and improve quality of life

of those who continue to use tobacco and nicotine products,
through science and innovation.

A cigarette burns (combusts) shredded tobacco leaves

to generate smoke. That smoke contains nicotine, which occurs
naturally in tobacco, as well as many harmful chemicals.

It is these harmful chemicals in cigarette smoke that

are the primary cause of smoking-related diseases. Therefore,
PMI developed and continues to develop alternatives

to smoking. These products do not contain smoke, but do have
the nicotine and taste that can satisfy existing smokers.

We believe that a portfolio of different smoke-free products

is essential to achieve a reduction in harm otherwise caused

by continued smoking. The most advanced smoke-free product,
based on heat-not-burn technology (Reduced-Risk Product?),

is our /0S5 device which is available on Czech and Slovak market.

In an innovative /QOS device the tobacco is heated rather than
burned resulting in a significant reduction in the formation

of the harmful and potentially harmful chemicals compared

to cigarettes. During the tobacco heating a flavorful nicotine-
containing vapor is generated. Therefore, it is a much better
choice than cigarettes for adult people who would otherwise
continue smoking.

1 Philip Morris CR as. je distributorem bezdymnjch tabakovych vyrobka.

2 Reduced-Risk Products (RRPs), cesky: vjrobky se snizenym rizikem, je vyraz, ktery pouzivame
k oznaceni produktd, jeZ predstavuiji, pravdépodobné predstavuji nebo mohou pFedstavovat nizsi
riziko zdravotni Skodlivosti pro kufaky, ktefi pfejdou na tyto produkty, nez kdyby pokracovali
s kourenim. Mame fadu produktd RRP v riiznych stadiich vyvoje, védeckého posuzovani a uvadéni
na trh. ProtoZe nase RRP produkty nespaluji tabak, produkuji aerosol, ktery obsahuje mnohem nizsi
mnozstvi Skodlivych ¢i potencialné skodlivych sloZek, ve srovnani s cigaretovym koufem.

Nase produkty
Our Products

1 Philip Morris CR as. is a distributor of smoke-free products.

2 Reduced-Risk Products (RRPs) is the term we use to refer to products that present, are likely
to present, or have the potential to present less risk of harm to smokers who switch to these
products versus continued smoking. We have a range of RRPs in various stages of development,
scientific assessment and commercialization. Because our RRPs do not burn tobacco, they produce
an aerosol that contains far lower quantities of harmful and potentially harmful constituents than
found in cigarette smoke.
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Chemicky proces horeni tabaku vytvari vysoké mnozstvi
Skodlivych chemickych latek.

Po zapaleni cigarety dochazi ke spalovani (hofenf) tabaku,
prinémz vznikd kouf obsahujici tisice chemickych latek. Spalovani
je samoudrzujici se proces, ktery pokracuje tak dlouho, dokud

je k dispozici dostatek tabaku (palivo) a kysliku.

Pri hofeni mUze teplota $picky cigarety stoupnout nad 800 °C.
Takto vysoké teploty zplsobuji tvorbu vice nez 6 000 rlznych
chemickych latek"?, z nichZ mnohé jsou Skodlivé nebo potencialné
Skodlivé.

Organy verejného zdravi klasifikovaly nékolik slozek koure
jako pravdepodobné priciny nemoci souvisejici s kourenim,
jako je rakovina plic, kardiovaskuldrni onemocnéni ¢i chronicka
obstrukéni plicni nemoc.

Nékteré organy zamérujici se na verejné zdravi - napfiklad
americky Ufad pro kontrolu potravin a Ié¢iv (US Food and Drug
Administration), kanadska instituce Health Canada ¢i Svétova
zdravotnicka organizace - vypracovaly prioritni seznamy

s podrobnymi informacemi o chemickych latkach, které jsou
povazovany za skodlivé a potencidlné skodlivé latky (HPHC).*4

1 Zdroj: How Tobacco Smoke Causes Disease: The Biology and Behavioral Basis
for Smoking-Attributable Disease: A Report of the Surgeon General. https://www.pmiscience.com/cs/
our-products/combustion#be439e85-2f88-6963-9e88-ff000043fSe9.

2 Zdroj: The Chemical Components of Tobacco and Tobacco Smoke, Second Edition
https://www.pmiscience.com/cs/our-products/combustion#d07d9f85-2f88-696a-9e88-
ff000043fS5e9.

3 Harmful and Potentially Harmful Constituents (HPHCs) - https://www.pmiscience.com/
our-products/combustion#567e9f85-2f88-696a-9e88-ff00004 3fSe9.

4 Tobacco Reporting Regulations (SOR/2000-273) - https://www.pmiscience.com/our-products/
combustion#387f9f85-2f88-696a-9e88-ff00004 3f5e9
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V nasich bezdymnych vyrobcich obsahujicich tabak jsme schopni
velice . Zajistime tim,
ze tabdk . Tim,
ze zamezime spalovani,

. Stale je vSak nutné
tabdk zahrivat, aby uvolnil své aroma a nikotin.

Odstranéni procesu spalovani a nasledné vyznamné snizeni
mnozstvi tzv. HPHC je zdkladnim kamenem vyvoje vyrobkd

bez koure. Nasim cilem vsak je nejen omezit ¢i odstranit Skodlivé
a potencialné skodlivé latky, ale také nabidnout chutovy ritudl

a obsah nikotinu srovnatelny s cigaretami tak, abychom umoznili
dospélym kurakdam, ktefi by jinak nadale koufili, cigarety zcela
nahradit bezdymnymi vyrobky.

X

The chemical process of burning tobacco creates high levels
of harmful chemicals

When a cigarette is lit, the tobacco inside it combusts (burns)
to generate smoke, which contains thousands of chemicals.
Once it has started, combustion is a self-sustaining process
that will continue as long as there is enough tobacco (fuel)
and oxygen available.

When burning takes place, the temperature in a cigarette

can rise above 800 °C at the tip. The high temperatures trigger
the generation of more than 6,000 different chemicals'?,

many of which are harmful or potentially harmful.

Public health authorities have classified several smoke
constituents as the likely causes of smoking-related diseases,
such as lung cancer, heart disease and emphysema.

A number of health authorities such as the US FDA (US Food

and Drug Administration), Health Canada and the WHO have
developed priority lists detailing the chemicals that are considered
to be Harmful and Potentially Harmful Constituents (HPHCs)**:

1 Source: How Tobacco Smoke Causes Disease: The Biology and Behavioral Basis for Smoking-
Attributable Disease: A Report of the Surgeon General. https://www.pmiscience.com/cs/
our-products/combustion#be439e85-2f88-6963-9e88-ff000043fSe9

2 Source: The Chemical Components of Tobacco and Tobacco Smoke, Second Edition. https://www.
pmiscience.com/cs/our-products/combustion#d07d9f85-2f88-696a-9e88-ff000043f5e9

3 Harmful and Potentially Harmful Constituents (HPHCs) - https://www.pmiscience.com/
our-products/combustion#567e9f85-2f88-696a-9e88-ff00004 3fSe9

4 Tobacco Reporting Regulations (SOR/2000-273) - https://www.pmiscience.com/our-products/
combustion#387f9f85-2f88-696a-9e88-ff00004 3f5e9
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In our tobacco-containing smoke-free products,
. This ensures that the

. By avoiding combustion,
. Itis still necessary to heat the tobacco
to release nicotine and flavors from the tobacco.

Eliminating combustion and consequently dramatically reducing
the levels of harmful compounds known as HPHCs - is the
cornerstone of smoke-free product development. Whilst reducing
or eliminating HPHCs, our goal is also to offer a taste ritual and
nicotine level comparable to cigarettes to help ensure that adult
smokers who would otherwise continue to smoke can fully switch.



Proc vyrobky neprodukujici kouf nadale obsahuji nikotin?

Nikotinové vyrobky jsou navykové a nejsou bez rizika. Nékolik
nezavislych studii vSak ukazalo, ze nikotin neni hlavni pficinou
onemocnéni souvisejicich s kourenim'. Vétsina skodlivych ucinkl
zpUsobenych kourenim cigaret je zplsobena chemickymi latkami
vznikajicimi béhem

Vyrobky obsahujici tabak a/nebo nikotin nejsou bez rizika.
Mladistvi, téhotné ¢i kojici zeny a osoby se zdravotnimi obtizemi,
jako jsou srdecni choroby, vysoky krevni tlak ¢i cukrovka, by
nemeli pouzivat vyrobky obsahuijici tabak nebo nikotin. Zejména
je ddlezité, aby vyrobky obsahujici tabak nebo nikotin nebyly
dostupné mladistvym.

1 How Tobacco Smoke Causes Disease: The Biology and Behavioral Basis for Smoking-Attributable
Disease: A Report of the Surgeon General. https://www.pmiscience.com/cs/smoke-free/
nicotine#be439e85-2f88-696a-9e88-ff000043fSe9,

2 A report by the Tobacco Advisory Group of the Royal College of Physicians. https://www.pmiscience.
com/smoke-free/nicotine#d6409e85-2f88-6963-9e88-ff00004 3f5e9.

Why do smoke-free products still contain nicotine?

Nicotine products are addictive and not risk free. Several
independent studies have shown that although nicotine

is not risk-free, it is not the primary cause of smoking-related
diseases!. The majority of the harmful effects caused by cigarette
smoking are caused by the chemicals formed

Products containing tobacco and/or nicotine are not risk-free.
Minors, pregnant women or nursing mothers, and people with
existing conditions such as heart disease, high blood pressure
or diabetes should not use tobacco or nicotine-containing
products. Minors in particular should not have access to tobacco
or nicotine-containing products.

1 How Tobacco Smoke Causes Disease: The Biology and Behavioral Basis for Smoking-Attributable
Disease: A Report of the Surgeon General. https://www.pmiscience.com/cs/smoke-free/
nicotine#be439e85-2f88-696a-9e88-ff000043f5e9

2 A report by the Tobacco Advisory Group of the Royal College of Physicians. https://www.pmiscience.
com/smoke-free/nicotine#d6409e85-2f88-696a-9e88-ff00004 3f5e9



Uvedomujeme si, ze by firmy mély co nejvice omezovat skody
spojené se svymi produkty. Proto jsme se prihlasili ke globalni
vizi spole¢nosti PMI, nabidnout dospélym kurakam, ktefi by jinak
pokracovali v koureni, lepsi alternativu k cigaretam. Ma-li jakakoli
alternativa bez koure Uspésné a rychle snizit sSkodlivé Ucinky

v porovnani s pokracovanim koureni, musi splnovat dveé kritéria:

,a natolik,

Z€ na ni zcela prejdou.

Prostrednictvim prilomového védeckého vyzkumu spole¢nost
PMI vyvinula fadu produktl bez koure, které jsou pro dospélé
kuraky uspokojivou alternativou a maji potencial vyznamne snizit
zdravotni rizika ve srovnani s kourenim.

Spolec¢nost PMI zaméstndva vice nez 430 prvotiidnich védcl,
inZzenyrd a expertd, ktefi se podileji na vyzkumu, véetné
laboratornich a klinickych studii, stejné tak jako na prilomové
systémové toxikologii. Rozsahly vyzkumny a hodnotici program
spolecnosti PMI je inspirovan vseobecné uznavanymi postupy

ve farmaceutickém prdmyslu a je v souladu s pokyny pro
tabakové produkty s modifikovanym rizikem (MRTP) Amerického
Uradu pro kontrolu potravin a léciv. Hodnotici program zahrnuje
studie tykajici se skute¢ného pouzivani a spravného porozumeéni
produktové komunikaci, stejné tak jako provedeni prizkumu

po uvedeni vyrobku na trh. PMI prijala vysoké védeckeé standardy
a dodrzuje pfisny hodnotici program. PMI také vitd nezavislé
ovéreni svych védeckych vysledkd.

Od svého uvedeni na burzu v roce 2008 investovala spolec¢nost
Philip Morris International Inc. do vyvoje, védy a budovani vyrobni
kapacity pro Siroké portfolio bezdymnych vyrobk( pres 6 miliard
americkych dolard.

In our company, we are aware that businesses are expected

to reduce to the largest extent possible any harm associated

with their products. Hence, we adopted the global vision

to offer adult smokers, who would otherwise continue smoking,

a better alternative to combustible cigarettes. For any smoke-free
alternative to be successful in swiftly reducing harm compared
with continued smoking, it has to fulfil two criteria:

for current adult smokers
so that they completely switch.

Through groundbreaking research, PMI has developed a range
of smoke-free products that are enjoyable for smokers and have
the potential to significantly reduce health risks when compared
to smoking.

PMI employs over 430 world-class scientists, engineers

and experts who conduct rigorous research, including laboratory
and clinical studies, as well as ground-breaking systems
toxicology. PMI’s extensive research and assessment program

is inspired by the well-recognized practices of the pharmaceutical
industry and in line with the draft guidance of the U.S. FDA

for Modified Risk Tobacco Product (MRTP) Applications.

The assessment program also includes studies on actual product
use and correct understanding of product communications,

as well as post-market research. PMI also invites independent
verification of its scientific results.

Since it became public company in 2008, PMI has spent
more than USD 6 billion to develop, substantiate and build
manufacturing capacity for a wide portfolio of smoke-free
products.



Dosavadni klicové poznatky

7 Ve vyrobku /QOS nedochdzi k procesu spalovani
a nevznika tak kour.

2 Uplny pfechod na /QOS je méné skodlivy nez pokracovani
v koureni. /QOS produkuje v prdméru 0 95% méné skodlivin
ve srovnani s cigaretami.’

0 U dospélych kuraka, ktefi v rédmci dvou tydennich a dvou
tfimésicnich klinickych studif upiné presli na vyrobek /QOS,
doslo k vyznamnému snizeni biologickych ukazatell expozice
15 Skodlivym latkam. Mira snizeni expozice se blizila hodnotam
pozorovanym u lidi, kteff po dobu trvani studif zcela prestali
koufit.4

0V roce 2018 jsme uvetejnili prvni hlavni vysledky
dvanactimeésicni klinické studie® tzv. Exposure Response
Study (ERS), kterad srovnavala odezvu dospélého lidského
organizmu na prechod z cigaret na nas vyrobek /QOS®. Klinicka
studie se uskutecnila s dostate¢nym poctem ucastnikd -
celkem 984. Vysledky za prvnich Sest mésicl studie jsme
poskytli Americkému ufadu pro kontrolu potravin a [éCiv.
Studie prokazala nejen to, ze Ucastnici - dospéli uzivatelé
vyrobku /QOS - jsou vystaveni vyrazné mensimu mnozstvi
Skodlivin nez dospéli kuraci cigaret, ale hlavné u nich doslo
k priznivé Upravé vsech 8 hlavnich klinickych ukazatell rizika
nemoci spojenych s koufenim’, a to stejnym smeérem jako
u téch kurakl, ktefi se vzdali koureni. Tyto cilové ukazatele
mohou samy o sobé nebo v kombinaci indikovat urcité
onemocneéni a je o nich znamo, ze se podileji na rozvoji
kardiovaskuldrnich, respiracnich a genetickych onemocnéni.

Key findings to date include:
70 /QOS heats tobacco without burning it, producing no smoke.

0 Switching completely to /QOS is less harmful than continuing

to smoke. /QOS emits on average 95% lower levels of harmful
chemicals compared to cigarettes..*

0 Adult smokers who switched completely to /QOS in two

one-week and two three-months clinical studies reduced their
biomarkers of exposure to 15 harmful constituents. These
reductions in exposure approached those observed in people
who stopped smoking for the duration of the studies.*

710 2018, we released the topline results of the 12-month

Exposure Response Study (ERS)®, which compared

the body's response of adult smokers upon switching from
cigarettes to /Q0OS®, compared with those who continued

to smoke during the study. The Clinical Study was conducted
with sufficient number of participants - 984 in total.

We submitted the results of the study to the US FDA.

The study results proved that participants - adult users

of the /QOS product - are exposed to significantly less
chemicals than adult cigarette smokers and all 8 major Clinical
Risk Endpoints (CREs) associated with smoking-related
diseases’ improved favorably in a clinically meaningful way.
This means in the same direction as in case of those smokers
who quit smoking. These CREs themselves or in combination
may indicate a certain disease and are known to be a factor
in the development of cardiovascular, respiratory and genetic
diseases. These changes were similar to those known among
smokers who quit smoking. Switching to /QOS significantly

3 Ve srovnani s kourem z referencni cigarety (3R4F). Primérné snizeni koncentraci (vztazeno 3 Compared to the smoke of a reference cigarette (3R4F). Average of the reductions
k jednomu kusu naplné) jednotlivjch Skodlivjch a potencialné Skodlivych slozek mérenych v aerosolu in the concentrations (weight per stick) of individual harmful and potentially harmful chemicals
1QOS v porovnani se standardni 9,4 mg ..dehtovou"” referencni cigaretou vytvofenou pro vyzkumné in the /QOS aerosol compared to the smoke from a standard 9.4 mg ‘tar’ reference cigarette (3R4F)
Gcely (3R4F). Sbér aerosolu a koure uskute¢nény podle pravidel pro simulator koufeni Health Canada designed for research urpose. Aerosol and smoke collections performed under the Health Canada
Intense (objem potahnuti SSml, trvani potahnuti 2 vtefiny, interval mezi potahnutimi 30 vtefin). Intense machine-smoking regime (S5mL puff volume, 2 second puff duration, 30 second interval
Viypocty snizeni nezahrnuji nikotin. puff). Reduction calculations exclude nicotine.

4 Zdroje: 4 Sources:
a) Haziza C., de La Bourdonnaye G, Skiada D, Ancerewicz J, Baker G, Picavet P, Lidicke F (2016) a) Haziza C., de La Bourdonnaye G, Skiada D, Ancerewicz J, Baker G, Picavet P, Lidicke F (2016)
Evaluation of the Tobacco Heating System 2.2. Part 8: 5-day Randomized Reduced Exposure Evaluation of the Tobacco Heating System 2.2. Part 8: 5-day Randomized Reduced Exposure
Clinical Trial in Poland. Regul. Toxicol. Pharmacol. 81 Suppl 2: 5139-5150. Clinical Trial in Poland. Regul. Toxicol. Pharmacol. 81 Suppl 2: $139-5150.
b) Haziza C de La Bourdonnaye G, Merlet S, Benzimra M, Ancerewicz J, Donelli A, Baker G, Picavet b) Haziza C de La Bourdonnaye G, Merlet S, Benzimra M, Ancerewicz J, Donelli A, Baker G, Picavet
P and Lidicke F. (2016) Assessment of the reduction in levels of exposure to harmful and potentially P and Ludicke F. (2016) Assessment of the reduction in levels of exposure to harmful and potentially
harmful constituents in Japanese subjects using a novel tobacco heating system compared harmful constituents in Japanese subjects using a novel tobacco heating system compared
with conventional cigarettes and smoking abstinence: a randomized controlled study in confinement. with conventional cigarettes and smoking abstinence: a randomized controlled study in confinement.
Requl. Toxicol. Pharmacol. 81:489-499. (PMID: 27693654). Requl. Toxicol. Pharmacol. 81:489-499. (PMID: 27693654).
c) Ludicke F, Picavet P, Baker G, Haziza C, Poux V, Lama N and Weitkunat R (2017a) Effects c) Ludicke F, Picavet P, Baker G, Haziza C, Poux V, Lama N and Weitkunat R (2017a) Effects
of switching to the Tobacco Heating system 2.2 menthol, smoking abstinence, or continued cigarette of switching to the Tobacco Heating system 2.2 menthol, smoking abstinence, or continued cigarette
smoking on biomarkers of exposure: a randomized, controlled, open-label, multicenter study smoking on biomarkers of exposure: a randomized, controlled, open-label, multicenter study
in sequential confinement and ambulatory settings (Part 1). Nicotine Tob. Res. E-pub ahead of print. in sequential confinement and ambulatory settings (Part 1). Nicotine Tob. Res. E-pub ahead of print.
(PMID: 28177489). (PMID: 28177489).
d) Ludicke F, Picavet P, Baker G, Haziza C, Poux V, Lama N and Weitkunat R (2017b). Effects d) Ludicke F, Picavet P, Baker G, Haziza C, Poux V, Lama N and Weitkunat R (2017b). Effects
of switching to the menthol Tobacco Heating system 2.2, smoking abstinence, or continued cigarette of switching to the menthol Tobacco Heating system 2.2, smoking abstinence, or continued cigarette
smoking on clinically relevant risk markers: a randomized, controlled, open-label, multicenter study smoking on clinically relevant risk markers: a randomized, controlled, open-label, multicenter study
in sequential confinement and ambulatory settings (Part 2). Nicotine Tob. Res. E-pub ahead of print. in sequential confinement and ambulatory settings (Part 2). Nicotine Tob. Res. E-pub ahead of print.
(PMID: 28177498). (PMID: 28177498).

5 ZRHR-ERS-09 S ZRHR-ERS-09

6 V klinické studii je misto obchodniho nazvu vyrobku /QOS pouZivana terminologicka zkratka 6 Notice: Instead of a commercial product name /QOS the ERS Study uses an abbreviation EHTS
EHTS (Electrically Heated Tobacco System - systém elektricky zahfivaného tabaku). (Electrically Heated Tobacco System) in its terminology.

7 Napf. metabolismus lipidd, akutni G¢inky na kardiovaskularni systém, zanét, dysfunkce endotelu, 7 Eg lipid metabolism, acute effect on cardiovascular system, inflammation, endothelial dysfunction,
oxidacni stres, poskozeni dychacich cest. oxidative stress, respiratory tract damage.

NaSe produkty
Our Products



Tyto zmény vykazovaly podobny charakter jako Udaje

znamé u kurak(, ktefi kourit prestali. Pfechod na /QOS tedy
vyznamné méni profil klinickych ukazatel( rizika koureni

v porovnani s jeho pokracovanim. Na zaklade ERS studie jsme
zaznamenali zlepSeni biologickych funkci souvisejicich se
srdecnim onemocnénim, onemocnénim plic a rakovinou u téch
dospélych kurakd, ktefi presli z cigaret na zahtivany tabdk,

ve srovnani s témi, ktefi béhem klinické studie pokracovali

v kourent.

Dosavadni dikazy , Zze Uplny pfechod

na/Q0S nez pokracovani
s koufenim. To neznameng, ze je bez rizika. Tabakové naping,
které se pouzivajl se zafizenim /QOS, obsahujf nikotin, ktery

je navykovou latkou.

Pouzivani vyrobku /QOS, v porovnani s cigaretovym koufem,
neovliviuje nepfiznivé kvalitu vzduchu v mistnosti a vyrobek
/QOS nenfi zdrojem tzv. druhotného koufe; tedy pasivniho
koureni.®

changes the profile of CREs associated with the risk of
smoking-related diseases compared

with continued smoking. Based on the ERS we see

an improvement in biological functions related to heart
disease, lung disease, and cancer for people who switch
from cigarettes to /QOS.

Evidence to date clearly that switching completely
to /QOS - while not risk-free and addictive -
than continued smoking.

/QOS use, in comparison with cigarette smoke, does
not adversely affect indoor air quality and /QOS is not a source
of second-hand smoke.®

More information on /QOS and PMI’s scientific research
can be found at www.pmi.com and www.pmiscience.com.

Vice informaci o /QOS a védeckém vyzkumu PMI naleznete
na adresach www.pmi.com a www.pmiscience.com.

8 Zdroj: Mitova, M.l, Campelos, P.B., Goujon-Ginglinger, C.G., Maeder, S., Mottier, N., Rouget, E.,
Tharin, M., Tricker, AR., 2016. Comparison of the impact of the Tobacco Heating System 2.2
and a cigarette on indoor air quality. Regul. Toxicol. Pharmacol. 80, 91-101

8 Source: Mitova, M.I, Campelos, P.B., Goujon-Ginglinger, C.G., Maeder, S., Mottier, N., Rouget, E.,
Tharin, M., Tricker, AR., 2016. Comparison of the impact of the Tobacco Heating System 2.2
and a cigarette on indoor air quality. Regul. Toxicol. Pharmacol. 80, 91-101



V listopadu roku 2018 jsme oficidlné predstavili novou generaci
zatizeni IQOS v Ceské a Slovenské republice. Novy /QOS 3

a/QOS 3 MULTI zohlednuji ohlasy a zkusenosti spotfebitel(

s vyrobkem a pfinasi zakaznikdm lepsi konstrukci, design

a jednodussi pouzivani, pfi zachovani charakteristické chuti,
smyslovych viem a ritudlu. Nové verze produktu maji pomoci
dalsim z fady dospélych kurakd, aby si zvolili alternativu méné
Skodlivou pro zdravi. Uvedeni na oba trhy navazalo na celosveétové
predstaveni nové generace vyrobku /QOS, kterd byla poprvé
predstavena v fijnu 2018 v japonském Tokiu.

Souhrn vs$ech predklinickych a klinickych védeckych ddkazd
spolecnosti PMI ukazuje, ze uplny pfechod na /QOS predstavuje
mensi riziko pro zdravi nez pokracovani v koufeni. Dlkazy
rovnéz potvrzuji, ze IQOS neovliviuje negativné kvalitu vnitfniho
vzduchu. V préiméru 70 az 80 procent uzivatell /QOS prestalo
koufit cigarety, coz z vyrobku /QOS ¢inf nejefektivnéjsi alternativu
bez koure.

/QOS 3 ma vylepseny design, funkce a intuitivnéjsi
ovladani. Je vybaven systémem ProtectPlusTM,
ktery zahrnuje robustni pouzdro, chranici proti
narazu, nove navrzené bocni otevirani a vylepSenou
technologii baterie, kterd zajistuje jeji delsi Zivotnost.

/1QOS 3 MULTI se diky svym kompaktnim rozmérim
snadno vejde do kapsy a umoznuje dospélému
spotrebiteli nepretrzité uzivani az deseti nadplnf

HEETS za sebou, bez nutnosti dobiti.

In November 2018 we have launched the next generation of /QOS
in the Czech and Slovak Republic. The new /QOS 3 and

/QOS 3 MULTI integrate extensive consumer insights and
feedback to improve design and user experience while
maintaining signature taste, sensory attributes and ritual.

The new versions aim to further encourage a growing number

of adult smokers to switch to a less harmful alternative,

for the benefit of health. The launch in both markets follows

the global launch of the new generation of /QOS in Tokyo,

Japan, in October 2018.

The totality of PMI’s preclinical and clinical evidence indicates
that switching completely to /QOS presents less risk of harm
than continued smoking. Evidence also shows that /QOS does
not negatively affect indoor air quality. On average, 70 to 80
percent of /QOS users have quit cigarettes, which makes /QOS
the most effective smoke-free alternative today.

The new /QOS 3 has improved design, functionality
and is more intuitive product. The /Q0OS 3

is equipped with ProtectPlusTM System, which
includes: a robust outer shell to improve shock
resistance, a new designed opening tested

for reliable performance, and an improved battery
technology that provides longer battery life cycle.

The /QOS 3 MULT] features an all-in-one pocketsize
design that allows 10 sessions without having
to recharge.



Tabakové naplné HEETS

Znacka HEETS jiz od svého uvedeni neustale posiluje svoji

pozici na trhu a stabilné roste. Abychom podpofili tento trend,
rozhodli jsme se v zafi 2018 rozsifit portfolio HEETS a uvést

na cesky a slovensky trh novou variantu SIENNA, kterd dospélym
uzivatellm prinasi jesté pInéjsi chut. Uvedeni bylo podporeno
kampani a bylo Uspésné. Jiz po Ctyrech tydnech se SIENNA stala
jednou z nejprodavanéjsich variant v portfoliu HEETS. Tuto pozici
si udrzuje stabilné jiz nékolik mésic(.

AMBER LABEL T — ———

Heated Tobacco Units HEETS

Since the launch, HEETS have been continuously growing

and strengthening their position on the market. To support this
trend, we decided to widen the HEETS portfolio in September
2018 by launching a new variant SIENNA in in both markets.

SIENNA brings taste that is more intensive to adult users.

The launch was supported by campaign and was successful.
Already after four weeks SIENNA has become one of the most
sold variants in the HEETS portfolio. SIENNA has been keeping

this position already for few months.
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Znacka Marlboro se neprestava vyvijet a neustale pfinasi
dospélym kurdkdm néco nového. Nebylo tomu jinak ani v roce
2018, kdy v Ceské i Slovenské republice predstavila novy
progresivni design krabicek Marlboro Gold.

V Ceské republice napomohla trznimu podilu Marlboro i limitovand
edice Marlboro 21ks, ktera byla uvedena na trh v unoru 2018
v dobé zvyseni ceny z dlvodu ndrdstu sazby spotfebni dané.

* Zahranicni i tuzemské prizkumy ukazuji, Ze pfi nakupu hraje jednu z nejddlezitéjsich roli ddvéra
ve znacku. Proto se spole¢nost Atoz Marketing Services rozhodla v Ceskeé a Slovenské republice
spustit program, ktery na zakladé rozsahlého prizkumu mezi spottebiteli vybira a ocefiuje znacky,
kterym cesti a slovensti spotiebitelé nejvice divéruji v kategoriich FMCG, OTC vyrobkd, sluzeb
a mnoha dalsich. V rozsahlém celonarodnim prézkumu hodnoti tisice ceskych a slovenskych
spotrebiteld, kterym znackam nejvice davéruji. V kazdé kategorii vitézi jen jedna nejddvéryhodnéjsi
znacka.

Marlboro continues to develop and to bring constant evolution
to the adult smokers. Year 2018 was not different and the brand
in both countries introduced new progressive pack design

of Marlboro Gold.

In the period of price increase due to an excise tax change
Marlboro introduced 21s LPE on the Czech market in February
2018. This initiative helped the brand to keep its market share
during this period.

* Foreign and domestic surveys shows that brand confidence plays one of the most important
roles while consumer is shopping. That is why Atoz Marketing Services decided to run (in Czech
and Slovak Republic) a program that, on the basis of an extensive consumer survey, selects
and awards brands, which Czech and Slovak consumers most trust in the categories of FMCG,
OTC products, services and many others. In a large-scale nationwide survey, thousands of Czech
and Slovak consumers evaluated brands they trust the most. There is only one trusted brand
in each category.




Znacka L&M odstartovala rok 2018 s novou komunikacni
platformou ,,Open for more®, ve které své dospélé kuraky
vyzyva, aby se otevieli novym zazitkm. Tato platforma bude
pro nasledujici obdobi zastfesovat komunikaci jak v Ceské, tak
Slovenskeé republice. Na obou trzich L&M také nadale pokracovala
s budovanim povedomi mezi dospélymi kufaky o inovacich FIRM
FILTER a SCENTED TOP, které predstavila jiz v pfedchozim roce.

Na slovenském trhu pripravila znacka svym dospélym kurdkim
spotrebitelskou soutéz ,,Otvor a zbieraj”, diky niz mohli vyhrat
zajimaveé ceny a ziskat zazitky z oblasti mody, gastronomie

Ci fotografovani. V ramci pravidelného vylepsovani kvality
predstavila L&M na Slovensku novou verzi krabicky FLIP PACK,
kterd zajistuje snadnéjsi otevirani a manipulaci s krabickou

a zaroven vylepsuje jeji stabilitu. Tyto aktivity vyrazné prispéely
k udrzeni velmi silné pozice znacky na slovenském trhu.

* Zahranicni i tuzemské prizkumy ukazuji, Ze pfi nakupu hraje jednu z nejddlezitéjsich roli
dtivéra ve znatku. Proto se spole¢nost Atoz Marketing Services rozhodla v Ceské a Slovenské
republice spustit program, ktery na zakladé rozsahlého prizkumu mezi spotfebiteli vybira
a ocefiuje znacky, kterym Cesti a slovensti spotrebitelé nejvice davéruji v kategoriich FMCG,
OTC vyrobkd, sluZzeb a mnoha dalich. V rozsahlém celonarodnim prizkumu hodnoti tisice ¢eskych
a slovenskych spotebitell, kterym znackam nejvice davéruji. V kazdé kategorii vitézi jen jedna
nejdivéryhodnéjsi znacka.

L&M started year 2018 with a new communication platform
,Open for More®, in which brand invites adult smokers to open

up to new experiences. This platform will cover communication

in both Czechia and Slovakia in the following periods. On both
markets, L&M has also continued to build awareness among

adult smokers of the FIRM FILTER and SCENTED TOP innovations,
which it has introduced in the past year.

On the Slovak market, the brand prepared mass consumer
promotion ,Open and collect” for its adult smokers, where

they could win interesting prizes and gain experiences

in the field of fashion, gastronomy and photography. As part

of the incremental quality enhancements, L&M introduced a new
version of packaging for the FLIP PACK products in Slovakia

to ensure easier opening and handling of the box while
improving its stability. These activities have greatly contributed
to maintaining a very strong position of the brand in the Slovak
market.

* Foreign and domestic surveys shows that brand confidence plays one of the most important
roles while consumer is shopping. That is why Atoz Marketing Services decided to run (in Czech
and Slovak Republic) a program that, on the basis of an extensive consumer survey, selects
and awards brands, which Czech and Slovak consumers most trust in the categories of FMCG,
OTC products, services and many others. In a large-scale nationwide survey, thousands of Czech
and Slovak consumers evaluated brands they trust the most. There is only one trusted brand
in each category

V roce 2018 si znacka Chesterfield pfipravila pro své ceské dospelé
kuraky spotrebitelskou soutéz ,Délej veci po svem®, ve které meli
Sanci vyhrat zajimavé ceny.

In 2018, Chesterfield prepared for its Czech adult smokers mass
consumer promotion , Do things as you wish®. The contestants
had a chance to win an interesting prizes.

Rodina Philip Morris zastupuje nase portfolio v levnéjsim
cenovém segmentu na ¢eském i na slovenském trhu. Aby znacka
Philip Morris posilila svoji pozici v tomto segmentu, nahradila

v Ceské republice produkty Original a Silver produkty Ruby

a Royal pfi zachovani ceny, a zabezpecila si tak pozitivnéjsi
vnimani znacky a produktd samotnych dospélymi kuraky.
Vyhodnou cenu déle podpofila komunikacni kampani v trhu.

Philip Morris brand family represents our portfolio in the low price
segment in both Czech and Slovak markets. In order to strengthen
its position in the low price segment, the Original and Silver
variants were replaced by Ruby and Royal variants while keeping
the price. Herewith more positive perception of the brand and its
products was ensured among adult smokers. The favorable price
was also supported by communication campaign in the market.

| PHILIP
MORIS




Udrzitelnost pro nas znamena vytvareni dlouhodobé hodnoty pfi
minimalizaci negativnich externalit spojenych s nasimi produkty,
vyrobnim zavodem a hodnotovym fetézcem, a maximalizaci
pozitivniho dopadu na nase okoli.

Nasi ambici je byt skutecnym lidrem v udrzitelné podnikatelské
praxi. Proto musime vynikat v mnoha oblastech, ale pfedevsim
svymi vyrobky. Diky prilomovému védeckému vyzkumu vyvinula
PMI fadu vyrobkd bez koute, které dospélym kurdkdm prinaseji
pozitek a maji potencidl vyrazneé snizit zdravotni rizika ve srovnani
s koufenim. Jednoho dne chceme dosdhnout budoucnosti

bez koure a cigarety témito méne skodlivymi alternativami

zcela nahradit.

Presto, ze v centru nasi snahy o udrzitelnost je nas vyrobek,
neopomijime ani dalsi pilife - respekt k lidem napfi¢ hodnotovym
fetézcem, ochrana zivotniho prostfedi a Fizeni provozni efektivity.
Stanovili jsme si ambiciézni cile udrzitelnosti a dosahli jsme
velkého pokroku. Patfime mezi Spickoveé, rychle se rozvijejici
spolecnosti s rychloobratkovym zbozim, co se tyce nasi
ekologické stopy. Poc¢inaje zplsobem, kterym si zajistujeme
dodavky tabdkovych listl, aZ po to, jak vyrabime a distribuujeme
cigarety.

Krome toho podporujeme vymahani dodrzovani pravnich
predpisd, které stanovuji minimalini vék pro prodej tabdkovych
vyrobkd, a Uzce spolupracujeme s maloobchodniky a ostatnimi
partnery pri realizaci program( zamérenych na prevenci koufenf
mladistvych. Philip Morris Slovakia s.r.o. pokracovala v roce

2018 v podpore programu zaméfeného na prevenci kouren{
mladistvych ,Na véku zalezi“, poprvé uvedeného v roce 1998.
Cilem tohoto programu je zabranit mladistvym v pfistupu

k tabakovym vyrobkdm prostiednictvim podpory prodejcd

v dodrzovani pravniho pozadavku na minimalni vék nakupujiciho.

V roce 2018 se spole¢nost Philip Morris CR a.s. stala &lenem
organizace Byznys pro spolec¢nost, nejvétsi ceské aliance firem
prosazujici odpovedny a udrzitelny pristup v podnikani. Jsme totiz
presvedceni, ze je nejen v nasem zajmu, ale i v zajmu spolecnosti
jako celku, abychom jako podnikatelsky subjekt uvazovali

v dlouhodobém horizontu, chovali se eticky, vazili si svych
zaméstnancUl a pozitivné ovliviiovali své okoli.

For us, sustainability means creating long-term value while
minimizing the negative externalities associated with our
products, operations and value chain and maximizing the positive
impact we have on the world around us.

Our ambition is to be a true leader in sustainable business
practices. We therefore need to excel in many areas, starting

first and foremost with our products. Through ground-breaking
research PMI has developed a range of smoke-free products

that are enjoyable for adult smokers and have the potential

to significantly reduce health risks when compared to smoking.
One day we want to achieve a smoke-free future and replace
cigarettes with these less harmful alternatives completely.
Despite the fact that our product is at the center of our
sustainability efforts we can not omit other three pillars -
respecting our people throughout the value chain, preserving

the environment and driving the operational excellence.

We have set ambitious sustainability targets and have made great
progress. We are ranked among the top fast-moving consumer
goods companies in terms of our environmental footprint, starting
from the way we source tobacco leaf to how we manufacture and
distribute cigarettes.

Furthermore, we support the 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 2018, 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 2018, Philip Morris CR a.s. has become a member

of the Business for Society organization, the largest Czech alliance
of companies promoting a responsible and sustainable business
approach. We believe that it is not only in our interest, but also

in the interest of society as a whole, to think in the long term

as a business entity, to behave ethically, to respect our employees
and to positively influence our surroundings.



Lidé & firemni kultura People & Culture
Klicové Gdaje 2018* Key Highlights 2018*

Celkovy pocet zaméstnanct / Total Headcount
Philip Morris CR a.s.

830 329
vyrobni zavod / Operations administrativa a obchodnici
Buy & Sell
33% 67%
Celkovy pocet Zen Celkovy pocet muzu
Total representation of women Total representation of men
26,14 %

Zeny v manazerskych pozicich
Women in managerial positions

\ *Udaje k 31. prosinci 2018 podle internich kalkulaci spole¢nosti Philip Morris CR as.

*Data valid for the year ended December 31, 2018; according
to internal calculations of Philip Morris CR as.

Udrzitelnost
Sustainability



Jiz popaté za sebou ndm byla udélena certifikace Top Employer
Ceskd republika. Certifikat je daldim dkazem toho, Ze se neustale
snazime pro své zameéstnance vytvaret motivujici, inkluzivni

a produktivni prostredi. Klicem k uspéchu jsou praveé spokojeni
zameéstnanci, zejména nyni, kdy nase firma prochazi transformacf
a stavi svou budoucnost na vyrobcich bez koufe. Spole¢nost
Philip Morris Slovakia s.r.o. obdrzela toto ocenéni za Slovenskou
republiku rovnéz popaté v fradé.

Certifikat mohou ziskat pouze ty organizace, které spIni prisna
kritéria Top Employers Institute v oblasti fizenf a rozvoje lidskych
zdrojl a projdou nezavislym mezindrodnim auditem. Mezi oblasti,
které jsou hodnoceny, patfi fizeni talent(, ndbor talentd, planovani
pracovnich sil, prijimani a adaptace novych zaméstnancd,

péce o zaméestnance (Skoleni, rozvoj), fizeni vykonu, rozvoj
vidcich schopnosti, Fizeni kariéry a nastupnictvi, odménovani

a zaméstnanecké vyhody a kultura pracovniho prostredi.

Philip Morris Slovakia s.r.o. je od kvétna 2017 rovnéz signatarem
slovenské Charty Diverzity na podporu rliznorodosti

a zaclenovani.

EMPLO
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CERTIFIED EXCELLENCE IN EMPLOYEE CONDITIONS

CERTIFIED EXCELLENCE IN EMP!

We have been certified a Top Employer Czech Republic

for the fifth consecutive year. This certification is further proof
of our ongoing commitment to create a motivating, inclusive
and productive environment. The key factor to our success

is satisfied employees, especially now when our company

is transforming and building its future on smoke-free products.
Philip Morris Slovakia, s.r.o. also received the same certification
in the Slovak Republic for the fifth consecutive year.

This certification is granted exclusively to companies that have
fulfilled the strict conditions in HR Management and Development
set by the Top Employers Institute, and that have undergone an
independent international audit. The following areas are among
those that are assessed: Talent Strategy, Talent Acquisition,
Workforce Planning, On-boarding, Learning & Development,
Performance Management, Leadership Development, Career

& Succession Management, Compensation & Benefits, and
Culture. Since May 2017, Philip Morris Slovakia s.r.o. is also

a signatory of Slovak Diversity Charter supporting diversity
and inclusion.

'ro ) | czecn
REPUBLIC
EMPLOYER | 2019

c XCELLENCE IN EMPLOYEE CONDITIONS
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POLICY OF EQUAL PAY BETWEEN
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Jako UpIné prvni firma v Ceské republice jsme v roce

2018 ziskali prestizni certifikaci tzv. platové rovnosti
EQUAL-SALARY. Certifikaci udéluje sSvycarska Nadace
EQUAL-SALARY ve spoluprdci s Zenevskou univerzitou

a poradenskou spolec¢nosti PwC jako nezavislé potvrzeni
rovného odmeénovani muzUl a zen na stejnych pracovnich
pozicich. Spolec¢nost Philip Morris Slovakia s.r.o. rovnéz
obdrzela tuto certifikaci jako prvni ve Slovenskeé republice.

LZiskani certifikace platové rovnosti
dokazuje, Ze Philip Morris CR a.s.
dlouhodobé dba na rovnocennou
mzdovou politiku a je dobrym
zameéstnavatelem bez ohledu na pohlavi,
vek Ci zda pracujete na obchodni, nebo
vyrobni pozici.”

,Je pevnou soucasti nasich firemnich
zasad, Ze na pracovisti neakceptujeme
jakoukoli diskriminaci. Pokud jde o oblast
odménovani, vime, Ze je to néco, co se
obtizné dokazuje. Rozhodli jsme se proto
pro nezavislé a objektivni posouzeni,
abychom zjistili, zda to, v co véfime,
skutecné délame. Zaroven chceme byt
povazovani za skvélé misto k praci

pro své stavajici i budouci zaméstnance
bez ohledu na pohlavi.”

Udéleni certifikatu vychazi z nezavislého vyhodnoceni splnéni
prisnych kritérii. Spolecnost, kterd ma zajem uchazet se

o certifikaci, poskytne k analyze anonymizovana zameéstnanecka
data Nadaci EQUAL-SALARY prostrednictvim zabezpecené

IT platformy. Nasledneé firmu navstivi tym auditorske spolecnosti
PwC, kterd se jako jedind na svété mlzZe na procesu certifikace
podilet jako poradce, a provede prezkum. Na zakladé kladného
stanoviska PwC je nasledné spolecnosti udelen certifikat a pravo

pouzivat oznaceni EQUAL-SALARY. Certifikdt ma platnost 3 roky,

As the very first company in the Czech Republic we were awarded
the prestigious EQUAL-SALARY Certification for so-called equal
compensation. This certification is awarded by the Swiss EQUAL-
SALARY Foundation in collaboration with the Geneva University
and the consulting firm of PwC as an independent means

of certifying the equal compensation of women and men

for the same work positions. Philip Morris Slovakia, s.r.o. has been
also certified as the very first company in the Slovak Republic.

,Being awarded the EQUAL-SALARY
Certification proves that Philip Morris CR a.s.
maintains a fair wage policy in the long-term,
and that it is a good employer no matter the
gender, age, or working position - business
or manufacturing.”

,The rejection of all types of discrimination
at the workplace is an integral part

of our company principles. In the case

of compensation, this is something that is
difficult to prove, and we know that.

We thus opted for an independent and
objective evaluation to discern whether

we truly do what we believe in. We also want
to be considered a great employer both

for our current and for our future employees,
no matter their gender.”

The awarding of the EQUAL-SALARY Certificate is based

on the independent evaluation of strict criteria. Every company
that is interested in applying for the certification provides
anonymised employee data using a secure IT platform for analysis
by the EQUAL-SALARY Foundation. Then, a team of auditors from
the PwC Company, which is the only company in the world that

is allowed to take part in the certification process as a consultant,
visits the applicants and reviews them. Based on the positive
opinion of PwC, the company is awarded the certificate



béhem nichz musi certifikované spolec¢nosti predlozit
dveé monitorovaci zpravy.

Skupina Philip Morris International, ktera je globalnim
zameéstnavatelem s vice nez 80 tisici zaméstnanci v mnoha zemich
po celém sveté, ma diverzitu a rovnost pracovnich podminek

jako jeden z klicovych pilifG firemni kultury. Pravé rozmanitost
pracovnich tymd a pristupd k praci je klicem k celkové Uspésnosti
firmy a také motorem inovaci.

Rovnocenné zastoupeni muzl a zen je jedna z oblasti diverzity,
které Philip Morris International vénuje zvlastni pozornost. Tyka
se to véech oblasti lidskych zdroj - od dosazeni genderové
vyvazeného naboru kandidatd na jednotlivé pozice az napriklad
po stanoveni cile, aby do roku 2022 bylo nejméné 40 %
manazerskych pozic obsazeno prave zenami.

Dulezitou soucasti pristupu k zaméstnancim je pozornost, kterou
firma vénuje v Ceské republice jako zaméstnavatel rodicim

po navratu z materské ¢i rodicovské dovolené. Koleglim, ktefi

se vracejl zpét do prace jako rodi¢e, poskytuje Philip Morris CR a.s.
napriklad nasledujici podporu a benefity:

moznost navysené kvoty hodin, kdy mohou pracovat

z domova (u pozic, které to umoznuiji),

financni kompenzace osetfovani ¢lena rodiny do 3 let jeho
veku,

pfi navratu do prace do 1roku véku ditéte (na pracovni pomer)
poskytnuti jednorazové kompenzace na podporu financovani
Skolky nebo hlidani déti.

V roce 2018 jsme pokracovali v aktivitach zaméfenych

na budovani znacky zaméstnavatele s cilem zvySovat povédomi
o spole¢nosti Philip Morris CR a.s. jako zddaném zaméstnavateli,
a prildkat tak vhodné kandidaty na nami obsazované pozice.
Vyuzivali jsme nejen tradic¢nich prilezitosti, ale aktivnijsme byli

v tomto sméru i na socidlnich sitich

(Facebook - @PhilipMorrisCzechRepublic, kariérni portaly atd.).

Aktivneé jsme se soustrfedili na spolupraci se stfrednimi Skolami

v Kutné Hore (studenti starsi 18 let), zejména s Vyssi odbornou
Skolou a Stfedni primyslovou $kolou, které maji ve svém
studijnim planu obory Elektrotechnika a Automatizacni technika.
Studentdm téchto oborl jsme umoznili navstivit nas vyrobni
zavod, kde méli moznost redlné vidét samotnou vyrobu, a rovnéz
pohovorit se zaméstnanci z oddéleni Udrzba, kteff je navstivili
primo ve Skole, o nasem technologickém parku. Stalo se jiz tradici,

and is authorised to use the EQUAL-SALARY label. The certificate
is valid for three years, during which the certified companies must
present two monitoring reviews.

Philip Morris International, which is a global employer with more
than 80 thousand employees in many countries worldwide,
considers diversity and equal work conditions as one of its key
cultural pillars. In fact, the diversity of its work teams and work
methods is the key to the overall success of the company, as well
as being the motor for innovations.

The equal representation of men and women is just one

of the types of diversity that PMI pays special attention to.

All areas of human resources are affected by it - from achieving

a gender balance in the recruitment of candidates for each
position to setting the goal that by 2022, women will hold at least
40% of managerial positions.

Anintegral part of our approach to employees is also the
attention that the company pays as an employer in the Czech
Republic to parents returning to work after maternity or parental
leave. For example, Philip Morris CR a.s. offers the following
support and benefits to colleagues who are parents returning

to work:

possibility of increasing the quota of hours worked as home
office (those positions where it is possible)

financial compensation for medical treatment of family
members under 3 years of age

when returning to work (as an employee) within one year
of age of the child, the provision of one-off compensation
as a contribution for financing pre-school or babysitting.

In 2018 we continued in activities focused mainly on Employer
Branding with the goal of raising awareness about Philip Morris
CR a.s. as an employer of choice and of enhancing our ability
to continue attracting suitable candidates for our vacancies.
We used not only traditional opportunities, but we were also
actively present on social media

(Facebook - @PhilipMorrisCzechRepublic, career portals etc.).

We actively focused on cooperation with secondary schools

in Kutna Hora (students aged 18 and up), especially with the
Higher Vocational School and Secondary Technical School,
whose curricula contain Electrical Engineering and Automation
Technology field of study. We have enabled students to visit our
production facility in Kutnd Hora, where they could see

the real-time production. Our employees from the Maintenance



Ze studenti vyse zminénych obord prichdzeji do nasi firmy se
zajmem o umoznéni praxe v nasem zavode nebo o spolupraci

na absolventské praci.

Dlouhodobé spolupracujeme i se Stfedni odbornou $kolou

a Stfednim odbornym ucilistém femesel v Kutné Hore, kde jednim

ze studijnich obord je Elektrikar.

Vlysoké Skoly

V oblasti vysokého skolstvi byla spoluprace zamérena

na Univerzitu Pardubice, Fakultu managementu Vysokeé skoly
ekonomické v Jindfichové Hradci, Vysokou skolu ekonomickou
v Praze, Ceské vysoké u¢eni technické v Praze a Vysokou $kolu
chemicko-technologickou v Praze. Nase spolec¢nost se nejen
zUc¢astnila pravidelnych jarnich veletrh( pracovnich pfilezitosti
na univerzitach, ale také pro studenty vysokych Skol pfipravila
dalsi aktivity pfimo v kutnohorském vyrobnim zdvodé nebo

v prazské centrale. Studenti meli moznost v ramci celodenniho
programu navstivit vyrobu, poslechnout si pfednasku o tabaku
¢i historii nasi spole¢nosti. Souc¢asti navstévy byva i setkdni

s managementem a prohlidka historické budovy konventu.

Virtualni den otevienych dvefi

V listopadu 2018 hostila skupina PMI prvni Virtualni den
otevienych dvefi v historii. U¢astnici méli pfileZitost ziskat
informace o spolecnosti, seznamit se s vizi budoucnosti bez
koufe a chatovat on-line se zaméstnanci z rdznych evropskych
pobocek PMI.

Celkem se Virtualniho dne otevienych dvefi zucastnilo

1663 zajemcll, z ceho? 146 navstévnikd bylo pfimo z Ceské
republiky, a digitdlné se spojili se zastupci spolecnosti Philip
Morris CR a.s. a ziskali vice informaci o nasi spole¢nosti piimo
ve virtuadlnim prostredi.

Department also visited students directly at their school

and discussed with them about our technology park. It has
become a tradition that students of the above-mentioned filed

of studies come to our company with an interest to participate

in practical experience at our factory, or they seek a collaboration
during preparation of the thesis.

We have also a long-term cooperation with the Secondary
Vocational School and the Secondary Vocational School of Crafts
in Kutnd Hora where one of the fields of study is the Electrician.

Universities

In the field of the higher education, our cooperation was focused
on the University of Pardubice, the Faculty of Management

of the University of Economics in Jindfich(v Hradec, University
of Economics in Prague, University of Chemistry and Technology
in Prague and Czech Technical University in Prague.

Our company participated in regular spring job fairs at
universities, and prepared some activities for university students
directly at the Kutna Hora plant or at HQ in Prague. Within

the one-day program, students were given the opportunity

to visit our production facility and listen to lectures on tobacco
and the history of our company. A meeting with the factory
management and a tour of the historic building of the convent
was a part of the visit.

Virtual Open Day

In November 2018 PMI hosted its historically first Virtual Open
Day. Participants had a unique opportunity to gain insights
about our company, our Vision to Design a Smoke-Free Future,
us as an employer and to chat on-line with employees

from different European affiliates.

In total 1,663 people participated in Virtual Open Day, 146

of them were from the Czech Republic, and digitally connected
with representatives from the Philip Morris CR a.s. to learn more
about our company in a virtual environment.

Udrzitelnost
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V dubnu roku 2018 jsme ve spolupraci s externim poskytovatelem
zdravotni péce pfipravili pro své zaméstnance tzv. Tyden zdravi,
béhem kterého méli moznost kazdy den navstivit seminare,
vySetfeni a workshopy. Seminare byly zaméreny napfiklad

na téma stres management, kde se hovofilo o zakladnich
stresovych faktorech v osobnim a pracovnim Zivoté; na ergonomii
v praci, v€éetné ukazek a instruktazi ke cviceni pro kratké aktivni
pauzy béhem pracovni doby; ¢i na onkologickou prevenci

pro zeny. K dispozici byli nasim zaméstnancdm |ékafi

ze zdravotnického zafizeni, ktefi provadéli napfiklad screeningové
vysetteni nozni klenby, karpalniho tunelu, kiize, o¢i ¢i rozbor

Z kapky krve.

Nezapomnéli jsme ani na kolegy v regionech, pro které byl v rdmci
Tydne zdravi pfipraven specialni vitaminovy balicek, distribuovany
na jednotliva depa.

V ramci kutnohorského vyrobniho zavodu jsme pocatkem roku
2018 ve spolupraci s autorizovanou obalovou spolecnosti EKO-
KOM a.s. usporadali osvétovou kampan , Tridte odpad, ma to
smysl”, zamérenou na spravné tridéni odpadu. V jejim pribéhu
byla na medidini sténé a plazmovych obrazovkach prezentovana
vzdélavaci videa, prostrednictvim klip-rdmda tisténa schémata

a zajimava cisla a fakta tykajici se recyklace.

Pro zaméstnance jsme pripravili specidini prednasku zameérenou
na tridéni odpadu, prostrednictvim které se dozvédéli nejen

o novych trendech v oblasti recyklace, o cesté odpadkd

z domacnosti na sklddku Ci k recyklaci, ale i konkrétni informace
o spole&nosti Philip Morris CR a.s. a 0 jejim odpovédnému
pristupu k odpadovému hospodarstvi. Nabyté znalosti si
zameéstnanci mohli ovérit v zaverecném kvizu o ceny.

V krajskych méstech Ceské republiky ma nase spole¢nost
rozmisténa depa pro své obchodni zastupce. Na tato depa jsme
distribuovali nddoby na tridéni odpadu a kazdému zameéstnanci
jsme venovali sadu tasek urcenych k tfideni odpadu v domacnosti.
Spole¢nost EKO-KOM a.s. se zUcastnila i naseho Dne déti,

v pribéhu kterého jsme vedli osvétovou kampan i pro déti svych
zaméstnancd.

In cooperation with an external healthcare provider, we have
organized a Health Week for our employees in April 2018. During
the week, they could visit various in-house seminars, examinations
and workshops. Seminars were focused e.g. on stress
management, where employees have learned how to recognize
basic stress factors in personal and work life; on ergonomics

at work place, including demonstrations and exercises for short
active pauses during working hours; and also on oncological
prevention for women. Doctors from the external healthcare
provider carried out a screening examination of a feet arch, carpal
tunnel or skin, as well as a blood drop test, or an eye scan.

We have not even forgotten our colleagues in the regions.
In the framework of the Health Week, we have distributed
a special vitamin packages to our regional depots.

An awareness campaign ,Sort waste, it makes sense”

was organized at the beginning of the year 2018 at Kutna Hora
production plant. The event took place in cooperation

with the authorized packaging company EKO-KOM a.s. During
the campaign, educational videos were presented on media
wall and other screens disseminated within the factory. Facts
& Figures on recycling and waste treatment schemes were
presented on leaflets placed in clip frames.

A special lecture on waste sorting was organized for employees.
Participants of lectures have learned about new recycling trends;
waste route from households to waste dump or recycling line;
and specific information concerning the waste management

of Philip Morris CR a.s. Employees could verify the knowledge
gained during the campaign in the final quiz.

Throughout the Czech Republic several depots for our company
field force are deployed in Regional cities. We have distributed
waste sorting containers to these depots, and we provided a set
of household waste bags to each employee. Company EKO-KOM
a.s. also participated on the Children’s Day, during which we have
conducted an awareness campaign for our employees children.




Dobrovolnictvi zaméstnanct

Spole¢nost Philip Morris CR a.s. vitd a podporuje aktivni U¢ast
svych zaméstnancl na dobrovolnickych aktivitdch. V roce 2018
byly uskutec¢nény napriklad tyto projekty:

Darcovstvi krve

Nasi zamestnanci se jiz 9 let zapojuji do dobrovolného darcovstvi
krve. Dvakrat rocné navstivi nas kutnohorsky zavod mobiln{
jednotka prazské nemocnice a pokazdé minimalné 50 nasich
kolegl ochotné daruje krev. Tési nas jak tradi¢ni darci, tak i GpInf
novacci, ktefi s darcovstvim krve zacinaji pravé diky moznosti
darovat pfimo v misté svého pracovistée.

Sbirka oSaceni, knih, hracek a drobného vybaveni
Zameéstnanci mezi sebou zorganizovali dobrovolnou sbirku
oSaceni, knih, hracek a drobného vybaveni domacnosti. Véci byly
predany ¢tyrem rliznym charitativnim/neziskovym organizacim
jako podpora jejich aktivit nebo jako pfima pomoc jejich

klientdm (handicapovanym, znevyhodnénym ¢i chudym lidem,

a opusténym zviratdm).

Charitativni snidané

Vlastnimi silami upecené ¢i jinak pripravené nebo i zakoupené
pokrmy nachystali nékteri zaméstnanci pro své kolegy

u prilezitosti tzv. charitativnich snidani. Pokrmy byly prodavany
za predem stanovenou cenu a vytézek z prodeje byl nasledné
pfedan neziskové organizaci, kterou si hlasovanim vybrali sami
zameéstnanci. Vynos ze dvou snidanf putoval na konto Nadace
Leontinka, kterd pomaha zrakové postizenym, predevsim détem
a mladym lidem. Poslanim Nadace Leontinka je umoznit témto
lidem integraci do spolecnosti, vzdélani a spolecenské, sportovn{
i volnocCasové aktivity.

*Kromé vySe zminénych aktivit, které probihaji v ramci
pracovni doby, se mnoho zaméstnancl vénuje dobrovolnické
¢innosti i ve svém volném case.

Employee volunteering

Philip Morris CR a.s. welcomes and supports an active
participation of its employees on voluntary activities.
In 2018 for example these projects were implemented:

Blood Donation

Our employees have been engaged in volunteer blood donation
for nine years. Twice a year a mobile unit of the Prague hospital
arrives at Kutnd Hora factory and each time at least 50 of our
colleagues are willing to donate the blood. We are pleased with
both traditional donors and newcomers who start with blood
donation, thanks to the fact they can donate blood directly

at their workplace.

Collection of clothing, books, toys and small household
equipment etc.

Company employees organized a voluntary collection of clothing,
books, toys and small household equipment. Collected items

were given to four different charitable / non-profit organizations
to support their activities and/or to help their clients
(handicapped, disadvantaged or poor people; and lonely animals).

Bake sale

Some employees have prepared baked or otherwise cooked
or purchased snacks for its colleagues on the occasion

of so-called Bake sale charity breakfast. The dishes were sold
at a predetermined price and the proceeds from the sale were
subsequently passed to a non-profit organization selected

by employees. The proceeds from two breakfasts were sent
to the Leontinka Foundation, which helps visually impaired
people, especially children and young people. The mission

of the Leontinka Foundation is to enable these people to integrate
into society, education and social, sports and leisure activities.

*In addition to the aforementioned activities that take place
during the working hours, many employees are also involved
in volunteering even in their leisure time.
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Mezi klicové oblasti podpory patfi:
pristup ke vzdeélani
posileni postaveni zen
podpora hospodarskych prilezitosti

pomoc pri odstranovani nasledkd katastrof
a pripravenost na né

V roce 2018 jsme v oblasti pojmenované posileni postaveni zen
pokracovali ve spolupréci s La Strada Ceska republika, kterd

je jedinou organizaci v CR systematicky fesici problematiku
obchodovani s lidmi a vykoristovani. V oblasti nazvané

pristup ke vzdélani jsme pokracovali v dlouhodobé spolupraci

s vyznamnymi charitativnimi organizacemi v Ceské republice,
jako je Nadacni fond Slunce pro vSechny, a s nejvetsi platformou
pro odpovédné podnikani v Cesku - Byznys pro spole¢nost.
Spolupracovali jsme i s Nadaci Charty 77, kterd se zaméfuje

na podporu Sirokého okruhu projektd. Zvolili jsme jeji projekt
SenSen (Senzacni Seniori), ktery se soustfedi na podporu
vzdélavani a aktivizace seniorl. Podporili jsme rovnéz komunitni
projekty zacilené pfimo na oblast nasi pdsobnosti, tedy region
Kutnohorsko.

Na Slovensku se nase charitativni aktivity zaméfrovaly na oblast
ekonomického rozvoje a posileni postaveni zen. V roce 2018

Philip Morris Slovakia s.r.0. navic usporadala 2 sbirky Satstva

pro znevyhodnéené spoluobcany z celého Slovenska a zapojila

se do dobrovolnického programu Nase mésto, organizovaného
Nadaci Pontis. Spole¢nost také podporila nékolik organizaci

z rlznych regionl Slovenska, které bojuji proti domacimu nasili

a podporuji mladez z etnickych mensin i dalsich znevyhodnénych
oblasti. Philip Morris Slovakia s.r.o. i nadale podporovala komunity,
zejména handicapovanych lidi a osob bez domova.

Pro vice informaci ohledné naseho charitativniho programu
kontaktujte philipmorris.cz@pmi.com.

Key areas of support are:
Access to Education
Empowering Women
Economic Opportunities
Disaster Relief and Preparedness

In 2018, in the area of empowering women we continued our
cooperation with the La Strada Czech Republic, which is the only
organization in the Czech Republic that systematically tackles
the problems of human trafficking and exploitation. We continued
our long-term cooperation with major charitable organizations

in the Czech Republic, such as “Sun for All” and the largest
platform for responsible business “Business for Society.”

We also cooperated with Charta 77 Foundation, which is focused
on supporting a wide-range of projects. The project of our choice
was the SenSen Project, dedicated to supporting the elderly

in the field of senior education and activation. We also supported
community projects focused on access to education within the
location of our operations in the Kutna Hora Region.

In Slovakia, our charitable activities were focused on the areas
of economic development and empowering women. In 2018,
Philip Morris Slovakia s.r.o. organized 2 collections of clothes
for disadvantaged people across Slovakia and participated

in the volunteering programme “Our City” organized

by the Pontis Foundation. The company also supported a number
of organisations 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.

For more information on our Charitable Contributions Program
please contact philipmorris.cz@pmi.com.



V posledni dobé je registrovan maly zajem zakd o védu obecné

a také o technické dovednosti. Déti povazuji tyto discipliny

za obtizné a nezajimavé. Projekt Zakladni skoly Zizkov - Kutnd
Hora se proto zaméfuje na rozvoj pfirodnich véd a technickych
dovednosti s vyuzitim ,laboratore pod Sirym nebem®. Cilem
projektu je rozvinout technické dovednosti a znalosti zaku
prostrednictvim vlastniho vyzkumu a objev(. Zamérem je vytvorit
pozitivni vztah k pfirodnim védam a technickym predmétim,
probudit a prohloubit jejich zajem o fyziku, chemii, védu

a technickeé prace. U¢ebna pod Sirym nebem tomu ma napomaoci.
Zkoumani a objevovani jsou totiz nejlepsi zplsoby, jak pfitdhnout
déti k uceni. Ziskaji tak své vlastni zkusenosti s prirodou,
prostrednictvim experimentd si mohou ovérit platnost prirodnich
zakon( a zlepsit své motorické dovednosti. Z financnich
prostiedkd byly potizeny lavicky, stolky, altdnek a sada dfevénych
vyukovych interaktivnich modeld.

Projekt Smysluplna zahrada navazuje na jiz existujici projekt
Prirodni ucebna, ktery zrealizovala organizace Pod Horami, z.s.,
v ramci Zakladnf sSkoly Jana Palacha v Kutné Hofe. V ramci
projektu byla zrekultivovdana zanedbana plocha a nove bylo
vytvoreno tzv. druhé patro zahrady, jehoz tématem jsou ovocné
stromy a kefe. Soucasné byl vysazen vrbickovy tunel, osazena
kapkova zavlaha a vybudovan kompostér pro didaktické ucely.
Nove vybudovana vzdéldvaci plocha je denné uzivana zaky
zakladni skoly, ktefi zde mohou travit pfestavky, ale i dochazet
na tematickou vyuku.

Lately, a small interest in science, as well as in technical skills, has
been observed in students. Children consider these disciplines
to be difficult and uninteresting. The project of Zizkov Primary
School in Kutna Hora (Zakladni $kola Zizkov - Kutna Hora) thus
focuses on developing the natural sciences and technical skills
using a “open-air lab”. The goal of the project is to develop

the technical skills and knowledge of students through their

own research and discoveries. The aim is to create a positive
relationship with the natural sciences and technical subjects,

to incite and deepen their interest in physics, chemistry, science,
and workshop activities. The classroom under the stars should
help in this effort. Exploring and discovering are the best methods
of enticing children to learn. They thus acquire their

own experiences with nature, can verify the validity of natural
laws through experiments, and improve their motor skills.
Benches, tables, a gazebo, and a set of wooden educational,
interactive models were purchased using the financial support.

The Meaningful Garden project continues in the footsteps

of the existent Natural Classroom project realised by the Pod
Horami, z.s. organisation within the Jan Palach Primary School

in Kutna Hora (Zakladni $kola Jana Palacha). In this project,

the neglected area of the garden was re-cultivated,

and the so-called second floor of the garden was created,
carrying the theme of fruit trees and bushes. Also, a willow
tunnel was planted, drip irrigation was installed, and a composter
was constructed for didactic purposes. The newly constructed
educational area is used daily by the students of the primary




Vyukové programy jsou nabizeny nejen mistnim zakam,

ale jsou otevreny i dalsim Skoldm z okrest Kutna Hora a Kolin.
Respektuji skolni vzdéldvaci programy a jsou prizplsobeny véku
déti a jejich schopnostem. Diky nasi podpofe byla navysena
nabidka vzdélavacich program o nova témata a ty soucasné
byly rozsifeny o nové vyukové materidly (pracovni sesity).

Mimo ¢as vyuky je plocha pfistupna i verejnosti.

Ucebna na louce

Projekt organizace Pod Horami, z.s., jehoz cilem bylo rozsitent

a obohacenf jiz realizované naucné stezky u zamku Kacina

o dalsi drevéné interaktivni vzdélavaci panely. Jedna strana
panelu je urcena pro dospeélé, druha strana pro déti. Détska
strana je vzdy vybavena hernim prvkem. Panely obsahuji
vzdéldvaci texty a obrdzky (rlzna témata - hmyz, vcelarstvi,
ptaci, krajinna funkce parku atd.). Z financniho pfispévku nasf
spolecnosti byly uhrazeny i propagacni materiadly informujici Skoly
a Sirokou verejnost o trase, jejim obsahu a poslani. Soucasne byly
pripraveny vyukoveé programy a materidly pro realizaci terénniho
vzdélavani.

school, who can spend recess in the garden, but also attend
classes in related subjects here.

The educational programmes are offered not only to the local
students, but are open also to other schools from the Kutna Hora
and Kolin Counties. They respect school educational plans,

and are adapted to the ages of children and their abilities.
Thanks to our support, the offer of educational programmes
was expanded by new subjects, and these were also enriched
with new teaching materials (workbooks). When the area is not
being used for teaching, it is open also to the public.

Field Classroom

This project of the Pod Horami, z.s. organisation had the goal
of expanding and enriching the already realised educational
trail located by Kacina Chateau with more wooden interactive
information panels. One side of each panel is meant for adults,
and the other for children. The children’s side always has a play
element included. The panels contain educational texts

and images (various themes - insects, bee-keeping, birds,

the landscape functions of parks, etc.). Our company’s financial
support also covered the costs of propagation materials that
inform schools and the general public about the trail, its contents,
and its mission. Also, educational programmes and materials
for realising education in the field were prepared.

Udrzitelnost
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Jiz ¢tvrtym rokem nase spolecnost financné podpofila projekt
Cesta ke vzdeélani Soukromé matefské skoly, zakladni skoly

a stredni $koly Slunce, 0.p.s (ddle jen ,Skola Slunce®) ve Stochové.
Projekt je zaméfen na prepravu zak( a studentd se specidlnimi
vzdélavacimi potfebami do skol v Unhosti a Stochove a zpatky
domd, ale i dalsi aktivity zaclenéné do vzdélavaciho programu,
mezi které patfi napfiklad vzdelavaci a kognitivni exkurze

Ci pfeprava do plaveckého bazénu.

Skola Slunce poskytuje vzdélani détem s nejriiznéjsimi

druhy handicapu ¢i s kombinovanymi handicapy (mentaini

a smyslové postizeni, autismus, ADHD) a také détem socialne
znevyhodnénym. Z4ci a studenti mohou pokracovat ve vzdélavani
a Skola je pripravi na Uspésné slozeni zaverecnych zkousek.
Vzdélavaci aktivity podporuji integraci osob se specialnimi
vzdélavacimi potfebami do spolecnosti, a snizuje se tak jejich
zavislost na péci jinych osob.

Vzajemna spoluprace se neomezuje jen na financni podporu
projektu prepravy déeti do skoly, ale je mnohem Sirsi. V ramci

jiz tradi¢nich vanocnich a velikono¢nich trhl pro zaméstnance
kutnohorského vyrobniho zavodu i prazského feditelstvi nasi
spole¢nosti je nejvétsim dodavatelem svatecnich dekoraci, darkd,
peciva a cukrovinek Nadac¢ni fond Slunce pro vSechny.

Na skveélé vanocky a krasné dekorace z chranéné dilny se tési
desitky zaméstnancd. Vytézek z prodeje vyrobkd jde na Ucet
fondu. V minulych letech navic nase firma vyuzila sluzeb fondu
pri pfipravé vanocniho darku pro vsechny své zameéstnance,

a finan¢né tak podpofila dobrou véc.
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For the fourth year already, our company financially supports

the project “The Path to Education” at the Sun Private Preschool,
Primary School, and Secondary School (The Sun School).

The project focuses on the transportation of children and students
with special educational needs to schools in Unhost and Stochov
and back home, but also to other activities that are a part of the
educational programme, including, for example, educational and
cognitive excursions or transportation to the swimming pool.

The Sun School provides education to children with various
types of impairments or with combined disabilities (mental

or sensory impairments, autism, ADHD), as well as children who
are socially disadvantaged. Children and students can continue
their education, and the school will prepare them to successfully
pass all final exams. The educational activities support

the integration of individuals with special educational needs
into society, and thus reduces their dependence on caretakers.

Our mutual cooperation is not limited to only the financial support
of the transportation of children to school, but is comprised

of much more. The Endowment Fund “Slunce pro vsechny”

(The Sun for Everyone) is the largest provider of festive
decorations, gifts, breads, and sweets to the already traditional
Christmas and Easter Markets held for the employees

of the plant in Kutna Hora, as well as for the Prague

headquarters of our company.

Dozens of employees look forward to the excellent Christmas
sweet breads and beautiful decorations made in the sheltered
workshop. The profits from the sales of the products are credited
to the bank account of the endowment. Plus, in the past several
years, our company also took advantage of the endowment’s
services to prepare Christmas gifts for all of its employees,

thus financially supporting a good cause.

=



V radmci charitativniho programu nasi spole¢nosti spolupracujeme
od roku 2016 s Oblastni charitou Cerveny Kostelec, konkrétné
Domovem sv. Josefa. V roce 2018 jsme financné podpofili

projekt CITAK - Centrum informacnich technologif a alternativni
komunikace.

Tym expert(, slozeny ze specidlniho pedagoga, fecového
specialisty, ergoterapeuta a IT konzultanta zde pomaha
pacientlim s roztrousenou sklerézou napomoci kompenzovat
svalstva, prostfednictvim specidlnich zafizeni alternativni
komunikace (roboticka ruka, pocitacova mys ovlddana usty -
MouthMouse a dalsi). Pacienti posiluji krk a hlasivky a uci se,
jak pouzivat specializované technologie a software, ktery jim
pomaha ovladat jednoducha elektronicka zafizeni, pocitace
ainternet. C4stecné tak kompenzuji ztratu hybnosti konéetin,
stavaji se vice sobéstacnymi a mohou se opétovneé zapojit

do spolecnosti.

V roce 2018 jsme se stali hrdymi nositeli oznaceni Darce roku,
ktery nam Domov sv. Josefa za odporu projektu CITAK udélil.
Krome tohoto projektu jsme v minulosti podporili socialni podnik
Pro-Charitu, fungujici v rdmci Oblastni charity Cerveny Kostelec.
Jde o spolecnost, kterd se zameéruje na zaméstnavani osob
zdravotné znevyhodnénych. Nase podpora byla realizovana
formou vyznamného nakupu vanocnich darkd (bylinné sirupy
Camellus) pro nase zaméstnance. V mensim rozsahu sirupy
kupujeme i jako prémie pro dobrovolné darce krve v ramci
firemniho ddrcovstvi (viz kapitola Lidé & firemni kultura).

As a part of our charity programme, our company has been
cooperating with the Regional Charity at Cerveny Kostelec,
namely with St Joseph’s Home, since 2016. In 2018, we financially
supported the project CITAC - The Centre of Information
Technologies and Alternative Communication Forms.

Here, a team of experts comprised of a remedial teacher, a speech
therapist, an occupational therapist, and an IT consultant help
patients with multiple sclerosis compensate their loss of mobility
caused by the gradual weakening of muscles by teaching them
to use special alternative communication equipment (e.g. robotic
arms, moving a computer mouse with the mouth - MouthMouse,
and others). Patients strengthen their necks and vocal chords,
and they learn how to use the specialised technologies

and software that helps them use simple electronic devices,
computers, and the internet. Thus, they partially compensate
the loss of mobility in their extremities, become more
independent, and can again actively participate in society.

In 2018, we became the proud laureates of the title “Donator
of the Year”, which the St Joseph’s Home bestowed on
us for our support of the CITAC project.

Aside from this project, we have in the past also supported
the social company Pro-Charita, operated within the Regional
Charity at Cerveny Kostelec. This is a company that focuses
on employing people with health disadvantages. Our support
took on the form of a significant purchase of Christmas gifts
(the Camellus herbal syrups) for our employees. We purchase
these syrups to a lesser degree also as bonuses for those
who volunteer to give blood within our corporate donation
programme (see the chapter People & Corporate Culture).




Smyslem projektu SenSen, o jehoz finan¢ni podporu nas
pozadala Nadace Charty 77, je neformalni propojeni aktivnich
senior( napfi¢ Ceskou republikou. Jde o platformu pro vice

ne stovku seniorskych klub(l a organizaci z celé Ceské republiky,
kterd zapojuje tisice seniorl. Mezi cile projektu SenSen patfi
podpora aktivniho Zivota seniord prostrednictvim nejrliznéjsich
spolecenskych akci a tvrcéich aktivit; vzdélavani seniorl v oblasti
zdravého zivotniho stylu, pocitacové gramotnosti, prace

s internetem; ziskani vétsiho nahledu na problematiku starsich
obc¢anl; nabidnout seniordm prostor pro predavani vlastnich
zku$enosti atd.

Nase spole¢nost finan¢né podporila poradani workshopl

v nékolika krajich Ceské republiky, kde se pod vedenim vysoce
kvalifikovanych instruktord seniofi seznamili se socidlnimi sitémi

a jejich pouzitim, ucili se psat ¢lanky, upravovat fotografie

v pocitaci, editovat webovou stranku, posilat zpravy a prezentovat
sveé aktivity a kluby. Soucasné jsme podpofili i organizaci
zavérecneé konference pro seniory v Praze. Dohromady se

do aktivit zapojilo dvanact seniorskych klubU, a seminare

i zavérecnou konferenci navstivilo celkem 678 Ucastnika.

The Charta 77 Endowment (Nadace Charty 77), requested that
we financially support the SenSen project, thejpoint-of-which

is the informal connection of active seniors throughout the Czech
Republic. It is a platform of more than one hundred senior clubs
and organisations from around the whole country, involving
thousands of seniors. Some of the goals of the SenSen project
are supporting the active lifestyle of seniors through various
social events and creative activities, educating seniors in healthy
lifestyles, computer literacy, and working with the internet,
gaining a greater perspective of the issues related to the older
population, and offering seniors a platform where they can share
their own experiences, etc.

Our company financially supported the organisation of workshops
in several regions of the Czech Republic, in which seniors,

under the tutelage of highly qualified instructors, became

familiar with social networks and how to use them, learned

how to write articles, edit photographs on the computer, edit

web pages, send messages, and present their activities and clubs.
We also supported the organisation of the final conference

for seniors held in Prague. Overall, twelve senior clubs
participated in the activities, and the seminars and the final
conference were visited by a total of 678 attendees.




Historie a kultura

Soucasti aredlu kutnohorského vyrobniho zavodu nasi
spolecnosti jsou i historické budovy byvalého cistercidckého
klastera, zalozeného roku 1142. V jeho prostorach zapocala prvni
tabdkova vyroba jiz v roce 1812. Tehdy se jednalo o manuaini
produkci $nupacino a dymkového tabaku. Od téch ¢asl se mnohé
zmeénilo, ale vyroba tabdkovych produktl v Kutné Hore funguje
dal, a to jiz 206 let. O historii tabakové vyroby v této lokalité byla
sepsdna a v roce 2018 vydana publikace s ndzvem TABACKA,
kterd je nejen pripominkou tradice vyroby, oslavou lidi, jejichz
zivoty byly s mistnim zadvodem spjaty, ale zaroven povzbuzenim
soucasnym zaméstnanclm, ze jejich prace ma pevné koreny

v minulosti a zajimavy vyhled do budoucnosti.

TABACKA

ptib&h promény klidtera v Sedlci

Nase spolec¢nost se o svij aredl stard s nalezitou péci. Veskeré
opravy a upravy jsou provadéeny po konzultaci s odborniky

na pamatkovou péci. V roce 2018 byly opraveny nékteré
vnitfni prostory konventu i jeho vnéjsi plast, zrekonstruovana
fasdda budovy Muzea tabaku a po rekonstrukci otevien nove
upraveny Rajsky dvir, ktery slouZi nejen zaméstnancdm
zavodu k odpocinku, ale i jako prostor k pofadani kulturnich
nebo spolecenskych setkani.

UdrZitelnost
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History and Culture

Part of our production plant in Kutna Hora also includes

the historical buildings of the former Cistercian monastery
founded in 1142. The first tobacco was produced on these
premises already in 1812. At the time, this comprised of the manual
production of snuff and pipe tobacco. Since then, much has
changed, but the production of tobacco products in Kutna Hora
continues, and that for the last 206 years. In 2018, the history

of tobacco products produced in this location was summarised

in the publication entitled TABACKA, which is not only a reminder
of the tradition of production and a celebration of those whose
lives were interconnected with the plant, but also serves

as encouragement for current employees, reminding them

that their work has strong roots in the past and an interesting
outlook in the future.

Our company takes proper care of the building complex

and premises. All repairs and adjustments are only made after
consultations with experts in monument care. In 2018, some
of the interiors of the convent, as well as its outer building
shell, were repaired, the facade of the Tobacco Museum was
reconstructed, and the newly remastered Cloister Garden
was opened, not only serving for the relaxation of the plant
employees, but also as a site for organising cultural and social
events.



V lonském roce jsme podporili usporadani nekolika hudebnich akcfi
tim, Ze jsme jejich organizatordm poskytli své prostory, zdzemi,
vybaveni nebo financni prispévek. V ramci Operniho tydne Kutna
Hora se 24. cervna 2018 na Rajském dvore uskutecnilo operni
predstaveni Madama Butterfly skladatele Giacoma Pucciniho.
Jako soucast hudebniho festivalu Praha, klasika.. se ve vnitfnich
prostorach konventu 4. srpna 2018 odehral orchestralni koncert

a komorni balet. Tretf a posledni hudebni akce roku 2018, koncert
Tri gracie, navodil 11. prosince prijemnou pfedvanocni atmosféru.

Tesinas, ze jsme mohli podpofit uskutecneni téchto kulturnich
udalosti, které byly velmi pozitivné ptijaty ze strany zaméstnanct
i externich navstévnik(, coz dokladala vysoka nadvstévnost akci,
ale i Casté dotazy, zda planujeme jesté nejaké dalsi podobné
aktivity.

Last year, we supported the organisation of several music
events by providing our premises, facilities, equipment,

or financial support to the organisers. On 24 June 2018,

as a part of the Kutna Hora Opera Week, the opera Madama
Butterfly by composer Giacomo Puccini was performed

in Cloister Garden. On 4 August 2018, an orchestral concert
and a chamber ballet performance were held in the interior
of the convent as part of the music festival Prague, Classic.
The third and last music event of 2018, the Three Graces
concert, evoked a pleasant pre-Christmas atmosphere

on December 11.

We are pleased that we were able to support the organisation

of these cultural events, which were enthusiastically received

by both our employees and by public visitors, proven by the high
attendance rate of the events and the frequent questions of when
we plan to organise similar activities.




Zivotni prostredi
Environment

Schopnost firmy soustavné snizovat svij dopad na zivotni
prostredije v dnesnim svéteé jednou ze zakladnich podminek
dlouhodobé udrzitelnosti. Proto je i pro nds redukce negativnich
dopadU hlavni prioritou. Soustfedime se tedy dlouhodobé

na snizovani uhlikové stopy, optimalizaci spotfeby energii a vody
a minimalizaci odpadd. Zivotni prostiedf je jednou z nejcennéjsich
hodnot, proto k nému pristupujeme s respektem na lokainf

i globalni Urovni.

Ability of a company to reduce continually its environmental
impact is currently one of the basic conditions of long-term
sustainability. Therefore, the ability to minimize negative impacts
is the main priority also for us. We focus on carbon footprint
reduction, energy and water consumption optimization and waste
reduction. Our environment is one of the highest values therefore
we respect it at both local and global level.
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Energeticka Gcinnost

Od roku 2010 jsme ve své kutnohorské tovarné snizili relativni
spotrebu energie 0 31 %*. Tohoto vysledku jsme dosahli diky
mnozstvi projektd zamérenych na efektivitu vyrobnich procesa.
Abychom mohli svou strategii povazovat za dlouhodobé
udrzZitelnou, je nutné optimalizovat vyuZiti energie kontinudiné.
Proto jsou pro nadchazejici obdobi napldnovany projekty

v oblastech rekuperace tepla a zvySovani efektivity provoznich
zarfizeni.

Energy Efficiency

Since 2010, we have reduced relative energy consumption

in Kutnd Hora factory by 31% *. We have achieved this result
thanks to a number of projects focused on production processes
efficiency. To make our strategy sustainable, we need to optimize
the energy use continuously. Therefore, projects in the areas

of heat recovery and operational efficiency are planned

for the coming period.

V pribéhu poslednich osmi let se nam podafilo
snizit relativni spotfebu energii o:

Over the last eight years, we have reduced
relative energy consumption by:

*Dle internich méfeni Philip Morris CR as. Zavokrouhlenu
*According to internal validation of Philip Morris CR a.s. Rounded.
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Snizeni spotieby vody

V roce 2018 se nam podafilo diky optimalizaci procesl
vykompenzovat negativni vlivy nové zavedenych procest

ve zpracovani tabaku. Diky tomu jsme dokazali snizit relativni
spotrebu vody v porovnani s rokem 2010 o 20 %*. To znamena
skokové zlepSeni 012% v porovnani s pfedchozim rokem.

Water-use Reduction

During 2018, we managed to offset the negative effects of newly
introduced processes in the area of tobacco processing. Based
on that, we have been able to reduce the relative water
consumption by 20%* compared to year 2010. This represents
an improvement of 12% compared to the previous year.

Z celkového objemu| odpadu tovarny
Philip Morris CR a.s. v Kutné Hore bylo
v roge 2018 recyklovano:

In 2018, the following amount was recycled
from the total volume pf waste generated
at the Philip Morris CR as. factory
in Kutna|Hora:

*Dle internich méFeni Philip Morris CR as. Zapkrouhleno.
*According to internal validation of Philip Morris CR a.s. Rounded.

Udrzitelnost
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V priibéhu poslednich 8 let| se nam podafilo
snizit relativni spotfebu vody o:

Over the last eight years, we have reduced
relative water consumption by:

207%

*Dle internich méFeni Philip Morris CR a.s. Zaokrouhleno.
*According to internal validation of Philip Morris CR a.s. Rounded.

Minimalizace odpadu

V roce 2018 jsme dokazali zachovat vysokou miru recyklace
odpadu, kterd dosahla 90 %*. Dosahovat takovych vysledk(

se nam dafi pouze s prispénim vSech zaméstnancd, kterym se
snazime poskytnout optimélm’ infrastrukturu pro tridéni odpadd
a pravidelné zvysujeme jejich povédomi o nutnosti odpady tridit. '

Prostrednictvim REMA Systému, ktery nam zajistuje organizaci
sbéru, tridéni, nakladanf a recyklaci elektrickych a elektronickych
zafizeni, jsme v roce 2018 vysbirali pres 873 tisic kusu

téchto zafizeni a pfedali k ekologickeé likvidaci témér 4 tuny
elektroodpadu.

Waste Minimization

During 2018, we were able to maintain a high recycling rate

of 90% *. A high level of waste recycling can be maintained only
with the assistance of our employees. We continuously strive
for providing them the optimal infrastructure for waste sorting,
and we regularly increase their awareness of the need to sort
the waste.?

Just under the REMA System, which organizes the collection,
sorting, handling and recycling of the electrical and electronic
equipment, we collected over 873,000 pieces of devices,
and handed over nearly 4 tons of electrical and electronic
equipment waste for ecological disposal in the year 2018.

1 Vice informaci k iniciativé , TFid'te odpad, ma to smysl", naleznete v kapitole Lidé a firemni kultura.

2 More information on initiative ,Sort waste, it makes sense” is available in People & Culture Chapter.



Uhlikova stopa Uhlikova stopa na silnici

V poslednich osmi letech jsme dokazali snizit uhlikovou stopu Protoze budoucnost bez spalovani a koufe myslime vazne,

své tovarny v Kutné Hore o 84 %*. Tento vysledek znamena rozhodli jsme se do firemniho vozového parku pofidit auta
snizeni o dalsi jedno procento v porovnani s pfedchozim rokem. s hybridnim pohonem. V Fijnu roku 2018 jsme prevzali 11 vozl

V oblasti redukce uhlikové stopy planujeme a realizujeme Toyota Auris, které slouzi ¢lendm tymu zodpovédného za prodej
pfevazné projekty v oblasti uspor zemniho plynu, dale vyrobkd se snizenym rizikem, mezi néz patii nas vyrobek /Q0OS
rekuperace tepla a zvySovani Ucinosti tepelnych zarizeni. s technologii nahfivani tabaku. Vozy maji s nasim vyrobkem

spolecného jmenovatele - opousteji tradicni model spalovani
a sazi na Spickové moderni technologie.

Carbon Footprint

Over the last eight years, we have been able to reduce the carbon  Carbon Footprint on the Road
footprint of our Kutna Hora factory by 84% *. This result means

an additional one-percent decrease, compared to the previous Because we are serious about the combustion - and smoke-free
year. In the field of carbon footprint, we plan and implement future, we have decided to buy hybrid vehicles for our corporate
projects in the area of natural gas savings, heat recovery fleet. In October 2018, we received 11 Toyota Auris vehicles with
and increasing the efficiency of thermal equipment. hybrid propulsion. The vehicles are meant for members of the

team responsible for selling reduced-risk products, which includes
our /QOS device, which is based on the heat-not-burn technology.

Emise oxidu uhlicitéHo v nasi tovarns v Kutné Vehicles have a common denominator with our device - both
dismiss the traditional model of combustion and put their faith

Hore jsme za poslednich osm let snizili o: in cutting-edge modern technology.

Carbon dioxide emissions produced by our
factory in Kutna Hora have been reduced
over the past eight years by:

*Dle internich méFeni Philip Morris CR a,s. Zaokrouhleno.
*According to internal validation of Philip Morris CR a.s. Rounded.
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Spole¢nost Philip Morris CR a.s. je pfednim vyrobcem a prodejcem
tabakovych vyrobkd v Ceské republice. Dospélym kutdkam nabizi
oblibené mezinarodni a domaci znacky cigaret, jako jsou Marlboro,
L&M, Philip Morris, Chesterfield, Petra Klasik a Sparta, ve vice

nez 50 variantach v rdznych cenovych urovnich.

Philip Morris CR a.s. je rovnéz distributorem bezdymnych
tabakovych vyrobk( HEETS', zatizeni IQOS a s nim souvisejiciho
piislusenstvi v Ceské republice. Zafizeni IQOS je systém uréeny

k zahrivani tabaku, ktery obsahuje elektronicky nahfivac
pouzivany se specialné navrzenymi tabakovymi naplnémi HEETS.
Zarizeni produkuje paru obsahujici nikotin, a protoze je tabak

v zafizeni zahrivan, nikoliv spalovan, tato technologie vytvari
aerosol, ktery ma v prliméru o 95% méné skodlivych latek

v porovnani s koutem z referenéni cigarety ™.

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 spole¢nosti Philip Morris Slovakia s.r.o.,
kterd je registrovana na Slovensku.

Tato zprdva vychazi zejména z konsolidované ucetni zaverky
spole¢nosti Philip Morris CR a.s. a Philip Morris Slovakia s.r.o.,
kterd byla sestavena v souladu s Mezinarodnimi standardy
ucetniho vykaznictvi ve znéni prijatém Evropskou unii.

Konsolidované trzby bez spotrebni dané a DPH ve vysi

14,1 miliardy K¢ se zvySily 015,4 % v roce 2018 v porovnani

s predchozim rokem, a to jak v dUsledku pfiznivého vyvoje

cen portfolia tabdkovych vyrobkd uréenych ke koureni' v Ceské
republice a na Slovensku ve vysi 0,8 miliardy K¢, ktery byl
¢astecné kompenzovan snizenim prodejl portfolia tabdkovych

1 Portfolio tabakovych vyrobkd uréenych ke koureni zahrnuje cigarety, cigarillos, tabak pro rucni vyrobu
cigaret a vice-objemovy tabak pro rucni vjrobu cigaret

*\/ roce 2017 byl v Cesku tento vjrobek uveden pod obchodnim nazvem HEETS FROM MARLBORO
a tento obchodni nazev se v Q12018 zménil na HEETS. Od tohoto mista dale je v ramci vyrocni
zpravy pouzivan jednotny obchodni ndzev HEETS pro oba trhy.

** PrGmeérné snizeni koncentraci (vztazeno k jednomu kusu naplné) jednotlivych Skodlivych
a potencialné Skodlivjch sloZzek méfenych v aerosolu /QOS v porovnani se standardni 9,4mg
.dehtovou" referencni cigaretou vytvofenou pro vyzkumné dcely (3R4F). Sbér aerosolu a koufe
uskutecnény podle pravidel pro simuldtor koufeni Health Canada Intense (objem potahnuti S5ml,
trvani potahnuti 2 vtefiny, interval mezi potdhnutimi 30 vtefin). Vypocty snizeni nezahrnuji nikotin,

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 also a distributor of the smoke-free tobacco
products, HEETS  with /QOS devices and related accessories

in the Czech Republic. /QOS is a tobacco heating system that
includes an electronic holder that is used with specially designed
heated tobacco units HEETS. The device delivers a nicotine-
containing vapor, and because the tobacco is heated and not
burned, this technological innovation allows to generate

the aerosol which has on average 95% lower levels of harmful
chemicals compared to the smoke of a reference cigarette™.

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 revenues, net of excise tax and VAT,

of CZK 141 billion increased by 15.4% in 2018 versus the prior year,
driven by favorable pricing on our combustible portfolio'in both
Czech Republic and Slovakia of CZK 0.8 billion which was offset
by lower combustible portfolio sales volume of CZK 0.5 billion,

as well as by higher sales of HEETS and /QOS devices in both

1 Combustible portfolio includes cigarettes, cigarillos, tobacco for make-your-own cigarettes
and volume tobacco for make-your-own cigarettes

* In the Czech Republic, the product was launched as HEETS FROM MARLBORO in 2017. The brand
name changed as of Q12018 to HEETS. Hereinafter a single brand name HEETS is used throughout
the 2018 Annual Report for this product in both countries.

** Average of the reductions in the concentrations (weight per stick) of individual harmful
and potentially harmful chemicals in the /QOS aerosol compared to the smoke from a standard
9.4mg 'tar’ reference cigarette (3R4F) designed for research purpose. Aerosol and smoke collections
performed under the Health Canada Intense machine-smoking regime (55ml puff volume, 2 second
puff duration, 30 second interval puff). Reduction calculations exclude nicotine.



vyrobkd urcenych ke koufeni ve vysi 0,5 miliardy K¢, tak také

v dUsledku vyssich prodejll zafizeni /QOS a tabakovych naplini
HEETS v Ceské republice a na Slovensku ve vy3i 2,4 miliardy KE.
Pri vylouceni vlivu ménoveého kurzu se konsolidované trzby
bez spotrebni dané a DPH zvysily 016,2%.

Zisk z provozni ¢innosti ve vysi 4,8 miliardy K¢ vzrostl

010,3% v roce 2018 v porovnani s predchozim rokem,

a to zejména v disledku pFiznivého vyvoje cen v Ceské republice
a na Slovensku. Pfi vylouceni vlivu ménového kurzu vzrostl zisk
z provozni ¢innosti v porovnani s predchozim rokem 0 9,5 %.

Zisk pfed zdanénim ve vysi 4,8 miliardy K¢ vzrostl 0 10,8 %
v roce 2018 v porovnani s predchozim rokem, a to z dGvodu
uvedenych vyse.

Cisty zisk ve vysi 3,8 miliardy K& vzrostl 010,1 % v roce 2018
v porovnani s predchozim rokem z ddivodd zminénych vyse,
coz bylo ¢astecné eliminovano vyssi dani z prijmu.

Trzby v tuzemsku bez spotfebni dané a DPH se zvysily 0 24,0 %
v roce 2018 v porovnani s pfedchozim rokem na 8,0 miliard K¢,
a to jak v dUsledku priznivého vyvoje cen portfolia tabdkovych
vyrobkd urcenych ke koufeni ve vysi 0,5 miliardy K¢, ktery byl
¢astecné kompenzovan snizenim prodejl portfolia tabdkovych
vyrobkd urcenych ke koufenf ve vysi 0,4 miliardy K¢, tak také

v dasledku vyssich prodejd zafizeni /IQOS a tabdkovych naplni
HEETS ve vysi 1,7 miliardy K.

Celkovy trh cigaret v Ceské republice poklesl o odhadovanych

1,6 % v roce 2018 v porovnani s predchozim rokem na 20,0 miliard
kusU cigaret, a to zejména v dlsledku prechodu dospélych kufakd
na zahfivané tabdkové vyrobky, a také v disledku dlouhodobého
poklesu spotreby cigaret, ktery byl vice nez kompenzovan
kratkodobym zvysenim spotieby z dlivodu jednorazovych vlivd

v roce 2018.

Celkovy kombinovany trh cigaret a zahfivanych tabakovych
vyrobk( v Ceské republice se zvysil o odhadovanych 0,7% v roce
2018 v porovnani s predchozim rokem na 20,5 miliard kusu.
Dlouhodoby pokles spotfeby cigaret byl vice nez kompenzovan
kratkodobym zvysenim spotieby z dlivodu jednorazovych vlivd
v roce 2018.

Od této vyrocni zpravy 2018 vykazujeme také svij trzni
podil zalozeny na mési¢nim souhrnu prodejd cigaret?, ktery

2 Nevefejny zdroj dat, ktery zpracovava PricewaterhouseCoopers Ceska republika, s.r.o

the Czech Republic and Slovakia of CZK 2.4 billion. Excluding
the impact of currency, consolidated revenues, net of excise tax
and VAT, increased by 16.2%.

Profit from operations of CZK 4.8 billion increased by 10.3%

in 2018 versus the prior year, primarily reflecting favorable pricing
in the Czech Republic and Slovakia. Excluding the impact

of currency, profit from operations increased by 9.5%.

Pre-tax income of CZK 4.8 billion increased by 10.8% in 2018
versus the prior year reflecting the items noted above.

Net income of CZK 3.8 billion increased by 10.1% in 2018 versus
the prior year reflecting the items noted above, partially offset
by higher income tax expense.

Domestic revenues, net of excise tax and VAT, increased by 24.0%
in 2018 versus the prior year to CZK 8.0 billion, driven by favorable
pricing on combustible portfolio of CZK 0.5 billion, which

was partially offset by lower combustible portfolio sales volume
of CZK 0.4 billion, as well as by a higher sales volume of HEETS
and /QOS devices of CZK 1.7 billion.

The total cigarette market in the Czech Republic decreased by
an estimated 1.6% in 2018 versus the prior year to 20.0 billion
units, due mainly to switching of legal age smokers to smoke-
free products, as well as a long-term decrease of cigarette
consumption which was more than offset by a temporarily higher
consumption as a result of one-off factors in 2018.

The total combined market of cigarettes and smoke-free products
in the Czech Republic increased by an estimated 0.7% in 2018
versus the prior year to 20.5 billion units. The long-term decrease
of cigarette consumption was more than offset by a temporarily
higher consumption as a result of one-off factors in 2018.

As of this 2018 Annual Report we are reporting the market
share based on a monthly tabulation of cigarette sales data?,
administered by PricewaterhouseCoopers Ceska republika,
s.r.o. ("PwC”). Participating in this tabulation are all the major
companies selling tobacco products in the Czech Repubilic,
who submit to PwC their data on cigarette sales to their direct
trade partners. PwC provides back to the survey participants
the anonymized aggregated total figure. Philip Morris CR a.s.
internal estimate for smoke-free products are then added

to the data, which combined represents the total market

2 A non-public data source administered by PricewaterhouseCoopers Ceska republika, sr.o



zpracovava PricewaterhouseCoopers Ceska republika, s.r.o.
(,PwC”). Na tomto souhrnu se podileji vSechny velké spolec¢nosti
prodavaijici tabdkové vyrobky v Ceské republice, které zasilajf
PwC sva data o prodejich cigaret svym primym obchodnim
partnerdm. PwC nasledné zasila Uicastnicim se spole¢nostem
agregovany a anonymizovany soucet. Philip Morris CR a.s. k témto
datam pridavd odhady pro zahfivané tabdkové vyrobky. Tato data
dohromady tvofi odhad celkového kombinovaného trhu, ktery je
zakladem pro vypocet trzniho podilu. Mame za to, ze trzni podil
vykazovany dle této metodologie pfesnéji vyjadruje skutecnou
vykonnost Philip Morris CR a.s., protoze data z maloobchodniho
prizkumu agentury Nielsen Company (Europe) Sarl (kterd jsme
pouzivali pro predeslé vykazovani) jsou zalozena na extrapolaci
vzorku prodejnich dat maloobchodnich prodejen.

Dle vyse popsané metodologie kombinovany trzni podil

Philip Morris CR a.s. poklesl 0 0,7 procentniho bodu v roce

2018 v porovnani s prechozim rokem ze 40,4 % na 39,7 %,
zejména v ddsledku pokracujiciho poklesu trzniho podilu cigaret
z predchozich let, ktery poklesl 0 2,9 procentniho bodu z 40,0 %
na 37,1%, to bylo ¢astecné kompenzovano nardstem trzniho
podilu HEETS o 2,2 procentniho bodu z 0,4 % na 2,6 %.

Pro Uplnost uvadime, Ze podle maloobchodniho prazkumu?
agentury Nielsen Company (Europe) Sarl trzni podil u cigaret
spole¢nosti Philip Morris CR a.s. pokles! o 2,6 procentniho bodu
v roce 2018 v porovnani s pfechozim rokem ze 44,9 % na 42,3 %,
zejména v ddsledku pokracujiciho poklesu trzniho podilu

z predchozich let a také v disledku prechodu dospélych kufakd
na zahrivané tabakové vyrobky.

Objem domaciho odbytu portfolia tabakovych vyrobkd uréenych
ke koufenf spole¢nosti Philip Morris CR a.s. se snizil 0 0,7 miliardy
kusl v roce 2018 v porovnani s predchozim rokem na 8,0 miliardy
kusl, zejména v dUsledku poklesu trzniho podilu u cigaret

a prechodu dospélych kutrdk( na zahtivané tabakové vyrobky.
Dle odhadt Philip Morris CR a.s. jsme b&hem roku 2018 v Ceské

3 Nevefejny maloobchodni priizkum agentury Nielsen Company (Europe) Sarl
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as a base for market share calculation. We believe the market
share reported using this methodology is more representative
of the true performance of Philip Morris CR a.s., as Nielsen
Company (Europe) Sarl research retail audit data (which

we have used as a proxy for our reporting previously) is based
on an extrapolated sample of retail stores’ data.

According to the above described methodology the combined
market share of Philip Morris CR a.s. decreased by 0.7 share points
in 2018 versus the prior year from 40.4% to 39.7%, due primarily
to continuous decrease of our cigarette share, which decreased

by 2.9 share points from 40.0% to 37.1%, partially offset

by the market share of HEETS, which increased by 2.2 share
points from 0.4% to 2.6%.

For completeness, according to the retail audit research?
conducted by the Nielsen Company (Europe) Sarl, the cigarette
market share of Philip Morris CR a.s. decreased by 2.6 share points
in 2018 versus the prior year from 44.9% to 42.3%, due primarily
to continuous decrease of our cigarette share as well as switching
of legal age smokers to smoke-free products.

Domestic combustible portfolio shipments of Philip Morris CR a.s.
decreased by 0.7 billion units in 2018 versus the prior year

to 8.0 billion units, driven mainly by lower cigarette market share
as well as conversion of legal age smokers to our smoke-free
products. According to Philip Morris CR a.s. internal estimates,

3 A non-public retail audit research conducted by the Nielsen Company (Europe) Sarl
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Zdroj: odhady Philip Morris CR, as. zalozené na mésicnim souhrnu prodejd cigaret dle PwC

Source: Philip Morris CR, as internal estimate based on a monthly tabulation of cigarette sales data by PwC



republice zaregistrovali 165 000 novych uzivatell, to znamena
celkovy pocet registrovanych uzivatell v objemu 226 000
na konciroku 2018.

Objem domaciho odbytu tabakovych napini HEETS se zvysil
0 460 miliond kust v roce 2018 v porovnani s predchozim rokem
na 532 miliond kusd.

Trzby spole¢nosti Philip Morris Slovakia s.r.0. bez spotrebni

dané a DPH se v mistni méné zvysily 0 30,4 % v roce 2018

v porovnani s pfedchozim rokem na 146,4 milionu eur, a to jak

v dasledku pfiznivého vyvoje cen portfolia tabakovych vyrobk
urcenych ke koureni ve vysi 10,6 milionu EUR, ktery byl ¢astec¢né
kompenzovan snizenim prodejl portfolia tabdkovych vyrobkd
urcenych ke koureni ve vysi 3,0 milionu EUR, tak také v dUsledku
vyssich prodejl zafizeni /QOS a tabakovych naplni HEETS ve vysi
27,8 milionu EUR.

Celkovy trh cigaret na Slovensku poklesl o odhadovanych 2,3 %

v roce 2018 v porovnani s predchozim rokem na 7,0 miliardy kusd,

zejména z dlvodu prechodu dospélych kufdkd na zahtivané
tabakové vyrobky.

Celkovy kombinovany trh cigaret a zahfivanych tabakovych
vyrobkd na Slovensku se zvysil o odhadovanych 1,1 % v roce 2018
v porovnani s predchozim rokem na 7,3 miliard kusd, z dévodu
priznivé ekonomickeé situace.

Od této vyrocni zpravy 2018 vykazujeme také svij trzni
podil zalozeny na mési¢nim souhrnu prodejd cigaret?, ktery

zpracovava PricewaterhouseCoopers Ceska republika, s.r.o.
("PwC”). Na tomto souhrnu se podileji vSechny velké spole¢nosti

&4 Neverejny zdroj dat, ktery zpracovava PricewaterhouseCoopers Ceska republika, s.r.o
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during 2018 we have added 165,000 newly registered users
in the Czech Republic, to a total of 226,000 registered users
at the end of 2018.

Domestic HEETS shipments of Philip Morris CR a.s. increased
by 460 million units in 2018 versus the prior year to 532 million
units.

Philip Morris Slovakia s.r.o. revenues, net of excise tax and VAT,
increased in local currency terms by 30.4% in 2018 versus

the prior year to EUR 146.4 million, driven by favorable pricing
on combustible portfolio of EUR 10.6 million, which was
partially offset by lower combustible portfolio sales volume

of EUR 3.0 million, as well as by a higher sales volume of HEETS
and /QOS devices of EUR 27.8 million.

The total cigarette market in Slovakia decreased by an estimated
2.3% in 2018 versus the prior year to 7.0 billion units, due mainly
to switching of legal age smokers to smoke-free products.

The total combined market of cigarettes and smoke-free products
in Slovakia increased by an estimated 1.1% in 2018 versus the prior
year to 7.3 billion units, reflecting solid economic conditions.

As of this 2018 Annual Report we are reporting the market

share based on a monthly tabulation of cigarette sales data?,
administered by PricewaterhouseCoopers Ceskd republika, s.r.o.
("PwC”). Participating in this tabulation are all the major
companies selling tobacco products in Slovakia, who submit

to PwC their data on cigarette sales to their direct trade partners.
PwC provides back to the survey participants the anonymized
aggregated total figure. Philip Morris Slovakia s.r.o. internal

& A non-public data source administered by PricewaterhouseCoopers Ceska republika, sr.o
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Zdroj: odhady Philip Morris Slovakia s.r.o., zalozené na mési¢nim souhrnu prodejd cigaret dle PwC
Source: Philip Morris Slovakia s.r.0., internal estimate based on a monthly tabulation of cigarette sales data by PwC



prodavajici tabakoveé vyrobky na Slovensku, které zasilaji PwC

sva data o prodejich cigaret svym pfimym obchodnim partnerdm.

PwC nasledné zasilad Ucastnicim se spolecnostem agregovany

a anonymizovany soucet. Philip Morris Slovakia s.r.o. k témto
datam pridava odhady pro zahfivané tabdkové vyrobky. Tato
data dohromady tvori odhad celkového kombinovaného trhu,
ktery je zakladem pro vypocet trzniho podilu. Mame za to, ze
trzni podil vykazovany dle této metodologie presnéji vyjadruje
skutecnou vykonnost Philip Morris Slovakia s.r.o., protoze data
z maloobchodniho prizkumu agentury Nielsen Company
(Europe) Sarl (kterd jsme pouzivali pro predeslé vykazovani) jsou
zalozena na extrapolaci vzorku prodejnich dat maloobchodnich
prodejen.

Dle vyse popsané metodologie kombinovany trzni podil Philip
Morris Slovakia s.r.0. vzrostl 0 1,6 procentniho bodu v roce 2018

v porovnani s pfechozim rokem z 57,1 % na 58,7 %, zejména

v ddsledku nardstu trzniho podilu HEETS o 3,3 procentniho
bodu z 0,4% na 3,7 %, to bylo ¢astecné kompenzovano poklesem
trzniho podilu cigaret o 1,7 procentniho bodu z 56,7 % na 55,0 %.

Pro Uplnost uvadime, ze podle maloobchodniho prizkumu?®
agentury Nielsen Company (Europe) Sarl trzni podil spole¢nosti
Philip Morris Slovakia s.r.o. poklesl o 0,7 procentniho bodu

v roce 2018 v porovnani s predchozim rokem z 56,9 % na 56,2 %,
zejména v ddsledku prechodu dospélych kufakl na zahtivané
tabdkové vyrobky.

Objem domaciho odbytu portfolia tabakovych vyrobkd uréenych
ke koureni spole¢nosti Philip Morris Slovakia s.r.o. poklesl

0 0,1 miliardy kust v roce 2018 v porovnani s pfedchozim rokem
na 4,0 miliardy kust cigaret, zejména z dlvodu pfechodu
dospélych kurakd na zahtivané tabakové vyrobky. Dle odhadl
Philip Morris Slovakia s.r.o. jsme béhem roku 2018 na Slovensku
zaregistrovali 81 000 novych uZivateld, to znamena celkovy pocet
registrovanych uzivatell v objemu 111 000 na konci

roku 2018.

Objem domaciho odbytu tabakovych napini HEETS spolecnosti

Philip Morris Slovakia s.r.o. se zvysil 0 238 milionC’ kusd v roce
2018 v porovnani s pfedchozim rokem na 270 milionC kusd.

S Neverejny maloobchodni priizkum agentury Nielsen Company (Europe) Sarl

estimate for smoke-free products are then added to the data,
which combined represents the total market as a base for market
share calculation. We believe the market share reported using
this methodology is more representative of the true performance
of Philip Morris Slovakia s.r.o., as Nielsen Company (Europe) Sarl
research retail audit data (which we have used as a proxy for our
reporting previously) is based on an extrapolated sample of retail
stores’ data.

According to the above described methodology

the combined market share of Philip Morris Slovakia s.r.o.
increased by 1.6 share points in 2018 versus the prior year
from 57.1% to 58.7%, due primarily to increase of the market
share of HEETS by 3.3 share points from 0.4% to 3.7%, which
was partially offset by the decrease of our market share

of cigarettes by 1.7 share points from 56.7% to 55.0%.

For completeness, according to the retail audit research®
conducted by the Nielsen Company (Europe) Sarl, the cigarette
market share of Philip Morris Slovakia s.r.o. decreased by 0.7 share
points in 2018 versus the prior year from 56.9% to 56.2%,

due primarily to switching of our legal age smokers to smoke-free
products.

Domestic combustible portfolio shipments of Philip Morris
Slovakia s.r.o. decreased by 0.1 billion units in 2018 versus the prior
year to 4.0 billion units, driven mainly by conversion of legal age
smokers to our smoke-free products. According to Philip Morris
Slovakia s.r.o. internal estimates, during 2018 we have added
81,000 newly registered users in Slovakia, to a total of 111,000
registered users at the end of 2018.

Domestic HEETS shipments of Philip Morris Slovakia s.r.o.

increased by 238 million units in 2018 versus the prior year
to 270 million units.

S A non-public retail audit research conducted by the Nielsen Company (Europe) Sarl



Trzby za vyrobni sluzby poklesly 0 17,2 % v roce 2018 v porovnani
s pfedchozim rokem na 2,3 miliardy K¢&. Pokles byl predevsim
zpUsoben zavedenim Ucetniho standardu IFRS 15 - Vynosy

ze smluv se zakazniky s ucinnosti od 1. ledna 2018, kdy cena
obdrzend od PMI za zpracovatelskou sluzbu je vylouc¢ena z vynosu
a o priblizné stejnou ¢astku jsou ponizeny naklady na prodané
zbozi v Ceské republice a na Slovensku (vice informaci v sekcich
2.2aa 2.21této vyrocni zpravy). Pfi vylouceni této upravy by se
trzby za vyrobni sluzby zvysily 0 8,1% v roce 2018 v porovnani

s pfedchozim rokem.

Jakozto ucetnijednotka, kterd je obchodni spole¢nosti

a je emitentem investi¢nich cennych papirC pfijatych

k obchodovani na evropském regulovaném trhu, jsme povinni
pouzit pro uctovani a sestaveni Ucetni zaverky mezinarodni Ucetni
standardy upravené pravem Evropske unie (IFRS), a to v souladu
s §19a zakona ¢. 563/1991 Sb., o Ucetnictvi, ve znéni pozdéjsich
predpisd.

Dle smérnice Rady 2011/64/EU o strukture a sazbach spotiebni
dané z tabdkovych vyrobkd, ktera kodifikuje zmény zavedené
smérnici Rady 2010/12/EU, musi byt spotfebni dan na tabakové
vyrobky v ¢lenskych statech EU od 1. ledna 2014 ve vysi minimalné
90 eur na 1000 kusU cigaret, bez ohledu na prodejni cenu.

Za Ucelem dosazeni minimalni miry zdanéni dle pozadavk(
smérnice EU pfijal v roce 2015 Parlament Ceské republiky zdkon
¢. 315/2015 Sb.%, jimZ byl zaveden tfilety plan zvySovani sazeb
spotfebni dané z tabakovych vyrobkd pro roky 2016 az 2018.

Rok 2018 byl poslednim rokem, kdy doslo ke zvys$eni sazby
spotfebni dané dle tohoto planu. Od 1. ledna 2018 vzrostla

pevna ¢ast sazby spotfebni dané 0 40K¢ na1460Ke na1000
cigaret. Minimalni sazba spotfebni dané z cigaret vzrostla o 60 K¢
na 2 630K¢ na 1000 cigaret. Procentni ¢ast se v roce 2018
nezménila a z4stava na Urovni 27 %. Zvysovani spotiebni dané

je doplnéno trimési¢ni Ihdtou od nabyti Gcinnosti nové sazby
dané, do kdy mohou byt cigarety, opatfené tabakovou nalepkou
se starou sazbou, doproddvany konecnému spotfebiteli. Sazba
spotfebni dané z tabdku ke koureni vzrostla z 2 185 K¢ na 2 236 K¢
na 1kg. V roce 2019 ke zménam sazeb spotfebni dané na zminéné
vyrobky nedochazi, budou tedy platit stejné sazby dani jako

v roce 2018. Dne 12. birezna 2019 pfijal Parlament Ceské republiky
novelu zakona o spotfebnich danich, ktera zavadi spotfebni

6 Zakon €. 315/2015 Sb. ze dne 11. listopadu 2015, kterym se méni zakon ¢. 353/2003 Sb.,
o spotfebnich danich, ve znéni pozdéjsich predpist

Revenues from manufacturing services decreased by 17.2%

in 2018 versus the prior year to CZK 2.3 billion. The decrease
was due primarily to the implementation of IFRS 15 - Revenue
from Contracts with Customers, effective Jan 1, 2018, whereby
the consideration received from PMI for the tolling services

is excluded from revenues and approximately the same amount
is excluded from cost of goods sold in the Czech Republic

and Slovakia (for more details, see section 2.2a and 2.21

of this Annual Report). Excluding the impact of this adjustment,
revenues from manufacturing services increased by 8.1% in 2018
versus the prior year.

As an accounting entity whose securities are traded in a regulated
European market, we are required to use IFRS Standards

as adopted by the EU in our consolidated financial statements,

as per the §19a of Act no. 563/1991 Coll. on accounting, including
latest amendments.

Pursuant to EU Tobacco Tax Directive 2011/64/EU, which

codifies the changes introduced by Council Directive

2010/12/EU, the excise tax on tobacco products in EU Member
States must have a minimum yield of EUR 90 per 1,000 cigarettes
on all cigarettes from January 1, 2014.

In order to comply with the EU minima in the years to come,

the Czech Parliament adopted Act no. 315/2015 Coll.¢ introducing
a three-year roadmap increasing tobacco excise tax rates in each
of the three years 2016 to 2018.

2018 was the last year in which the tobacco excise tax was
increased according to this roadmap. As of January 1, 2018,
the specific component of the cigarette tax rate increased
by CZK 40 to CZK 1,460 per 1,000 cigarettes. The minimum
tax rate on cigarettes increased by CZK 60 to CZK 2,630
per 1,000 cigarettes. The ad-valorem component remained
at the level of 27% in 2018. The excise tax increases

are accompanied by a three-month retail sell-by-date anti-
forestalling regulation applicable only to cigarettes. The fine
cut tobacco excise tax rate increased from CZK 2,185

to CZK 2,236 per 1kg. In 2019, there are no changes to excise
tax rates for combustible products, the 2018 rates

will be applicable. An amendment to the act on excise taxes
which introduces excise tax on heated tobacco products
was adopted by the Parliament of the Czech Republic

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



dan ze zahtivanych tabdkovych vyrobkd. Ocekava se, Ze novela
nabyde ucinnosti bud 1. dubna 2019 nebo 1. kvétna 2019. Sazba
spotrebni dané bude stejnd jako pro tabak ke koureni, tj. 2 236 K&
na 1kg tabaku v zahfivanych tabakovych vyrobcich.

Na Slovensku byl schvalen tfilety danovy plan od roku

2017 do roku 2019, a to prostrednictvim novely zdkona
¢.106/2004 Sb., o spotfebni dani z tabakovych vyrobkd,
publikované jako zakon ¢. 296/2016 Sb.” Od 1. nora 2017 pevna
sazba dané na cigarety vzrostla z 59,50 eur na 61,80 eur

na 1000 cigaret; sazba minimalni dané z cigaret se zvysila
291,00 eur na 96,50 eur na 1000 kusy; zatimco procentni

sazba zUstava nezménéna (na Urovni 23 %); sazba dané za tabdk
ke koureni vzrostla ze 71,11 eur na 73,90 eur za 1kg. Dalsi
zvysSovani sazeb je schvaleno s Ucinnosti od 1. inora 2019,

kdy je pevna sazba dané z cigaret stanovena na Uroven 64,10 eur
na 1000 cigaret, minimalni sazba dané z cigaret na 100,10 eur

na 1000 kust a sazba z tabaku ke koureni na 76,70 eur za 1 kg.
Vyse uvedené zmény sazeb jsou doprovazeny jednomési¢nim
terminem pro doprodej cigaret a osmimeési¢nim terminem pro
doprodej tabdku ke koufenf jako opatfeni proti pfedzasobent.

Déle s ucinnosti od 1. kvétna 2017 novelizovany zakon zaved|
danovou kategorii pro bezdymové tabdkové vyrobky, které se
nespotrebovavaji spalovanim (s vyjimkou $nupavého a zvykaciho
tabdku). Danovou bazi pro jejich zdanéni je hmotnost tabdku

v bezdymném tabdkovém vyrobku a sazba odpovida dani

na tabak ke kourenf (tj. 73,90 eur na 1kg, kterd bude dale zvysena
na 76,70 eur na 1kg od 1. Unora 2019).

on Mar 12, 2019. It is expected to become effective as of Apr1,
2019 or May 1, 2019. The tax rate will be the same as on fine
cut tobacco, i.e. CZK 2,236 per 1kg of tobacco in heated
tobacco products.

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, the specific excise rate for cigarettes increased
from EUR 59.50 to EUR 61.80 per 1,000 cigarettes; the minimum
excise rate for cigarettes increased from EUR 91.00 to EUR 96.50
per 1,000 cigarettes; while the ad-valorem component remains
unchanged (at the level of 23%); fine cut tobacco excise tax rate
increases from EUR 71.11 to EUR 73.90 per 1kg. An additional
increase has been legislated for February 1, 2019, when the
specific component for cigarettes will be set at EUR 64.10 per
1,000 cigarettes, the minimum excise tax rate for cigarettes

at EUR100.10 per 1,000 cigarettes, and the fine cut tobacco
excise tax rate at EUR 76.70 per 1kg. The above mentioned excise
tax increases are accompanied by a one-month retail sell-by-date
anti-forestalling regulation for cigarettes and eight-months

for fine cut tobacco.

Additionally, effective as of May 1, 2017, the amended Act
introduced 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 is 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. EUR 73.90 per 1kg, which will

be further increased to EUR 76.70 per 1kg as of February 1, 2019).

7 Zakon €. 296/2016 Sb. z 12. fijna 2016 pozménujici zakon & 106/2004 Sb., o spotiebni dani
z tabakovych vyrobkd

Zprava predstavenstva
Report of the Board of Directors

7 Act no. 296/2016 Coll. of 12 October 2016 amending Act no. 106/2004 Coll. On excise taxes
on tobacco products.



Dnem 31. kvétna 2017 nabyl v Ceské republice G¢innosti novy
zadkon ¢. 65/2017 Sb., o ochrané zdravi pfed skodlivymi U¢inky
navykovych latek. Zdkon reguluje prodej tabakovych vyrobkd,
kurackych pomcek, bylinnych vyrobkd uré¢enych ke koufeni

a elektronickych cigaret a také zahrnuje rozsahly zakaz koureni.
Ten plati napriklad v restauracich, uvnitf zdravotnickych zafizeni,
na zastavkach, v pfistfescich, ¢ekarnach a vozech méstske
hromadné dopravy, rovnéz uvnitf kin i divadel a ve Skolach.
Pouzivani elektronickych cigaret je v restauracich, barech

a kavarnach povoleno. Dle vyjadieni Ministerstva zdravotnictvi CR
je na nasi inovativni technologii (elektronické zarizeni /QQOS), ktera
zahfiva specidlné navrzené bezdymneé tabakové napliné HEETS,
pro Ucely tohoto zakona pohlizeno jako na elektronickou cigaretu.

Philip Morris CR a.s. a Philip Morris Slovakia s.r.0. podporuijf
komplexni a Uc¢innou regulaci tabakovych vyrobkd, zalozenou
na principu snizovani skodlivosti.

Technologie, kterou jsme my a ostatni v poslednich nékolika letech
vyvinuli, umoznuje prechod trhu s tabakem a nikotinem smeérem

k budoucnosti, kde jsou cigarety nahrazeny méné skodlivymi, ale
pritom uspokojujicimi alternativami bez koure. V tomto kontextu
mUze rozumna regulace bezdymnych vyrobku, v kombinaci

s ucinnym omezenim cigaret, pomoci efektivnéji a rychleji resit
Skody zpUsobené kourenim nez tradi¢ni regula¢ni opatient.

Regulacni opatreni by meéla nadale odrazovat lidi od toho,
aby zacali koufit, a povzbuzovat je k tomu, aby koufit prestali.
Je rovnéz ziejmé, ze miliony muzd a zen budou naddle koufit,
a tak by mély mit moznost prejit na lepsi alternativy.

The new Act no. 65/2017 Coll. on the protection of health from
the harmful effects of addictive substances entered into effect
on May 31, 2017 in the Czech Republic. The Act regulates the
sale of tobacco products, smoking accessories, herbal products
for smoking and electronic cigarettes, and also introduces

a comprehensive smoking ban. The smoking ban applies to,

for example, inside restaurants, medical facilities, at platforms,
shelters, waiting rooms and public transportation vehicles,

also inside cinemas or theatres and at schools. The use

of e-cigarettes is allowed in restaurants, bars and cafes. According
to the Ministry of Health of the Czech Republic, /QOS, together
with HEETS, is currently regarded as an electronic cigarette

for the purposes of the Act.

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.

The technology that we and others have developed in recent
years makes it possible to shift the tobacco and nicotine market
towards a future in which cigarettes are replaced by less harmful,
yet satisfying, smoke-free alternatives. In this context, sensible,
risk-based regulation of smoke-free products, combined with
effective restrictions on cigarettes, can help address the harm
caused by smoking more effectively - and faster - than traditional
regulatory measures.

Regulations should continue to dissuade people from starting

to smoke combustible products and encourage cessation.

But it is equally clear that millions of men and women will continue
to smoke, and they should have the opportunity to switch

to better alternatives.



Smérnice o tabdkovych vyrobcich vstoupila v platnost

dne 19. kvétna 2014 napfie zemémi Evropské unie. V Ceské
republice byla Smérnice o tabdkovych vyrobcich transponovana
prostfednictvim zakona ¢. 180/2016 Sb., ktery novelizuje zdkon
¢.110/1997 Sb., o potravinach a tabakovych vyrobcich, a dalsich
souvisejicich zakond, a také provadéci vyhlasky ¢. 261/2016 Sb.
Oba pravni pfedpisy nabyly Uc¢innosti dnem 7. zari 2016.
Mentolové cigarety, vcetné cigaret s mentolovymi kapslemi,
mohou byt v Ceské republice proddvany do 20. kvétna 2020.

Tato pravni Uprava zavedla pravidla tykajici se, mimo jing,
vyroby a prodeje tabdkovych vyrobkd, jakoz i regulacni ramec
pro komercializaci elektronickych cigaret a novych tabakovych
vyrobkd. Kromé toho nova legislativa obsahuje dalsi opatrenti,
jako jsou zvétsena kombinovana zdravotni varovani pokryvajici
65% hlavnich stran cigaretovych krabicek a tabaku k ru¢nimu

baleni cigaret, zpfisnéné oznamovaci povinnosti, zakaz pouzivani

charakteristickych pfichuti pfi vyrobé cigaret a tabaku k ru¢nimu
baleni cigaret, jinych nez mentolovych, stejné jako novy soubor
pozadavkl tykajicich se sledovatelnosti a dohledatelnosti

tabdkovych vyrobk( s cilem zvysit Uc¢innost prevence nelegainino
obchodu. U¢innost pozadavk( na sledovatelnost a dohledatelnost

tabdkovych vyrobk( byla stanovena na 20. kvétna 2019 pro
cigarety a tabak ke kourenia 20. kvetna 2024 pro ostatni
tabdkové vyrobky.

Evropska smérnice o tabakovych vyrobcich dale reguluje
elektronické cigarety jako spotfebni zbozi spiSe nez jako lécive
pfipravky. Pokud elektronické cigarety splnuji definici léc¢ivych
pfipravky, vztahuji se na né jiné predpisy EU.

Na Slovensku byla Smérnice o tabakovych vyrobcich
transponovana do mistniho pravniho fadu s Ucinnosti
od 20. kvétna 2016 zakonem ¢. 89/2016 Sb.8, 0 vyrobé,
oznacovani a prodeji tabdkovych vyrobkd a souvisejicich
vyrobkd a zméné a doplnéni nékterych zakond.

Mentolové cigarety, véetné cigaret s mentolovymi kapslemi,
mohou byt na Slovensku prodavany do 20. kvétna 2020.

8 Zakon ¢. 89/2016 Sb. z 25. listopadu 2015, o vyrobé, oznacovani a prodeji tabakovych vyrobkd
a souvisejicich vyrobk a zméné a doplnéni nékterych zakond

Across the EU, the Tobacco Products 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 Products
Directive, entered into effect on September 7, 2016. Mentholated
cigarettes, including menthol capsules are allowed to be marketed
in the Czech Republic until May 20, 2020.

The legislation introduced new rules on - among others

- the manufacturing and sale 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,
combined health warnings covering 65% of the main surfaces
of cigarette packs and roll-your-own tobacco, enhanced
reporting obligations, a ban on the use of characterizing flavors
in the manufacturing of cigarettes and roll-your-own tobacco,
other than menthol cigarettes, and a new set of requirements
related to the tracking and tracing of tobacco products in order
to enhance the effectiveness of illicit trade prevention. Tracking
and tracing requirements will enter into force on May 20, 2019
for cigarettes and tobacco for smoking and on May 20, 2024
for other tobacco products.

Furthermore, the 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 Tobacco Products Directive was transposed
to the Slovak national legislation by Act no. 89/2016 Coll.2

on the manufacture, labelling and sale of tobacco products
and related products and on the amendment and supplement
to selected laws, effective as of May 20, 2016.

Mentholated cigarettes, including menthol capsules,
are allowed to be marketed in Slovakia until May 20, 2020.

8 Act no. 89/20176 Coll. of 25 Novenber 2075 on the manufacture, labelling and sale of tobacco
products and related products and on the amendment and supplement to selected laws



Hlavnim faktorem vyvoje v roce 2019 je soucasna pfizniva
ekonomickd situace v Ceské republice, i kdyz hospodafsky

rdst v roce 2019 ve srovnani s rokem 2018 jiz podle
makroekonomickych odhadd zpomaluje. Ministerstvo financi

CR revidovalo svj ptivodni odhad tempa ristu rediného HDP
pro rok 2019z 2,9 % na 2,5 %. Vydaje domacnosti by v roce 2019
mély podle odhad( Ministerstva financi CR vzrlist 0 1,6 %. Rovnéz
nezaméstnanost by méla dle predikce z{stat na velmi nizké
hodnote, konkrétné 2,2 %. Makroekonomicka situace by dle téchto
odhadl neméla plsobit ve sméru snizovani poptavky. Potencialni
negativni dopad na ekonomickou situaci v roce 2019 mdze mit
odchod Spojeného kralovstvi Velké Britanie a Severniho Irska

z Evropské unie.

Dochdzi ke zvySovani prodejl zahtivanych tabakovych vyrobki
a v usili o dalsi zvyseni prodeje téchto vyrobkl budeme
pokracovat i v roce 2019. Nase podnikani bude vsak i nadale
vystaveno takovym jevim, mezi které patti prechod spotrebiteld
k levnéjsim znackam cigaret a netabakovym alternativam nebo
zvysena mira nelegalnich prodejd.

K dne$nimu dni nedoslo v Ceské republice v roce 2019 ke zvyseni
sazeb spotrebni dané na tabdkové vyrobky, ale novymi faktory
vyvoje v roce 2019 bude zavedeni spotfebni dané ze zahrivanych
tabdkovych vyrobkl a zavedeni systému sledovatelnosti

a dohledatelnosti tabakovych vyrobkd. Spinéni téchto novych
povinnosti pro nas bude predstavovat nutnost vynalozeni
dodatec¢nych ndkladd a mize mit i dalsi dopady na nase
podnikani.

Pokracujeme v implementaci planovanych iniciativ zamérenych
na zvyseni produktivity s cilem ridit své naklady efektivné.

The current favorable economic situation in the Czech Republic
remains the main factor of positive development for 2019, even
though the economic growth in 2019 is expected to be slower
compared to 2018 according to macroeconomic forecasts.

The Ministry of Finance of the Czech Republic (MoF) has revised
their real GDP growth forecast for 2019 down from 2.9% to 2.5%.
Household expenditures should rise in 2019 based on MoF’s
prediction by 1.6%. Also the unemployment rate should remain
at a very low rate of 2.2%. The macroeconomic situation based
on these prediction should not negatively affect the overall
demand. Potentially, the United Kingdom leaving the EU in 2019
may have a negative effect on the economic situation.

Sales of smoke-free products are rising and we shall persist

with our efforts to further increase the sales in this category

also in 2019. Our business will still remain exposed to consumer
down-trading to cheaper cigarettes and non-tobacco alternatives,
or to anincrease in illicit trade.

To date, there has been no increase of tobacco excise taxes

in 2019 in the Czech Republic, however the new factors in 2019
will be the introduction of excise tax on heated tobacco products
as well as implementation of tracking & tracing of tobacco
products. In order to comply with these new requirements

we will need to incur additional costs and it may also have

other impacts on our business.

We remain committed to continuing to implement our planned
productivity initiatives to manage our cost base.



Nasleduijici rizikové faktory by mely byt pozorné vzaty v Uvahu
spolu s posuzovanim naseho podnikani a nasich na budoucnost
zaméfenych prohlaseni obsazenych v této Vyrocni zprave 2018.
Kterékoliv z téchto rizik by mohlo vyznamné negativné ovlivnit
nase podnikani, nase provozni vysledky, nasi financni situaci

a skutecnosti, jichz se tykaji nase na budoucnost zaméfena
prohladseni, ucinéna v této Vyrocni zprave 2018.

Pokracuje pokles spotieby cigaret. Ddvodem tohoto poklesu
je fada faktord, véetné zvysovani dani a cen, vladni politika,
klesajici spolecenska akceptace koureni a pokracujici vyskyt
nelegdlnich vyrobkd.

Cigarety jsou predmeétem podstatného danového zatizeni.
Vyznamné zvyseni dani z cigaret mUze nelumérné ovlivnit
nasi ziskovost a ucinit nds méné konkurenceschopnymi

ve srovnani s nékterymi nasimi konkurenty. Lze ocekavat,

ze zvysSovani dani bude mit i nadale negativni dopady na nase
prodeje cigaret z dGvodU poklesu jejich spotfeby a z ddvodd
presunu prodejd z cigaret na jiné (levnéjsi) tabdkové
vyrobky, z kategorii cigaret s prémiovou cenou k cigaretam
s pramérnou nebo nizkou cenou, kde nejsme dostate¢né
zastoupeni, z mistnich prodejl k preshrani¢nim prodejiim
legdinich vyrobkd s nizsi cenou nebo nelegdlnich vyrobkd,
jako jsou pasované vyrobky, padelané vyrobky ¢i nelegalni
znackoveé cigarety.

Celime intenzivnimu konkurenénimu boji, a pokud bychom
v tomto konkuren¢nim boji neobstali, mélo by to vyznamné
dopady na nasi ziskovost a provozni vysledky. Nasimi
primarnimi nastroji v konkurencnim boji jsou kvalita nasich
vyrobkd, rozpoznani znacky, vérnost znacce, chut, inovace,
baleni, sluzby, marketing a cena. Konkurenc¢ni boj, kterému
jsme vystaveni, probiha ve vsech aspektech naseho
podnikani. Konkurenc¢ni prostredi a nase konkurencni pozice
mUze byt vyznamné ovlivhéna Spatnymi ekonomickymi
podminkami, erozi zakaznické ddvéry, uvedenim vyrobkd

s nizsi cenou ¢i inovativnich vyrobkd nasimi konkurenty,
vys$Si spotiebni dani z tabdkovych vyrobkd, vyssimi cenami
a vetsimi rozdily mezi maloobchodnimi cenovymi kategoriemi
a produktovou regulaci, kterd omezi moznosti diferenciace
tabdkovych vyrobku.

The following risk factors should be read carefully in connection
with evaluating our business and the forward-looking statements
contained in this Annual Report 2018. Any of the following risks
could materially adversely affect our business, our operating
results, our financial condition and the actual outcome of matters
as to which forward-looking statements are made in this Annual
Report 2018.

Consumption of combustible tobacco products continues
to decline. This decline is due to multiple factors, including
increased taxes and pricing, governmental actions,

the diminishing social acceptance of smoking,

and the continuing prevalence of illicit products.

Cigarettes are subject to substantial taxes. Significant
increases in cigarette-related taxes may disproportionately
affect our profitability and make us less competitive versus
certain of our competitors. Increases in cigarette taxes

are expected to continue to have an adverse impact

on our sales of cigarettes, due to resulting lower consumption
levels, a shift in sales from manufactured cigarettes to other
(cheaper) tobacco products’ alternatives, from the premium
price to the mid- or low-price cigarette categories, where
we may be under-represented, and from local sales to legal
cross-border purchases of lower price products, or to illicit
products such as contraband, counterfeit and “illicit whites”.

We face intense competition, and our failure to compete
effectively could have a material adverse effect on our
profitability and results of operations. We compete primarily
on the basis of product quality, brand recognition, brand
loyalty, taste, innovation, packaging, service, marketing,
advertising and price. We are subject to highly competitive
conditions in all aspects of our business. The competitive
environment and our competitive position can be significantly
influenced by weak economic conditions, erosion of consumer
confidence, competitors’ introduction of lower-price products
or innovative products, higher tobacco product taxes,

higher absolute prices and larger gaps between retail price
categories, and product regulation that diminishes the ability
to differentiate tobacco products.



Nemusime byt schopni predvidat zmeny spotrebitelskych
preferenci nebo reagovat na spotfebitelské chovani ovlivnéné
potenciadlnimi ekonomickymi poklesy. Nase podnikani

v oblasti tabaku je vystaveno zménam spotrebitelskych
preferenci, které mohou byt ovlivnény mistnimi ekonomickymi
podminkami. Abychom byli Uspésni, musime:

uspésne podporovat hodnotu obchodni znacky,
predvidat nové spotrebitelské trendy a reagovat na né,
vyvijet nové vyrobky a trhy a rozsirovat portfolio znacek,
zlepSovat produktivitu,

zajistit odpovidajici vyrobni kapacitu, abychom
uspokojili poptavku po nasich vyrobcich, a

byt schopni zachovat nebo zvysit marze
prostrednictvim zvysovani cen.

Nase neschopnost Uspésné uvadet na trh vyrobky se snizenym
rizikem, nebo regulace anebo zdanéni, které neodlisuje

takové vyrobky od cigaret, nase neschopnost uspesné uvadét
na trh nové vyrobky, nase neschopnost Uspésné podporovat
nase znacky nebo nase neschopnost budovat strategicke
obchodni vztahy. Budouci vysledky jsou také predmétem

nizsi predpovéditelnosti vykonnosti kategorie vyrobkd

se snizenym rizikem.

Nase ziskovost, a tudiz i vyse vyplaty dividend souvisi s tim,

ze vystupujeme jednak v roli distributora nesouciho plna

rizika spojend s komercializaci tabakovych vyrobkl uréenych
ke koureni a zaroven v roli distributora s omezenym rizikem
spojenym s komercializaci vyrobk{ se snizenym rizikem.

Nase odména za komercializaci vyrobk{ se snizenym

rizikem je zaloZena na marzi z vynost z prodeje, kdy nejsme
vlastnikem prav dusevniho vlastnictvi k témto vyrobkim,

a proto neneseme vsechny naklady a rizika spojena s timto
vlastnictvim. Vzhledem k tomu, ze nase marze je Umerna
nasemu riziku spojenému s komercializaci vyrobk( se snizenym
rizikem, je dopad zmén objem{ prodejd téchto vyrobkl na nasi
ziskovost omezen. Tudiz, pokud se nezméni stavajici trend
spotrebitelskych preferenci ve vztahu k vyrobk{m se snizenym
rizikem a pokles objemu prodeje tabdkovych vyrobkd uréenych
ke koureni, jez se nam nepodafi kompenzovat zvysovanim cen,
bude zrychlovat, v dlouhodobém horizontu neocekavame,

7e pokles zisku z prodeje portfolia tabdkovych vyrobki
urcenych ke koureni bude nezbytnée plné kompenzovan
zvysenim zisku z narUstu prodejd vyrobkl se snizenym rizikem.

Ztracime pfijmy vlivem padélani, pasovani a pfeshranic¢nich
nakupt. Na mezinarodnim trhu se prodavaji velkd mnozstvi
padélanych cigaret. Domnivame se, ze Marlboro je globalné
nejvice padélanou znackou cigaret, ackoliv nedokazeme
kvantifikovat ztraty pfijm0 kvali tomuto padélani. Nase
prijmy jsou rovnéz zmensovany pasovanim a legalnimi
pfeshranicnimi nakupy.

We may be unable to anticipate changes in consumer
preferences or to respond to consumer behavior influenced
by potential economic downturns. Our tobacco business

is subject to changes in consumer preferences, which may
be influenced by local economic conditions. To be successful,
we must:

promote brand equity successfully;

anticipate and respond to new consumer trends;
develop new products and markets and broaden brand
portfolios;

improve productivity;

ensure adequate production capacity to meet demand
for our products; and

be able to protect or enhance margins through price
increases.

We may be unable to successfully commercialize reduced-
risk products or regulation or taxation may not differentiate
between such products and cigarettes, we may be unable
to successfully introduce new products, promote brand
equity or we may be unable to develop strategic business
relationships.Future results are also subject to the lower
predictability of our reduced-risk product category's
performance.

Our profitability, and consequently, the amount of our dividend
payout reflects our dual role of being a full risk entrepreneur

of combustible portfolio products and a limited risk distributor for
reduced-risk products. Our remuneration for commercialization
of reduced-risk products is based on a set margin on revenues
from sales. As a limited risk distributor, we do not own intellectual
property rights for reduced-risk products and therefore

do not absorb all the costs or bear the risks associated with
such ownership. As our return is proportionate to our risk for
commercializing reduced-risk products, the impact of the sales
volume variances of such products on our profitability is
limited. Consequently, if over the longer-term the current adult
consumer preference for reduced-risk products continues
while the decline of combustible product accelerates and

is not compensated for by any additional pricing that we
implement, we do not expect that over time the additional
profit generated from increased sales of reduced-risk products
will necessarily fully offset the decreasing profits generated
from the sales of combustible portfolio products.

We lose revenues as a result of counterfeiting, contraband
and cross-border purchases. Large quantities of counterfeit
cigarettes are sold in the international market. We believe
that Marlboro is the most heavily counterfeited international
cigarette brand, although we cannot quantify the revenues
we lose as a result of this activity. In addition, our revenues
are reduced by contraband and legal cross-border purchases.



Nase schopnost zvysit ziskovost mize byt omezena, pokud
se nam nepodafi uvést nove vyrobky nebo zvysit marze
prostrednictvim vyssich cen a vylepseni naseho zastoupeni
znacek. RUst zisku se mize zhorsit, pokud nebudeme schopni
Uspésne uveést na trh nové vyrobky, zvysit jejich ceny ¢i zvysit
podil prodej vyrobkd s vyssi marzi.

Nase schopnost realizovat strategii ziskani a udrzeni
nejlepsich talentd mdze byt ohroZena klesajici spole¢enskou
prijatelnosti koufeni cigaret. Tabakovy pramysl soupefi

o talenty s odvétvimi spotfebnich vyrobk{ a ostatnimi
spolecnostmi, jejichz podnikani se tési vyssi spolecenské
akceptaci. Ddsledkem ¢ehoz nemusime byt schopni pfinést
do spolecnosti a udrzet nejtalentovanéjsi zameéstnance.

Selhdni funk¢nosti nasich informacnich systémd nebo jejich
infiltrace externimi stranami se zdmérem poskodit je, mize
mit za nasledek naruseni podnikatelské ¢innosti, soudni spory
a regulatorni opatfenti, ztratu pfijmd, majetku ¢i osobnich
nebo dalsich citlivych dat. Informacni systémy pouzivame

k fizeni podnikovych (obchodnich) procest, shromazdovani
a interpretaci obchodnich dat, interni a externi komunikaci
se zaméstnanci, dodavateli, zakazniky atd. Nekteré z nami
pouzivanych informacnich systému jsou spravovany tretimi
stranami. Mame zalozni systémy a plany kontinuity své
obchodni ¢innosti, dbdme na ochranu svych systému a dat
pfed neopravnénym pristupem. Nicméne selhani funkénosti
nasich systémd nebo jejich infiltrace externimi stranami,

se zamérem ziskat ¢i poskodit informace nebo jinak narusit
podnikové (obchodnf) procesy, by nas mohlo v konkurencnim
prostiedi znevyhodnit, vést ke ztraté prijmu, majetku

¢i osobnich nebo dalsich citlivych dat, soudnim sportim

a regulatornim opatfenim, zpUsobit poskozeni nasi reputace
a reputace nasich znacek, a vyustit v potrebu vyznamnych
naprav a k dalsim nakladdm. Selhani pfi ochrané osobnich
Udajl a nerespektovani prav subjektu udajl by nds mohlo
vystavit znacnym pokutam dle predpist EU, napt. dle
Obecného nafizeni o ochrané osobnich udajd (GDPR).

Our ability to grow profitability may be limited by our inability
to introduce new products or improve our margins through
higher pricing and improvements in our brand mix. Our profit
growth may suffer if we are unable to introduce new products
successfully, to raise prices or to improve the proportion

of our sales of higher margin products.

Our ability to implement our strategy of attracting and
retaining the best talent may be impaired by the decreasing
social acceptance of cigarette smoking. The tobacco industry
competes for talent with consumer products and other
companies that enjoy greater societal acceptance. As a result,
we may be unable to attract or retain the best talent.

The failure of our information systems to function as intended,
or their penetration by outside parties with the intent

to corrupt them, could result in business disruption, litigation
and regulatory action, and loss of revenue, assets or personal
or other sensitive data. We use information systems to help
manage business processes, collect and interpret business
data and communicate internally and externally

with employees, suppliers, customers and others. Some

of these information systems are managed by third-party
service providers. We have backup systems and business
continuity plans in place, and we take care to protect our
systems and data from unauthorized access. Nevertheless,
failure of our systems to function as intended, or penetration
of our systems by outside parties intent on extracting

or corrupting information or otherwise disrupting business
processes, could place us at a competitive disadvantage,
result in a loss of revenue, assets or personal or other sensitive
data, litigation and regulatory action, cause damage

to our reputation and that of our brands and result in
significant remediation and other costs to us. Failure to protect
personal data and respect the rights of data subjects could
subject us to substantial fines under regulations such

as the EU General Data Protection Regulation.

For information on Sustainability, Corporate Social Responsibility

Informace k udrzitelnosti, spolecenské odpoveédnosti and Charitable Contribution Program of the Group, please see
a charitativnimu programu skupiny naleznete v kapitole the Sustainability and Social Responsibility section of this Annual
Udrzitelnost a spolecenska odpovédnost této Vyrocni zpravy Report 2018 (pages 20-39).

2018 (str. 20-39).



Je mozné, ze nejriznéjsi dokumenty vyhotovené Philip Morris
CR a.s., jako jsou napfiklad dokumenty predlozené Ceské narodnf
bance ¢i jinym statnim organdm nebo zpravy akcionarim,
tiskové zpravy a zpravy pro investory na internetu, obsahuji
ustni ¢i pisemna vyjadreni tykajici se ocekavani do budoucna.
Tato vyjadreni Ize charakterizovat slovy ,strategie”, ,ocekdvani,
LVyvoj©, plany”, predpovedi®, . domnénky”, ,postoje”,
,odhady", ,umysly“, ,projekty”, ,cile®, ,zameéry" nebo jinymi
slovy podobného vyznamu. Pro tato vyjadrenije rovnéz
charakteristické, ze se nevztahuji vylu¢né na historické nebo
soucasné skutecnosti.

Philip Morris CR a.s. nem{ze zarugit, 7e jakékoli vyjadienf tykajici
se ocekavani do budoucna se skutecné naplni, ackoliv jsme
presvédceni, ze vSechny plany a predpovéedi vyhotovujeme

na zakladé peclivého uvazeni. Dosazeni budoucich vysledk
mUze byt ovlivnéno riziky, nejistotami a nepfesnymi predpoklady.
Skutecné vysledky se proto mohou lisit od odhadovanych,
predpovidanych nebo planovanych vysledkl, pokud nastanou
znama nebo v soucasnosti neznama rizika a nejistoty nebo pokud
se vychozi predpoklady ukazou jako nepfesné. Investofi by tato
rizika méli vzit v vahu pfi posuzovani vyhledovych sdéleni

a investic do cennych papirC spole¢nosti Philip Morris CR a.s.

Prohlasujeme, ze podle naseho nejlepsiho vedomi podava vyrocni
zprava a konsolidovana vyrocni zprava vérny a poctivy obraz

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

za uplynulé ucetni obdobf a o vyhlidkach budouciho vyvoje
finan¢ni situace, podnikatelské ¢innosti a vysledkd hospodarent.

V Kutné Hore dne 25. bfezna 2019

A #

Arpad Konye

predseda predstavenstva

Philip Morris CR a.s.

Chairman of the Board of Directors
Philip Morris CR a.s.

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 25, 2019

T

Petr Sedivec

Clen predstavenstva

Philip Morris CR a.s.

Member of the Board of Directors
Philip Morris CR a.s.



Dozor¢i rada spole¢nosti Philip Morris CR a.s. (,Spole¢nost*)

vyvijela svou ¢innost v souladu s ¢lankem 16 stanov Spole¢nosti,

jakoz i s pfislusnymi pravnimi predpisy.

V pribéhu celého roku 2018 dozorci rada Spolecnosti sledovala
a hodnotila vyvoj a vedeni obchodni ¢innosti Spolecnosti

a zvlastni pozornost vénovala jeji financni situaci. Dozor¢i rada
Spolecnosti byla béhem roku pIné informovana o pfijimanych
financnich opatfenich a rovnéz kontrolovala investicni vydaje

v souvislosti s rozpoctem a harmonogramem jejich uskutecnovani.

V radmci své kontrolni ¢innosti dozorci rada rovnéz Uzce
spolupracovala s vyborem pro audit Spole¢nosti, a to ve vSech
zdlezitostech spadajicich do plsobnosti obou téchto organd,
vcetné doporuceni ohledné statutarniho auditora.

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 2018, 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 recommendation
on statutory auditor.



Dozorci rada Spolecnosti potvrzuje, ze veskeré projekty
Spole¢nosti byly pIné oddvodnéné s ohledem na soucasné

a budouci potreby Spolec¢nosti. Dozor¢i rada Spole¢nosti souhlasf
s obchodnimi aktivitami Spole¢nosti v roce 2018 a jeji ekonomické
vysledky za uvedeny rok povazuje za dobré.

Vzhledem k tomu, Ze dozorc¢i rada Spolecnosti nezjistila

v podnikatelské ¢innosti ani ve fungovani Spole¢nosti zadné
nedostatky, dovoluje si timto odkazat akcionare na vyrocni
zpravu Spolecnosti za uc¢etni obdobi kalendarniho roku 2018,
zpravu predstavenstva o podnikatelské ¢innosti za Ucetni obdobf
kalendarniho roku 2018 a zprdvu pfedstavenstva o vztazich mezi
ovladajici osobou a osobou ovlddanou a mezi ovladdanou osobou
a osobami ovlddanymi stejnou ovladajici osobou za Ucetni obdobi
kalendarniho roku 2018, s nimiz se pIné ztotoznuje.

Stanovisko dozorci rady Spolecnosti ke zpravé predstavenstva
Spolecnosti o vztazich mezi ovladajici osobou a osobou
ovladanou a mezi ovlddanou osobou a osobami ovladanymi
stejnou ovladajici osobou (,,Zprava o vztazich*) za ticetni
obdobi kalenda¥niho roku 2018

Dozorci rada Spolecnosti pfezkoumala ve smyslu § 83

odst. 1zakona ¢. 90/2012 Sb., o obchodnich spole¢nostech

a druzstvech, (,zadkon o obchodnich korporacich®) Zpravu

o vztazich za Ucetni obdobi kalendafniho roku 2018, povazuje
Udaje v ni obsazené za spravné a nema k ni vyhrad.

Dozorci rada Spole¢nosti souhlasi se zavérem predstavenstva
Spolec¢nosti, ze v rozhodném obdobi nevznikla Spole¢nosti

v dUsledku uzavreni smluv mezi Spole¢nosti a ostatnimi osobami
ze skupiny, jejiz soucasti je i Spole¢nost, jinych jednani ¢i opatreni,
kterd byla v zajmu nebo na popud téchto osob uskutec¢néna
Spole¢nosti, ani pInéni ¢i protiplnéni ze strany Spole¢nosti,
uvedenych ve Zpravé o vztazich za Ucetni obdobi kalendarniho
roku 2018, zaddna ujma. Vzhledem k témto skute¢nostem nebylo
nutné posouzeni vyrovnani Ujmy podle ust. § 71a 72 zdkona

o obchodnich korporacich.

Vyjadieni dozorci rady Spolecnosti k fadné ticetni zavérce
Spolec¢nosti za rok 2018 fadné konsolidované ticetni zavérce
Spolecnosti za rok 2018 a k navrhu pfedstavenstva Spolecnosti
na schvaleni fadné ucetni zavérky za rok 2018, Fadné
konsolidované ticetni zavérky za rok 2018 a na rozdéleni zisku,
véetné stanoveni vyse a zpiisobu vyplaty dividend

Dozorci radé Spolecnosti byla pfedstavenstvem Spole¢nosti
predlozena fadna ucetni zavérka Spolecnosti za Ucetni obdobi
kalendarniho roku 2018 a fadna konsolidovana ucetni zavérka
Spolecnosti za ucetni obdobi kalendarniho roku 2018 (,ucetni
zavérky") a ndvrh predstavenstva Spole¢nosti na schvaleni
Ucetnich zavérek a na rozdéleni zisku, véetné stanoveni vyse

a zpUsobu vyplaty dividend (,nadvrh predstavenstva®).

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 2018 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 2018 calendar year accounting period, the report

of the Board of Directors on the Company’s Business Activities
for the accounting period of 2018 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 2018 calendar year accounting period,
with which it fully agrees.

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 2018
calendar year accounting period

The Company’s Supervisory Board reviewed the Report

on Relations for the 2018 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 71and 72 of the Business
Corporations Act was necessary.

Statement of the Company’s Supervisory Board

to the Company’s 2018 ordinary financial statements,
the Company’s 2018 ordinary consolidated financial
statements and the proposal by the Board of Directors
to approve the 2018 ordinary financial statements

and the 2018 ordinary consolidated financial statements
and distribute the profit, including the determination

of the amount and manner of the payment of dividends



Dozorcirada Spolecnosti pfezkoumala ucetni zavérky a dosla

k zaveru, ze Ucetni postupy pouzivané Spolecnosti jsou spravné

a Ucetni zaznamy Spolecnosti jsou vedeny radné, to vse v souladu
s prislusnymi pravnimi a Ucetnimi pfedpisy a se stanovami
Spolec¢nosti.

Dozorcirada Spolecnosti pfezkoumala i navrh predstavenstva
Spolecnosti, shledala jej v souladu s hospodarskou situaci
Spolec¢nosti a plné s nim souhlasi.

S ohledem na vys$e uvedené dozorci rada Spolecnosti doporucuje

radné valné hromadé Spolecnosti Ucetni zaverky i navrh
predstavenstva Spolecnosti schvalit.

V Praze dne 25. bfezna 2019

The Company’s Board of Directors presented to the Company’s
Supervisory Board the Company’s ordinary financial statements
for the 2018 calendar year accounting period and the Company’s
ordinary consolidated financial statements for the 2018 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 2018 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.

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 25, 2019

—ol>
C_ =L o

Johannes Franciscus Gerardus Vroemen
Chairman of the Supervisory Board
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AKTIVA

Pozemky, budovy a zafizeni

Nehmotna aktiva

OdloZend danova pohledavka

Ostatni finan¢ni aktiva

Dlouhodoba aktiva

Zasoby

Obchodni a ostatni finanéni pohledavky
Ostatni nefinancni aktiva

Penézni prostiedky a penézni ekvivalenty
Krétkodoba aktiva

Aktiva celkem

VLASTNI KAPITAL A ZAVAZKY

Zakladni kapital

Emisni aZio a ostatni pFispévky akcionarl
Nerozdéleny zisk

Ostatni fondy

Vlastni kapital pfipadajici na akcionafe Spolecnosti
Mensinovy vlastni kapital

Vlastni kapital celkem

OdlozZeny danovy zdvazek

Dlouhodobé zavazky

Obchodni a ostatni finanéni zavazky
Ostatni nefinan¢ni zavazky

Dan z pfijmi splatna

Ostatni danové zavazky

Rezervy na kratkodobé zavazky

Prijaté pUjcky

Kratkodobé zavazky

Zavazky celkem

Vlastni kapital a zadvazky celkem

Pfiloha tvori nedilnou soucdst této konsolidované ucetni zavérky.
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Consolidated Statement of Financial Position at December 31, 2018
(in CZK million)

Property, plant and equipment (“PP&E”) 5 4177 4256
Intangible assets 5 12
Deferred tax assets 14 35 4
Other financial assets 8 107 106
Non-current assets 4324 4 415
Inventories 7 1125 630
Trade and other financial receivables 8 2110 835
Other non-financial assets 8 2827 2365
Cash and cash equivalents 9 5570 7312
Current assets 1632 1142
Total assets 15 956 15 557
Cumvalkewmes  Nete  Decomber3208 December3l, 201
Registered capital 10 2745 2745
Share premium and other shareholders’ contributions 2379 2377
Retained earnings 4669 3796
Other reserves 3 2
Equity attributable to the shareholders of the Company 9796 8920
Non-controlling interest 1 1
Total equity 9797 8921
Deferred tax liability 14 230 205
Non-current liabilities 230 205
Trade and other financial liabilities n 1089 1434
Other non-financial liabilities n 225 248
Current income tax liabilities 157 199
Other tax liabilities 13 4426 4509
Provisions for current liabilities 17 32 15
Borrowings 9 - 26
Current liabilities 5929 6 431
Total liabilities 6159 6636
Total equity & liabilities 15956 15 557

The accompanying notes form an integral part of the consolidated financial statements.

Konsolidovana Gcetni zavérka
Consolidated Financial Statements
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Trzby

Ndklady na prodané zbozi
Hruby zisk

Odbytové naklady
Administrativni naklady
Ostatni provozni vynosy
Ostatni provozni naklady
Provozni zisk

Finan¢ni naklady
Financ¢ni vynosy

Zisk pred zdanénim

Dan z pfijma

Cisty zisk

Cisty zisk pfipadajici na:
Akcionare Spolec¢nosti
Mensinovy podil

Ostatni tplny vysledek

Kurzové rozdily z pfepoctu dcefiné spole¢nosti*
Uplny vysledek za rok celkem

Uplny vysledek za rok pripadajici na:

Akcionare Spolec¢nosti

Mensinovy podil

Zisk na akcii zakladni a zfedény (K¢/akcie)

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

Priloha tvofi nedilnou soucdst této ucetni zavérky.
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Consolidated Statement of Comprehensive Income
for the year ended December 31, 2018 (in CZK million)

Revenues 4 14 082 12200
Cost of goods sold 15 (6 079) (6 092)
Gross profit 8003 6108
Distribution expenses 15 (2070) (956)
Administrative expenses 15 (1126) (875)
Other operating income 18 90 180
Other operating expense 19 (108) ms)
Profit from operations 4789 4342
Financial expense 20 18) an
Financial income 20 29 -
Profit before income tax 4800 4331
Income tax expense 21 (964) (847)
Net profit for the year 3836 3484
Attributable to:

Owners of the parent 3835 3483
Non-controlling interest 1 1

Other comprehensive income

Currency translation adjustments* 1 2)
Total comprehensive income for the year 3837 3482
Attributable to:

Owners of the parent 3836 3481
Non-controlling interest 1 1
Earnings per share basic and diluted (CZK/share) 22 1397 1269

* 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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Konsolidovany vykaz zmén vlastniho kapitalu za rok koncici 31. 12. 2018
(v milionech K¢)

Stav k1.1.2017 2745 2387 2 2 3057 1 8194
Cisty zisk 23 0 0 0 0 3483 1 3484
Kurzové rozdily z pfepoctu dcefiné spole¢nosti 0 0 0 -2 0 0 -2
Uplny vysledek za rok celkem o] (] ] -2 3483 1 3482
Transakce s vlastniky

Rozdéleni zisku 24 0 0 0 0 -2 745 -1 -2746
Zaméstnanecké akcie 0 -10 0 0 0 -10
Nevybrané dividendy 0 0 0 0 1 1
Stav k 31.12. 2017 2745 2377 2 0 3796 1 8921
Cisty zisk 23 0 0 0 0 3835 1 3836
Kurzové rozdily z pfepoctu dcetiné spolecnosti 0 0 0 1 0 0 1
Uplny vysledek za rok celkem 0] 0] 0 1 3835 1 3837
Transakce s vlastniky

Rozdéleni zisku 24 0 0 0 0 -2 965 -1 -2 966
Zaméstnanecké akcie 0 2 0 0 0 0 2
Nevybrané dividendy 0 0 0 0 4 0 4
Ostatni 0 0 0 0 -1 0 -1
Stav k 31.12. 2018 2745 2379 2 1 4669 1 9797

Pfiloha tvofi nedilnou soucast této konsolidované ucetni zavérky.
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Consolidated Statement of Changes in Equity
for the year ended December 31, 2018 (in CZK million)

Balance as at January 1, 2017 2745 2387 2 2 3057 1 8194
Net profit for the year 23 - - - - 3483 1 3484
Currency translation adjustments - - - @ - - (@)
Total comprehensive income for the year - - - (2) 3483 1 3482

Transactions with owners

Profit distribution 24 - - - - (2745) m (2746)
Share based payments - (10) - - - - 10)
Forfeited dividends - - - - 1 - 1
Balance as at December 31, 2017 2745 2377 2 - 3796 1 8921
Net profit for the year 23 - - - - 3835 1 3836
Currency translation adjustments - - - 1 - - 1
Total comprehensive income for the year - - - 1 3835 1 3837

Transactions with owners

Profit distribution 24 - - - - (2965) m (2966)
Share based payments - 2 - - - - 2
Forfeited dividends - - - - 4 - 4
Other - - - - m - m
Balance as at December 31, 2018 2745 2379 2 1 4669 1 9797

The accompanying notes form an integral part of the consolidated financial statements.
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Penézni toky z provozni ¢innosti

Zisk pred zdanénim

Odpisy dlouhodobych aktiv, véetné nehmotného majetku

Snizeni hodnoty a vyfazeni majetku

Cisté urokové vynosy (-) / naklady (+)

Zisk z prodeje pozemk, budov a zafizeni

Zména stavu rezerv

Ostatni nepenézni Upravy - Cisté

Penézni toky z provozni ¢innosti pfed zménami pracovniho kapitalu
Zména stavu:

Obchodnich a ostatnich finan¢nich pohleddvek a ostatnich nefinan¢nich aktiv
Obchodnich a ostatnich finanénich zévazki a ostatnich nefinanénich zévazk(
Z&sob

Penézni toky z provozu

Zaplacené uroky

Zaplacena dan z prijmQ

Cisté penézni toky z provozni ¢innosti

Penézni toky z investi¢ni ¢innosti

Vydaje na pofizeni pozemk(, budov a zafizeni

PFijmy z prodeje pozemkd, budov a zafizeni

Vydaje na potizeni nehmotnych aktiv

Prijaté droky

Cisté penézni toky z investiéni ¢innosti

Penézni toky z financovani

Vyplacené dividendy akcionaflim Spole¢nosti

Vyplacené dividendy vlastnikovi mensinového podilu

Cisty penézni tok z financovani

Cisté snizeni penéznich prostredkii

Stav penéznich prostfedkii a penéznich ekvivalentii na za¢atku roku

Dopad zmény sménnych kurzl na zUstatky penéznich prostfedk( a penéznich
ekvivalentl drzenych v cizich ménach

Stav penéznich prostfedki a penéZnich ekvivalentii na konci roku

Priloha tvori nedilnou soucdst této konsolidované ucetni zavérky.

Bod
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2018
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Consolidated Cash Flow Statement for the year ended December 31, 2018
(in CZK million)

Cash flow from operating activities

Profit before tax 4800 4331
Depreciation and amortization expense, including intangibles 15 676 594
Impairment and disposal of PP&E 5,15 134 86
Net interest (income) / expense an n
Gain on disposal of PP&E 4) (12)
Change in provisions 17 (24)
Other non-cash transactions, net 2 (38)
Operating cash flows before working capital changes 5614 4948
Changes in:

Trade and other financial receivables and other non-financial assets (1737) (549)
Trade and other financial liabilities and other non-financial liabilities (451) (786)
Inventories (495) (287)
Cash generated from operations 2931 3326
Interest paid 18) an
Income tax paid (975) (754)
Net cash generated from operating activities 1938 2561

Cash flow from investing activities

Purchase of PP&E 5 (751) (718)
Proceeds from sale of PP&E 35 93
Purchase of intangible assets m 3
Interest received 29 -
Net cash used by investing activities (688) (628)

Cash flow from financing activities

Dividends paid to owners of the parent 23 (2965) (2745)
Dividends paid to Non-controlling interest 23 () m
Net cash used by financing activities (2966) (2746)
Net decrease in cash and cash equivalents (1716) (813)
Cash and cash equivalents as at the beginning of the year 7 286 8108

Effects of exchange rate changes on the balance of cash and cash equivalents

held in foreign currencies - (€]

Cash and cash equivalents as at the end of the year 9 5570 7 286

The accompanying notes form an integral part of the consolidated financial statements.
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Philip Morris CR a.s. (,,Spole¢nost®) a jeji dcefina spole¢nost Philip Morris
Slovakia s.r.0. (,Dcefind spole¢nost®), (souhrnné jen ,,Skupina®“), se zabyvaji
zejména vyrobou, prodejem, distribuci a marketingem tabakovych
vyrobku. Spole¢nost vlastni 99% podil ve spole¢nosti Philip Morris

Slovakia s.r.o.

Philip Morris CR a.s. je akciovd spoleénost registrovand v Ceské republice.
Do obchodniho rejstfiku byla Spole¢nost zapsana 28. 3.1991 a jeji
registrované sidlo je v Kutné Hote, Vitézna 1, Ceska republika. Vedeni
Spolec¢nosti sidli v Praze a vyrobni zdvod se nachdzi v Kutné Hore.

Philip Morris CR a.s. je spole¢nosti ve skupiné Philip Morris International
Inc. (,PMI). K 31.12. 2018 byla Philip Morris International Inc. vrcholovou
ovladajici spole¢nosti Skupiny.

K 31.12. 2018 byl jedinym subjektem pfimo vlastnicim vice nez 20%
podil na zdkladnim kapitdlu Skupiny Philip Morris Holland Holdings B.V.
(,,Materska spole¢nost™), vlastnici 77,6 % zakladniho kapitalu.

Clenové predstavenstva a dozoréi rady Spole¢nosti k 31. 12. 2018 byli:

Pfedstavenstvo

Arpad Konye - predseda

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 Kutnd Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc. (“PMI™).
As at December 31, 2018, Philip Morris International Inc. is the ultimate
controlling party of the Group.

As at December 31, 2018, the only entity directly 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, 2018 were:

Board of Directors

Arpad Konye - Chairman

Istvdn Borus

Zarina Maizel
nahradila Martijna Pietera Laheija
k 19.11. 2018

Dozor¢i rada

Johannes Franciscus Gerardus
Vroemen - pfedseda

Sergio Colarusso
nahradil Imara Johanna Adalaria Van
Lieshouta k 24. 9. 2018

Tomas Korkos

Petr Sedivec
nahradil Stanislavu Jurikovou
k 27.4.2018

Alena Zemplinerova

Stanislava Jurikova
nahradila Vaclava Beranka k 27. 4. 2018

Clenové predstavenstva a dozoréi rady Spole¢nosti k 31.12. 2017 byli:

Predstavenstvo
Arpad Konye - predseda
Istvan Borus
Martijn Pieter Laheij
nahradil Petra Karlu k 25. 9. 2017

Dozor¢i rada

Johannes Franciscus Gerardus
Vroemen - pfedseda

Alena Zemplinerova

Stanislava Jurikova

Tomas Korkos

Imarus Johannes Adalarius
Van Lieshout

Véclav Beranek

Istvan Borus

Zarina Maizel
Replaced Martijn Pieter Laheij
as of November 19, 2018

Supervisory Board

Johannes Franciscus Gerardus
Vroemen - Chairman

Sergio Colarusso
Replaced Imarus Johannes Adalarius
Van Lieshout as of September 24, 2018

Tomas Korkos

Petr Sedivec
Replaced Stanislava Jurikova
as of April 27,2018

Alena Zemplinerova

Stanislava Jurikova
Replaced Vaclav Berdnek
as of April 27,2018

Members of the Board of Directors and the Supervisory Board

as at December 31, 2017 were:

Board of Directors
Arpad Kénye - Chairman
Istvan Borus

Martijn Pieter Laheij
Replaced Petr Karla
as of September 25, 2017

Supervisory Board

Johannes Franciscus Gerardus
Vroemen - Chairman

Alena Zemplinerova

Stanislava Jurikova

Tomas Korkos

Imarus Johannes Adalarius
Van Lieshout

Véclav Berdnek



Akcie Spole¢nosti jsou obchodovany na Burze cennych papirti Praha, a.s.,
od 13.7.1993.

Tato konsolidovana ucetni zavérka byla schvdlena predstavenstvem
ke zvefejnéni dne 25. 3. 2019.

Tato konsolidovana ucetni zavérka je sestavena v souladu s Mezinarodnimi
standardy ucetniho vykaznictvi ve znéni prijatém Evropskou unif (,IFRS).

Konsolidovand ucetni zdvérka byla sestavena na principu historickych
porizovacich cen, s vyjimkou finan¢nich derivatd, které jsou prvotné
vykazdny v redlné hodnoté a nasledné precenovany v souladu s IAS 39
(béhem roku 2017) a IFRS 9 (béhem roku 2018), jak je dale popsdno

v zdkladnich zasadach sestaveni konsolidované ucetni zavérky.

Sestaveni konsolidované Gcetni zavérky v souladu s IFRS vyzaduje
uplatiovani urcitych zasadnich Ucetnich odhadi. Vyzaduje rovnéz, aby
vedeni vyuzivalo svij Usudek v procesu aplikace tucetnich pravidel Skupiny.
Skupina ¢ini odhady a predpoklady tykajici se budoucnosti. Z toho
vznikajici U¢etni odhady ze samé povahy své definice pouze zfidkakdy
odpovidaji ptislusnym skute¢nym vysledkdam.

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

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

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

These consolidated financial statements were authorized for issue
by the Board of Directors on March 25, 2019.

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.

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 recognized at fair value and subsequently measured in accordance
with IAS 39 (during the year 2017) and IFRS 9 (during the year 2018)

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.



Nové standardy, novely a interpretace platné pro ucetni obdobi zacinajici
1. 1. 2018, které Skupina aplikovala:

* IFRS 9 - Finan¢ni nastroje. Novy standard IFRS 9 nahrazuje standard

IAS 39 a nékteré pozadavky pro zvefejnéni finan¢nich nastrojd

dle IFRS 7.

Klasifikace a ocefovani finanénich aktiv a finanénich zavazki

IFRS 9 rozdéluje veskera financni aktiva do tFi skupin: na aktiva nasledné
ocenéna zustatkovou hodnotou zjisténou metodou efektivni Urokové
miry, aktiva ndsledné ocenénad redlnou hodnotou do ostatniho upiného
vysledku a aktiva nasledné ocenénad redlnou hodnotou do zisku nebo
ztraty. Klasifikace musi byt provedena v dobé potizeni a prvotniho
vykazani finan¢niho aktiva a zavisi na obchodnim modelu Gcéetni
jednotky a na vlastnostech smluvnich penéznich tokd daného finan¢niho
nastroje. DIuhovy nastroj, ktery (i) je drzen v ramci obchodniho modelu,
jehoz cilem je shromdzdit smluvni penézni toky, a (ii) ktery ma smluvni
penézni toky predstavujici vyhradné Uhrady jistiny a Grok( z nesplacené
hodnoty jistiny (tj. finan¢ni nastroj ma jen ,zékladni dvérové rysy*),

se obecné ocenuje zlstatkovou ucetni hodnotou. Dluhovy nastroj

se precenuje na realnou hodnotu do ostatniho Upiného vysledku
hospodareni, pokud splfiuje 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 thrady jistiny a Urokd z nesplacené hodnoty
jistiny. Veskeré dalsi dluhové néstroje by mély byt ocenovany redinou
hodnotou vykazanou v zisku nebo ztraté. Kapitalové investice

v plsobnosti standardu IFRS 9 se nasledné ocenuji redlnou hodnotou.
Zisky a ztrdty plynouci z kapitalové investice jsou vzdy zahrnuty

do zisku nebo ztraty, s vyjimkou kapitalovych investic, které nejsou
urcené k obchodovani. U téchto investic si pfi jejich prvotnim zatctovani
mUze ucetni jednotka nezvratné zvolit, Ze realizované a nerealizované
zisky a ztraty plynouci z investice bude vykazovat v ostatnim Uplném
vysledku. Dividendy jsou soucasti ziskd a ztrat pouze tehdy, pokud
predstavuji vynos z investice. Toto rozhodnuti bude mozné uskutecnit
samostatné pro kazdou kapitdlovou investici.

Metodologie sniZzeni hodnoty

Novy IFRS 9 obsahuje progresivnéjsi model snizeni hodnoty odrazejici

i oCekavané uvérové ztraty v porovndni s modelem vzniklé ztraty

dle IAS 39.

Zajistovaci ticetnictvi

Pozadavky na zajistovaci Gcetnictvi byly upraveny tak, aby zajistily
lepsi propojeni s Fizenim rizik. Standard poskytuje uc¢etnim jednotkdm
moznost vybéru mezi aplikovanim IFRS 9 a pokrac¢ovanim v uplatnovani
IAS 39 na vSechny zajistovaci vztahy, protoze v soucasné podobé
standardu neni feSeno Gctovani makrohedgingu.

Za rok 2018 neméla aplikace IFRS 9 vyznamny dopad na ocenéni
financ¢nich nastroju v Ucetni zavérce Skupiny ani na metodiku ocenovani
pohledavek z obchodnich vztahd a jinych financnich aktiv.

0Od 1. 1. 2018 klasifikuje Skupina svoje finan¢ni pohledavky

do nasledujicich kategorii:

- PUjcky a pohledavky z obchodnich vztahl bez nasledného prodeje
(ocenované zustatkovou hodnotou zjisténou metodou efektivni
urokové miry); a

- Pohledavky z obchodnich vztah( s naslednym prodejem (ocenované
redlnou hodnotou proti zisku nebo ztraté).

New standards, amendments and interpretations that are effective for
the financial year beginning January 1, 2018 adopted by the Group:

* |IFRS 9 - Financial instruments. New standard IFRS 9 “Financial
instruments” replaces IAS 39 and some financial instruments disclosure
requirements based on IFRS 7.

Classification and measurement of financial assets and financial
liabilities

IFRS 9 classifies all financial assets 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 recognized in profit
or 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 or 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.

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.

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.

In the year 2018, the adoption of IFRS 9 did not have a material

impact on measurement of financial instruments in the Group’s

financial statements, neither did the change in the methodology

on measurement of trade receivables and other financial assets.

From January 1, 2018 the Group classifies its financial receivables into

the following categories, valuated at fair value:

- Loans and trade receivables without subsequent sale (measured
at amortized costs using the effective interest rate method); and

- Trade receivables with subsequent sale (measured at fair value
through profit or loss).



¢ |FRS 15 - Vynosy ze smluv se zdkazniky (U¢inny pro ucetni obdobi
zacinajici 1. 1. 2018 nebo pozdéji). IFRS 15 zavadi novy zakladni princip,
a to, Ze vynosy jsou uzndny ve vysi ceny transakce, pokud jsou zbozi
nebo sluzby prevedeny na zdkaznika.
Zbozi nebo sluzby jsou prevedeny, pokud nad nimi ziskd zékaznik
kontrolu. Jakakoliv ve smlouvé neoddélend plnéni zboZi a sluzeb, kterd
maji odliSnou povahu, museji byt vykdzana samostatné a veskeré slevy
a rabaty ze smluvni ceny transakce jsou obecné alokovany na jednotliva
plnéni. Variabilni protiplnéni se do ceny transakce zahrnuje v takové
¢astce, aby bylo eliminovdno vyznamné riziko ,,podstatného oductovani
vynosU“ v budoucnu. Naklady na zajisténi smlouvy se zakazniky musi
byt kapitalizovany a umorovany po dobu, kdy jsou spotfebovavdny
vyhody plynouci ze smlouvy. Standard rovnéz detailné upravuje otazky
jako odpovédny subjekt nebo zastupce, dohody o zpétném ndkupu,
ujedndni typu ,,bill-and-hold“ a néktera dalsi témata.
Skupina aplikovala novy standard IFRS 15 k 1. 1. 2018, a pouziva
modifikovany retrospektivni pfistup. PFi pouZiti této metody Skupina
neupravuje srovnatelné udaje za obdobi kongici 31.12. 2017 tak, aby
odpovidaly novym Géetnim postuptim dle IFRS 15. S vyjimkou ptipadu
uvedeného nize, aplikace IFRS 15 neméla vyznamny vliv na ucetni
zavérku Skupiny.
Philip Morris CR a.s. poskytuje zpracovatelské sluzby za G¢elem vyroby
cigaret a jinych tabakovych vyrobkd pro PMI. Soucasné Philip Morris
CR a.s. nakupuje od PMI vyrobené produkty uréené pro distribuci
na ceském a slovenském trhu. Cena ujednand a obdrzend jako
protihodnota za zpracovatelské sluzby pfimo ovliviiuje pofizovaci cenu
vyrobenych produkt. Philip Morris CR a.s. ma pravo na zpétny odkup
zpracovatelskych sluzeb, a proto PMI nekontroluje zpracovatelskou
sluzbu, kdyzZ je na ni do¢asné prevedena spole¢né s vyrobenymi
produkty. Proto jsou podle nového standardu tyto dohody tykajici se
obou transakci chapdny jako jedna kombinovana smlouva.
Cena obdrzena od PMI za zpracovatelskou sluzbu souvisejici s produkty
urcenymi pro Cesky a slovensky trh je vylouc¢ena z vynosU a o stejnou
¢astku jsou ponizeny naklady na prodané zbozi, protoZe prodej
zpracovatelskych sluzeb je tfeba oductovat.

Ostatni standardy, novely, interpretace a zdokonaleni existujicich standardu

platnych pro ucetni obdobi pocinajici 1. 1. 2018 nemaji vyznamny dopad
na konsolidovanou ucetni zavérku Skupiny.

Standardy, novely a interpretace existujicich standardd, pro které ma
Skupina naplr, ale pfedcasné je neaplikovala:

¢ |IFRS 16 - Leasingy (ucinny pro ucetni 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 ndjemce. IFRS 16 zavadi na strané ndjemce jednotny ucetni
model pro vykazovani veskerych leasingovych transakci. VyZaduije, aby
najemce uznal aktivum - pravo na uzivani aktiva na rozvaze - a vykazal
oproti nému zavazek z ndjmu. Na strané pronajimatele je vykazovani
viceméné srovnatelné s IAS 17. Skupina predpokladd, ze novy standard
IFRS 16 bude mit dopad zejména na vysi vykazovanych dlouhodobych
aktiv, dlouhodobych zavazkd, vysi odpisu, trokovych nakladd a naklad
na najem. Skupina odhaduje, ze k 1. 1. 2019 vykaze zavazek z leasingu
370 milion K¢ a ve vysi 377 miliond K¢ vykaze aktivum predstavujici
pravo uzivani.

* |[FRS 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 recognized 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 recognized, and any discounts or rebates on the contract
price must generally be allocated to the separate elements. Variable
consideration should be included 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 capitalized
and amortized over the period when the benefits of the contract are
consumed. The standard also includes detailed guidance for principal
versus agent considerations, repurchase arrangements, bill-and-hold
arrangements and some other areas.
The Group adopted the new standard IFRS 15 on January 1, 2018
applying the modified retrospective approach. Under this approach,
the Group does not restate the comparative information for the period
ended December 31, 2017 using the new IFRS 15 accounting policies.
Except as stated below, the adoption of IFRS 15 did not have material
impacts on the Group’s financial statements.
Philip Morris CR a.s. provides the tolling service to produce cigarettes
and other tobacco products for PMI. Concurrently Philip Morris
CR a.s. purchases from PMI the manufactured products intended
for distribution in the Czech and Slovak markets. The consideration
agreed upon and receivable for the tolling service directly affects
the purchase cost of manufactured products. In substance Philip Morris
CR a.s. has the right to repurchase the tolling service and thus PMI does
not control the tolling service when it transitorily acquires it within
the manufactured products. Therefore, under IFRS 15, the agreements
related to both transactions are considered as one combined contract.
The consideration received from PMI for the tolling service related
to the finished goods intended for the Czech and Slovak market is
excluded from revenues and the same amount is excluded from cost
of goods sold, because the sale of tolling service needs to be reversed.

There are no other new standards, amendments, interpretations

or improvements to existing standards that are effective for accounting
periods beginning on January 1, 2018, which have a material impact

on the consolidated financial statements of the Group.

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 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 recognize 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.
The Group estimates that as of 1 January 2019 it will recognize a lease
liability of CZK 370 million and an asset representing the right of use
in the amount CZK 377 million.



Ostatni nové standardy, novely, interpretace a zdokonaleni existujicich
standardd, které nenabyly ucinnosti pro tcetni obdobi zacinajici 1. 1. 2018,
nebudou mit vyznamny dopad na samostatnou ucetni zavérku Skupiny.

Dcefiné spolecnosti, v nichz ma Spole¢nost pfimo ¢i nepfimo podil

s rozhodujicim vlivem nebo ma nad nimi jinym zptsobem kontrolu, jsou
konsolidovdny. 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
dlvod snizeni hodnoty prevadéného aktiva. V pfipadé potreby byly

Ucetni postupy Dcefiné spolecnosti upraveny tak, aby byl zajistén soulad

s postupy Spolec¢nosti.

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

s rozhodovaci pravomoci, ktery je zodpoveédny za alokaci zdroj(

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

Polozky, které jsou souc¢asti konsolidované ucetni zavérky Skupiny, jsou
ocenovany za pouziti mény primarniho ekonomického prostredi, ve kterém
kazda spolecnost Skupiny plsobi (,funkéni ména“). Konsolidovana ucetni
zavérka je prezentovana v ¢eskych korunach, které jsou pro Spolecnost jak
ménou funkéni, tak ménou vykazovani.

Transakce v cizi méné se prepocitdvaji do funkéni mény na zakladé
sménnych kurz( platnych k datlm transakci. Kurzové zisky a ztraty
vyplyvajici z téchto transakci a z pfepoctu penéznich aktiv a zavazku
vyjadrenych v cizich méndch sménnym kurzem platnym ke konci uc¢etniho
obdobi se Uctuji do zisku nebo ztraty.

Vysledky a finanéni pozice Dcefiné spole¢nosti, kterd ma funkéni
ménu odlisnou od mény vykazovani, se prevadéji na ménu vykazovani
nasledujicim zplsobem:

(i) aktiva a zavazky jsou pro kazdy prezentovany samostatny
vykaz finan¢ni pozice prepocitdny sménnym kurzem platnym
k rozvahovému dni;

(i) vynosy a naklady jsou pfepocitavany aritmetickym primérem
sménnych kurzl (kromé pripadd, kdy tento priimér neni priméfenou
pfibliznou hodnotou kumulativniho efektu kurzl platnych ke dni
transakce, v takovém pfipadé jsou vynosy a nadklady prepocitavany
kurzem ke dni transakce);

(i)  veskeré vysledné kurzové rozdily jsou vykazovany jako samostatna
slozka ostatniho uplného vysledku.

Other new standards, amendments, interpretations and improvements to
existing standards that are not effective for the financial year beginning
on 1January 2018 will not have any material impact on the consolidated
financial statements of the Group.

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 unrealized 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.

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.

Iltems 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.

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
recognized in profit or loss.

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:

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

(i)  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 recognized as a separate
component of other comprehensive income.



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

Vypdjéni ndklady vztahujici se primo k pofizeni, vystavbé nebo produkci
daného aktiva jsou zahrnuty do Uc¢etni hodnoty pfislusného aktiva. Takové
vypujéni 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 méfitelna.

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

a pofizovaci cena polozky je spolehlivé méritelna. Veskeré opravy a udrzba
jsou zauctovany do zisku nebo ztraty v rdmci u¢etniho obdobi, ve kterém
vzniknou.

Nemovitosti, stroje a zafizeni, s vyjimkou pozemkd, jsou odepisovany
rovhomérné pocinaje jejich uvedenim do uzivani.

Odhadované doby zZivotnosti (v letech) pouzité v této konsolidované
Ucetni zdvérce jsou nasledujicf:

Budovy a stavby 15-40
Stroje, pristroje a zarizeni 8-15
Zafizeni 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 pfipade
potreby upraveny ke kazdému rozvahovému dni. V pfipadé, Ze je ucetni
hodnota aktiva vyssi nez jeho realizovatelnd hodnota, snizi se ucetni
hodnota tohoto aktiva okamzité na jeho realizovatelnou hodnotu

(viz bod 2.8).

Pozemky, budovy a zafizeni, které se jiz nepouzivaji nebo jsou z jinych
dlvodU vyrazeny, se z konsolidovaného vykazu finan¢ni pozice vyradi
spolu s opravkami vztahujicimi se k prislusnému aktivu. Veskeré vynosy
¢i ztrdty vzniklé v souvislosti s vyfazenim jsou Uctovany do vysledku

z bézné ¢innosti.

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni pocitacd.
Licence porizené k pocitacovému softwaru jsou aktivovany na zakladé
vydajl vynaloZzenych na potizeni konkrétniho softwaru a jeho uvedeni

do uzivani. Tyto naklady jsou odepisovany po dobu jejich predpoklddané
zivotnosti (tfi az pét let).

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 capitalized 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 recognized 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.

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



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 jedine¢nych softwarovych produktd a jsou kontrolované Skupinou a které
pravdépodobné prinesou budouci ekonomicky prospéch prevysujici
porizovaci ndklady po dobu delsi nez jeden rok, se vykazuiji jako nehmotna
aktiva. Pfimé naklady zahrnuji osobni naklady pracovnikd podilejicich se
na vyvoji softwaru a odpovidajici podil prislusné rezie.

Ndklady na vyvoj pocitacového softwaru uznané jako aktiva se odepisuji
po dobu jejich predpokladané Zivotnosti (tti az pét let).

Pozemky, budovy a zafizeni a ostatni nefinanéni aktiva, véetné
nehmotnych aktiv, jsou posuzovany z hlediska snizeni hodnoty, kdykoli
urcité udalosti nebo zmény okolnosti naznacuji, Ze jejich ucetni 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 redlnou hodnotu snizenou o ndklady prodeje nebo
hodnotu z uzivani, je-li vyssi. Za Ucelem posouzeni snizeni hodnoty jsou
aktiva sdruzovdna na nejnizsich urovnich, pro které existuji samostatné
identifikovatelné penézni toky (penézotvorné jednotky).

Zasoby se vykazuji v pofizovacich cendch 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 zdkladé metody FIFO. Materidl, reprezentovany zejména nahradnimi
dily, je ocenén ve vazenych pramérnych cenach.

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

Skupina provadi klasifikaci svych financnich aktiv v dobé pofizeni
a pfi prvotnim vykdzani finan¢niho aktiva. Skupina klasifikuje sva financ¢ni
aktiva v ramci dluhovych finanénich nastrojd.

Dluhovym nastrojem se rozumi jakdkoliv smlouva, na zakladg, které
vznika financéni aktivum jedné strané a finan¢ni zavazek druhé strané.
Finan¢ni aktiva v ramci dluhovych nastroju jsou klasifikovéna v zavislosti
na obchodnim modelu Skupiny a na vlastnostech smluvnich penéznich
tokd daného finan¢niho aktiva. V rdmci testu obchodniho modelu Skupina
ovéruje, zda je cilem drzby finan¢niho aktiva inkaso veskerych penéznich
tokU z néj plynoucich (model ,,drzet do splatnosti“), anebo zda je cilem
drzet finan¢ni aktivum a prodat ho (model ,drzet a prodat®). Dale Skupina
zkouma a urcuje, zda smluvni podminky spojené s pradvem na penézni
toky maji pouze charakter jistiny a troku, tj. zda ma dluhovy ndstroj jen
,zakladni Uvérové rysy“. Za urok je pfitom povazovdna kompenzace
¢asové hodnoty penéz a kreditniho rizika souvisejiciho se zapudj¢enim
jistiny po dané obdobi.

V rdmci dluhovych nastroju Skupina klasifikuje sva finan¢ni aktiva

do ndsledujicich kategorii:

a) Finan¢ni aktiva ndsledné ocenénd nabéhlou hodnotou zjisténou
metodou efektivni irokové miry (finan¢ni aktiva v nabéhlé hodnoté)

b) Finan¢ni aktiva ndsledné ocenénd realnou hodnotou zahrnutou do zisku
nebo ztraty (finanéni aktiva v rediné hodnoté proti zisku nebo ztraté)

Costs associated with developing or maintaining computer software
programs are recognized 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 recognized
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 recognized as assets are amortized
over their estimated useful lives (three to five years).

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 recognized 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).

Inventories are stated at the lower of cost and net realizable 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 realizable value is the estimated selling price in the ordinary course
of business, less applicable variable selling expenses.

The Group classifies its financial assets at the time of acquisition and upon
initial recognition of the financial asset. The Group classifies its financial
assets within debt financial instruments.

A debt instrument is to mean any contract that gives rise to a financial
asset of one party and a financial liability to the other party.

Financial assets under debt instruments are classified according to

the Group’s business model and the nature of the contractual cash
flows of the financial asset. In the context of the business model test,
the Group verifies whether the objective of holding a financial asset

is to collect all cash flows arising from it (“hold to maturity” model)

or whether it is the objective to hold a financial asset and sell it (the
“hold and sell” model). Further, the Group examines and determines
whether the contractual terms and conditions associated with the cash
flow rights relate only to the principal and interest, ie whether the debt
instrument has only “basic debt characteristics”. Interest is considered
to be the compensation of the time value of money and the credit risk
associated with lending the principal over a given period.

Under debt instruments, the Group classifies its financial assets into

the following categories:

a) Financial assets subsequently measured at amortized cost determined
by using the effective interest rate method (financial assets
at amortized cost)

b) Financial assets subsequently measured at fair value included in profit
or loss (financial assets at fair value through profit or loss)



Financni aktiva v nabéhlé hodnoté (portfolio AC)

V této kategorii Skupina vykazuje dluhové nastroje, které jsou drzeny

v ramci obchodniho modelu, jehoz cilem je inkasovat veskeré smluvni
penézni toky, a které maji zaroven smluvni penézni toky predstavujici
vyhradné Ghrady jistiny a Urok( z nesplacené hodnoty jistiny. Nasledné se
ocenuji zGstatkovou hodnotou zjisténou metodou efektivni Urokové miry
(ddle jen nabéhla hodnota). Béhem ucetnich obdobi 2018 a 2017 méla
Skupina v této skupiné pouze pohledavky z obchodnich vztah( drzené
do splatnosti a pajcky a ulozky v rdmci skupiny PMI. Pdjcky a tlozky jsou
zahrnuty v ostatnich financ¢nich aktivech.

Finanéni aktiva v redlné hodnoté proti zisku nebo ztraté (portfolio FVPL)
V rdmci této kategorie klasifikuje Skupina veskeré dalsi dluhové nastroje,
které nelze klasifikovat do vyse uvedenych kategorii. Tato finan¢ni aktiva
jsou drzend za Ucelem obchodovani, popt. jejich smluvni penézni toky
nepredstavujici vyhradné Uhrady jistiny a Urokd z nesplacené hodnoty
jistiny. Nasledné se ocenuji redlnou hodnotou vykdzanou do zisku nebo
ztraty. V ramci dluhovych nastroji méla Skupina béhem tcetnich obdobi
2018 a 2017 v této kategorii pouze pohledavky z obchodnich vztaht
uréené k prodeji do faktoringu.

Derivaty jsou zarazeny do kategorie FVPL za pfedpokladu, Ze nesplnuji
podminky pro zajistovaci ucetnictvi. BEhem ucetnich obdobi 2018 a 2017
neméla Skupina v této kategorii zadna aktiva.

Skupina zavedla k 1. 1. 2018 novy model znehodnoceni, podle néhoz se
vykaze opravnd polozka dfive, nez vznikne Uvérova ztrata. Jedna se

o novy model snizeni hodnoty dle IFRS 9 odrazejici ocekdvané uvérové
ztraty (ECL). S vyjimkou pohledavek z obchodnich vztahd Skupina
aplikuje na prislusna financ¢ni aktiva (dluhové nastroje vykazované

v nabéhlé hodnoté - v portfoliu AC) tzv. obecny pfistup ke znehodnoceni.
U pohledavek z obchodnich vztahl Skupina vyuZzila moznost aplikovat
zjednoduseny pristup pomoci matice znehodnoceni.

Obecny pristup ke znehodnoceni

Podle obecného pristupu vykaze ucetni jednotka opravnou polozku

na o¢ekdvané uvérové ztraty (ECL) za dobu trvani finanéniho nastroje

v pfipadé, Ze dojde k vyznamnému zvyseni Uvérového rizika (ocenéného
pomoci pravdépodobnosti selhdni po dobu trvani) od prvotniho vykazani
finan¢niho aktiva. Pokud se k datu Gcetni zavérky Uvérové riziko souvisejici
s finanénim nastrojem od prvotniho vykazani vyznamné nezvysilo,
vykaze Ucetni jednotka opravnou polozku ve vysi 12mési¢ni o¢ekavané
Uvérové ztraty. Pritom ocekavana Uvérova ztrata za dobu trvani oznacuje
ocekavané uvérové ztraty, jez vznikaji v dlisledku vsech potencidlnich
selhani béhem ocekavané doby trvani financniho nastroje. 12mésic¢ni
ocekdvana Uvérova ztrata je ¢asti ocekdvanych uvérovych ztrat za dobu
trvani, jez vznikaji v ddsledku selhani finan¢niho nastroje, které miize
nastat béhem 12 mésict po datu ucetni zavérky.

Financial assets at amortized cost (portfolio AC)

In this category, the Group recognizes debt instruments that are held
within the business model that is intended to collect all contractual cash
flows and which also have contractual cash flows representing only
principal and interest payments on the principal outstanding. They are
then measured at amortized cost using the effective interest rate method
(hereafter referred to as the amortized cost). During the financial years
2018 and 2017, the Group had only trade receivables held to maturity and
loans and deposits within the PMI group. Loans and deposits are included
in other financial assets.

Financial assets at fair value through profit or loss (FVPL portfolio)
Within this category, the Group classifies all other debt instruments that
cannot be classified into the above categories. These financial assets are
held for trading or their contractual cash flows do not represent exclusively
the payment of principal and interest on the principal outstanding.
Consequently, they are measured at fair value through profit or loss. Under
debt instruments, the Group had only trade receivables intended to be
sold to factoring during the financial years 2018 and 2017 in this category.

Derivatives are classified in the FVPL category provided they do not
qualify for hedge accounting. During the financial years 2018 and 2017,
the Group did not have any assets in this category.

The Group introduced a new impairment model as of 1 January 2018, under
which an allowance is recognized before the credit loss arises. This is a new
IFRS 9 impairment model reflecting expected credit losses (ECL). With

the exception of trade receivables, the Group applies the so-called general
approach to impairment for the relevant financial assets (debt instruments
reported at amortized cost - in the AC portfolio). For trade receivables,

the Group has taken advantage of the possibility of applying a simplified
approach using an impairment matrix.

General approach to impairment

Under the general approach, an entity recognizes an allowance for
expected credit losses (ECL) over the life of the financial instrument

if there is a significant increase in the credit risk (measured

by the probability of default over the life of the asset) from the initial
recognition of the financial asset. If, at the reporting date, the credit risk
associated with a financial instrument has not significantly increased since
initial recognition, the entity shall recognize an allowance for the 12-month
expected credit loss. The expected credit loss over the lifetime indicates
the expected credit losses that arise as a result of all potential failures
during the expected duration of the financial instrument. The 12-month
expected credit loss is part of the expected credit losses over the life

of a financial instrument that may occur within 12 months from

the reporting date.



Skupina vyuziva tfistupnovy model ECL. Pfi prvnim vykazani finan¢niho
aktiva, pokud neexistuje dlikaz o selhani, zafadi Skupina finan¢ni aktivum
do stupné 1a vykaze opravné polozky odpovidajici o¢ekavanym ztratdm

v ndsledujicich 12 mésicich. Pokud se od data prvotniho vykazani tvérové
riziko souvisejici s finan¢nim nastrojem vyznamné nezvysilo, finanéni
aktivum zUstdva ve stupni 1a opravna polozka je k datu ucetni zavérky
vycislena ve vysi 12mési¢ni o¢ekdvané Uvérové ztraty. Pokud doslo od data
prvotniho vykazani k vyraznému narlstu Uvérového rizika, zafadi Skupina
finan¢ni aktivum do stupné 2 a vykdze k datu Gcetni zavérky opravné
polozky odpovidajici o¢ekdvanym ztratam za celou dobu trvani finanéniho
aktiva. Pokud finan¢ni aktivum spini definici selhani, pfefadi ho Skupina
do stupné 3 a vykdze opravné polozky odpovidajici o¢ekdvanym ztratam
za celou dobu trvani finanéniho aktiva.

Za potencidlni selhdni povazuje Skupina situace, kdy nebude schopna
inkasovat veskeré dluzné ¢astky podle plvodné sjednanych podminek.

Za indikatory selhani jsou Skupinou povazovany vyznamné finanéni potize
dluznika, pravdépodobnost, Ze dluznik vstoupi do konkurzu nebo finanéni
restrukturalizace, nedodrzeni splatnosti nebo prodleni ve splatnosti
zavazku.

Pro zvolené budouci scénafe mozného vyvoje Skupina vypocte
ocekdvanou Uvérovou ztratu a rovnéz pravdépodobnostné vazené
vysledky pomoci ndsledujiciho vzorce:

Ocekdvané uvérové ztraty (ECL) = pravdépodobnost selhdni (PD) x
ztrdtovost ze selhani (LGD) x expozice v selhani (EAD)

Zjednoduseny pfistup ke znehodnoceni

Zjednodus$eny pristup umoznuje Ucetnim jednotkdm vykazovat o¢ekavané
uvérové ztraty za celou dobu trvani, aniz by bylo nutné identifikovat
vyznamné zvyseni Uvérového rizika. U obchodnich pohledavek a smluvnich
aktiv, jez neobsahuji vyznamny prvek financovani, vykdze ucetni jednotka
opravnou polozku na o¢ekavané uvéroveé ztraty za dobu trvani (tj. ucetni
jednotka musi vzdy aplikovat tzv. zjednoduseny pfistup). U ostatnich
obchodnich pohleddvek, ostatnich smluvnich aktiv, pohleddvek

z operativniho leasingu a pohledavek z finan¢niho leasingu si Ize zvolit
ucetni politiku, kterd bude samostatné aplikovdna na jednotlivé typy aktiv
(avsak kterd se vztahuje na vSechna aktiva daného typu). Vyznamny prvek
financovani existuje tehdy, pokud z nac¢asovani thrad odsouhlasenych
smluvnimi stranami (explicitné nebo implicitné) plyne zékaznikovi nebo
ucetni jednotce vyznamny prospéch spocivajici ve financovani prevodu
zbozi nebo sluzeb na zakaznika.

Aplikace zjednoduseného pfistupu pomoci matice znehodnoceni

U obchodnich pohledavek bez vyznamného prvku financovani Skupina
stanovi vysi opravnych poloZzek pomoci matice znehodnoceni. Matice
znehodnoceni je zalozena na aplikaci pfislusné miry ztrat na neuhrazené
zUstatky obchodnich pohledavek (tj. vékova analyza pohledavek).

The group uses the three-step ECL model. Upon initial recognition

of a financial asset, unless there is an evidence of a failure, the Group
classifies the financial asset to Stage 1and recognizes allowances
corresponding to expected losses over the following 12 months. If

the credit risk associated with the financial instrument has not significantly
increased since the initial recognition date, the financial asset remains

in Stage 1and the allowance is measured at the date of the financial
statement at the 12-month expected credit loss. If a significant increase

in credit risk has occurred since the initial recognition date, the Group
classifies the financial asset to Stage 2 and recognizes adjustments against
the expected loss over the life of the financial asset at the reporting date.
If the financial asset meets the definition of a default, the Group transfers
it to Stage 3 and recognizes allowance corresponding to the expected loss
over the life of the financial asset.

As a potential failure the Group considers a situation where it will not

be able to collect any amounts owed under the terms initially agreed.

As default indicators the Group considers significant financial difficulties
of the borrower, the likelihood that the borrower will enter into bankruptcy
or financial restructuring, delay in payments or non-compliance with
maturity of the instrument.

For selected future scenarios of potential development, the Group
calculates the expected credit loss and probability-weighted results using
the following formula:

Expected credit losses (ECL) = probability of default (PD) x
loss given default (LGD) x exposure at default (EAD)

Simplified approach to impairment

Simplified approach enables entities to report expected credit losses
over the full period of time without the need to identify a significant
increase in credit risk. For trade receivables and contract assets that

do not have a significant element of financing, an entity recognizes

an allowance for expected credit losses over its life (i.e. an entity must
always apply a so-called simplified approach). For other trade receivables,
other contractual assets, operating lease receivables and finance lease
receivables, an accounting policy that can be applied separately to
individual asset types (but which applies to all assets of the type) can
be selected. An important element of financing exists when the timing
of reimbursements agreed by the parties (explicitly or implicitly) results
in a significant benefit for the customer or entity to finance the transfer
of goods or services to the customer.

Application of simplified approach using impairment matrix

For trade receivables without a significant element of financing, the Group
determines the amount of allowances using the impairment matrix.

The impairment matrix is based on applying the appropriate rate of loss to
unpaid balances of trade receivables (i.e. age analysis of receivables).



Pfi stanoveni vySe opravnych poloZek zjednodusenym pfistupem

Skupina postupuje v nasledujicich krocich. Skupina nejprve rozdéli

své jednotlivé obchodni pohledavky do urcitych skupin pohleddvek

s obdobnou charakteristikou Uvérového rizika. Skupina pfritom identifikuje
nejvyznamnéjsi faktory, které tvérové riziko kazdé skupiny ovliviuji.

V druhém kroku Skupina stanovi pro kazdou skupinu s obdobnou
charakteristikou Uvérového rizika miru historickych ztrat. Tato mira se
stanovi za 3 po sobé jdouci Uc¢etni obdobi. V dal$im kroku Skupina urci
miru o¢ekdvanych ztrat pro kazdou skupinu pohledavek, ktera je dale
rozdélena do dil¢ich kategorii podle poc¢tu dni po splatnosti. Pfi stanoveni
miry o¢ekavanych ztrdt Skupina pfihlizi k tomu, zda miry historickych
ztrdt vznikly za ekonomickych podminek, které odpovidaji o¢ekdvanym
podminkam bé&hem obdobi expozice daného portfolia pohledavek

k datu ucetni zavérky. V poslednim kroku Skupina vycisli vysi opravné
polozky na zdkladé aktualni hrubé vyse pohleddvek vynasobené mirou
ocCekdvanych ztrat.

Finan¢ni aktiva jsou oduc¢tovana z vykazu finanéni pozice, jestlize pravo
obdrzet penézni toky z finan¢nich aktiv vyprselo nebo bylo prevedeno
a Skupina prevedla v podstaté veskera rizika a odmény plynouci

z vlastnictvi.

Spotfebni dan obsazena v hodnoté nakoupenych kolkd je primarné
vykdzana v kategorii ,,Ostatni nefinanéni aktiva“ a odpovidajici zavazek
v kategorii ,,Ostatni danové zavazky”. Aktivum zanikd a stava se soucasti
obchodnich pohleddvek v okamziku prodeje zbozi, které je predmétem
spotrebni dané. Konzistentné s timto uctovanim nezahrnuji zasoby

a ndklady na prodané zbozi spotfebni dan.

Spotrebni dan ma urcité charakteristiky dané z prodeje, zatimco
uréité aspekty danového systému v Ceské republice jsou spise povahy
dané vyrobni. Vedeni analyzovalo vSechny znaky systému spotrebni
dané v Ceské republice a dospélo k zavéru, Ze vlastnosti dané

z prodeje pfevazuji. Z tohoto divodu neni spotfebni dan vykazana

v trzbach a provoznich nakladech v konsolidovaném vykazu upiného
vysledku Skupiny.

Penézni prostfedky a penézni ekvivalenty zahrnuji finanéni hotovost,
inkasovatelné bankovni vklady, ostatni vysoce likvidni kratkodobé
investice s plvodni dobou splatnosti tfi mésice a méné, debetni zlstatky
na bankovnich tUctech (kontokorentni Ucty) nebo jiné pljcky splatné

na pozadani. V konsolidovaném vykazu finan¢ni pozice jsou debetni
zUstatky na bankovnich Uctech (kontokorentni Gcty) a jiné puUjcky
splatné na pozadani vykazany v polozce ,,Prijaté pljcky“ v kratkodobych
zavazcich.

When determining the amount of allowances through simplified approach,
the Group proceeds in the following steps. The Group first divides its
individual trade receivables into certain groups of receivables with similar
credit risk characteristics. The Group concurrently identifies the most
important factors affecting the credit risk of each group. In the second
step, the Group sets a historical loss rate for each group with similar credit
risk characteristics. This rate is set for 3 consecutive accounting periods.
In the next step, the Group determines the expected loss rate for each
group of receivables, which is further subdivided into sub-categories

by the number of days past due. In determining the expected loss rate,
the Group takes into account whether historical loss rates have been
incurred under economic conditions that are consistent with the expected
conditions during the exposure period of that portfolio of receivables

at the reporting date. In the last step, the Group measures the amount

of the allowance based on the current gross amount of receivables
multiplied by the expected loss rate.

Financial assets are derecognized if the right to receive cash flows from
financial assets has expired or has been transferred and the Group has
transferred substantially all the risks and rewards of ownership.

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

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

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.



Obchodni zavazky se prvotné vykazuji v redlné hodnoté a ndsledné
jsou ocenovany zUlstatkovou hodnotou na zakladé metody efektivni
urokové miry.

Skupina pristupuje k oductovani financnich zavazkl pouze v situaci, kdy
jsou povinnosti Skupiny splnény, zruseny nebo kdyz skonci jejich platnost.
Rozdil mezi u¢etni hodnotou oduc¢tovaného finanéniho zdvazku a ¢astky,
bud zaplacené, nebo splatné, je zauctovan do zisku nebo ztraty.

Odlozena dan je vypoctena s pouzitim zdvazkové metody uplatnéné

na vSechny prechodné rozdily vzniklé mezi danovou hodnotou aktiv

a zavazkd a jejich ucetni hodnotou vykazovanou v konsolidované Gcetni
zavérce. Pokud vsak odlozena dan vyplyvd z vychoziho zachyceni aktiva
nebo zdvazku 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 netctuje. Odlozena dan z prijm se stanovi za pouziti danové
sazby (a danovych zakon(), které byly schvaleny nebo je proces jejich
schvalovani v podstaté dokoncen a o kterych se predpoklada, ze budou
ucinné v obdobi, ve kterém bude pfislusna danova pohleddvka realizovdna
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 uzdkonény z vétsi casti.

Odlozené danové pohleddvky se vykazuiji v rozsahu, v némz je
pravdépodobné, ze bude v budoucnosti dosazeno zdanitelného zisku,
ktery umozni uplatnéni téchto pfechodnych rozdil(.

Odlozena dan je zauctovana do zisku nebo ztraty, s vyjimkou pfipadd,
kdy se vztahuje k polozkam uctovanym do ostatniho uplného vysledku.
V takovych pripadech je také uctovana do ostatniho Uplného vysledku.

Skupina 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 rdmec téchto zdkonnych odvodu nejsou od Skupiny
vyzadovany zadné jiné dodatecné odvody. Naklady souvisejici s odvody
jsou zuc¢tovany do zisku nebo ztraty ve stejném obdobi jako vyplata mezd
a platd, ke kterym se vztahuji.

Skupina také poskytuje svym zaméstnancim penzijni pfipojisténi formou
plateb nezavislym penzijnim fondlm v ramci platného ptispévkové
definovaného penzijniho planu. Tyto naklady jsou tGcétovany do zisku nebo
ztrdty v roce, se kterym ¢asové souviseji. Nad ramec téchto zdkonnych
odvodU nejsou od Skupiny vyzadovany zadné jiné dodate¢né odvody.

Odstupné a pozitky pfi pfed¢asném ukonceni pracovniho poméru se
vyplaceji v pfipadé, Ze je pracovni pomér ukoncen pred normalnim
odchodem do dichodu nebo pred uplynutim pracovni smlouvy. Skupina
vykazuje pozitky z pfed¢asného ukonceni pracovniho poméru, pokud

je zavazana k ukonceni pracovniho poméru vybranych zaméstnanct

v souladu se schvalenym detailnim pldnem bez redlné moznosti od tohoto
planu odstoupit.

Trade payables are recognized initially at fair value and subsequently
measured at amortized cost using the effective interest method.

The Group derecognizes financial liabilities only when the contractual
liabilities of the Group are discharged, cancelled or expire. The difference
between the carrying amount of a derecognized financial liability and
the consideration paid is recognized in profit or loss.

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
realized or the deferred income tax liability is settled. Changes in deferred
tax resulting from the changes in tax rates are recognized in the period
in which the changes are enacted or substantially enacted.

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

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.

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.

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



PMI poskytuje urcité plany thrad vdzanych na akcie pro vedouci
zaméstnance vsech spole¢nosti v rdmci skupiny PMI. Tyto plany se
vztahuji k akciim spole¢nosti PMI a predstavuji Uhrady vdzané na akcie
vyporadané kapitdlovymi ndstroji. Na zdkladé 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 ndroku a nabyti akcii zaméstnanci
dochazi po uplynuti zaméstnaneckého poméru tfi let od data poskytnuti
naroku (rozhodné obdobi). Hodnota néaklad( sluzeb zaméstnancl
vykdzanych jako protihodnota za pridélené naroky na akcie je uréena

na zakladé redlné hodnoty narokl k datu poskytnuti. Naklady jsou do zisku
nebo ztraty (ndklady na zaméstnance a zaméstnanecké pozitky a sluzby)
zUctovany rovnomérné béhem rozhodného obdobi se souvztaznym
zapisem do vlastniho kapitalu. Hodnota nakladl vykazanych jako
protihodnota za pridélené naroky v letech 2018 a 2017 byla nevyznamna.

Skupina tvori rezervy, pokud ma soucasny pravni nebo mimosmluvni
zavazek, ktery je vysledkem minulych udalosti, je pravdépodobné, ze
k vyporadani tohoto zavazku bude nezbytné odcerpani prostredk,
a muze byt proveden spolehlivy odhad vyse zavazku. Rezervy se
nevytvareji na budouci provozni ztraty.

Rezervy jsou ocenény v soucasné hodnoté nejlepsiho odhadu vydajl
potrebnych k vyrovnani souc¢asného zavazku k rozvahovému dni.

Veskeré smlouvy se zakazniky jsou v prvni fazi zanalyzovany s cilem
identifikovat veskera plnéni vici zakaznikovi. Nasledné je urcena transakéni
cena, kterd je v pripadé vice identifikovanych plnéni alokovdna podle
relevantniho kli¢e. V ndvaznosti na to je pro jednotliva pInéni uznan vynos
v prislusné vysi bud k urcitému okamziku, nebo je s vyuzitim nastrojl
Casového rozliseni alokovan do vice obdobi.

Vynosy z prodeje zbozi jsou vykadzany v okamziku prechodu veskerych
prav, resp. kontroly na kupujici protistranu v zavislosti na konkrétnim
znéni smluvnich podminek, pfi¢emz ¢astka vynost je dohodnuta nebo

je spolehlivé urcitelnd a pfijeti Uhrady je pravdépodobné. To obecné
odpovida okamziku, kdy je zbozi poskytnuto prodejctim, nebo v okamziku
jejich poskytnuti kone¢nym zakaznikdim v pfipadé primych prodejd.

Vynosy a naklady jsou vykazovany nasledujicimi zplsoby:

Vynosy z prodeje zbozi se vykazuji, pokud Skupina pfevedla na kupujiciho
kontrolu nad aktivem. O vynosu je Gctovano v okamziku vyskladnéni zbozi.

Vynosy z poskytovani sluzeb se vykazuji, jestlize dojde k poskytnuti
sluzby a Skupina ma pravo na zaplaceni protihodnoty. Jedna se
zejména o zpracovatelské sluzby, kdy Skupina ndsledné nenakupuje
hotové tabakové vyrobky a neprodava je na trzich v Ceské republice
a na Slovensku.

Soucasti ndkladd na prodané zbozi jsou variabilni a fixni vyrobni
naklady, pofizovaci cena nakoupeného zbozi a licenéni poplatky placené
za prodané zbozi. Tyto naklady jsou pred prodejem zbozi zachyceny

v hodnoté zasob.

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 recognized over the vesting period on a straight-line
basis as a charge to the employee benefits expense with a corresponding
entry in equity. Amounts recognized as compensation expense in 2018 and
2017 were immaterial.

Provisions are recognized 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 recognized
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.

All customer contracts are initially analyzed to identify all obligations

and payments to the customer. Subsequently, the transaction price is
determined, which is allocated in the case of more identified performance
obligations according to the relevant key. Consequently, revenue is
recognized for each performance obligation at the appropriate amount
either at a certain point in time, or is recognized over several periods using
accruals.

Revenues from the sale of goods are recognized when control is
transferred to the buyer depending on the specific terms of the contract
and when the amount of the consideration is agreed or is reliably
determinable and payment is probable. This generally corresponds to

the moment when products are delivered to wholesalers or when they are
delivered to final consumers in the case of direct sales.

Revenues and costs are reported as follows:

Revenue from sales of goods is recognized when the Group has
transferred control over the assets to the buyer. The revenue is recognized
at the date of shipment.

Revenue from the sale of services is recognized when the service is
provided and the Group has the right to payment of a consideration. These
are mainly processing services where the Group does not subsequently
buy finished cigarettes and does not sell them on markets in the Czech
Republic and Slovakia.

Costs of goods sold include variable and fixed production costs, purchase
price of purchased goods and royalties paid for products sold. Prior to
the sale of goods, these costs are recorded in the value of inventory.



Odbytové naklady vyplyvaji z odbytové ¢innosti, a kromé personalnich

a rezijnich nakladl zahrnuji také odpisy majetku v oblasti prodeje, naklady
spojené s expedici, naklady na propagaci, podporu prodeje, priizkum trhu
a sluzby zakazniklm. Tyto naklady nevstupuji do ocenéni zasob.

Administrativni ndklady zahrnuji persondini a rezijni ndklady a odpisy
majetku ve spravni oblasti.

Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
urokové miry a zohlednénim vyse nesplacené jistiny.

Leasing je klasifikovan jako operativni leasing, jestliZze podstatnd ¢ast
rizik a uzitk( vyplyvajicich z vlastnictvi zGstava u pronajimatele. Splatky
uhrazené na zdkladé operativniho leasingu se Uctuji do zisku nebo ztraty
rovnomérné po celou dobu trvani leasingu.

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

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

Distribution expenses include personnel costs and overheads, depreciation
and amortization applicable to the distribution function, as well

as the costs of shipping, advertising, sales promotion, market research and
customer service. These costs are not recorded in the value of inventory.

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

Interest income is accrued on a time basis, by reference to the principal
outstanding and the effective interest rate applicable.

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.

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



S pfechodem na standard IFRS 9 Skupina musela upravit postup uctovani
finan¢nich nastrojd a zrevidovat klasifikaci financ¢nich aktiv. Nicméné
jakékoliv zmény v ocenovani finan¢nich aktiv jsou nevyznamné a mély
nulovy dopad do nerozdéleného zisku k 1. 1. 2018.

V souvislosti s pfechodem na nové standardy nedoslo k 1. 1. 2018 k zadné
zméné ve vykazu finanéni pozice Skupiny. Vykaz uplného vysledku nebyl
za rok koncici 31.12. 2017 upravovan. Pokud by Skupina i v roce 2018
sestavovala vykaz uplného vysledku podle postupt platnych pro rok 2017,
doslo by k ndsledujicim Upravam:

2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18

Trzby 14 082 697 14779
Naklady na prodané zbozi -6 079 -644 -6 723
Hruby zisk 8003 53 8056
Odbytové naklady -2070 0 -2 070
Administrativni naklady -1126 0 -1126
Ostatni provozni vynosy 90 0 90
Ostatni provozni naklady -108 0 -108
Provozni zisk 4789 53 4842
Finan¢ni vynosy 29 0 29
Financ¢ni ndklady -18 0 -18
Zisk pfed zdanénim 4 800 53 4 853
Dan z pFijmu -964 -10 -974
Cisty zisk 3836 43 3879
Uplny vysledek za rok celkem 3837 43 3880
2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18

Zasoby 1125 53 1178
Kratkodoba aktiva 11632 53 11685
Aktiva celkem 15 956 53 16 009
Nerozdéleny zisk 4669 43 4712
st oot el s s
Vlastni kapital celkem 9797 43 9 840
Odlozeny danovy zdvazek 230 10 240
Dlouhodobé zavazky 230 10 240
Zavazky celkem 6159 10 6169
Vlastni kapital a zavazky 15 956 53 16 009

celkem

With the transition to IFRS 9, the Group had to adjust the accounting
for financial instruments and review the classification of financial
assets. However, any changes in the measurement of financial

assets are insignificant and have a zero impact on retained earnings
as at 1 January 2018.

The financial statements were not adjusted for the year ended

31 December 2017. If the Group would also compile the financial
statements in 2018 using the accounting policies applicable for 2017,
the following adjustments would be made:

2018 Adjustment 2018
FRS 15 IFRS 15 IAS 18
Revenue 14 082 697 14779
Cost of goods sold (6 079) (644) (6723)
Gross Profit 8003 53 8 056
Distribution expenses (2070) - (2070)
Administrative expenses (1126) - (1126)
Other operating income 90 - 90
Other operating expense (108) - (108)
Profit from operations 4798 53 4842
Financial income 29 - 29
Financial expense (18) - 18)
Profit before income tax 4800 53 4853
Income tax expense (964) 10) (974)
Net profit for the year 3836 43 3879
Total profit for the year 3837 43 3880
2018 Adjustment 2018
FRS 15 IFRS 15 IAS 18
Inventories 1125 53 1178
Current assets 1632 53 11685
Total assets 15956 53 16 009
Retained earnings 4669 43 4712
Equity attributable
to the shareholders 9796 43 9839
of the Company
Total equity 9797 43 9 840
Deferred tax liability 230 10 240
Non-current liability 230 10 240
Total liabilities 6159 10 6169

Total equity & liabilities 15956 53 16 009



2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18

Nerozdéleny  Nerozdéleny  Nerozdéleny

zisk zisk zisk

Cisty zisk 3835 43 3878
Uplny vysledek za rok celkem 3835 43 3878
Stav k 31.12. 2018 4669 43 4712
2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18

Zisk pred zdanénim 4800 53 4 853

Penézni toky z provozni
¢innosti pfed zménami 5614 53 5667
pracovniho kapitalu

Zména stavu:
Zasob -495 -53 -548
Penézni toky z provozu 2931 ] 2931

Pijcky a pohledavky

Paj¢ky a pohledavky jsou nederivatova finanéni aktiva s danymi nebo
prepokladanymi platbami, kterd nejsou kotovdna na aktivnim trhu.
Jsou zahrnuta do kratkodobych aktiv, s vyjimkou téch, kterd maji dobu

splatnosti delsi nez 12 mésict po rozvahovém dni. Ta jsou klasifikovana jako

dlouhodoba aktiva. PUj¢ky a pohledavky jsou zahrnuty v konsolidovaném
vykazu finanéni pozice v obchodnich a ostatnich finan¢nich pohledavkach.

Obchodni pohleddvky se prvotné vykazuji v rediné hodnoté a nasledné
jsou ocenovany zlstatkovou hodnotou na zékladé metody efektivni
urokové miry 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 diikazy o tom, ze Skupina nebude schopna inkasovat
veskeré dluzné ¢astky podle pivodné sjednanych podminek. Vyznamné
finan¢ni tézkosti odbératele, pravdépodobnost, Ze dluznik vstoupi

do konkurzu, nedodrzeni splatnosti nebo prodleni ve splatnosti zdvazku
(u pohledavek z obchodnich vztahd vici tretim stranam od 14 do 30 dni
v z4vislosti na individudinim posouzeni situace dluznika) jsou indikatory,
ze obchodni pohledavky jsou znehodnoceny. Vyse opravné polozky je
rozdil mezi uc¢etni hodnotou aktiva a soucasnou hodnotou odhadovanych
budoucich penéznich tokd diskontovanych plvodni efektivni Grokovou
mirou. Tvorba této ztraty z opravné polozky je zauctovdna do zisku
nebo ztraty.

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

2018 Adjustment 2018

IFRS 15 IFRS 15 1AS 18
Retained Retained Retained
earnings earnings earnings
Net profit for the year 3835 43 3878
Total comprehensive income 3835 43 3878
for the year
Balance 4669 43 4712
as at December 31, 2018
2018 Adjustment 2018
IFRS 15 IFRS 15 IAS 18
Profit before tax 4800 53 4853
Oper:';nting ca_sh flows before 5614 53 5667
working capital changes
Changes in:
Inventories (495) (53) (548)
Cash generated from 2931 B 2931

operations

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 recognized initially at fair values and subsequently
measured at amortized 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
recognized in profit or loss.

Financial assets are derecognized 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.



Vykazovani vynost a nakladi

Vynosy predstavuji redlnou hodnotu prijaté nebo narokované protihodnoty
za prodej zbozi a sluzeb, bez dané z pfidané hodnoty a spotrebni dané,

po odpoctu slev a skont. Vynosy a ndklady jsou vykazovany nasledujicimi
zpUsoby:

Vynosy z prodeje zbozi se vykazuji, pokud Skupina pfevedla na kupujiciho
vyznamna rizika a uzitky z vlastnictvi zbozi; nezachovava si pokracujici
manazerskou angazovanost v mife obvykle spojované s vlastnictvim
pozadovaného zbozi ani skute¢nou kontrolu nad timto zbozim; ¢astka
vynoslt mdze byt spolehlivé ocenéna; je pravdépodobné, ze ekonomické
uzitky, které jsou s transakci spojeny, poplynou do Skupiny a vzniklé
naklady nebo naklady, které s ohledem na transakci teprve vzniknou,
mohou byt spolehlivé ocenény. O vynosu je U¢tovano v okamziku
vyskladnéni zbozi.

Vynosy z poskytovani sluzeb se vykazuji, jestlize dojde k poskytnuti sluzby
a k akceptaci zdkaznikem.

Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
urokové miry a zohlednénim vyse nesplacené jistiny.

Soucasti ndkladd na prodané zbozi jsou variabilni a fixni vyrobni
naklady, porizovaci cena nakoupeného zbozi a licenéni poplatky placené
za prodané zbozi.

Odbytové naklady vyplyvaji z odbytové ¢innosti, a kromé personalnich

a rezijnich nakladl zahrnuji také odpisy majetku v oblasti prodeje, naklady
spojené s expedici, naklady na propagaci, podporu prodeje, priizkum trhu
a sluzby zakaznik(m.

Administrativni naklady zahrnuji persondini a rezijni nédklady a odpisy
majetku ve spravni oblasti.

Z Cinnosti Skupiny vyplyva fada financnich rizik: trzni riziko, Uvérové

riziko a riziko likvidity. Trzni riziko a riziko likvidity jsou Fizeny centralnim
oddélenim Treasury skupiny PMI v Lausanne. Uvérové riziko je Fizeno
primarné Skupinou. PMI Treasury identifikuje, ocefiuje a zajistuje finanéni
riziko v Uzké spolupraci se Skupinou. Rizeni rizik provadi centraini oddéleni
Treasury skupiny PMI v souladu s pravidly schvdlenymi pfedstavenstvem
Skupiny, kterd vychazeji z PMI politik pro fizeni finanéniho rizika.

Skupina plsobi na mezindrodnim trhu a je vystavena ménovému riziku
vztahujicimu se k rdznym ménam. Ménové riziko vyplyva zejména z titulu
budoucich nakupl a prodejll a pohledavek a zéavazk( v cizich ménach.
Pro Ffizeni ménového rizika Skupina pfilezitostné nakupuje ménové

opce prostiednictvim PMI Treasury, o kterych Gctuje jako o zajistovacich
derivatech. V letech 2018 a 2017 Skupina neméla Zadné ménové opce.

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 recognized
as follows:

Revenue from the sales of products and goods is recognized 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 recognized

at the moment of delivery despatch to the customer.

Sales of services are recognized when the services are rendered and
accepted by customer.

Interest income is accrued on a time basis, by reference to the principal
outstanding and the effective interest rate applicable.

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

Distribution expenses include personnel costs and overheads, depreciation
and amortization applicable to the distribution function, as well

as the costs of shipping, advertising, sales promotion, market research and
customer service.

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

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.

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
recognized 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 2018
and 2017.



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

Pohledavky za tretimi

Receivables from third

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

) - 1196 192 0 0 0 1388 ; } 1196 192 - - - 1388
stranami - domaci parties - domestic
Pohledavky Receivables from PMI B B
za spole¢nostmi 343 378 0 0 1 722 entities 343 378 ! 72z
skupiny PMI Cash at banks 2124 37 - - - 2161
Je 2124 7
Ucty v bance 3 0 0 0 2161 On-demand deposits
Kratkodobé pljcky with related parties 3409 : : . -] 3409
IR 2 3409 0 0 0 0 3409
spfiznénym stranam
Other long term
Dlouhodobé ostatni financial assets 106 ! ) ) ) ez
finan¢ni aktiva 106 ! 0 0 0 oz
Total 7178 608 - - 1 7787
Celkem 7178 608 0 0 1 7787

Pohledavky za tretimi

X . 424 194 0 0 0 618
stranami - domaci
Pohledavky
za spole¢nostmi 192 25 0 0 0 217
skupiny PMI
Uéty v bance 6336 36 0 0 0 6372
Kratkodobe pjcky 894 46 0 0 0 940
spfiznénym stranam
Dlouhodoba ostatni 104 2 0 0 o 106
finan¢ni aktiva
Celkem 7 950 303 0 [} 0 8253

Rozdéleni financ¢nich zavazkd podle mén (v milionech K¢):

Zavazky vidi tietim

X L. 551 184 0 0 0 735
strandm - domaci
Zavazky vici tretim 23 3 0 19 217
stranam - zahrani¢ni
Zavazky vaci
spole¢nostem 52 27 6 45 7 137
skupiny PMI
Celkem 626 383 9 45 26 1089

Receivables from third

parties - domestic 424 194 i i i o8
Rec'e'lvables from PMI 192 25 _ - - 217
entities

Cash at banks 6 336 36 - - - 6372
Op-demand dep95|ts 894 46 R R R 940
with related parties

cher 'Iong term 104 2 - - - 106
financial assets

Total 7950 303 - - - 8253

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

Payables to third

parties - domestic 551 184 . . . v
Payables to third 23 m 3 - 19 207
parties - foreign

Payables to PMI entities 52 27 6 45 7 137
Total 626 383 9 45 26 1089

Payables to third

_ parties - omestie - . - - - "

. R Payables to third
Zavazky vuci tretim 589 12 0 0 0 m parties - foreign 4o ° T 10
strandm - domaci

. R Payables to PMI entities 34 3m 21 84 12 462
Zdavazky vUci tretim 144 101 5 1 10 261
strandm - zahrani¢ni Borrowings 26 - - N - 26
Zavazky vuci Total 793 534 26 85 22 1460
spolec¢nostem 34 Kl 21 84 12 462
skupiny PMI
Pujcky 26 0 0 0 0 26
Celkem 793 534 26 85 22 1460
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Analyzy citlivosti

Citlivost na zmény ménového kurzu

Skupina je vystavena ménovému riziku vyplyvajicimu zejména z transakci
se spole¢nostmi se sidlem v Evropské unii a se spole¢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 Spolec¢nosti (Ceska koruna) k rozvahovému dni, kdy jsou
pohleddvky a zdvazky vedené v cizi méné prepocteny na ¢eské 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. 2018. Skupina povazuje za mozny
pohyb ménovych kurzd vaci ceské koruné v nasledujicim obdobi +5 %
(zhodnoceni ceské koruny) a -5% (znehodnoceni ¢eské koruny).

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

Nasledujici tabulka pfedstavuje dopad na zisk pfed zdanénim
pfi o¢ekavaném zhodnoceni +5 % nebo znehodnoceni -5 % ¢eské koruny
vUci cizim ménam (v milionech KE) v roce 2018 (2017: +10%, -10 %):

2018 -5% znehodnoceni CZK
Ména EUR usb CHF
Zvyseni (+) / snizeni (-) zisku 10 0 -2
+5% zhodnoceni CZK
Ména EUR usb CHF
Zvyseni (+) / snizeni (-) zisku -10 0 2
2017 -10% znehodnoceni CZK
Ména EUR usb CHF
Zvyseni (+) / snizeni (-) zisku -23 -3 -9
+10% zhodnoceni CZK
Ména EUR usb CHF
Zvyseni (+) / snizeni (-) zisku 23 3 9

Citlivost na zmény urokové miry

Skupina je vystavena urokovému riziku zejména v souvislosti

s poskytovanim kratkodobych pUijcek se stanovenou dobou splatnosti
a kratkodobych pujéek splatnych na pozadani spole¢nostem

ve skupiné PMI a Skupina je také vystavena urokovému riziku

v souvislosti s faktoringovymi transakcemi s pohleddvkami. Skupina
pfedpoklada mozny pohyb vynosové kfivky v ndsledujicim obdobi
+100/-25 bazickych bod.

Pro poskytnuté kratkodobé pujcky a kratkodobé pljcky splatné

na pozaddni poskytnuté spole¢nostem ve skupiné PMI je dopad na zisk
pred zdanénim stanoven na zdkladé specifikované zmény urokové miry,
ktera by nastala na zacatku uc¢etniho obdobi, a za predpokladu, Ze by
nedoslo k zadné jiné zméné urokovych mér v pribéhu celého ucetniho
obdobi. Ostatni finanéni aktiva a zdvazky nejsou povazovdny za Urokové
citlivé.

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 Company (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, 2018. The Group considers the movements of exchange
rates against CZK in the following period +5% (appreciation of CZK)

and -5% (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 +5% or depreciation -5% of the CZK to foreign
currencies (in CZK million) in 2018 (2017: +10%, -10%):

2018 CZK depreciation by 5%
Currency EUR usb CHF
Increase / (decrease) in profit or loss 10 - (@3)
CZK appreciation by 5%
Currency EUR usb CHF
Increase / (decrease) in profit or loss 10) - 2
2017 CZK depreciation by 10%
Currency EUR usb CHF
Increase / (decrease) in profit or loss (23) 3) 9
CZK appreciation by 10%
Currency EUR uUsD CHF
Increase / (decrease) in profit or loss 23 3 9

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.



Nasledujici tabulka predstavuje mozny dopad na zisk pred zdanénim
pti ocekavaném nardstu (+100 bazickych bod() nebo poklesu
(-25 bazickych bod) urokovych mér (v milionech K¢):

Nardst Grokové miry Pokles tirokové miry
2018 0100 baz. bodu 0 25 baz. bodu
Zyy§eni (+) / snizeni () 3 8
zisku

Nardst Grokové miry Pokles tirokové miry
2017 0100 baz. bodu 0 25 baz. bodu
Zvyseni (+) / snizeni (-) 19 5

zisku

Skupina ma stanovena pravidla, kterd zajistuji, ze prodej zbozi s odlozenou
splatnosti je realizovdn pouze s odbérateli, ktefi splnuji podminky
pro Uvérovy prodej a maji prisluSnou 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 mize vést k bezprostiednim
ztrdtdm s nezddoucim vlivem na hospodareni Skupiny. Z tohoto

dlivodu podléha schvalovani obchodnich aktivit s novymi odbérateli
standardizovanym kontroldm a postupdm pfislusnych oddéleni Skupiny.
Angazovanost Skupiny vici odbératellim je fizena také prostrednictvim
stanoveni Uvérovych limitd. Vy3e téchto limitd je pravidelné monitorovana
a vyhodnocovana.

Soucasti Fizeni Uvérového rizika jsou aktivni sprava a fizeni pohledavek,
kde se ke snizeni rizik pouzivaji standardni nastroje finan¢nich trh,
jako jsou bankovni zaruky a platby pfedem a postoupeni pohledavek
prostfednictvim bezregresniho faktoringu.

Zajisténi pohledavek

Pohledavky z obchodnich vztahd jsou rozdéleny z hlediska strategie
zajisténi na pohledavky za tuzemskymi odbérateli a spole¢nostmi
skupiny PMI.

K zajisténi pohleddvek za tuzemskymi odbérateli jsou v urcitych

pfipadech vyuzivany bankovni zaruky. Povinnym preventivnim nastrojem

v pisemném smluvnim vztahu je sankéni urok z prodleni Uhrad. Pohleddvky
z obchodnich vztaht za tuzemskymi odbérateli jsou rozdéleny do dvou
skupin: pohleddvky zajisténé bankovnimi zarukami a nezajisténé
pohledavky za odbérateli, ktefi splfuji podminky poskytnuti nezajisténého
uvéru. Vyse nezajisténého Uvéru zavisi na celkovém a finanénim

hodnoceni kazdého odbératele, véetné vyuziti externiho hodnoceni
ratingovych agentur.

Pohledavky z obchodnich vztah za spole¢nostmi skupiny PMI jsou
povazovany za malo rizikové, a proto nejsou zajisténé.

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 decreased
by 25 basis points

Interest rate increased
2018 by 100 basis points

Increase / (decrease)

in profit or loss 31 ®

Interest rate decreased
by 25 basis points

Interest rate increased
2017 by 100 basis points

Increase / (decrease)

in profit or loss 19 ®

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



Pohledavky za tretimi

stranami - domaci v nabéhlé 1384 4 1388
hodnoté

Pohledavky

za spolec¢nostmi skupiny PMI 690 82 722
Uéty v bance 2161 0 2161
Kratkodobe pujcky 3409 0 3409
spfiznénym strandm

DIo'uhodoba ostatni finan¢ni 107 0 107
aktiva

Celkem 7751 36 7787

Pohledavky za tretimi

X - 617 1 618
stranami - domaci
Pohledavky
za spolecnostmi skupiny PMI 215 2 =
U¢ty v bance 6372 0 6372
Kratkodobé pljcky 940 0 940
spfiznénym stranam
DIo_uhodoba ostatni finan¢ni 106 0 106
aktiva
Celkem 8250 3 8253

Koncentrace tvérového rizika obchodnich pohledavek
Skupina sleduje koncentraci Uvérového rizika obchodnich pohledavek
podle odbytovych regiond.

Rozdéleni obchodnich pohledavek podle odbytovych regiond:

Pohledavky za tretimi

) . 1196 192 0 1388
stranami - domaci
Pohledavky
za spolec¢nostmi skupiny PMI 0 0 722 722
Celkem 1196 192 722 2110

Pohledavky za tretimi

) L 424 194 0 618
stranami - domaci
Pohledavky
za spole¢nostmi skupiny PMI 0 0 21 27
Celkem 424 194 217 835

Receivables from third

parties - domestic 1384 4 1388
Receivables from

PMI entities 690 2 e
Cash at banks 2161 - 2161
On-demand' deposits with 3409 B 3409
related parties

Other long-term financial 107 . 107
assets

Total 7751 36 7787

Receivables from third

parties - domestic e 1 o
Receivables from

PMI entities 2 : v
Cash at banks 6372 - 6372
On-demanq deposits with 940 - 940
related parties

Other long-term financial 106 - 106
assets

Total 8250 3 8253

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:

Receivables from third

parties - domestic 1196 192 . Lo
Receivables from PMI entities - - 722 722
Total 1196 192 722 2110

Receivables from third

parties - domestic 424 194 . Gite
Receivables from PMI entities - - 217 217
Total 424 194 217 835

Konsolidovana Gcetni zavérka
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Uvérova bonita finanénich aktiv v nabéhlé hodnoté The creditworthiness of financial assets at amortized cost

Pfi stanoveni ratingu financ¢nich aktiv pouziva Skupina ndsledujici kritéria: The Group uses the following criteria when determining
« Ve tridé bonity 1jsou zafazeny pohledavky s pravdépodobnosti the creditworthiness:
selhani do 0,1%. ¢ Rating Tincludes receivables with a probability of default of up to 0.1%.
« Ve tridé bonity 2 jsou zafazeny pohledavky s pravdépodobnosti « Rating 2 includes receivables with a probability of default of up to 2%.
selhdni do 2 %. * Rating 3 includes receivables with a probability of default above 2%.
« Ve tridé bonity 3 jsou zafazeny pohledavky s pravdépodobnosti * Receivables from PMI companies and short-term loans provided within
selhaninad 2%. the PMI Group are classified as rating 1 (according to Standard & Poor’s
« Pohledavky za spole¢nostmi skupiny PMI a kratkodobé pujcky A-2 (2017: A-1)) in 2018.
poskytnuté v rdmci skupiny PMI jsou v roce 2018 zafazeny do tFidy ¢ Cash in banks is ranked according to Moody’s long-term deposit ratings.
bonity 1 (podle PMI ratingu Standard & Poor’s A-2 (2017: A-1)). Banks and financial institutions used by the Group are only eligible for
* Hotovost v bankdch je zafazena podle hodnoceni dlouhodobych depozit A-3 or higher (2017: A-3) (rating 1).

prostrednictvim agentury Moody’s. Jako banky a finanéni instituce
pouzivané Skupinou jsou akceptovany pouze ty s hodnocenim A-3 nebo Allowance for expected credit losses (ECL)
vys$sim (2017: A-3) (bonita 1).

Opravné poloZky na oCekdvané uvérové ztraty (ECL)

Loans to
companies in 1 - - - - ©
the PMI group
. Other
Pajcky receivablesand 1 - - - - =
spole¢nostem 1 0 0 0 0 0 financial assets
ve skupiné PMI
2 - - - - -
Ostatni
pohledavky 1 0 0 0 0 0 Trade
a finan¢ni aktiva receivables at 1 - - - - -
amortized cost
2 0 0 0 0 0
2 - - - - -
Pohledavky
z obcrulodnlchv o o 0 0 0 0 3 - - - - -
vztahi v nabéhlé
. Total - - - - =
hodnoté
2 0 0 0 0 0
3 0 0 0 0 0 Matrix of impairment for trade receivables at amortized cost
Celkem 0 0 0 0 0

Matice znehodnoceni pro pohledavky z obchodnich vztahi
v nabéhlé hodnoté

Expected losses (in %) 0.01% 0.02% 0.05% 0.10% -
Gross book value 2074 36 - - 2710
Allowance - - - - =

Ocekavané o o o o :

Ztraty (v%) 0,01% 0,02 % 0,05 % 0,10 %

Hruba ucetni 2074 36 0 0o 210

hodnota

Opravna polozka 0 0 0 0 0

Konsolidovana Gcetni zavérka
Consolidated Financial Statements



Uvérova bonita finanénich aktiv, ktera nebyla po splatnosti

ani znehodnocena v roce 2017

Pfi stanoveni ratingu financ¢nich aktiv, kterd nebyla po splatnosti ani

znehodnocena v roce 2017, pouzila Skupina nasledujici kritéria:

« Ve tfidé bonity 1jsou zafazeny pohledavky vici odbératelim zajisténé
bankovnimi zarukami, u nichz neexistuje zadny objektivni dlikaz, ktery
by signalizoval mozné sniZeni jejich hodnoty, pohledavky, které budou
predmétem bezregresniho faktoringu, a ostatni dlouhodobd depozita.

* Ve tridé bonity 2 jsou zafazeny nezajisténé pohledavky z obchodnich
vztaht za odbérateli, u kterych neexistuje zadny objektivni dlikaz, ktery
by signalizoval mozné snizeni jejich hodnoty.

* Pohledavky za spolec¢nostmi skupiny PMI a kratkodobé pljcky
poskytnuté v rdmci skupiny PMI jsou v roce 2017 zafazeny do skupiny
s hodnocenim A-1podle PMI ratingu Standard & Poor’s.

* Hotovost v bankdch je zafazena podle hodnoceni dlouhodobych depozit
prostfednictvim agentury Moody’s. Jako banky a finanéni instituce
pouzivané Skupinou jsou akceptovany pouze ty s hodnocenim A-3
nebo vice.

Standard Moody’s rating
Stav & Poor’s dlouhodobych
k 31.12. 2017 rating depozit
(v milionech K¢) Bonital Bonita2 (A-1) (min. A-3) Celkem
Pohleddvky
za tretimi 481 137 0 0 618
stranami - domdci
Pohledavky
za spole¢nostmi 0 0 217 0 217
skupiny PMI
Uéty v bance 0 0 0 6372 6372
Kratkodobé
pUicky 0 0 940 0 940
spfiznénym
strandm
Dlouhodoba
ostatni finan¢ni 106 0 0 0 106
aktiva
Celkem 587 137 1157 6372 8253

Ucetni hodnota finanénich aktiv po splatnosti, ktera nejsou
znehodnocena

Stav 0Od data splatnosti uplynulo
k 31.12. 2017 Vice nez
(v milionech Kc¢) Do 1mésice  1-3 mésice 3 mésice Celkem
Pohleda_vky za tretlml 1 0 0 1
stranami - domaci
Pohledavky
za spolec¢nostmi skupiny PMI 0 2 0 2
Celkem 1 2 (V] 3

Obezfetné fizeni rizika likvidity pfedpokldda udrzovani dostatecné

Urovné hotovosti. Rizeni likvidity Skupiny provadi centrainé oddéleni PMI
Treasury prostrednictvim domaciho a mezindrodniho systému ,,cash pool“.
V souladu s pravidly PMI pfipravuje Skupina tydenni vyhled penézniho
toku na nasledujici mésic a mési¢ni vyhled penéznich tokl na nasledujicich
12 mésicda.

Credit quality of financial assets not yet due and not impaired in 2017

The Group used in 2017 the following criteria when setting ratings

of financial assets that are not yet due and are not impaired.

* Solvency class Tincludes 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 2017, the S&P rating was A-1.

 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 A-3 were accepted.

Moody’s

Standard Long-term
Balance as at & Poor‘s Deposit
December 31, 2017 Solvency  Solvency rating rating
(in CZK million) class 1 class 2 (A-1) (min. A-3) Total
Receivables from
third parties - 481 137 - - 618
domestic
Receivables from
PMI entities ) ) 2 ) 27
Cash at banks - - - 6372 6372
On-demand
deposits with related - - 940 - 940
parties
Other long-term 106 . . . 106
financial assets
Total 587 137 1157 6372 8253

Carrying amount of financial assets past due but not impaired in 2017

Months past due

Balance as at
December 31, 2017 Less than 1-3  More than
(in CZK million) 1month months 3 months Total
Receivables from third

: . 1 - - 1
parties - domestic
Receivables from PMI entities - 2 B 2
Total 1 2 - 3

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.



Analyza splatnosti smluvnich zavazka (nediskontovanych penéznich tokii)

Stav k 31. 12. 2018 (v milionech K¢) Do 3 mésich

Zavazky z obchodnich vztahl vici tietim strandm

a spole¢nostem skupiny PMI 1084
Nevyplacené dividendy 5
Stav k 31. 12. 2017 (v milionech K¢) Do 3 mésicl
Zavazky z obchodnich vztahl vici tfetim stranam

a spole¢nostem skupiny PMI 1321
Nevyplacené dividendy 6
Ostatni finan¢ni zavazky 107
Prijaté pljcky 26

Pro zmirnéni rizika a zlepsSeni fizeni penéznich prostredkl a likvidity
Skupina odprodala ¢ast pohleddvek financni instituci v roce 2018. Ze vSech
téchto transakci pro Skupinu nevyplyva zadny Urok ze spolutcasti.
Finan¢ni instituce neuplatfuje postih v pfipadé opominuti véasné Uhrady
dluznikem.

Cilem Skupiny pfi Fizeni kapitalu je zajisténi nepretrzité ¢innosti s cilem
poskytovat akcionarlim navratnost viozenych prostredk. K udrzeni nebo
Upravé kapitdlové struktury Skupina mlze upravit vysi dividendy, vydat
nové akcie nebo prodat svlij majetek za ucelem snizeni dluhu.

Kapitalem Spole¢nosti a jeji Dcefiné spolecnosti pro potfebu Fizeni kapitdlu
se rozumi vlastni kapitdl Skupiny vykazany v konsolidovaném vykazu
finan¢ni pozice.

Redlna hodnota financ¢nich nastrojd obchodovanych na aktivnich trzich
je stanovena na zdkladé kotovanych trznich cen platnych k rozvahovému
dni. Pro stanoveni redlné hodnoty finan¢nich nastroju, které nejsou
obchodovany na aktivnim trhu, se pouzivaji techniky ocenovani. Skupina
¢ini predpoklady, pfi nichZ vychazi z trznich podminek existujicich

ke kazdému rozvahovému dni. Zdstatkova hodnota kratkodobych
finan¢nich aktiv a kratkodobych finanénich zavazkd se blizi jejich realné
hodnoté.

ZUstatkova hodnota ostatnich dlouhodobych finan¢nich aktiv se

také blizi jejich realné hodnoté, kterd byla stanovena jako soucasnd
hodnota budoucich penéznich tokl na zakladé trznich drokovych mér
k rozvahovému dni a kterd spliuje podminky pro stupen 2 dle IFRS 13.

Contractual maturity analysis of liabilities (undiscounted cash flows)

Balance as at December 31, 2018 (in CZK million) Less than 3 months

Trade payables to third parties

and PMI entities 1084

Dividend payable 5

Balance as at December 31, 2017 (in CZK million) Less than 3 months

Trade payables to third parties

and PMI entities 1321
Dividend payable 6
Other financial liabilities 107
Borrowings 26

To mitigate the risk and enhance cash and liquidity management,

the Group sold a portion of its trade receivables to a financial institution
in 2018. In all those transactions, the Group retained no participating
interests. The financial institution has no recourse for failure of debtors to
pay when due.

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.

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 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.



Provoznim segmentem je slozka Skupiny, kterd generuje vynosy a které
vznikaji ndklady a jejiz financ¢ni vysledky jsou pravidelné vyhodnocovany
subjektem s rozhodovaci pravomoci za Ucelem alokace zdroj a posouzeni
vykonnosti. Jako subjekt s rozhodovaci pravomoci byl identifikovan
management tym Skupiny.

Management tym Skupiny sledoval vykonnost Skupiny na zdkladé
geografickych oblasti pokrytych ¢innosti Skupiny. Po zméné provozniho
modelu ve vyrobé od 1. 1. 2015 management tym Skupiny zacal sledovat
vykonnost na zdkladé typ( 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 vyrobk{ na domécich trzich, a to v Ceské
republice a ve Slovenské 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/nédklad ani dan z pfijmd, jelikoz jsou fizené
centralné na urovni PMI, tudiz tyto poloZzky nejsou vykazovany podle
segmentd, protoze v této struktufe 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 segmentU za rok koncici 31.12. 2018 maji tuto strukturu:

Ceska Slovenska
republika republika Vyrobni

(v milionech K¢) (distribuce) (distribuce) sluzby Celkem
Hrubé trzby 10 355 3753 0 14108
M?zi—segmentové 237 0 0 2371
trzby

Poskytované sluzby 64 0 2281 2345
Externi trzby 8048 3753 2281 14082
Manazersky hruby 5762 2624 1726 10112
zisk

Manazersky provozni 2892 1477 438 4807

zisk

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, 2018 are
as follows:

Czech Slovak
Republic Republic  Manufacturing

(in CZK million) (Distribution) (Distribution) Service Total
Total gross segment 10 355 3753 . 14108
revenues

Inter-segment @37 R B @37
revenues

Services provided 64 - 2281 2345
External revenues 8048 3753 2281 14082
Management gross 5762 2624 1726 10112
profit

Management profit 2892 1477 438 4807

from operations



Vysledky segmentt za rok koncici 31. 12. 2017 maji tuto strukturu:

Ceska
republika
(v milionech K¢) (distribuce)
Hrubé trzby 8766
M?zrsegmentove 2368
trzby
Poskytované sluzby 92
Externi trzby 6 490
Manazersky hruby 4134
zisk
Manazersky provozni 2466

zisk

Odsouhlaseni manazerského hrubého zisku na celkovy hruby zisk

je nasledujici:

(v milionech K¢)
Manazersky hruby zisk
Licen¢ni poplatky

Fixni vyrobni naklady

Hruby zisk

Slovenska

republika Vyrobni
(distribuce) sluzby Celkem
2955 0 n721
0 0 -2 368
0 2755 2847
2955 2755 12200
1886 2003 8023
1225 586 4277
31.12.2018 31.12. 2017
10112 8023
-712 -698
-1397 -1217
8003 6108

Licen¢ni poplatky a fixni vyrobni ndklady 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 je nasledujici:

(v milionech K¢)
Manazersky provozni zisk

Ostatni vynosy (+) / naklady (-),
Cisté

Urokové vynosy
Urokové naklady

Zisk pred zdanénim

31.12. 2018 31.12. 2017
4807 4277

-18 65

29 0

-18 -1

4800 4331

Odpisy, amortizaci a snizeni hodnoty zahrnuté v manazerském provoznim

zisku Ize rozdélit do jednotlivych segmentd v roce 2018 a 2017 nasledovné:

Ceska

republika

(v milionech K¢) (distribuce)
2018 18
2017 18

Slovenska
republika Vyrobni
(distribuce) sluzby Celkem
8 784 810
10 652 680

The segment results for the period ended December 31, 2017 are as follows:

Czech
Republic
(in CZK million) (Distribution)
Total gross segment 8766
revenues
Inter-segment (2368)
revenues
Services provided 92
External revenues 6 490
Manggement gross 4134
profit
Management profit 2466

from operations

Slovak
Republic  Manufacturing
(Distribution) Service
2955 -
- 2755
2955 2755
1886 2003
1225 586

Total

n721

(2 368)

2847
12 200

8023

4277

A reconciliation of management gross profit to gross profit is provided

as follows:

(in CZK million)

Management gross profit
Royalties

Fixed manufacturing expenses

Gross profit

December 31,2018 December 31, 2017
10112 8023

(712) (698)

(1397) a217)

8003 6108

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 profit from operation.

A reconciliation of management profit from operations to profit before

income tax is provided as follows:

(in CZK million)
Management profit from operation

Other operating income / (expense),
net

Interest income
Interest expense

Profit before tax

December 31,2018 December 31, 2017
4 807 4227

18) 65

29 -

(18) an

4800 4331

Depreciation, amortization and impairment charge included
in management profit from operations allocated to individual segments

in 2018 and 2017 is as follows:

Czech

Republic

(in CZK million) (Distribution)
2018 18
2017 18

Slovak
Republic  Manufacturing
(Distribution) Service
8 784

10 652

Total
810
680



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

(v milionech K¢) 31.12. 2018 31.12. 2017
Prodej zbozi n737 9353
Prodej sluzeb 2345 2847
Celkem 14 082 12200
Analyza trzeb podle okamziku vykazani
(v milionech K¢) 31.12. 2018 31.12. 2017
Trzby vykdzané v okamziku dodani n737 neni aplikovatelné
Trzby vykazané v pribéhu ¢asu 2345 neni aplikovatelné
Celkem 14082 neni aplikovatelné

Skupina klasifikuje trzby podle okamziku vykazani podle IFRS 15
od roku 2018.

Trzby od zakaznikd nebo skupin zékaznikl pod spole¢nou kontrolou
prevysujici 10 % celkovych trzeb Skupiny: trzby ve vysi 4 027 milion( K¢
(2017: 3 042 miliont K&) z prodeje jednomu zakaznikovi jsou zahrnuty
v segmentu Ceska republika (distribuce) a trzby ve vysi 2 281 milion( K¢
(2017: 2 755 miliond K<) z prodeje spolecnostem ve skupiné PMI jsou
zahrnuty v segmentu Vyrobni sluzby.

Hodnota dlouhodobych aktiv, jinych nez odloZena danova pohleddvka

a ostatni financni aktiva, umisténych v Ceské republice je 4 165 milion( K¢,
z ¢ehoz ¢astka 4 137 milion( K¢ se vyuziva k podpore aktivit souvisejicich
s vyrobnimi sluzbami (k 31.12. 2017: 4 231 milion( K¢) a 28 milionl K¢

k podpore aktivit souvisejicich s distribuci zbozi (k 31.12. 2017:

26 miliont K¢&) a hodnota téchto aktiv, podporujicich pouze aktivity
souvisejici s distribuci zbozi, umisténych ve Slovenské republice, je

17 milion( K¢ (k 31.12. 2017: 11 miliond KE).

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

(in CZK million) December 31,2018 December 31, 2017
Sales of merchandise n737 9353
Sales of services 2345 2847
Total 14 082 12200
Revenue analysis by timing of revenue recognition:
(CZK million) 31.12. 2018 31.12. 2017
Sales reported at time of shipment n737 not applicable
Revenues reported over time 2345 not applicable
Total 14 082 not applicable

The Group classifies revenues by timing of revenue recognition according
to IFRS 15 as of 2018.

Revenues from customers or groups of customers under common control
exceeding 10% of the Group’s revenues: revenue of CZK 4 027 million
(2017: CZK 3 042 million) derived from one customer is included

in segment Czech Republic (distribution) and revenue of CZK 2 281 million
(2017: CZK 2 755 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 4165 million from which CZK 4 137 million is used to support
Manufacturing service related activities (at December 31, 2017:

CZK 4 231 million) and CZK 28 million to support Distribution related
activities (at December 31, 2017: CZK 26 million) and those located

in Slovak Republic supporting only Distribution activities is CZK 17 million
(at December 31, 2017: CZK 11 million).



Pozemky,
budovy

(v milionech K¢) a stavby
K1.1. 2017
Pofizovaci cena 2079
Opravky a snizeni R
hodnoty 1499
Zistatkova
hodnota 580

Rok koncici 31. 12. 2017

Pocatecni

zUstatkova 580
hodnota

PrirGstky v 2
potizovaci cené

Vyrazeni v

zUstatkové 0
hodnoté

Prevody* 46
Odpisy -94
Konecna

zlstatkova 554
hodnota

K 31.12. 2017

Pofizovaci cena 2145
Oprdvky a snizeni R
hodnoty 1591
Zistatkova

hodnota 554
Rok koncici 31. 12. 2018
Pocétecni

zUstatkova 554
hodnota

PirGstky v 36
pofizovaci cené

Vyfazeniv

zUstatkoveé 0
hodnoté

Prevody* 14
Odpisy -89
Kone¢na

zlistatkova 515
hodnota

K 31.12. 2018

Pofizovaci cena 2194
Opravky a snizeni R
hodnoty 1679
Zlstatkova

hodnota 515

Dopravni
prostredky,
stroje

a zafizeni

5983

-3642

2341

2341

523

949
-530

3197

7009

-3812

3197

3197

349

134

328
-603

3137

7248

-41M

3137

Inventéf
a vybaveni

56

-48

-2

52

-44

-44

20

Pofizeni aktiv
a poskytnuté
zélohy

1321

1321

1321

172

-996

497

497

497

497

351

-343

505

505

0

505

Celkem

9439

-5189

4250

4250

718

9703

-5 447

4256

4256

751

-134

-696

4177

1001

-5834

4177

* Prevody predstavuji zafazeni pofizeného dlouhodobého hmotného majetku
a poskytnutych zéloh do pouzivani.

Property,
Buildings &

(in CZK million) Constructions

As at January 1, 2017

Cost 2079
Accumulated

depreciation (1499)
and impairment

Net carrying 580

amount
Year ended December 31, 2017

Opening
net carrying
amount

580

Additions cost 22

Disposal
net carrying -
amount

Transfers* 46

Depreciation

charge SR

Closing net
carrying
amount

554

As at December 31, 2017

Cost 2145

Accumulated
depreciation
and impairment

1591

Net carrying

554
amount

Year ended December 31, 2018

Opening
net carrying
amount

554

Additions cost 36

Disposal
net carrying -
amount

Transfers* 14

Depreciation

charge @9

Closing net

carrying 515
amount

As at December 31, 2018
Cost 2194

Accumulated
depreciation
and impairment

(1679)

Net carrying

515
amount

Vehicles &
Machinery Furniture
Equipment & Fixtures
5983 56
(3642) (48)
2341 8
2341 8
523 1
(86) -
949 1
(530) @
3197 8
7009 52
(3812) (44)
3197 8
3197 8
349 15
(134) -
328 1
(603) 4)
3137 20
7248 64
@ (44)
3137 20

Constructions
in progress &
Advances paid

1321

1321

1321

172

(996)

497

497

497

497

351

(343)

505

505

505

* Transfers represent capitalization of PP&E from construction in progress

and advances paid.

Total

9439

(5189)

4250

4250

718

(86)

(626)

4 256

9703

(5447)

4256

4256

751

134)

(696)

4177

1001

(5834)

4177



Béhem sledovaného obdobi Skupina vyradila nékteré stroje a zafizeni,
které identifikovala jako dale nepotfebné, a schvdlila jejich vyrazeni
v hodnoté 103 miliond K¢ (2017: 47 miliond K¢).

Najemné v hodnoté 152 miliont K& v roce 2018 (2017: 147 miliond K¢&)
za pronajem sklad( a kancelarskych prostor, vypocetni techniky
a dopravnich prostredkd je vykazano do zisku nebo ztraty.

Veskeré vydaje na porizeni dlouhodobych aktiv byly financovdny
z vlastnich zdroja Skupiny.

V roce 2018 Skupina proveéfila zlstatkovou hodnotu zafizeni. V disledku
této revize nebylo vykdzdno zadné snizeni hodnoty dlouhodobych aktiv.
V roce 2017 nebylo vykazano zadné snizeni hodnoty dlouhodobych aktiv.

(v milionech K¢) 31.12. 2018 31.12. 2017
Material 122 123
Zbozi 1003 507
Celkem 1125 630

Pofizovaci naklady na zasoby vykazané v konsolidovaném vykazu Uplného
vysledku roku 2018 jako nédklad a zahrnuté v polozce Ndklady na prodané
zbozi ¢inily 3 970 milionl K¢ (2017: 4 177 milion( KE).

(v milionech K¢) 31.12. 2018 31.12. 2017
Obchodni a ostatni financni pohledavky

Treti strany 0 618
Treti strany v nabéhlé hodnoté 1388 0
Spfiznéné strany 722 217
Celkem 2110 835
Ostatni nefinanéni aktiva

Ostatnfi aktiva - spotfebni dan 2792 2337
Placené zalohy 35 27
Ostatni aktiva 0 1
Celkem 2827 2365
Ostatni dlouhodoba financni aktiva

Ostatni finan¢ni aktiva 107 106

Total 107 106

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 103 million (2017: CZK 47 million).

Lease rentals during 2018 amounting to CZK 152 million
(2017: CZK 147 million) relating to the lease of warehousing and office
space, IT equipment and vehicles are included in profit or loss.

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

In 2018 the Group revised the net book value of equipment. As a result
of this revision, there was no impairment loss recognized in 2018. There
was no impairment loss recognized in 2017.

(in CZK million) December 31,2018 December 31, 2017
Materials 122 123
Merchandise 1003 507
Total 1125 630

The cost of inventories recognized as an expense in Consolidated
statement of comprehensive income in 2018 and included in costs
of goods sold amounted to CZK 3 970 million (2017: CZK 4 177 million).

(in CZK million) December 31,2018 December 31, 2017
Trade and other financial receivables

Third parties - 618
Third parties at amortized cost 1388 -
Related parties 722 217
Total 2110 835
Other non-financial assets

Other assets - excise tax 2792 2337
Prepayments 35 27
Other assets - 1
Total 2827 2365
Other non-current financial assets

Other financial assets 107 106
Total 107 106



(v milionech K¢) 31.12.2018 31.12. 2017
Ucty v bance 2161 6372
Kratkodobé puljcky spfiznénym

strandm splatné na pozadani 3409 940
(viz bod 26)

Celkem 5570 7 312

Kratkodobé pujcky spfiznénym strandm splatné na pozadani predstavuji
urocené kratkodobé pujcky. Analyza kratkodobych pohledavek
za spriznénymi stranami je uvedena v bodé 26.

Penézni prosttedky a penézni ekvivalenty a debetni zlstatky
na bankovnich uctech pro ucely sestaveni konsolidovaného vykazu
penéznich tokl jsou nasledujici:

(v milionech K¢) 31.12. 2018 31.12. 2017
Penleznl prostiedky a penézni 5570 7312
ekvivalenty

Debetni zlstatky na bankovnich

- 0] -26
uctech

Celkem 5570 7 286

Z&akladni kapital Spole¢nosti predstavuje 2 745 386 kusU akcii v nominalni
hodnoté 1000 K¢ a je pIné splacen. V pribéhu predchazejicich dvou let
nedoslo k Zzadnym zménam v zakladnim kapitdlu a poc¢tu nebo druhu akcii.

Zakladni kapitdl Spole¢nosti je rozvrzen na:

Pocet akcif Hodnota v K¢
Ner_eg|sttl'ov«’ane kmenové listinné 831688 831688 000
akcie na jméno
Reg'lstroyan’e kmenové zaknihované 1913 698 1913 698 000
akcie na jméno
Akcie celkem 2745 386 2745 386 000

Identifikacni oznaceni akcii Spole¢nosti podle mezinarodniho systému
Cislovani je ISIN: CS0008418869.

Prdva a povinnosti akcionafrd stanovi pravni predpisy a stanovy
Spole¢nosti, pricemz vsem akciim prislusi stejnd prava a povinnosti.

Oprdvnéni vlastnici akcii maji pravo podilet se na rozhodovani na valné
hromadé. Na valné hromadé maji akcionafi prdvo hlasovat, pravo
pozadovat a dostat vysvétleni ohledné zalezitosti tykajicich se Spole¢nosti
i zalezitosti tykajicich se osob ovladanych Spole¢nosti a uplatiovat ndvrhy
a protindvrhy.

Hlasovaci prava jsou spojena se vsemi akciemi vydanymi Spole¢nosti

a mohou byt omezena nebo vylou¢ena pouze v pfipadech stanovenych
zdkonem. Spolec¢nost si neni védoma zadného omezeni nebo vylouceni
hlasovacich prav k akciim, které emitovala, nad rémec omezeni a vylouceni
hlasovacich prav stanovenych zdkonem.

(in CZK million) December 31,2018 December 31, 2017
Cash at banks 2161 6 372
On-demand deposits with related

parties (see Note 26) DAY 940
Total 5570 7 312

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 31,2018 December 31, 2017
Cash and cash equivalents 5570 7 312
Bank overdrafts = (26)
Total 5570 7 286

The Company’s registered capital of 2 745 386 shares has a nominal value
of CZK 1000 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
Unr§g|stered ordinary shares 831688 831688 000
certificated
Reglstergd_ordlnary shares 1013 698 1913 698 000
dematerialized
Total ordinary shares 2745 386 2745 386 000

The identification mark of the Company’s shares according to
the international numbering system is ISIN: CSO0008418869.

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.

The authorized owners of the shares are entitled to participate

in the decision making at General Meetings. 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.



Akciondfi maji dale pravo na podil na zisku Spolec¢nosti (dividendu).
Po dobu trvani Spolec¢nosti, ani v pripadé jejiho zruseni, nejsou akcionafi
opravnéni pozadovat vraceni svych vkladd.

Pfi zruseni Spolecnosti s likvidaci maji akcionafi préavo na podil
na likvida¢nim zGstatku.

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

Spole¢nost nevydala zaddné cenné papiry se zvlastnimi pravy, pouze
kmenové akcie zminéné vyse.

Akcie Spolecnosti jsou prijaty k obchodovani na vefejném trhu
organizovaném Burzou cennych papirli Praha, a.s., a spole¢nosti
RM-SYSTEM, ¢eska burza cennych papir(l a.s. Verejnosti bylo k 31.12. 2018
drzeno 2 745 386 kusU akcii, z toho 77,6 % bylo drzeno spole¢nosti Philip
Morris Holland Holdings B.V.

(v milionech K¢) 31.12. 2018 31.12. 2017
Obchodni a ostatni finan¢ni zavazky

Treti strany 233 3n
Ostatni spfiznéné strany 137 462
Dohadné ucty pasivni 714 548
Nevyplacené dividendy 5 6
Ostatni finan¢ni zavazky 0 107
Celkem 1089 1434
Ostatni nefinanéni zavazky

Zavazky vaci zaméstnancim 130 154
Zavazky ze socialniho zabezpeceni

a zdravotniho pojisténi 62 69
Prijaté zalohy 17 0
Vynosy pristich obdobi 15 21
Ostatni zavazky 1 4
Celkem 225 248

Zavazky vyplyvajici z transakci mezi spfiznénymi stranami jsou popsany
v bodé 26.

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
organized by the Prague Stock Exchange and by the Czech shares trading
system of the company RM-SYSTEM, &eskd burza cennych papir( a.s.

As at December 31, 2018, 2 745 386 shares were publicly held, out of which
77.6% were held by the company Philip Morris Holland Holdings B.V.

(in CZK million) December 31,2018 December 31, 2017
Trade and other financial liabilities

Third parties 233 3N
Other related parties 137 462
Accrued expenses 714 548
Dividends payable 5 6
Other financial liabilities - 107
Total 1089 1434
Other non-financial liabilities

Amounts due to employees 130 154
Social security and health insurance 62 69
Received deposits 17 -
Deferred revenues 15 21
Other liabilities 1 4
Total 225 248

Trade payables to related parties are disclosed in Note 26.



12. ZAPotTEN[ FINANENICH AKTIV
A FINANENICH ZAVAZKUO

Brutto hodnota vykdzanych

12. OFFSETTING FINANCIAL ASSETS
AND FINANCIAL LIABILITIES

Gross amounts of recognized

finan¢nich aktiv/pasiv 2336 1315 financial assets / liabilities 2336 1315
Brutto hodnota vykazanych Gross amounts of recognized
finan¢nich pasiv/aktiv zapoctenych -226 -226 financial liabilities / assets set off (226) (226)
Vv rozvaze in the balance sheet
Netto hodnota finanénich aktiv/pasiv 2110 1089 Net amounts of financial assets /
vykdzanych v rozvaze liabilities presented in the balance 2110 1089
h
Netto hodnota 210 1089 sheet
Net amount 2110 1089
Brutto hodnota vykdzanych
finan¢nich aktiv/pasiv 1334 1933 Gross amounts of recognized 1334 1933
L financial assets / liabilities
Brutto hodnota vykazanych
finan¢nich pasiv/aktiv zapoctenych -499 -499 Gross amounts of recognized
Vv rozvaze financial liabilities / assets set off (499) (499)
in the balance sheet
Netto hodnota finanénich aktiv/pasiv
o 835 1434 ) )
vykdzanych v rozvaze Net amounts of financial assets /
liabiliti inth | 1434
Netto hodnota 835 1434 iabilities presented in the balance 835 3
sheet
Net amount 835 1434

13. OSTATNI DANOVE ZAVAZKY

Dan z pfidané hodnoty 230 179
Spotiebni dan 4179 4307
Ostatni dané 17 23
Celkem 4426 4509

Konsolidovana Gcetni zavérka
Consolidated Financial Statements

13. OTHER TAX LIABILITIES

VAT 230 179
Excise tax 4179 4307
Other taxes 17 23
Total 4426 4509




Odlozené danové pohleddvky a zdvazky jsou vzdjemné 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.

Kompenzované ¢astky jsou nasledujici:

(v milionech K¢)

OdloZend danova pohledavka -
nekompenzovand

Odlozena daiiova pohledavka

OdloZend danova pohledavka -
ke kompenzaci

Odlozeny danovy zdvazek

OdlozZeny dafovy zavazek -
kompenzovany

OdloZena daiova pohledavka

- Odlozena danova pohledavka
s o¢ekdvanou realizaci do 12 mésict

- Odlozend danova pohledavka
s oCekdvanou realizaci za vice
nez 12 mésicl

Odlozend danova pohledédvka celkem
OdlozZeny dafnovy zdvazek

- Odlozeny danovy zavazek, ktery
ma byt vyrovnan za vice nez
12 mésicl

OdlozZeny dariovy zavazek celkem

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

(v milionech K¢)

K 1.1. - Odlozeny Cisty danovy
zdvazek

Zauctovani do zisku nebo ztraty

K 31.12. - OdloZeny Cisty daiovy
zavazek

31.12. 2018

55

35

61

-291

-230

89

96

-291

-291

2018

-164

-31

-195

31.12. 2017

4

M

57

-262

-205

92

98

-262

-262

2017

-151

-13

-164

Zmeény odlozenych danovych pohledavek a zavazki (pfed kompenzaci
zUstatk( v ramci téZe danové jurisdikce) v daném obdobi byly nasleduijici:

OdloZeny daiiovy zavazek (v milionech K¢)

K1.1.2017

Zauctovani do zisku nebo ztraty
K 31.12. 2017

Zauctovani do zisku nebo ztraty

K 31.12. 2018

Zrychlené daiiové

odpisy
-245

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)
Deferred tax assets not offset

Deferred tax assets

Deferred tax assets offset
Deferred tax liabilities

Deferred tax liability net

Deferred tax assets

- Deferred tax assets to be recovered
within 12 months

- Deferred tax asset to be recovered
after more than 12 months

Total deferred tax assets
Deferred tax liabilities

- Deferred tax liabilities to be
recovered after more than 12 months

Total deferred tax liabilities

December 31, 2018
35
35

61
(291)
(230)

89

96

(291)

(291)

December 31, 2017
4
41

57
(262)
(205)

92

98

(262)

(262)

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

2018
(164)
(€D

(195)

2017
(151
a3

(164)

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)

As at January 1, 2017
Charge to profit or loss
As at December 31, 2017
Charge to profit or loss

As at December 31, 2018

Accelerated tax
depreciation

(245)
an
(262)
(29)
(291)



Odlozena daiiova Snizeni
pohledavka hodnoty
(v milionech K¢) zasob
K1.1.2017 29
Zauctovani do zisku

! -1
nebo ztraty
K 31.12. 2017 28
Zauctovani do zisku

R 0
nebo ztraty
K 31.12. 2018 28

Uhrady
akciemi

10

-2

Eliminace
nerealizovaného
zisku

5

13

18

-5

13

Ostatni
50

-6

44

47

Celkem
94

4

98

-2

96

S U&innosti od 1. 1. 2010 plati v Ceské republice sazba 19% pro stanoveni

splatné i odlozené dané.

S Gcinnosti od 1. 1. 2017 plati ve Slovenskeé republice sazba 21%
pro stanoveni splatné i odlozené dané.

(v milionech K¢)
Zmény stavu zdsob
Aktivace

Spotfeba materidlu, energie
a prodané zbozi

Sluzby
Licen¢ni poplatky

Naklady na zaméstnance
a zaméstnanecké pozitky

QOdpisy, amortizace a snizeni
hodnoty

Ostatni

Naklady na prodané zbozi,

odbytové a administrativni ndklady

(v milionech K¢)

Mzdové naklady, véetné nakladl
souvisejicich s ukon¢enim
pracovniho poméru ve vysi

36 miliond K¢ (2017: 23 milionl K¢)

N&klady na socialni zabezpeceni
a zdravotni pojisténi

Penzijni ndklady - plany
definovanych prispévki

Uhrady vazané na akcie
Ostatni socidlni naklady

Celkem

2018
380
-1

3412

2635
712

1225

810

102

9275

2018

878

n3

180

47
1225

2017
-2

3892

1455
698

m3

680

90

7923

2017

786

102

164

49
1113

Deferred tax assets
(in CZK million)

As at January 1, 2017

Credit to profit or loss

As at December 31, 2017

Credit to profit or loss

Provisions
for
inventories
29

M

28

28

As at December 31, 2018

Effective from January 1, 2010, the rate of 19% is used for calculation

Share
based
payments

10
(2
8

Unrealized
Profit
elimination

Other
50
(6
44

47

of corporate income tax and deferred tax in the Czech Republic.

Effective from January 1, 2017, the rate of 21% is used for calculation

of corporate income tax and deferred tax in the Slovak Repubilic.

(in CZK million)

Changes in inventories
of merchandise

Own work capitalized

Raw materials, consumables used
and merchandise sold

Services
Royalties
Employee benefits expense

Depreciation, amortization and
impairment charge

Other

Costs of goods sold, distribution
and administrative expenses

(in CZK million)

Wages and salaries,
including termination
benefits of CZK 36 million
(2017: CZK 23 million)

Social security and health insurance

Pension costs - defined contribution

plans
Share-based payments
Other employee-related costs

Total

2018

380

Q)

3412

2635
712
1225

810

102

9275

2018

878

n3

180

47
1225

Total
94

98
2
96

2017
(2
3)

3892

1455
698
m3

680
90

7923

2017

786

102

164

49
1ms3



K 31.12. 2018 méla Skupina 1353 zaméstnancu, z toho 135 zaméstnancd
pracujicich ve Philip Morris Slovakia s.r.o. ve Slovenské republice
(2017:1 349, ve Slovenskeé republice 123).

Na zédkladé zdkona Skupina odvadi prispévky na socialni a dlichodové
zabezpeceni, zdravotni pojisténi a pfispévek na statni politiku
zaméstnanosti. Prispévky za rok 2018 ¢inily pramérné 33 % (2017: 34 %)
z objemu hrubych mezd. Skupina neni povinna platit dalsi pfispévky
nad ramec zdkonnych odvodu.

Skupina dale poskytuje svym zaméstnancim doplikové penzijni
pripojisténi formou prispévki nezavislym penzijnim fondlm na zakladé
schvdleného penzijniho planu Skupiny.

Principy zaméstnanosti a odménovani jsou reSeny kolektivni smlouvou.
Pfi kolektivnim vyjednavani probiha kontrola dodrZovani pracovné
pravnich predpist ve Skupiné.

K 31.12. 2018 vedeni Skupiny neidentifikovalo Zadné plany tykajicich se
organizacni restrukturalizace.

K 31.12. 2017 vedeni Skupiny schvalilo nékolik plana tykajici se organizaéni
restrukturalizace. Odhadované ndklady na restrukturalizaci ve vysi

1 milion K¢ predstavovaly odstupné zaméstnancl identifikovanych v téchto
planech. Odhad pro rok 2017 byl vypocten v souladu s platnou kolektivni
smlouvou roku 2017, kterd definovala vypocet odstupného.

K 31.12. 2018 Skupina vytvofila rezervu na odménu pfi pracovnich

a zivotnich vyrocich a na odménu pti odchodu do dlichodu ve vysi

15 miliond K¢ (2017: 14 milion K¢&). Narok na tyto odmény vyplyva z platné
kolektivni smlouvy.

(v milionech K¢) 2018 2017
Kurzové zisky 83 125
Zisk} prqdeje pozemkd, budov 4 13
a zarizeni

Ostatni vynosy 3 42
Celkem 90 180
(v milionech K¢) 2018 2017
Kurzové ztraty 83 93
Bankovni poplatky 12 21
Ostatni naklady 13 1

Celkem 108 115

As at December 31, 2018, the Group employed 1353 employees, out
of which 135 were employed by Philip Morris Slovakia s.r.o. in the Slovak
Republic (2017: 1349, in the Slovak Republic 123).

The Group is legally required to make contributions to government

health, pension and unemployment schemes. During 2018, the Group paid
contributions at an average rate of 33% of gross salaries (2017: 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 defined contribution
schemes.

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

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

As at December 31, 2018 Management of the Company did not identify any
plans related to the organizational restructuring.

The estimated restructuring expense representing termination payments
to those made redundant were CZK 1 million as at December 31, 2017.
The estimate for 2017 was calculated in line with the Collective Labour
Agreement valid in 2017, 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 15 million as at December 31, 2018
(2017: CZK 14 million).

(in CZK million) 2018 2017
Foreign exchange rate gains 83 125
Gains on sale of PP&E 4 13
Other income 3 42
Total 90 180
(in CZK million) 2018 2017
Foreign exchange rate losses 83 93
Bank charges 12 21
Other expense 13 1
Total 108 115



20. CISTE ZISKY A ZTRATY Z FINANENICH NASTROJU

Kurzové zisky 18 4 61 83
Urokovy vynos 0 29 0 29
Kurzové ztraty -17 -5 -61 -83
Urokovy néklad 0 -18 0 -18
Cisté zisky (+) 1 10 0 1
Kurzové zisky 5 5 15 125
Kurzové ztraty -33 -6 -54 -93
Urokovy naklad 0 -1 0 -1
Cisté zisky (+) /

Ztraty () -28 -12 61 21

Splatna dan -933 -834
Odlozenad dan (viz bod 14) -31 -13
Celkem -964 -847

Sazba dané z pfijmd v Ceské republice pro rok 2018 a 2017 byla zékonem
stanovena ve vysi 19 %.

Sazba dané z pfijmU ve Slovenské republice pro rok 2018 byla zakonem
stanovena ve vysi 21% a pro rok 2017 ve vysi 22 %.

Dan ze zisku Skupiny pred zdanénim se lisi od teoretické ¢astky, ktera by
vznikla pouzitim prislusnych danovych sazeb na zisky Skupiny, takto:

20. NET PROFITS AND LOSSES FROM FINANCIAL
INSTRUMENTS

Foreign exchange

) 18 4 61 83
gain
Interest income - 29 - 29
Foreign exchange
losses an ® G ®3)
Interest expense - 18) - 18)
Net gain 1 10 - 1

Foreign exchange

) 5 5 ns5 125
gain
Foreign exchange
losses 33) ®) 64 (93)
Interest expense - an - an
Net gain / (loss) (28) 12) 61 21

21. INCOME TAX EXPENSE

Current tax (933) (834)
Deferred tax (Note 14) (3N 13)
Total (964) (847)

The statutory income tax rate in the Czech Republic for the 2018 and 2017
assessment periods was 19 %.

The statutory income tax rate in the Slovak Republic for the 2018
assessment period was 21% and 2017 was 22 %.

The tax on the Group’s profit before taxes differs from the theoretical

Ucetni zisk ped zdanénim 4800 4331 amount that would arise upon using the tax rate applicable to profits
Platna sazba dané z pijmd 19% 19% of the Group as follows:
Tgoretlcka'da'm z tcetniho zisku 912 823
pred zdanénim
Naklady neodpocitatelné pro danové 46 27 Profit before tax 4800 4331
ucely
Applicable tax rate 19% 19%
Ostatni ° : Tax calculated at local tax rat
ax calculated at local tax rate
Dai z pfijmi celkem -964 -847 applicable to profit before tax (912 (823)
Expenses not deductible for tax
purposes D) @n
Other (6) 3
Tax charge (964) (847)

Konsolidovana Gcetni zavérka
Consolidated Financial Statements
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Zakladni a zfedény ukazatel zisku na akcii je vypocteny jako podil
zisku pfipadajiciho na osoby drzici vlastni kapitdl Spole¢nosti k poc¢tu
kmenovych akcii v obéhu béhem roku.

2018 2017
Zisk _p_ripadaj|c! akcionarim 3835 3483
(v milionech K¢)
PocleF z?kcu v cibehu za dané obdobi 2745 2745
(v tisicich kusd)
Zisk na akcii v K¢ 1397 1269

Valna hromada akcionafd Spole¢nosti schvalila v dubnu 2018 a v dubnu
2017 vyplatu dividend ve vysi 2 965 miliont K¢ (1080 K¢ na akcii),
respektive 2 745 milion’ K& (1000 K¢ na akcii).

Kromé dividend vyplacenych spole¢nosti Philip Morris CR a.s. vyplatila
spole¢nost Philip Morris Slovakia s.r.0. vlastnikovi mensinového podilu
dividendu ve vysi 0,6 milionu K¢ (2017: 0,5 milionu K¢).

O tom, zda a v jaké vysi bude vyplacena dividenda za Ucetni obdobi
2018, rozhodnou akciondfi na radné valné hromadé, kterd se kona
dne 26. 4. 2019.

Skupina neni U¢astna zadnych soudnich, spravnich nebo rozhod¢ich Fizeni,
kterd by méla nebo mohla mit vyznamny vliv na finanéni situaci Skupiny.

Finan¢ni ufad proved| dafové kontroly vSech zdarovacich obdobi

az do roku 2008 vcetné v Ceské republice a az do roku 2005 véetné

ve Slovenské republice. Finan¢ni Ufady mohou provést danovou kontrolu
do tii let od konce pFislusného zdanovaciho obdobi v Ceské republice

a do péti let ve Slovenské republice a mohou domérit dariovou povinnost
a prislusné pendle. Vedeni Skupiny si neni védomo zadnych skutecnosti,
které by v tomto ohledu mohly vést k dodate¢nému vyznamnému
danovému zdvazku Skupiny.

Zavazky z operativniho leasingu

Skupina si na zdkladé nezrusitelnych smluv o operativnim leasingu
pronajima kancelare a sklady. Jednotlivé smlouvy maji riizné podminky,
dolozky o navyseni a prdva na prodlouzeni smlouvy.

Skupina si také pronajima sklady a vypocetni techniku na zakladé
zrusitelnych smluv o operativnim leasingu. V pfipadé, Ze chce Skupina
smlouvu ukoncit, musi podat tfi az dvandctimési¢ni vypovéd. Najemné

z titulu operativniho leasingu zauc¢tované do zisku nebo ztraty v priibéhu
roku je uvedeno v bodé 5.

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.

2018 2017
Income attributable to shareholders
(in CZK million) EL=S 3484
Number of ordinary shares in issue 2745 2745
(in thousands)
Basic earnings per share in CZK 1397 1269

The dividends approved by the Annual General Meeting in April 2018
and April 2017 were CZK 2 965 million (CZK 1080 per share) and
CZK 2 745 million (CZK 1000 per share), respectively.

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
(2017: CZK 0.5 million).

Disbursement of dividends from the 2018 results will be decided
at the Annual General Meeting scheduled for April 26, 2019.

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 Repubilic,
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.

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.



Souhrn budoucich minimalnich plateb z titulu operativnich leasingl The future aggregate minimum lease payments under operating leases

je nasledujici: are as follows:
Do 1roku 105 126 No later than 1 year 105 126
Taz5let 253 149 Iga;;e;rtshan 1year and not later than 253 149
Nad 5 let 23 0
Later than 5 years 23 -
Celkem 381 275 y
Total 381 275

26. TRANSAKCE SE SPRIZNENYMI STRANAMI

26. RELATED PARTY TRANSACTIONS
Spfiznénymi stranami se rozumi Matefska spolecnost a ostatni spolecnosti
skupiny PMI (,,Ostatni spfiznéné strany”), ¢lenové predstavenstva, ¢lenové The Group considers Parent company and other companies

dozor¢i rady a osoby blizké témto ¢lendm. of the PMI group of companies (“Other related parties”), members of its
Board of Directors, Supervisory Board and parties close to such members

Mezi spriznénymi stranami byly uskutecnény nasledujici transakce: of management to be related parties.

a) Prodej zbozi a sluzeb spole¢nostem skupiny PMI The following transactions were carried out with related parties:

_ a) Sales of goods, merchandise and services to affiliates within PMI
o (nczxewon  we  aw
2 3

Ostatni spfiznéné strany

Sales of materials
Prodej pozemkd, budov, zafizeni
Other related parties 2 3
Ostatni spfiznéné strany 31 81
Sales of PP&E
Prodej sluzeb
Other related parties 31 81
Ostatni spfiznéné strany 2 345 2847
Sales of services
Prefakturace
Other related parties 2345 2847
Ostatni spfiznéné strany 24 50
. Recharges
Urokovy prijem
Other related parties 24 50
Ostatni spfiznéné strany 26 0
Interest Income
Celkem 2473 2981
Other related parties 26 -
Total 2473 2981

b) Ndakup zbozi a sluzeb od spolec¢nosti skupiny PMI

Nk zbosia mateil nczmwon w2

Purchases of merchandise

b) Purchases of merchandise and services from affiliates within PMI

Ostatni spfiznéné strany 3888 3149 and materials

’avff;‘;’,’n‘;‘t’i;'c’,’fg;(gl‘,’d"“ zafizent Other related parties 3888 3149
Ostatni spfiznéné strany 195 223 aP ;Jsrec?sases of PP&E and intangible

Nakup sluzeb Other related parties 195 223
Ostatni spfiznéné strany 760 506 Purchases of services

Licencni poplatky placené Other related parties 760 506
Ostatni spfiznéné strany 712 698 Royalties paid

Celkem 5355 4576 Other related parties 72 698

Total 5555 4576

Konsolidovana dcetni zavérka
Consolidated Financial Statements



Spole¢nost v roce 2018 vyplatila spole¢nosti Philip Morris Holland
Holdings B.V. ¢astku v celkové vysi 2 300 miliont K¢. Dividendy vyplacené
spolec¢nosti Philip Morris Holland Holdings B.V. v roce 2017 Cinily

2130 miliond K¢.

Kromé vyplacenych dividend Skupina neméla v pribéhu predchozich
dvou let zZadné jiné transakce s Matefskou spole¢nosti.

(v milionech K¢) 31.12. 2018 31.12. 2017
Pohledavky za spriznénymi stranami

Ostatni spfiznéné strany 722 217
Zavazky vici spfiznénym stranam

Ostatni spfiznéné strany 137 462
Pdjcky poskytnuté

Ostatni spfiznéné strany 3409 940

Pajcky spriznénym strandm zahrnuji trocené kratkodobé puijcky splatné
na pozadani (cash pool) ve vysi 3 409 milion( K¢ poskytnuté spole¢nosti
Philip Morris Finance S.A. (2017: 940 miliont K&). V3echny kratkodobé
pujcky jsou v konsolidovaném vykazu finan¢ni pozice Skupiny k 31.12. 2018
a k 31.12. 2017 vykazany jako soucast penéznich prostiedkd a penéznich
ekvivalentd.

Bézna vyse Urokové miry z kratkodobé pUjcky je stanovena jako tydenni
PRIBOR plus/minus marze odpovidajici trznim podminkam u pdjc¢ek

s obdobnou délkou vkladu a likviditou, bézna vyse urokové miry

z kratkodobych pujcek splatnych na pozadani je stanovena jako nocni
PRIMEAN - 0,25 %, tj. PRIMEAN ((no¢ni PRIBOR + no¢ni PRIBID)/2)
plus/minus marze odpovidajici trznim podminkam u ptjcek s obdobnou
délkou vkladu a likviditou.

Skutecnd vyse Urokové miry zavisi na aktudlini situaci na penéznim trhu
a druhu pljcky. Primérna vyse efektivni Urokové miry z kratkodobych
plijcek v roce 2018 ¢ini 0,62 % p. a. (2017: 0,015% p. a.) v Ceské republice
a0,25% p. a. (2017: 0,01% p. a.) ve Slovenské republice.

Odmeény klicovych ¢lenl vedeni zahrnuji odmeény ¢lenl predstavenstva
a dozorci rady za vykon funkce dle smlouvy o vykonu funkce ¢lena
pfedstavenstva, respektive dozorci rady.

Odmeény ¢lenl vedeni, ktefi jsou zaméstnanci Skupiny nebo spole¢nosti
skupiny PMI, se skladaji z odmény za vykon funkce ¢lena predstavenstva,
respektive dozorci rady, ro¢niho platu, bonusu podle individualniho
vykonu, Uhrad akciemi a ostatnich nepenézitych pfijmda, jako jsou
pouzivani firemniho automobilu, pFispévky na zavodni stravovani

a prispévky na penzijni pfipojisténi, zivotni a Urazové pojisténi a pozitky
spojené s ukonéenim pracovniho poméru, jak je uvedeno nize. Soucasti
nepenéznich prijmu ¢lend predstavenstva, respektive dozori rady,

ktefi jsou zaméstnanci spole¢nosti Philip Morris Services S.A. nebo jiné
spolecnosti skupiny PMI, je navic Uhrada ndjemného a Skolného.

In 2018 Company paid to Philip Morris Holland Holdings B.V. the total
amount of CZK 2 300 million. The dividends paid to Philip Morris Holland
Holdings B.V. in 2017 amounted to CZK 2 130 million.

Except for dividends there were no other transactions with the Parent
company during the last two years.

(in CZK million) December 31,2018 December 31, 2017
Receivables from related parties

Other related parties 722 217
Payables to related parties

Other related parties 137 462
Loans and deposits

Other related parties 3409 940

Loans and deposits with related parties include interest-bearing
on-demand deposits (cash pool) of CZK 3 409 million with Philip

Morris Finance S.A. (2017: CZK 940 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, 2018 and
as at December 31, 2017.

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 2018 was 0.62 % p.a. (2017: 0.015% p.a.) in the Czech
Republic and 0.25% p.a. (2017: 0.01% p.a.) in the Slovak Republic.

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 or, Supervisory Board, respectively.

The compensation of the members of management who are

employees of the Group or an entity within the PMI Group comprises

the remuneration for the performance of the office of a member

of the Board of Directors or 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 and 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.



Pozitky spojené s ukoncenim pracovniho poméru ¢lend vedeni
zaméstnanych Skupinou, kterym byla dana vypovéd z organizac¢nich

nebo zdravotnich dlvod( podle § 52 pism. a) az e) Zakoniku prace

nebo s kterymi byl rozvazan pracovni pomér dohodou z tychz divodd,
zahrnuji odstupné dle Redukéniho programu, jenz je specifikovan

v Kolektivni smlouvé. Pozitky spojené s ukonéenim pracovniho poméru
¢lenll vedeni zaméstnanych spole¢nostmi skupiny PMI jsou vyplaceny

v souladu s pracovni smlouvou uzavienou s domovskym zaméstnavatelem
a zdvaznymi PMI pravidly a postupy pro mezinarodni pracovni pobyt.

(v milionech K¢) 2018 2017
Mzdy a ostatni kratkodobé pozitky 31 39
Uhrady vazané na akcie 6 10
Nepenézni prijmy 9 8
Celkem 46 57

V roce 2018 a 2017 nebyly vykdzany zadné pozitky spojené s ukonéenim
pracovniho pomeéru ¢lenl predstavenstva a dozorci rady.

Funkéni obdobi ¢lenll pfedstavenstva a dozorci rady je tti roky.

Clenové dozor¢i rady nevlastnili k 31.12. 2018 ani k 31.12. 2017 zadné akcie
Philip Morris CR a.s.

74dna osoba s Fidici pravomoci, definovanou v §2 odst. 1 pism. b) zdkona
¢. 256/2004 Sb., o podnikani na kapitalovém trhu, v platném znéni
nevlastnila akcie Philip Morris CR a.s. k 31.12. 2018. Jedna osoba s Fidici
pravomoci, definovanou v §2 odst. 1 pism. b) zékona ¢. 256/2004 Sb.,

o podnikani na kapitalovém trhu, v platném znéni viastnila 1 akcii

Philip Morris CR a.s. k 31.12. 2017.

Smluvnimi a jinymi budoucimi zdvazky vyplyvajicimi z transakci se
spriznénymi stranami, které nejsou vykazany v konsolidovanych ucetnich
vykazech, se rozumi zdvazky k budouci sméné zdrojd dle zavaznych smluv.

K 31.12. 2018 Skupina neméla vyznamné smluvni ani jiné budouci zdvazky
vyplyvajici z transakci se sptiznénymi stranami, kromé budoucich zavazk{
z titulu ndkupu sluzeb v souhrnné odhadované hodnoté 283 miliond K&
(hodnota budoucich zévazku k 31.12. 2017: 188 milion( K¢).

Termination benefits of the members of management who are employees
of the Group, 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) 2018 2017
Salaries, other short-term employee

) 31 39
benefits
Share-based payments 6 10
Income in-kind 9 8
Total 46 57

There was no termination benefit for Board of Directors and Supervisory
Board members recognized in 2018 and 2017.

The term of office for Board of Directors and Supervisory Board members
is three years.

Members of the Supervisory Board did not own any shares
of Philip Morris CR a.s. at December 31, 2018 and at December 31, 2017.

No other persons with executive powers as defined by Section

2 par. 1letter b) of Act No. 256/2004 Coll. on Capital Market
Undertakings, as amended, owned any share of Philip Morris CR a.s.

at December 31, 2018. One person with executive powers as defined

by Section 2 par. 1letter b) of Act No. 256/2004 Coll. on Capital Market
Undertakings, as amended, owned 1share of Philip Morris CR a.s.

at December 31, 2017.

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, 2018, 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 283 million (commitment
value as at December 31, 2017: CZK 188 million).



Skupina v minulosti uzavrela nékolik zdvaznych smluv o nakupu sluzeb,
u kterych jesté nebylo vyporadéno povinné plnéni. Tyto smlouvy maji
vétsinou dvou az Sestimésicni vypovédni |hiitu. Celkova odhadovana

hodnota vyporadani sluzeb dle téchto zavaznych smluv 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

Skupina platit licenéni poplatky za tabakové produkty prodané v Ceské
a Slovenskeé republice. Za rok 2018 dosahly naklady za licen¢ni poplatky
vys$e 708 miliond K¢ (2017: 698 milionl K¢). Tyto smlouvy jsou uzavieny
na dobu neurcitou a mohou byt vypovézeny kteroukoliv ze smluvnich
stran. V roce 2019 ocekava vedeni Skupiny ndklady za licen¢ni poplatky
v priblizné stejné vysi jako v roce 2019.

Po rozvahovém dni nedoslo k Zadnym udalostem, které by mély vyznamny
dopad na konsolidovanou ucetni zavérku k 31.12. 2018.

Schvéleni konsolidované ucetni zavérky

Konsolidovana ucetni zavérka byla schvalena ke zvefejnéni
predstavenstvem a byla z jeho povéreni podepsana. Konsolidovand
ucetni zavérka je schvalovdna akciondfi na valné hromadé. Do této doby
muze byt konsolidovana ucetni zavérka na zakladé rozhodnuti akcionard
pozmeénéna.

V Kutné Hore dne 25. bfezna 2019

#F v

Arpad Konye
predseda predstavenstva

Petr Sedivec
¢len predstavenstva

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 2018, the Group
incurred under these agreements royalties expense of CZK 708 million
(2017: CZK 698 million). These agreements shall continue indefinitely

until terminated by either party. Management expects the royalty expense
in 2018 to be at approximately similar level as in 2018.

No subsequent events have occurred after the balance sheet date that
would have a material impact on these consolidated financial statements
at December 31, 2018.

Authorization of the financial statements

The consolidated financial statements were authorized 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 25, 2019

3

Arpad Kénye
Chairman of the Board of Directors

Petr Sedivec
Member of the Board of Directors



AKTIVA

Pozemky, budovy a zafizeni

Nehmotna aktiva

Investice v dcefiné spole¢nosti

Ostatni finan¢ni aktiva

Dlouhodoba aktiva

Zasoby

Obchodni a ostatni finanéni pohledavky
Ostatni nefinancni aktiva

Penézni prostiedky a penézni ekvivalenty
Krétkodoba aktiva

Aktiva celkem

VLASTNI KAPITAL A ZAVAZKY
Zakladni kapital

Emisni aZio a ostatni pFispévky akcionarl
Nerozdéleny zisk

Vlastni kapital celkem

Odlozeny danovy zdvazek
Dlouhodobé zavazky

Obchodni a ostatni finanéni zavazky
Ostatni nefinanéni zavazky

Dan z pfijma splatna

Ostatni danové zavazky

Rezervy na kratkodobé zavazky
Prijaté pUjcky

Kratkodobé zavazky

Zavazky celkem

Vlastni kapital a zavazky celkem

Pfiloha tvori nedilnou soucdst této ucetni zavérky.

Bod

0 N N O

Bod

31.12. 2018
4161
4

19

107
4291
789
2101
2702
5566
11158
15 449

31.12. 2018
2745
2374
4643
9762

230
230
844
184
146
4251
32

5457
5687
15 449

31.12. 2017
4248
9

19

106
4382
467
737
2339
7230
10773
15155

31.12. 2017
2745
2373
3827
8945

205
205
1246
202
187
4330

26
6005
6210
15155



Separate Statement of Financial Position at December 31, 2018
(in CZK million)

Property, plant and equipment (“PP&E”) 4 4161 4248
Intangible assets 4 9
Investments in subsidiary 1 19 19
Other financial assets 7 107 106
Non-current assets 4291 4382
Inventories 6 789 467
Trade and other financial receivables 7 2101 737
Other non-financial assets 7 2702 2339
Cash and cash equivalents 8 5566 7 230
Current assets 11158 10773
Total assets 15 449 15155
Cumvalkewmes  Nete  Decomber32018 December3l, 201
Registered capital 9 2745 2745
Share premium and other shareholders’ contributions 2374 2373
Retained earnings 4643 3827
Equity 9762 8945
Deferred tax liability 13 230 205
Non-current liabilities 230 205
Trade and other financial liabilities 10 844 1246
Other non-financial liabilities 10 184 202
Current income tax liabilities 146 187
Other tax liabilities 12 4251 4330
Provisions for current liabilities 16 32 14
Borrowings 8 - 26
Current liabilities 5457 6 005
Total liabilities 5687 6210
Total equity & liabilities 15 449 15155

The accompanying notes form an integral part of the financial statements.
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Samostatny vykaz dplného vysledku za rok koncici 31. 12. 2018
(v milionech K¢)

Trzby 17 12771 n674
Né&klady na prodané zbozi 14 -5742 -6 029
Hruby zisk 7 029 5645
Odbytové naklady 14 -1530 -692
Administrativni naklady 14 -862 -688
Ostatni vynosy 63 56
Ostatni provozni vynosy 18 86 170
Ostatni provozni naklady 19 -104 -112
Provozni zisk 4682 4379
Finanéni vynosy 29 0
Finan¢ni naklady 20 -18 -1
Zisk pfed zdanénim 4693 4368
Dan z ptijma 21 -916 -837
Cisty zisk 3777 3531
Ostatni Uplny vysledek 0 0
Uplny vysledek za rok celkem 3777 3531
Zisk na akcii zakladni a zfed&ny (K&/akcie) 22 1376 1286

Samostatny vykaz zmén vlastniho kapitalu za rok koncici 31. 12. 2018
(v milionech K¢)

Stav k 1.1.2017 2745 2379 3040 8164
Uplny vysledek celkem 22 0 0 3531 3531

Transakce s viastniky

Rozdéleni zisku 23 0 0 -2 745 -2745
Zaméstnanecké akcie 0 -6 0 -6
Nevybrané dividendy 0 0 1 1
Stav k 31.12. 2017 2745 2373 3827 8945
Uplny vysledek celkem 22 0 0 3777 3777

Transakce s viastniky

Rozdéleni zisku 23 0 0 -2965 -2 965
Zaméstnanecké akcie 0 1 0 1
Nevybrané dividendy 0 0 4 4
Stav k 31.12. 2018 2745 2374 4643 9762

Pfiloha tvori nedilnou soucast této ucetni zavérky.
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Separate Statement of Comprehensive Income for the year ended December 31, 2018
(in CZK million)

Revenues 17 1277 ne74
Cost of goods sold 14 (5742) (6 029)
Gross profit 7 029 5645
Distribution expenses 14 (1530) (692)
Administrative expenses 14 (862) (688)
Other income 63 56
Other operating income 18 86 170
Other operating expense 19 (104) m2)
Profit from operations 4682 4379
Financial income 29 -
Financial expense 20 (18) an
Profit before income tax 4693 4368
Income tax expense 21 (916) (837)
Net profit for the year 3777 3531

Other comprehensive income - -

Total comprehensive income for the year 3777 3531
Earnings per share basic and diluted (CZK/share) 22 1376 1286

Separate Statement of Changes in Equity for the year ended December 31, 2018
(in CZK million)

Balance as at January 1, 2017 2745 2379 3040 8164

Total comprehensive income 22 - - 3531 3531

Transactions with owners

Profit distribution 23 - - (2745) (2745)
Share based payments - (6) - (6)
Forfeited dividends - - 1 1
Balance as at December 31, 2017 2745 2373 3827 8945
Total comprehensive income 22 - - 3777 3777

Transactions with owners

Profit distribution 23 - - (2965) (2965)
Share based payments - 1 - 1
Forfeited dividends - - 4 4
Balance as at December 31, 2018 2745 2374 4643 9762

The accompanying notes form an integral part of the financial statements
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Penézni toky z provozni ¢innosti

Zisk pred zdanénim

QOdpisy dlouhodobych aktiv (véetné nehmotného majetku)

Snizeni hodnoty a vyfazeni majetku

Cisté urokové vynosy (-) / naklady (+)

Prijaté dividendy

Zisk z prodeje pozemk, budov a zafizeni

Zména stavu rezerv

Ostatni nepenézni Upravy - Cisté

PenéZzni toky z provozni ¢innosti pfed zménami pracovniho kapitélu
Zména stavu:

Obchodnich a ostatnich finan¢nich pohledavek a ostatnich nefinancnich aktiv
Obchodnich a ostatnich finan¢nich zavazk( a ostatnich nefinanénich zévazkl
Zasob

Penézni toky z provozu

Zaplacené uroky

Zaplacena dan z pfijmQ

Cisté penézni toky z provozni ¢innosti

Penézni toky z investicni ¢innosti

Vydaje na pofizeni pozemku, budov a zafizeni

PFijmy z prodeje pozemkd, budov a zafizeni

Vydaje na potizeni nehmotnych aktiv

Prijaté uroky

Prijaté dividendy

Cisté penézni toky z investi¢ni ¢innosti

Penézni toky z financovani

Vyplacené dividendy

Cisty penézni tok z financovani

Cisté snizeni penéznich prostredk

Stav penéznich prostiedkii a penéznich ekvivalentii na za¢atku roku

Stav penéznich prostfedki a penéZnich ekvivalentii na konci roku

Priloha tvori nedilnou soucdst této ucetni zavérky.

Bod 2018

4,14 134

26 -63

-1728
-498
-322

2889

-932
1939

4 736
33

4l

29

26 63
-612

23 -2965
-2 965

-1638

7204

8 5566

2017

4368
586

4921

-457
-883
-159
3422

749
2662

-715
88

56
-574

-2745
-2745
-657
7 861
7204



Separate Statement of Cash Flow for the year ended December 31, 2018
(in CZK million)

Cash flow from operating activities

Profit before tax 4693 4368
Depreciation and amortisation expense, including intangibles 14 667 586
Impairment and disposal of PP&E 4,14 134 85
Net interest (income) / expense an n
Dividend income 26 (63) (56)
Gain on disposal of PP&E 18 3) (@)
Change in provisions 18 (24)
Other non-cash transactions, net 2 (42)
Operating cash flows before working capital changes 5437 4921
Changes in:

Trade and other financial receivables and other non-financial assets (1728) (457)
Trade and other financial liabilities and other non-financial liabilities (498) (883)
Inventories (322) (159)
Cash generated from operations 2889 3422
Interest paid (18) an
Income tax paid (932) (749)
Net cash generated from operating activities 1939 2662

Cash flow from investing activities

Purchase of PP&E 4 (736) (715)
Proceeds from sale of PP&E 33 88
Purchase of intangible assets M 3)
Interest received 29 -
Dividends received 26 63 56
Net cash used by investing activities (612) (574)

Cash flow from financing activities

Dividends paid 23 (2 965) (2745)
Net cash used by financing activities (2965) (2745)
Net decrease in cash and cash equivalents (1638) (657)
Cash and cash equivalents as at the beginning of the year 7 204 7 861
Cash and cash equivalents as at the end of the year 8 5566 7204

The accompanying notes form an integral part of the financial statements.
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Philip Morris CR a.s. (,,Spole¢nost®) je akciova spole¢nost registrovana

v Ceské republice. Zabyva se zejména vyrobou, prodejem, distribuci

a marketingem tabakovych vyrobkd. Do obchodniho rejstriku byla
Spole¢nost zapsana 28. 3. 1991 a jeji registrované sidlo je v Kutné Hore,
Vitézna 1, Ceska republika. Vedeni Spole¢nosti sidli v Praze a vyrobni zavod
se nachdzi v Kutné Hore.

Philip Morris CR a.s. je spole¢nosti ve skupiné Philip Morris International
Inc. (,PMI"). K 31.12. 2018 byla Philip Morris International Inc. vrcholovou
ovladajici spole¢nosti Spole¢nosti.

K 31.12. 2018 byl jedinym subjektem pfimo vlastnicim vice nez 20% podil
na zakladnim kapitalu Spolec¢nosti Philip Morris Holland Holdings B.V.
(,,Materska spole¢nost®) vlastnici 77,6 % zakladniho kapitalu.

Clenové predstavenstva a dozoréi rady Spole¢nosti k 31.12. 2018 byli:

Predstavenstvo
Arpad Konye - predseda

Istvan Borus Tomd$ Korko$

Zarina Maizel Petr Sedivec
nahradila Martijna Pietera Laheija nahradil Stanislavu Jurikovou
k19.11. 2018 k 27.4.2018

Dozor¢i rada

Johannes Franciscus Gerardus

N Alena Zemplinerova
Vroemen - pfedseda P

Sergio Colarusso
nahradil Imara Johanna Adalaria Van
Lieshouta k 24. 9. 2018

Stanislava Jurikova
nahradila Vaclava Berdnka k 27. 4. 2018

Clenové predstavenstva a dozoréi rady Spole¢nosti k 31.12. 2017 byli:

Predstavenstvo
Arpad Konye - predseda
Istvan Borus Stanislava Jurikova

Martijn Pieter Laheij Tomas Korkos

nahradil Petra Karlu k 25. 9. 2017

Dozor¢i rada

Imarus Johannes Adalarius
Van Lieshout

Johannes Franciscus Gerardus
Vroemen - pfedseda

Alena Zemplinerova Vaclav Beranek

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, 2018, Philip Morris International Inc. is the ultimate
controlling party of the Company.

As at December 31, 2018, the only entity directly 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, 2018 were:

Board of Directors
Arpéad Konye - Chairman
Istvan Borus Tomas Korkos

Petr Sedivec
Replaced Stanislava Jurikova
as of April 27,2018

Zarina Maizel
Replaced Martijn Pieter Laheij
as of November 19, 2018

Supervisory Board

Johannes Franciscus Gerardus
Vroemen - Chairman

Alena Zemplinerova

Stanislava Jurikova
Replaced Vaclav Beranek
as of April 27,2018

Sergio Colarusso
Replaced Imarus Johannes Adalarius
Van Lieshout as of September 24, 2018

Members of the Board of Directors and the Supervisory Board
as at December 31, 2017 were:

Board of Directors
Arpad Kénye - Chairman
Istvan Borus Stanislava Jurikova

Martijn Pieter Laheij Tomas Korkos
Replaced Petr Karla

as of September 25, 2017

Supervisory Board

Imarus Johannes Adalarius
Van Lieshout

Johannes Franciscus Gerardus
Vroemen - Chairman

Alena Zemplinerova Vaclav Beranek



Spole¢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.0. k 31.12. 2018 a 31. 12. 2017 ¢inil 763 tisic eur, ekvivalent

19 miliond K¢ v historické hodnoté.

Zisk po zdanéni Philip Morris Slovakia s.r.o. za rok 2018 ¢inil 3,8 milionu eur,
ekvivalent 96 miliond K¢ (2017: 2,3 milionu eur, ekvivalent 59 milion(i K¢).
Celkovy vlastni kapital Philip Morris Slovakia s.r.0. k 31.12. 2018 ¢inil

4,0 milionu eur, ekvivalent 103 milion( K¢ (2017: 2,7 milionu eur, ekvivalent
68 miliond K¢).

Spole¢nost neuzavrela ovlddaci smlouvu nebo smlouvu o prevodu zisku
se spolec¢nosti Philip Morris Slovakia s.r.o.

Akcie Spolec¢nosti jsou obchodovany na Burze cennych papirl Praha, a.s.,
0d 13.7.1993.

Tato samostatna ucetni zdvérka byla schvalena predstavenstvem
ke zverejnéni dne 25. 3. 2019.

Ucetni zavérka Philip Morris CR a.s. k 31.12. 2018 je samostatnou Ucetni
zavérkou Spolecnosti, kterd se vztahuje ke konsolidované ucetni zavérce
Philip Morris CR a.s. a jeji dcefiné spole¢nosti Philip Morris Slovakia s.r.o.
(souhrnné jen ,,Skupina“) za rok koncici 31.12. 2018. Tuto samostatnou
ucetni zavérku je treba posuzovat spolu s konsolidovanou ucetni zavérkou,
aby bylo mozno pIné porozumét vysledku hospodareni a finanéni situaci
Skupiny.

Tato samostatnd ucetni zavérka je sestavena v souladu s Mezindrodnimi
standardy ucetniho vykaznictvi ve znéni prijatém Evropskou unii (,,IFRS").

Samostatnd ucetni zdvérka byla sestavena na principu historickych
pofizovacich cen, s vyjimkou finanénich derivatd, které jsou prvotné
vykdzany v redlné hodnoté a nasledné precenovany v souladu s IAS 39
(béhem roku 2017) a IFRS 9 (béhem roku 2018), jak je ddle popsdno

v zakladnich zdsaddch sestaveni samostatné Gcetni zavérky.

Sestaveni samostatné ucetni zavérky v souladu s IFRS vyZaduje
uplatiovani urcitych zasadnich ucetnich odhad(. Vyzaduje rovnéz,

aby vedeni vyuzivalo svij Usudek v procesu aplikace Ucetnich pravidel
Spolecnosti. Spole¢nost Cini odhady a predpoklady tykajici se
budoucnosti. Z toho vznikajici U¢etni odhady ze samotné povahy své
definice pouze ziidkakdy odpovidaji pfislusnym skutec¢nym vysledkim.

Samostatna Ucetni zavérka byla sestavena na zakladé pozadavkd
vykazovani a ocenovani stanovenych IFRS a vyklady IFRIC v rozsahu,

v jakém byly pfijaty Evropskou komisi v dobé sestaveni této ucetni zavérky.

Zakladni ucetni pravidla pouzitd pfi sestaveni Gcetni zavérky jsou popsdna
nize. Tato pravidla byla aplikovdna na vsechna obdobi obsazena v této
ucetni zavérce, pokud neni uvedeno jinak.

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, 2018 and as at December 31, 2017
was EUR 763 thousands (equivalent of CZK 19 million at historical cost).

In 2018, the profit after tax of Philip Morris Slovakia s.r.0. was

EUR 3.8 million, equivalent of CZK 96 million (2017: EUR 2.3 million,
equivalent of CZK 59 million). Total equity of Philip Morris Slovakia s.r.o.
was EUR 4.0 million as at December 31, 2018, equivalent of CZK 103 million
(2017: EUR 2.7 million, equivalent of CZK 68 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 papird Praha, a.s.), trading from July 13, 1993.

The Company’s separate financial statements were authorized for issue
by the Board of Directors on March 25, 2019.

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.

These financial statements of Philip Morris CR a.s. as at December 31, 2018
and for the year then ended are the separate financial statements

of the Company. They relate to the consolidated financial statements

of Philip Morris CR a.s. and its subsidiary Philip Morris Slovakia s.r.o.
(together the “Group”) for the year ended December 31, 2018. 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 (during the year 2017) and IFRS 9 (during the year 2018)

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.



Nové standardy, novely a interpretace platné pro ucetni obdobi zacinajici
1. 1. 2018, které Spolecnost aplikovala: New standards, amendments and interpretations that are effective for
the financial year beginning January 1, 2018 adopted by the Company:
* IFRS 9 - Finan¢ni nastroje. Novy standard IFRS 9 nahrazuje standard

IAS 39 a nékteré pozadavky pro zvefejnéni finan¢nich nastrojd * |IFRS 9 - Financial instruments. New standard IFRS 9 “Financial

dle IFRS 7.

Klasifikace a ocefovani finanénich aktiv a finanénich zavazki

IFRS 9 rozdéluje veskera financni aktiva do tFi skupin: na aktiva nasledné
ocenéna zustatkovou hodnotou zjisténou metodou efektivni Urokové
miry, aktiva ndsledné ocenénad redlnou hodnotou do ostatniho upiného
vysledku a aktiva nasledné ocenénad redlnou hodnotou do zisku nebo
ztraty. Klasifikace musi byt provedena v dobé potizeni a prvotniho
vykazani finan¢niho aktiva a zavisi na obchodnim modelu Gcéetni
jednotky a na vlastnostech smluvnich penéznich tokd daného finan¢niho
nastroje. DIuhovy nastroj, ktery (i) je drzen v ramci obchodniho modelu,
jehoz cilem je shromdzdit smluvni penézni toky, a (ii) ktery ma smluvni
penézni toky predstavujici vyhradné Uhrady jistiny a Grok( z nesplacené
hodnoty jistiny (tj. finan¢ni nastroj ma jen ,zékladni dvérové rysy*),

se obecné ocenuje zlstatkovou ucetni hodnotou. Dluhovy nastroj

se precenuje na realnou hodnotu do ostatniho Upiného vysledku
hospodareni, pokud splfiuje 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 thrady jistiny a Urokd z nesplacené hodnoty
jistiny. Veskeré dalsi dluhové néstroje by mély byt ocenovany redinou
hodnotou vykazanou v zisku nebo ztraté. Kapitalové investice

v plsobnosti standardu IFRS 9 se nasledné ocenuji redlnou hodnotou.
Zisky a ztrdty plynouci z kapitalové investice jsou vzdy zahrnuty

do zisku nebo ztraty, s vyjimkou kapitalovych investic, které nejsou
urcené k obchodovani. U téchto investic si pfi jejich prvotnim zatctovani
mUze ucetni jednotka nezvratné zvolit, Ze realizované a nerealizované
zisky a ztraty plynouci z investice bude vykazovat v ostatnim Uplném
vysledku. Dividendy jsou soucasti ziskd a ztrat pouze tehdy, pokud
predstavuji vynos z investice. Toto rozhodnuti bude mozné uskutecnit
samostatné pro kazdou kapitdlovou investici.

Metodologie sniZzeni hodnoty

Novy IFRS 9 obsahuje progresivnéjsi model snizeni hodnoty odrazejici

i oCekavané uvérové ztraty v porovndni s modelem vzniklé ztraty

dle IAS 39.

Zajistovaci ticetnictvi

Pozadavky na zajistovaci Gcetnictvi byly upraveny tak, aby zajistily

lepsi propojeni s Fizenim rizik. Standard poskytuje uc¢etnim jednotkdm
moznost vybéru mezi aplikovanim IFRS 9 a pokrac¢ovanim v uplatnovani
IAS 39 na vSechny zajistovaci vztahy, protoze v soucasné podobé
standardu neni feSeno Gctovani makrohedgingu.

Za rok 2018 neméla aplikace IFRS 9 vyznamny dopad na ocenéni
finan¢nich nastroju v Ucetni zavérce Spole¢nosti ani na metodiku
ocenovani pohledavek z obchodnich vztah( a jinych financnich aktiv.
0Od 1. 1. 2018 klasifikuje Spolecnost svoje finanéni pohledavky

do nasledujicich kategorii:

- PUjcky a pohledavky z obchodnich vztahl bez nasledného prodeje
(ocenované zustatkovou hodnotou zjisténou metodou efektivni
urokové miry); a

- Pohledavky z obchodnich vztah( s naslednym prodejem (ocenované
redlnou hodnotou proti zisku nebo ztraté).

instruments” replaces IAS 39 and some financial instruments disclosure
requirements based on IFRS 7.

Classification and measurement of financial assets and financial
liabilities

IFRS 9 classifies all financial assets 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 recognized in profit
or 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 or 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.

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.

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.

In the year 2018, the adoption of IFRS 9 did not have a material
impact on measurement of financial instruments in the Company’s
financial statements, neither did the change in the methodology
on measurement of trade receivables and other financial assets.
From January 1, 2018 the Company classifies its financial receivables into
the following categories, valuated at fair value:
- Loans and trade receivables without subsequent sale (measured
at amortized costs using the effective interest rate method); and
- Trade receivables with subsequent sale (measured at fair value
through profit or loss).



¢ |FRS 15 - Vynosy ze smluv se zdkazniky (U¢inny pro ucetni obdobi
zacinajici 1. 1. 2018 nebo pozdéji). IFRS 15 zavadi novy zakladni princip,
a to, Ze vynosy jsou uzndny ve vysi ceny transakce, pokud jsou zbozi
nebo sluzby prevedeny na zdkaznika.
Zbozi nebo sluzby jsou prevedeny, pokud nad nimi ziskd zékaznik
kontrolu. Jakakoliv ve smlouvé neoddélend plnéni zboZi a sluzeb, kterd
maji odliSnou povahu, museji byt vykdzana samostatné a veskeré slevy
a rabaty ze smluvni ceny transakce jsou obecné alokovany na jednotliva
plnéni. Variabilni protiplnéni se do ceny transakce zahrnuje v takové
¢astce, aby bylo eliminovdno vyznamné riziko ,,podstatného oductovani
vynosU“ v budoucnu. Naklady na zajisténi smlouvy se zakazniky musi
byt kapitalizovany a umorovany po dobu, kdy jsou spotfebovavdny
vyhody plynouci ze smlouvy. Standard rovnéz detailné upravuje otazky
jako odpovédny subjekt nebo zastupce, dohody o zpétném ndkupu,
ujedndni typu ,,bill-and-hold“ a néktera dalsi témata.
Spole¢nost aplikovala novy standard IFRS 15 k 1. 1. 2018, a pouziva
modifikovany retrospektivni pristup. Pti pouziti této metody Spole¢nost
neupravuje srovnatelné udaje za obdobi koncici 31.12. 2017 tak,
aby odpovidaly novym ucetnim postupim dle IFRS 15. S vyjimkou
pfipadu uvedeného nize, aplikace IFRS 15 neméla vyznamny vliv
na ucetni zavérku Spole¢nosti.
Philip Morris CR a.s. poskytuje zpracovatelské sluzby za G¢elem vyroby
cigaret a jinych tabakovych vyrobkd pro PMI. Soucasné Philip Morris
CR a.s. nakupuje od PMI vyrobené produkty uréené pro distribuci
na ceském a slovenském trhu. Cena ujednand a obdrzend jako
protihodnota za zpracovatelské sluzby pfimo ovliviiuje pofizovaci cenu
vyrobenych produkt. Philip Morris CR a.s. ma pravo na zpétny odkup
zpracovatelskych sluzeb, a proto PMI nekontroluje zpracovatelskou
sluzbu, kdyzZ je na ni do¢asné prevedena spole¢né s vyrobenymi
produkty. Proto jsou podle nového standardu tyto dohody tykajici se
obou transakci chapdny jako jedna kombinovana smlouva.
Cena obdrzena od PMI za zpracovatelskou sluzbu souvisejici s produkty
urcenymi pro Cesky a slovensky trh je vylouc¢ena z vynosU a o stejnou
¢astku jsou ponizeny naklady na prodané zbozi, protoZe prodej
zpracovatelskych sluzeb je tfeba oductovat.

Ostatni standardy, novely, interpretace a zdokonaleni existujicich standardu
platnych pro ucetni obdobi pocinajici 1. 1. 2018 nemaji vyznamny dopad
na samostatnou ucetni zavérku Spolecnosti.

Standardy, novely a interpretace existujicich standardd, pro které ma
Spolecnost napln, ale predcasné je neaplikovala:

¢ |IFRS 16 - Leasingy (ucinny pro ucetni 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 ndjemce. IFRS 16 zavadi na strané ndjemce 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 ndjmu. Na strané pronajimatele
je vykazovani viceméné srovnatelné s IAS 17. Spole¢nost predpoklada,
Ze novy standard IFRS 16 bude mit dopad zejména na vysi vykazovanych
dlouhodobych aktiv, dlouhodobych zavazkd, vysi odpist, trokovych
nakladl a ndkladd na ndjem. Spolecnost odhaduje, ze k 1. 1. 2019 vykaze
zdavazek z leasingu 312 milionG K¢ a ve vysi 316 milionl K¢ vykaze
aktivum pfedstavujici prdvo uzivani.

* |[FRS 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 recognized 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 recognized, and any discounts or rebates on the contract
price must generally be allocated to the separate elements. Variable
consideration should be included 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 capitalized
and amortized over the period when the benefits of the contract are
consumed. The standard also includes detailed guidance for principal
versus agent considerations, repurchase arrangements, bill-and-hold
arrangements and some other areas.
The Company adopted the new standard IFRS 15 on January 1, 2018
applying the modified retrospective approach. Under this approach,
the Company does not restate the comparative information for
the period ended December 31, 2017 using the new IFRS 15 accounting
policies. Except as stated below, the adoption of IFRS 15 did not have
material impacts on the Company’s financial statements.
Philip Morris CR a.s. provides the tolling service to produce cigarettes
and other tobacco products for PMI. Concurrently Philip Morris
CR a.s. purchases from PMI the manufactured products intended
for distribution in the Czech and Slovak markets. The consideration
agreed upon and receivable for the tolling service directly affects
the purchase cost of manufactured products. In substance Philip Morris
CR a.s. has the right to repurchase the tolling service and thus PMI does
not control the tolling service when it transitorily acquires it within
the manufactured products. Therefore, under IFRS 15, the agreements
related to both transactions are considered as one combined contract.
The consideration received from PMI for the tolling service related
to the finished goods intended for the Czech and Slovak market is
excluded from revenues and the same amount is excluded from cost
of goods sold, because the sale of tolling service needs to be reversed.

There are no other new standards, amendments, interpretations

or improvements to existing standards that are effective for accounting
periods beginning on January 1, 2018, which have a material impact

on the standalone financial statements of the Company.

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 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 recognize 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.
The Company estimates that as of 1 January 2019 it will recognize
a lease liability of CZK 312 million and an asset representing the right
of use in the amount CZK 316 million.



Ostatni nové standardy, novely, interpretace a zdokonaleni existujicich
standardd, které nenabyly ucinnosti pro tcetni obdobi zacinajici 1. 1. 2018,
nebudou mit vyznamny dopad na samostatnou ucetni zavérku Spolecnosti.

Polozky, které jsou soucasti samostatné tGcetni zavérky Spole¢nosti, jsou
ocenovany za pouziti mény primarniho ekonomického prostredi, ve kterém
Spole¢nost plsobi (,funkéni ména”). Samostatna ucetni zavérka je
prezentovana v ¢eskych korundch, které jsou pro Spole¢nost jak ménou
funkéni, tak ménou vykazovani.

Transakce v cizi méné se prepocitdvaji do funkéni mény na zakladé
sménnych kurz( platnych k datim transakci. Kurzové zisky a ztraty
vyplyvajici z téchto transakci a z prepoctu penéznich aktiv a zavazku
vyjadrenych v cizich méndch sménnym kurzem platnym ke konci uc¢etniho
obdobi se Uctuji do zisku nebo ztraty.

Pozemky, budovy a zafizeni jsou prvotné vykdzany v pofizovaci cené
ajsou, s vyjimkou pozemk, odepisovany a vykazovany v zlstatkové
hodnoté. Zlistatkova hodnota zahrnuje i pfipadné snizeni hodnoty aktiva.
Pozemky jsou nasledné vykdzany v pofizovaci cené snizené o ¢astku
vyjadfujici pfipadné snizeni hodnoty. Pofizovaci cena zahrnuje vydaje,
které jsou pfimo prifaditelné k pofizeni daného aktiva.

Vypdjéni ndklady vztahujici se pfimo k pofizeni, vystavbé nebo produkci
daného aktiva jsou zahrnuty do Uc¢etni hodnoty pfislusného aktiva. Takové
vypujéni ndklady jsou aktivovany do Ucetni hodnoty aktiva, jestlize je
pravdépodobné, ze budouci ekonomicky prospéch spojeny s danou
polozkou Spolec¢nost ziskd a pofizovaci cena polozky je spolehlivé
méfitelna.

Nasledné vydaje jsou zahrnuty do zUstatkové hodnoty aktiva nebo jsou
vykazovany jako samostatné aktivum, jestliZze je pravdépodobné, ze
budouci ekonomicky prospéch spojeny s danou polozkou Spole¢nost ziska
a pofizovaci cena polozky je spolehlivé méritelna. Veskeré opravy a udrzba
jsou zauctovany do zisku nebo ztraty v rdmci uc¢etniho obdobi, ve kterém
vzniknou.

Nemovitosti, stroje a zafizeni, s vyjimkou pozemkd, jsou odepisovany
rovhomérné 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
Zafizeni pro zpracovani dat 3-5
Dopravni prostredky 3-8
Inventdr a vybaveni 5-10

Pozemky nejsou odepisovany.

ZUstatkova hodnota aktiv a jejich Zivotnost jsou posuzovany a v pfipade
potreby upraveny ke kazdému rozvahovému dni. V pfipadé, Ze je ucetni
hodnota aktiva vyssi, nez je jeho realizovatelnd hodnota, snizi se ucetni
hodnota tohoto aktiva okamzité na jeho realizovatelnou hodnotu

(viz bod 2.7).

Other new standards, amendments, interpretations and improvements to
existing standards that are not effective for the financial year beginning
on 1 January 2018 will not have any material impact on the separate
financial statements of the Company.

Iltems 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.

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
recognized in profit or loss.

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 capitalized 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 recognized 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:

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).



Pozemky, budovy a zafizeni, které se jiz nepouzivaji nebo jsou z jinych
dlvodU vyrazeny, se ze samostatného vykazu financ¢ni pozice vyradi
spolu s opravkami vztahujicimi se k prislusnému aktivu. Veskeré vynosy Ci
ztraty vzniklé v souvislosti s vyfazenim jsou Uc¢tovany do vysledku z bézné
¢innosti.

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni
pocitacl. Licence potizené k pocitacovému softwaru jsou aktivovany

na zakladé vydaji vynalozenych na pofizeni konkrétniho softwaru a jeho
uvedeni do pouzivani. Tyto naklady jsou odepisovany po dobu jejich
predpoklddané zivotnosti (tfi az pét let).

Vydaje spojené s vyvojem nebo udrzbou pocitacovych softwarovych
programd jsou vykazany jako ndklady v okamziku jejich vynalozeni. Vydaje,
které pfimo souviseji s vytvorenim presné definovanych a jedine¢nych
softwarovych produktt kontrolovanych Spole¢nosti, které pravdépodobné
pfinesou budouci ekonomicky prospéch prevysujici porizovaci ndklady

po dobu delsi nez jeden rok, se vykazuji jako nehmotna aktiva. PFimé
naklady zahrnuji osobni nadklady pracovnikl podilejicich se na vyvoji
softwaru a odpovidajici podil pfislusné rezie.

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

Podil ve spolec¢nosti Philip Morris Slovakia s.r.o0. je vykdzan v historické
pofizovaci cené.

Pozemky, budovy a zafizeni, investice v dcefiné spole¢nosti a ostatni
nefinancéni aktiva, véetné nehmotnych aktiv, jsou posuzovany z hlediska
snizeni hodnoty, kdykoli urcité udalosti nebo zmény okolnosti naznacuji,
Ze jejich ucetni hodnota nemusi byt realizovatelna.

Ztrata ze snizeni hodnoty je zauctovana ve vysi ¢astky, o kterou ucetni
hodnota aktiva prevysuje jeho realizovatelnou hodnotu. Realizovatelnd
hodnota predstavuje redlnou hodnotu snizenou o naklady prodeje nebo
hodnotu z uzivani, je-li vyssi. Za ucelem posouzeni snizeni hodnoty jsou

identifikovatelné penézni toky (penézotvorné jednotky).

Zasoby se vykazuji v potizovacich cendch nebo v Cisté realizovatelné
hodnoté, je-li niZsi. Pofizovaci cena zahrnuje cenu pofizeni a vedlejsi
naklady spojené s pofizenim zdsob (doprava, clo apod.). Ocenéni zbozi je
na zdkladé metody FIFO. Materidl, reprezentovany zejména nahradnimi
dily, je ocenén ve vazenych prdmérnych cenach.

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

Spole¢nost provadi klasifikaci svych finan¢nich aktiv v dobé pofizeni a pfi
prvotnim vykazani finanéniho aktiva. Spole¢nost klasifikuje sva finanéni
aktiva v ramci dluhovych finan¢nich nastroju.

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.

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

Costs associated with developing or maintaining computer software
programs are recognized 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 recognized
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 recognized as assets are amortized
over their estimated useful lives (three to five years).

The holding in Philip Morris Slovakia s.r.o. is recorded at historical cost.

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 recognized 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).

Inventories are stated at the lower of cost and net realizable 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 realizable value is the estimated selling price in the ordinary course
of business, less applicable variable selling expenses.

The Company classifies its financial assets at the time of acquisition and
upon initial recognition of the financial asset. The Company classifies its
financial assets within debt financial instruments.



Dluhovym nastrojem se rozumi jakakoliv smlouva, na zakladé které

vznika finan¢ni aktivum jedné strané a finan¢ni zavazek druhé strané.
Financni aktiva v ramci dluhovych nastrojd jsou klasifikovana v zavislosti
na obchodnim modelu Spole¢nosti a na viastnostech smluvnich penéznich
tok( daného finan¢niho aktiva. V rdmci testu obchodniho modelu
Spole¢nost ovétuje, zda je cilem drzby finan¢niho aktiva inkaso veskerych
penéznich tokl z néj plynoucich (model ,,drzet do splatnosti“) anebo zda
je cilem drzet finan¢ni aktivum a prodat ho (model ,,drzet a prodat®). Dale
Spole¢nost zkouma a uréuje, zda smluvni podminky spojené s prdvem

na penézni toky maji pouze charakter jistiny a uroku tj. zda ma dluhovy
nastroj jen ,,zakladni Uvérové rysy“. Za urok je pfitom povazovana
kompenzace ¢asové hodnoty penéz a kreditniho rizika souvisejiciho

se zapujéenim jistiny po dané obdobi.

V rdmci dluhovych nastroju Spolecnost klasifikuje sva financni aktiva

do nasledujicich kategorii:

a) Finanéni aktiva ndsledné ocenénd nabéhlou hodnotou zjisténou
metodou efektivni trokové miry (finan¢ni aktiva v nabéhlé hodnoté)

b) Financni aktiva nasledné ocenéna redlnou hodnotou zahrnutou do zisku
nebo ztraty (finan¢ni aktiva v redIiné hodnoté proti zisku nebo ztraté)

Financ¢ni aktiva v nabéhlé hodnoté (portfolio AC)

V této kategorii Spole¢nost vykazuje dluhové nastroje, které jsou drzeny
v ramci obchodniho modelu, jehoz cilem je inkasovat veskeré smluvni
penézni toky, a které maji zaroven smluvni penézni toky predstavujici
vyhradné Ghrady jistiny a Grok( z nesplacené hodnoty jistiny. Nasledné se
ocenuji zGstatkovou hodnotou zjisténou metodou efektivni Urokové miry
(ddle jen nabéhla hodnota). Béhem ucetnich obdobi 2018 a 2017 méla
Spole¢nost v této skupiné pouze pohledavky z obchodnich vztahd drzené
do splatnosti a pUjcky a ulozky v rdmci skupiny PMI. Pdjcky a tlozky jsou
zahrnuty v ostatnich financ¢nich aktivech.

Finan¢ni aktiva v redlné hodnoté proti zisku nebo ztraté (portfolio FVPL)
V rdmci této kategorie klasifikuje Spolecnost veskeré dalsi dluhové
nastroje, které nelze klasifikovat do vyse uvedenych kategorii. Tato finan¢ni
aktiva jsou drzend za Ucelem obchodovani popt. jejich smluvni penézni
toky nepredstavujici vyhradné thrady jistiny a Grokd z nesplacené hodnoty
jistiny. Nasledné se ocenuji redlnou hodnotou vykdzanou do zisku nebo
ztraty. V ramci dluhovych nastroji méla Spole¢nost béhem Ucetnich
obdobi 2018 a 2017 v této kategorii pouze pohleddvky z obchodnich
vztaht uréené k prodeji do faktoringu.

Derivaty jsou zafrazeny do kategorie FVPL za pfedpokladu, Ze nespliuji
podminky pro zajistovaci ucetnictvi. BEhem ucetnich obdobi 2018 a 2017
neméla Spole¢nost v této kategorii Zddna aktiva.

Spole¢nost zavedla k 1. lednu 2018 novy model znehodnoceni, podle néhoz
se vykdze opravna polozka dfive, nez vznikne Uvérova ztrata. Jednad se

o novy model snizeni hodnoty dle IFRS 9 odrazejici ocekdvané uvérové
ztraty (ECL). S vyjimkou pohledavek z obchodnich vztahl Spole¢nost
aplikuje na prislusna financéni aktiva (dluhové nastroje vykazované

v nabéhlé hodnoté - v portfoliu AC) tzv. obecny pfistup ke znehodnoceni.
U pohledavek z obchodnich vztahl Spolecnost vyuzila moznost aplikovat
zjednoduseny pristup pomoci matice znehodnoceni.

A debt instrument is to mean any contract that gives rise to a financial
asset of one party and a financial liability to the other party.

Financial assets under debt instruments are classified according to

the Company’s business model and the nature of the contractual cash
flows of the financial asset. In the context of the business model test,
the Company verifies whether the objective of holding a financial asset
is to collect all cash flows arising from it (“hold to maturity” model)

or whether it is the objective to hold a financial asset and sell it (the “hold
and sell” model). Further, the Company examines and determines
whether the contractual terms and conditions associated with the cash
flow rights relate only to the principal and interest, i.e. whether the debt
instrument has only “basic debt characteristics”. Interest is considered
to be the compensation of the time value of money and the credit risk
associated with lending the principal over a given period.

Under debt instruments, the Company classifies its financial assets into

the following categories:

a) Financial assets subsequently measured at amortized cost determined
by using the effective interest rate method (financial assets
at amortized cost)

b) Financial assets subsequently measured at fair value included in profit
or loss (financial assets at fair value through profit or loss)

Financial assets at amortized cost (portfolio AC)

In this category, the Company recognizes debt instruments that are

held within the business model that is intended to collect all contractual
cash flows and which also have contractual cash flows representing only
principal and interest payments on the principal outstanding. They are
then measured at amortized cost using the effective interest rate method
(hereafter referred to as the amortized cost). During the financial years
2018 and 2017, the Company had only trade receivables held to maturity
and loans and deposits within the PMI group. Loans and deposits are
included in other financial assets.

Financial assets at fair value through profit or loss (FVPL portfolio)
Within this category, the Company classifies all other debt instruments
that cannot be classified into the above categories. These financial assets
are held for trading or their contractual cash flows do not represent
exclusively the payment of principal and interest on the principal
outstanding. Consequently, they are measured at fair value through profit
or loss. Under debt instruments, the Company had only trade receivables
intended to be sold to factoring during the financial years 2018 and 2017
in this category.

Derivatives are classified in the FVPL category provided they do not
qualify for hedge accounting. During the financial years 2018 and 2017,
the Company did not have any assets in this category.

The Company introduced a new impairment model as of 1 January 2018,
under which an allowance is recognized before the credit loss arises.

This is a new IFRS 9 impairment model reflecting expected credit losses
(ECL). With the exception of trade receivables, the Company applies

the so-called general approach to impairment for the relevant financial
assets (debt instruments reported at amortized cost - in the AC portfolio).
For trade receivables, the Company has taken advantage of the possibility
of applying a simplified approach using an impairment matrix.



Obecny pf¥istup ke znehodnoceni

Podle obecného pristupu vykaze ucetni jednotka opravnou polozku

na ocekdvané uvérové ztraty (ECL) za dobu trvani finanéniho nastroje

Vv pfipadé, Ze dojde k vyznamnému zvyseni Uvérového rizika (ocenéného
pomoci pravdépodobnosti selhdni po dobu trvani) od prvotniho vykazani
finan¢niho aktiva. Pokud se k datu Gcetni zavérky Uvérové riziko souvisejici
s finanénim nastrojem od prvotniho vykazani vyznamné nezvysilo,
vykdze Ucetni jednotka opravnou polozku ve vysi 12. mési¢ni o¢ekavané
Uvérové ztraty. Pritom ocekavana Uvérova ztrata za dobu trvani oznacuje
oCekavané uvérové ztraty, jez vznikaji v disledku véech potencidlnich
selhdni béhem ocekdvané doby trvani finan¢niho ndstroje. 12. mési¢ni
oCekavana uvérova ztrata je Casti o¢ekavanych uvérovych ztrat za dobu
trvani, jez vznikaji v ddsledku selhani finan¢niho nastroje, které mize
nastat béhem 12 mésict po datu ucetni zavérky.

Spole¢nost vyuziva tristupnovy model ECL. Pfi prvnim vykdzani finan¢niho
aktiva, pokud neexistuje dlikaz o selhani, zafadi Spole¢nost finan¢ni
aktivum do stupné 1a vykdze opravné polozky odpovidajici o¢ekavanym
ztratam v nasledujicich 12 mésicich. Pokud se od data prvotniho vykazani
Uvérové riziko souvisejici s finanénim nastrojem vyznamné nezvysilo,
finan¢ni aktivum zUstdva ve stupni 1a opravna polozka je k datu ucetni
zavérky vycislena ve vysi 12. mési¢ni o¢ekdvané uvérové ztraty. Pokud
doslo od data prvotniho vykazani k vyraznému narlstu Gvérového rizika,
zaradi Spole¢nost finan¢ni aktivum do stupné 2 a vykdze k datu Gcetni
zavérky opravné polozky odpovidajici o¢ekdvanym ztradtam za celou dobu
trvani finan¢niho aktiva. Pokud finanéni aktivum splini definici selhani,
prefadi ho Spole¢nost do stupné 3 a vykaze opravné polozky odpovidajici
oc¢ekdvanym ztratdm za celou dobu trvani finanéniho aktiva.

Za potencialni selhdni povazuje Spole¢nost situace, kdy nebude schopna
inkasovat veskeré dluzné ¢astky podle plvodné sjednanych podminek.
Za indikatory selhani jsou Skupinou povazovany vyznamné finan¢ni
potize dluznika, pravdépodobnost, Ze dluznik vstoupi do konkurzu

nebo finanéni restrukturalizace, nedodrzeni splatnosti nebo prodleni

ve splatnosti zavazku.

Pro zvolené budouci scénafe mozného vyvoje Spolecnost vypocte
ocekdvanou Uvérovou ztratu a rovnéz pravdépodobnostné vazené
vysledky pomoci ndsledujiciho vzorce:

Ocekdvané uvérové ztraty (ECL) = pravdépodobnost selhdni (PD) x
ztrdtovost ze selhani (LGD) x expozice v selhani (EAD)

Zjednoduseny pfistup ke znehodnoceni

Zjednoduseny pristup umoznuje Ucetnim jednotkdm vykazovat o¢ekavané
uvérové ztraty za celou dobu trvani, aniz by bylo nutné identifikovat
vyznamné zvyseni Uvérového rizika. U obchodnich pohledavek a smluvnich
aktiv, jez neobsahuji vyznamny prvek financovani, vykdze ucetni jednotka
opravnou polozku na o¢ekavané uvéroveé ztraty za dobu trvani (tj. ucetni
jednotka musi vzdy aplikovat tzv. zjednoduseny pfistup). U ostatnich
obchodnich pohleddvek, ostatnich smluvnich aktiv, pohleddvek

z operativniho leasingu a pohledavek z finanéniho leasingu si Ize zvolit
ucetni politiku, kterd bude samostatné aplikovdna na jednotlivé typy aktiv
(avsak kterd se vztahuje na vSechna aktiva daného typu). Vyznamny prvek
financovani existuje tehdy, pokud z nac¢asovani tuhrad odsouhlasenych
smluvnimi stranami (explicitné nebo implicitné) plyne zékaznikovi nebo
ucetni jednotce vyznamny prospéch spocivajici ve financovani prevodu
zbozi nebo sluzeb na zakaznika.

General approach to impairment

Under the general approach, an entity recognizes an allowance for
expected credit losses (ECL) over the life of the financial instrument

if there is a significant increase in the credit risk (measured

by the probability of default over the life of the asset) from the initial
recognition of the financial asset. If, at the reporting date, the credit risk
associated with a financial instrument has not significantly increased since
initial recognition, the entity shall recognize an allowance for the 12-month
expected credit loss. The expected credit loss over the lifetime indicates
the expected credit losses that arise as a result of all potential failures
during the expected duration of the financial instrument. The 12-month
expected credit loss is part of the expected credit losses over the life

of a financial instrument that may occur within 12 months from

the reporting date.

The Company uses the three-step ECL model. Upon initial recognition
of a financial asset, unless there is an evidence of a failure, the Company
classifies the financial asset to Stage 1and recognizes allowances
corresponding to expected losses over the following 12 months.

If the credit risk associated with the financial instrument has not
significantly increased since the initial recognition date, the financial
asset remains in Stage 1and the allowance is measured at the date

of the financial statement at the 12-month expected credit loss.

If a significant increase in credit risk has occurred since the initial
recognition date, the Company classifies the financial asset to Stage
2 and recognizes adjustments against the expected loss over the life
of the financial asset at the reporting date. If the financial asset meets
the definition of a default, the Company transfers it to Stage 3 and
recognizes allowance corresponding to the expected loss over the life
of the financial asset.

As a potential failure the Company considers a situation where it will
not be able to collect any amounts owed under the terms initially
agreed. As default indicators the Company considers significant
financial difficulties of the borrower, the likelihood that the borrower
will enter into bankruptcy or financial restructuring, delay in payments
or non-compliance with maturity of the instrument.

For selected future scenarios of potential development, the Company
calculates the expected credit loss and probability-weighted results using
the following formula:

Expected credit losses (ECL) = probability of default (PD) x
loss given default (LGD) x exposure at default (EAD)

Simplified approach to impairment

Simplified approach enables entities to report expected credit losses
over the full period of time without the need to identify a significant
increase in credit risk. For trade receivables and contract assets that

do not have a significant element of financing, an entity recognizes

an allowance for expected credit losses over its life (i.e. an entity must
always apply a so-called simplified approach). For other trade receivables,
other contractual assets, operating lease receivables and finance lease
receivables, an accounting policy that can be applied separately to
individual asset types (but which applies to all assets of the type) can
be selected. An important element of financing exists when the timing
of reimbursements agreed by the parties (explicitly or implicitly) results
in a significant benefit for the customer or entity to finance the transfer
of goods or services to the customer.



Aplikace zjednoduseného pFistupu pomoci matice znehodnoceni

U obchodnich pohleddvek bez vyznamného prvku financovani Spole¢nost
stanovi vysi opravnych poloZzek pomoci matice znehodnoceni. Matice
znehodnoceni je zalozena na aplikaci pfislusné miry ztrat na neuhrazené
zUstatky obchodnich pohledavek (tj. vékova analyza pohledavek).

Pfi stanoveni vy$e opravnych poloZek zjednodusenym pfistupem
Spole¢nost postupuje v nasledujicich krocich. Spole¢nost nejprve rozdéli
své jednotlivé obchodni pohledavky do urcitych skupin pohleddvek

s obdobnou charakteristikou tvérového rizika. Spole¢nost pfitom
identifikuje nejvyznamnéjsi faktory, které uvérové riziko kazdé skupiny
ovlivAuji. V druhém kroku Spole¢nost stanovi pro kazdou skupinu

s obdobnou charakteristikou Gvérového rizika miru historickych ztrat.
Tato mira se stanovi za 3 po sobé jdouci Ucetni obdobi. V dalsim kroku
Spole¢nost urci miru o¢ekavanych ztrat pro kazdou skupinu pohledavek,
kterd je dale rozdélena do dil¢ich kategorii podle poctu dni po splatnosti.
Pfi stanoveni miry o¢ekdvanych ztrat Spole¢nost prihlizi k tomu, zda miry
historickych ztrat vznikly za ekonomickych podminek, které odpovidaji
oc¢ekdvanym podminkdm béhem obdobi expozice daného portfolia
pohleddvek k datu ucetni zavérky. V poslednim kroku Spole¢nost

vycisli vysi opravné polozky na zakladé aktudini hrubé vyse pohledavek
vyndsobené mirou ocekavanych ztrat.

Finan¢ni aktiva jsou oductovana z vykazu finanéni pozice, jestlize pravo
obdrzet penézni toky z financnich aktiv vyprselo nebo bylo prevedeno
a Spolecnost prevedla v podstaté veskera rizika a odmény plynouci

z vlastnictvi.

Spotfebni dan obsazend v hodnoté nakoupenych kolkd je primarné
vykdzdana v kategorii ,,Ostatni nefinancni aktiva“ a odpovidajici zavazek
v kategorii ,,Ostatni danové zévazky”. Aktivum zanika a stava se soucasti
obchodnich pohledavek v okamziku prodeje zbozi, které je predmétem
spotrebni dané. Konzistentné s timto uctovanim nezahrnuji zasoby

a naklady na prodané zbozi spotfebni dan.

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 Ceské republice a dospélo k zavéru, ze vlastnosti dané z prodeje
prevazuji. Z tohoto dlivodu neni spotrebni dan vykazana v trzbach

a provoznich nakladech v samostatném vykazu uplného vysledku
Spolecnosti.

Penézni prostiedky a penézni ekvivalenty zahrnuji finan¢ni hotovost,
inkasovatelné bankovni vklady, ostatni vysoce likvidni kratkodobé
investice s plvodni dobou splatnosti tfi mésice a méné, debetni zlstatky
na bankovnich tctech (kontokorentni Ucty) nebo jiné pljcky splatné

na pozadani. V samostatném vykazu finanéni pozice jsou debetni
zUstatky na bankovnich uctech (kontokorentni Gcéty) a jiné pujcky
splatné na pozadani vykazany v polozce ,,Prijaté pljcky“ v kratkodobych
zdvazcich.

Application of simplified approach using impairment matrix

For trade receivables without a significant element of financing,

the Company determines the amount of allowances using the impairment
matrix. The impairment matrix is based on applying the appropriate

rate of loss to unpaid balances of trade receivables (i.e. age analysis

of receivables).

When determining the amount of allowances through simplified approach,
the Company proceeds in the following steps. The Company first

divides its individual trade receivables into certain groups of receivables
with similar credit risk characteristics. The Company concurrently
identifies the most important factors affecting the credit risk of each
group. In the second step, the Company sets a historical loss rate

for each group with similar credit risk characteristics. This rate is set

for 3 consecutive accounting periods. In the next step, the Company
determines the expected loss rate for each group of receivables, which

is further subdivided into sub-categories by the number of days past

due. In determining the expected loss rate, the Company takes into
account whether historical loss rates have been incurred under economic
conditions that are consistent with the expected conditions during

the exposure period of that portfolio of receivables at the reporting date.
In the last step, the Company measures the amount of the allowance based
on the current gross amount of receivables multiplied by the expected

loss rate.

Financial assets are derecognized if the right to receive cash flows from
financial assets has expired or has been transferred and the Company has
transferred substantially all the risks and rewards of ownership.

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

in the category “Other tax liabilities”. The asset is derecognized and
reclassified to trade receivables upon sale of 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 analyzed 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.

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 redlné hodnoté a ndsledné
jsou ocenovany zlstatkovou hodnotou na zakladé metody efektivni
urokové miry.

Spolecnost pristupuje k oductovani financnich zavazkd pouze v situaci,
kdy jsou povinnosti Spole¢nosti spinény, zruseny nebo kdy skondi jejich
platnost. Rozdil mezi Gcetni hodnotou oductovaného finan¢niho zévazku
a Castky bud zaplacené, nebo splatné je zauctovan zisku nebo ztraty.

Odlozena dan je vypoctena s pouzitim zdvazkové metody uplatnéné

na vSechny prechodné rozdily vzniklé mezi danovou hodnotou aktiv

a zavazkd a jejich ucetni hodnotou vykazovanou v samostatné Gcetni
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 prijm se stanovi za pouziti danové
sazby (a danovych zakon(), které byly schvaleny nebo je proces jejich
schvalovani v podstaté dokoncen a o kterych se predpoklada, ze budou
ucinné v obdobi, ve kterém bude pfislusna danova pohleddvka realizovdna
nebo zavazek odlozené dané z pfijmud vyrovnan. Zmény v odlozené dani
vyplyvajici ze zmén danovych sazeb jsou vykazany v obdobi, ve kterém
jsou zmény uzakonény nebo uzdkonény z vétsi ¢asti.

Odlozené danové pohleddvky se vykazuiji v rozsahu, v némz je
pravdépodobné, ze bude v budoucnosti dosazeno zdanitelného zisku,
ktery umozni uplatnéni téchto pfechodnych rozdil(.

Odlozena dan je zauctovana do zisku nebo ztraty, s vyjimkou pfipadd,
kdy se vztahuje k polozkam uctovanym do ostatniho uplného vysledku.
V takovych pripadech je také uctovana do ostatniho Uplného vysledku.

Spole¢nost 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 rdmec téchto zdkonnych odvodu nejsou vyzadovany
od Spolecnosti zaddné jiné dodate¢né odvody. Naklady souvisejici s odvody
jsou zuc¢tovany do zisku nebo ztraty ve stejném obdobi jako vyplata mezd
a platd, ke kterym se vztahuji.

Spolec¢nost také poskytuje svym zaméstnanclm penzijni pripojisténi
formou plateb nezavislym penzijnim fonddim v ramci platného prispévkové
definovaného penzijniho planu. Tyto naklady jsou tGctovany do zisku nebo
ztrdty v roce, se kterym ¢asoveé souviseji. Nad ramec téchto zdkonnych
odvodU nejsou vyzadovany od Spole¢nosti zadné jiné dodate¢né odvody.

Odstupné a pozitky pfi pfed¢asném ukonceni pracovniho poméru se
vyplaceji v pripadé, Ze je pracovni pomér ukoncen pred normalnim
odchodem do diichodu nebo pred uplynutim pracovni smlouvy.
Spole¢nost vykazuje pozitky z predcasného ukonéeni pracovniho poméru,
pokud je zavazana k ukonceni pracovniho poméru vybranych zaméstnanct
v souladu se schvalenym detailnim pldnem bez redlné moznosti od tohoto
planu odstoupit.

Trade payables are recognized initially at fair value and subsequently
measured at amortized cost using the effective interest method.

The Company derecognizes financial liabilities only when the contractual
liabilities of the Company are discharged, cancelled or expire.

The difference between the carrying amount of a derecognized financial
liability and the consideration paid is recognized in profit or loss.

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 realized
or the deferred income tax liability is settled. Changes in deferred tax
resulting from the change in tax rates are recognized in the period in which
the changes are enacted or substantially enacted.

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

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.

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.

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



PMI poskytuje urcité plany thrad vdzanych na akcie pro vedouci
zaméstnance vsech spole¢nosti v rdmci skupiny PMI. Tyto plany se
vztahuji k akciim spole¢nosti PMI a predstavuji Uhrady vdzané na akcie
vyporadané kapitdlovymi ndstroji. Na zdkladé pravidel stanovenych
Performance Incentive Plans” je vybranym zaméstnancim poskytovana
dlouhodoba odména v podobé naroku na akcie PMI, které by jim mély
byt v budoucnosti pridéleny. K realizaci ndroku a nabyti akcii zaméstnanci
dochazi po uplynuti zaméstnaneckého poméru tfi let od data poskytnuti
naroku (rozhodné obdobi). Hodnota nédklad( sluzeb zaméstnancl
vykdzanych jako protihodnota za pridélené ndroky na akcie je uréena

na zakladé redlné hodnoty narokl k datu poskytnuti. Naklady jsou do zisku
nebo ztraty (ndklady na zaméstnance a zaméstnanecké pozitky a sluzby)
zUctovany rovnomérné béhem rozhodného obdobi se souvztaznym
zapisem do vlastniho kapitalu. Hodnota nakladl vykazanych jako
protihodnota za pridélené naroky v letech 2018 a 2017 byla nevyznamna.

Spole¢nost tvofi rezervy. Pokud ma soucasny pravni nebo mimosmluvni
zdavazek, ktery je vysledkem minulych udalosti, je pravdépodobné,

ze k vyporadani tohoto zdvazku bude nezbytné odcerpani prostiedkd,
a muze byt proveden spolehlivy odhad vyse zavazku. Rezervy se
nevytvareji na budouci provozni ztraty.

Rezervy jsou ocenény v soucasné hodnoté nejlepsiho odhadu vydajl
potrebnych k vyrovnani souc¢asného zavazku k rozvahovému dni.

Veskeré smlouvy se zakazniky jsou v prvni fazi zanalyzovany s cilem
identifikovat veskera plnéni vici zakaznikovi. Nasledné je urcena transakéni
cena, kterd je v pripadé vice identifikovanych plnéni alokovdna podle
relevantniho kli¢e. V ndvaznosti na to je pro jednotliva pInéni uznan vynos
v prislusné vysi bud k urcitému okamziku, nebo je s vyuzitim nastrojd
Casového rozliseni alokovan do vice obdobi.

Vynosy z prodeje zbozi jsou vykadzany v okamziku prechodu veskerych
prav, resp. kontroly na kupujici protistranu v zavislosti na konkrétnim
znéni smluvnich podminek, pfi¢emz ¢astka vynost je dohodnuta nebo

je spolehlivé urcitelnd a pfijeti Uhrady je pravdépodobné. To obecné
odpovida okamziku, kdy je zbozi poskytnuto prodejctim, nebo v okamziku
jejich poskytnuti kone¢nym zakaznikdim v pfipadé primych prodejd.

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 recognized over the vesting period on a straight-line
basis as a charge to the employee benefits expense with a corresponding
entry in equity. Amounts recognized as compensation expense in 2018 and
2017 were immaterial.

Provisions are recognized 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 recognized
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.

All customer contracts are initially analyzed to identify all obligations

and payments to the customer. Subsequently, the transaction price is
determined, which is allocated in the case of more identified performance
obligations according to the relevant key. Consequently, revenue is
recognized for each performance obligation at the appropriate amount
either at a certain point in time, or is recognized over several periods using
accruals.

Revenues from the sale of goods are recognized when control is
transferred to the buyer depending on the specific terms of the contract
and when the amount of the consideration is agreed or is reliably
determinable and payment is probable. This generally corresponds to

the moment when products are delivered to wholesalers or when they are
delivered to final consumers in the case of direct sales.



Vynosy a naklady jsou vykazovany nasledujicimi zplsoby:

Vynosy z prodeje zbozi se vykazuji, pokud Spole¢nost prevedla
na kupujiciho kontrolu nad aktivem. O vynosu je Uctovano v okamziku
vyskladnéni jak v pfipadé domacich prodejl, tak exportu.

Vynosy z poskytovani sluzeb se vykazuji, jestlize dojde k poskytnuti
sluzby a Spole¢nost ma prdvo na zaplaceni protihodnoty. Jedna se
zejména o zpracovatelské sluzby, kdy Spole¢nost nasledné nenakupuje
hotové tabakové vyrobky a neprodava je na trzich v Ceské republice

a na Slovensku.

Soucasti ndkladd na prodané zbozi jsou variabilni a fixni vyrobni
naklady, pofizovaci cena nakoupeného zbozi a licenéni poplatky placené
za prodané zbozi. Tyto naklady jsou pred prodejem zbozi zachyceny

v hodnoté zasob.

Odbytové naklady vyplyvaji z odbytové ¢innosti a kromé persondlnich

a rezijnich naklad( zahrnuji také odpisy majetku v oblasti prodeje, naklady
spojené s expedici, naklady na propagaci, podporu prodeje, priizkum trhu
a sluzby zdkaznikim. Tyto néklady nevstupuji do ocenéni zasob.

Administrativni ndklady zahrnuji persondlni a rezijni naklady a odpisy
majetku ve spravni oblasti.

Vynos z dividend se vykazuje tehdy, kdyz vznikne pradvo akcionare
na prijeti platby.

Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
urokové miry a zohlednénim vyse nesplacené jistiny.

Leasing je klasifikovan jako operativni leasing, jestlize podstatnd ¢ast
rizik a uzitk( vyplyvajicich z vlastnictvi zGstava u pronajimatele. Splatky
uhrazené na zakladé operativniho leasingu se Uctuji do zisku nebo ztraty
rovnomérné 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 nepotizuje dlouhodoby majetek
prostfednictvim finanéniho leasingu.

Vyplata dividend akcionarlim Spolecnosti se vykazuje v samostatné ucetni
zavérce Spolec¢nosti jako zavazek v obdobi, ve kterém jsou dividendy
schvaleny akciondti Spole¢nosti.

Revenues and costs are reported as follows:

Revenue from sales of goods is recognized when the Group has
transferred control over the assets to the buyer. The revenue is recognized
at the date of shipment, both in the case of domestic sales and export

of products.

Revenue from the sale of services is recognized when the service is
provided and the Group has the right to payment of a consideration. These
are mainly processing services where the Group does not subsequently
buy finished cigarettes and does not sell them on markets in the Czech
Republic and Slovakia.

Costs of goods sold include variable and fixed production costs, purchase
price of purchased goods and royalties paid for products sold. Prior to
the sale of goods, these costs are recorded in the value of inventory.

Distribution expenses include personnel costs and overheads, depreciation
and amortization applicable to the distribution function, as well

as the costs of shipping, advertising, sales promotion, market research and
customer service. These costs are not recorded in the value of inventory.

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

Dividend income is recognized when the shareholder’s right to receive
payment is established.

Interest income is accrued on a time basis, by reference to the principal
outstanding and the effective interest rate applicable.

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.

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



S pfechodem na standard IFRS 9 Skupina musela upravit postup uctovani With the transition to IFRS 9, the Company had to adjust the accounting

finan¢nich nastrojd a zrevidovat klasifikaci financ¢nich aktiv. Nicméné for financial instruments and review the classification of financial

jakékoliv zmény v ocenovani finanénich aktiv jsou nevyznamné a mély assets. However, any changes in the measurement of financial

nulovy dopad do nerozdéleného zisku k 1. lednu 2018. assets are insignificant and have a zero impact on retained earnings
as at 1 January 2018.

Vykazy Spolecnosti nebyly za rok koncici 31. prosince 2017 upravovany.

Pokud by Spolec¢nost i v roce 2018 sestavovala vykazy podle postupt The financial statements were not adjusted for the year ended

platnych pro rok 2017, doslo by k nasledujicim Gpravam: 31 December 2017. If the Company would also compile the financial
statements in 2018 using the accounting policies applicable for 2017,
the following adjustments would be made:

2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18
Trzby 12771 697 13 468 2018 Adjustment 2018
IFRS 15 IFRS 15 1AS 18

Naklady na prodané zbozi -5742 -644 -6 386
Revenue 12771 697 13468

Hruby zisk 7029 53 7082
Cost of goods sold (5742) (644) (6 386)

Odbytové naklady -1530 0 -1530
Gross Profit 7029 53 7 082

Administrativni naklady -862 0 -862
Distribution expenses (1530) - (1530)

Ostatni vynosy 63 0 63
Administrative expenses (862) - (862)

Ostatni provozni vynosy 86 0 86
Other income 63 B 63

Ostatni provozni ndklady -104 0 -104
Other operating income 86 - 86

Provozni zisk 4682 53 4735
Other operating expense (104) - (104)

Financ¢ni vynosy 29 0 29
Profit from operations 4682 53 4735

Finan¢ni naklady -18 0 -18
Financial income 29 - 29

Zisk pred zdanénim 4693 53 4746
Financial expense 18) - 18)

Dan z pfijm0 -916 -10 -926
. Profit before income tax 4693 53 4746

Cisty zisk 3777 43 3820
Income tax expense (916) (10) (926)
Net profit for the year 3777 43 3820

2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18
Zasoby 789 53 842 2018 Adjustment 2018
IFRS 15 IFRS 15 1AS 18

Kratkodoba aktiva 11158 53 nan
Inventories 789 53 842

Aktiva celkem 15 449 53 15 502
Non-current assets 11158 53 na2n

Nerozdéleny zisk 4643 43 4686
Total assets 15 449 53 15 502

Vlastni kapital celkem 9762 43 9 805
Retained earnings 4643 43 4 686

Odlozeny danovy zdvazek 230 10 240
Total equity 9762 43 9805

Dlouhodobé zavazky 230 10 240
Deferred tax liability 230 10 240

Zavazky celkem 5687 10 5697
Non-current liability 230 10 240

Vlastni kapital a zavazky celkem 15 449 53 15502
Total liabilities 5687 10 5697

Total equity & liabilities 15 449 53 15502



2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18

Nerozdéleny  Nerozdéleny  Nerozdéleny

zisk zisk zisk

Uplny vysledek za rok celkem 3777 43 3820
Stav k 31.12. 2018 4643 43 4686
2018 Uprava 2018

dle IFRS 15 dle IFRS 15 dle IAS 18

Zisk pfed zdanénim 4693 53 4746

PenéZzni toky z provozni

cinnosti pfed zménami 5437 53 5490
pracovniho kapitalu

Zména stavu:

Zasob -322 -53 -375
PenéZzni toky z provozu 2889 (] 2889

Pujcky a pohledavky

Pajcky a pohledavky jsou nederivatova financni aktiva s danymi nebo
pfepokladanymi platbami, kterd nejsou kotovana na aktivnim trhu.
Jsou zahrnuta do kratkodobych aktiv, s vyjimkou téch, kterd maji dobu

splatnosti delsi nez 12 mésicl po rozvahovém dni. Ta jsou klasifikovana jako

dlouhodoba aktiva. PUj¢ky a pohledavky jsou zahrnuty v konsolidovaném
vykazu finan¢ni pozice v obchodnich a ostatnich finan¢nich pohleddvkach.

Obchodni pohleddvky se prvotné vykazuji v redlné hodnoté a nasledné
jsou ocenovany zUstatkovou hodnotou na zakladé metody efektivni
urokové miry po odecteni opravné polozky na snizeni hodnoty. Opravna
polozka na snizeni hodnoty obchodnich pohledavek za domacimi

a zahrani¢nimi odbérateli mimo skupinu PMI se vytvafi tehdy, jestlize
existuji objektivni diikazy o tom, ze Spolecnost nebude schopna inkasovat
veskeré dluzné ¢astky podle pivodné sjednanych podminek. Vyznamné
finan¢ni tézkosti odbératele, pravdépodobnost, Ze dluznik vstoupi

do konkurzu, nedodrzeni splatnosti nebo prodleni ve splatnosti zavazku
(u pohledavek z obchodnich vztahd vici tretim stranam od 14 do 30 dni
v z4vislosti na individudinim posouzeni situace dluznika) jsou indikatory,
ze obchodni pohleddvky jsou znehodnoceny. Vyse opravné polozky je
rozdil mezi ucetni hodnotou aktiva a souc¢asnou hodnotou odhadovanych
budoucich penéznich tokd diskontovanych plvodni efektivni tGrokovou
mirou. Tvorba této ztraty z opravné polozky je zauctovana do zisku

nebo ztraty.

Finan¢ni aktiva jsou oductovdna z rozvahy, jestlize pravo obdrzet penézni
toky z financnich aktiv vyprselo nebo bylo prevedeno a Spole¢nost
prevedla v podstaté veskerd rizika a odmény plynouci z vlastnictvi.

2018 Adjustment 2018

IFRS 15 IFRS 15 1AS 18
Retained Retained Retained
earnings earnings earnings
Total comprehensive income 3777 23 3820
for the year
Balance
as at December 31, 2018 4643 43 4686
2018 Adjustment 2018
IFRS 15 IFRS 15 1AS 18
Profit before tax 4693 53 4746
Oper_atmg ca_sh flows before 5437 53 5490
working capital changes
Changes in:
Inventories (322) (53) (375)
Cash generated from 2889 B 2889

operations

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 recognized initially at fair values and subsequently
measured at amortized 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
recognized in profit or loss.

Financial assets are derecognized 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.



Vykazovani vynost a nakladi

Vynosy predstavuji redlnou hodnotu prijaté nebo narokované protihodnoty
za prodej zbozi a sluzeb, bez dané z pfidané hodnoty a spotrebni dané,

po odpoctu slev a skont. Vynosy a naklady jsou vykazovany nasledujicimi
zpUsoby:

Vynosy z prodeje zbozi se vykazuji, pokud Spole¢nost prevedla

na kupujiciho vyznamna rizika a uzitky z vlastnictvi zbozi; nezachovava

si pokracujici manazerskou angazovanost v mife obvykle spojované

s vlastnictvim pozadovaného zbozi, ani skute¢nou kontrolu nad timto
zbozim; ¢astka vynostd maze byt spolehlivé ocenéna; je pravdépodobné,
ze ekonomické uzitky, které jsou s transakci spojeny, poplynou

do Spolec¢nosti a vzniklé néklady nebo naklady, které s ohledem na transakci
teprve vzniknou, mohou byt spolehlivé ocenény. O vynosu je tctovano

v okamziku vyskladnéni jak v pfipadé domacich prodej, tak exportu.

Vynosy z poskytovani sluzeb se vykazuiji, jestlize dojde k poskytnuti sluzby
a k akceptaci zdkaznikem.

Vynos z dividend se vykazuje tehdy, kdyz vznikne pradvo akcionare
na prijeti platby.

Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
urokové miry a zohlednénim vyse nesplacené jistiny.

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

Odbytové naklady vyplyvaji z odbytové ¢innosti a kromé personalnich

a rezijnich naklad( zahrnuji také odpisy majetku v oblasti prodeje, naklady
spojené s expedici, ndklady na propagaci, podporu prodeje, priizkum trhu
a sluzby zakaznik(m.

Administrativni ndklady zahrnuji persondini a rezijni naklady a odpisy
majetku ve spravni oblasti.

Z ¢innosti Spolecnosti vyplyva fada financnich rizik: trzni riziko, Gvérové
riziko a riziko likvidity. Trzni riziko a riziko likvidity jsou Fizeny centralnim
oddélenim Treasury skupiny PMI v Lausanne. Uvérové riziko je fizeno
primarné Spolecnosti. PMI Treasury identifikuje, ocenuje a zajistuje
finanéni riziko v Gizké spolupraci se Spole¢nosti. Rizeni rizik provadi
centrdini oddéleni Treasury skupiny PMI v souladu s pravidly schvalenymi
predstavenstvem Spolec¢nosti, ktera vychdzi z PMI politik pro Fizeni
finan¢niho rizika.

Spole¢nost plsobi na mezinarodnim trhu a je vystavena ménovému riziku
vztahujicimu se k rGznym ménam. Ménové riziko vyplyva zejména z titulu
budoucich nakuptl a prodejl a pohledédvek a zavazk( v cizich ménach.
Pro Ffizeni ménového rizika Spole¢nost prilezitostné nakupuje ménové
opce prostfednictvim PMI Treasury, o kterych Gctuje jako o zajistovacich
derivatech. V letech 2018 a 2017 Spole¢nost neméla zadné ménové opce.

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 recognized as follows:

Revenue from the sales of goods is recognized when the Company has
transferred the significant risks and rewards of ownership of the goods

to the buyer; the Company retains neither continuing managerial
involvement to the degree usually associated with ownership nor effective
control over the 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
recognized at the moment of delivery despatch to the customer for both
export and domestic sales.

Sales of services are recognized when the services are rendered, and
accepted by customer.

Dividend income is recognized when the shareholder’s right to receive
payment is established.

Interest income is accrued on a time basis, by reference to the principal
outstanding and the effective interest rate applicable.

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

Distribution expenses include personnel costs and overheads, depreciation
and amortization applicable to the distribution function, as well

as the costs of shipping, advertising, sales promotion, market research and
customer service.

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

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.

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
recognized 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 2018 and 2017.



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

Pohledavky za tretimi

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

Receivables from third

) - 1196 0 0 0 0 1196 ; } 1196 - - - - 1196
stranami - domaci parties - domestic
Pohledavky Receivables from PMI B B
za spole¢nostmi 343 561 0 0 1 905 entities 343 561 ! Sloe
skupiny PMI Cash at banks 2124 - - - - 2124
Uéty v bance 2124 0 0 0 0 2124 o
Short-term deposits with
Kratkodobé pajcky related parties 3442 . : . - |4z
IR 2 3442 0 0 0 0 3442
spfiznénym stranam ) A
Other long-term financial
Dlouhodobé ostatni assets 106 ! ) ) ) L%
finan¢ni aktiva 106 ! 0 0 0 oz
Total 721 562 - - 1 7774
Celkem 721 562 0 0 1 7774

Receivables from third

. e - . 424 - - - - 424

Pohledayky za treF|m| 44 0 0 0 0 44 parties - domestic

stranami - domaci )
Receivables from PMI 192 121 . . . 313

Pohledavky entities

za spole¢nostmi 192 121 0 0 0 313

skupiny PMI Cash at banks 6336 - - - - 6336

Ucty v bance 6336 0 0 0 0 6336 Short-term deposits with g9 . . . . goa
related parties

Kratkodobé pujcky . :

spFiznénym stranam 894 0 0 0 0 894 Other long-term financial 104 5 ) ) ) 106
assets

Dlouhodob4 ostatni

finanéni aktiva 104 2 0 0 0 106 Total 7950 123 - - - 8073

Celkem 7 950 123 [} [} 0o 8073

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

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

Payables to third

parties - domestic 551 3 . . . 554
Zavazky vaci tretim Payables to third
) . 551 3 0 0 0 554 ayables to thir -
stranam - domaci parties - foreign 1 156 2 14 173
Zavazky vici tretim 1 16 2 0 14 173 Payables to PM| entities 52 18 6 36 5 17
strandm - zahrani¢ni
: Total 604 177 8 36 19 844
Zavazky vici
spole¢nostem 52 18 6 36 5 17
skupiny PMI
Celkem 604 177 8 36 19 844
Paygbles to thlrd_ 589 3 R R R 592
parties - domestic
_ e 07 & 2 1 8 203
Zavazky vici tetim parties - foreian
stranam - domaci 589 3 0 0 0 592 Payables to PMI entities 343 19 77 10 451
3 G&i tretil Borrowings 26 - - - — 26
vt w2 1 8 om :
Total 756 399 21 78 18 1272
Zévazky vici
spole¢nostem 34 kil 19 77 10 45]
skupiny PMI
Pljcky 26 0 0 0 0 26
Celkem 756 399 21 78 18 1272

Samostatna Gcetni zavérka 127
Separate Financial Statements



Analyzy citlivosti

Citlivost na zmény ménového kurzu

Spole¢nost je vystavena ménovému riziku vyplyvajicimu zejména

z transakci se spole¢nostmi se sidlem v Evropské unii, véetné své slovenské
dcefiné spolecnosti, a se spole¢nostmi skupiny PMI se sidlem ve Svycarsku.
Nejvyznamnéjsimi ménami jsou euro, americky dolar a Svycarsky frank.
Ménové riziko je hodnoceno ve vztahu k funkéni méné Spolecnosti (Ceska
koruna) k rozvahovému dni, kdy jsou pohledavky a zévazky vedené v cizi
méné prepocteny na ceské 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. 2018. Spole¢nost povazuje za mozny
pohyb ménovych kurzd vici ceské koruné v nasledujicim obdobi +5 %
(zhodnoceni ¢eské koruny) a -5% (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 pfed zdanénim
pfi o¢ekavaném zhodnoceni +5 % nebo znehodnoceni -5 % ¢eské koruny
vUci cizim ménam (v milionech KE) v roce 2018 (2017: +10%, -10 %):

2018 -5% znehodnoceni CZK
Ména EUR usb CHF
Zvyseni (+)/snizeni (-) zisku 20 0 -2
+5% zhodnoceni CZK
Ména EUR usb CHF
Zvyseni (+)/snizeni (-) zisku -20 0 2
2017 -10 % znehodnoceni CZK
Ména EUR usb CHF
Zvyseni (+)/snizeni (-) zisku -28 -2 -8
+10 % zhodnoceni CZK
Ména EUR usb CHF
Zvyseni (+)/snizeni (-) zisku 28 2 8

Citlivost na zmény urokové miry

Spole¢nost je vystavena Urokovému riziku zejména v souvislosti

s poskytovanim kratkodobych pujéek se stanovenou dobou splatnosti
a kratkodobych ptjéek splatnych na pozadani spole¢nostem

ve skupiné PMI a Spole¢nost je také vystavena urokovému riziku

v souvislosti s faktoringovymi transakcemi s pohledavkami. Spole¢nost
predpokldadd mozny pohyb vynosové krivky v nasledujicim obdobi
+100/-25 bazickych bod(.

Pro poskytnuté kratkodobé pujcky a kratkodobé pljcky splatné

na pozaddni poskytnuté spole¢nostem ve skupiné PMI je dopad na zisk
pfed zdanénim stanoven na zakladé specifikované zmény trokové
miry, kterd by nastala na zacatku ucetniho obdobi, a za predpokladu,
Ze by nedoslo k zadné jiné zméné urokovych mér v pribéhu celého
ucetniho obdobi. Ostatni finan¢ni aktiva a zavazky nejsou povazovany
za urokoveé citlivé.

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 of the Company (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, 2018. The Company considers the movements

of exchange rates against CZK in the following period +5% (appreciation
of CZK) and -5% (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 +5% or depreciation -5% of the CZK to foreign
currencies (in CZK million) in 2018 (2017: +10%, -10%):

2018 CZK depreciation by 5%
Currency EUR usb CHF
Increase / (decrease) in profit or loss 20 - (@3)
CZK appreciation by 5%
Currency EUR usb CHF
Increase / (decrease) in profit or loss (20) - 2
2017 CZK depreciation by 10%
Currency EUR usD CHF
Increase / (decrease) in profit or loss (28) 2) (8)
CZK appreciation by 10%
Currency EUR uUsD CHF
Increase / (decrease) in profit or loss 28 2 8

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.



Ndasledujici tabulka predstavuje mozny dopad na zisk pred zdanénim
pti o¢ekavaném narlstu (+100 bazickych bod() nebo poklesu
(-25 bazickych bod() urokovych mér (v milionech K¢):

Nardst Grokové miry Pokles tirokové miry
2018 0100 baz. bodu 0 25 baz. bodu
Zyy§eni (+)/snizeni (-) 3 8
zisku

Nardst Grokové miry Pokles tirokové miry
2017 0100 baz. bodu 0 25 baz. bodu
Zvyseni (+)/snizeni (-) 19 5

zisku

Spole¢nost ma stanovena pravidla, kterd zajistuji, ze prodej zbozi
s odlozenou splatnosti je realizovan pouze s odbérateli, ktefi spliuji
podminky pro Uvérovy prodej a maji pfislusnou uvérovou historii.

Vyraznou podporu v této oblasti poskytuji Spolecnosti odbornici z PMI
Treasury v Lausanne. Kromé PMI Treasury Spole¢nost vyuziva k analyze
protistran také sluzeb externich ratingovych agentur.

Pfipadna platebni neschopnost odbératele mize vést k bezprostiednim
ztrdtdm s nezddoucim vlivem na hospodareni Spole¢nosti. Z tohoto
davodu podléha schvalovani obchodnich aktivit s novymi odbérateli
standardizovanym kontroldm a postupim pfislusnych oddéleni
Spolec¢nosti. Angazovanost Spolec¢nosti vici odbératellim je fizena

také prostrednictvim stanoveni Gvérovych limitd. Vyse téchto limitl je
pravidelné monitorovana a vyhodnocovana.

Soucasti Fizeni Uvérového rizika je aktivni sprava a fizeni pohleddvek, kde
se ke snizeni rizik pouzivaji standardni nastroje financ¢nich trhd, jako jsou
bankovni zaruky, platby pfedem a postoupeni pohleddvek prostfednictvim
bezregresniho faktoringu.

Zajisténi pohledavek

Pohledavky z obchodnich vztahd jsou rozdéleny z hlediska strategie
zajisténi na pohledavky za tuzemskymi odbérateli a spole¢nostmi
skupiny PMI.

K zajisténi pohleddvek 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 vztaht za tuzemskymi odbérateli jsou rozdéleny do dvou
skupin: pohleddvky zajisténé bankovnimi zarukami a nezajisténé
pohledavky za odbérateli, ktefi splfuji podminky poskytnuti nezajisténého
uvéru. Vyse nezajisténého Uvéru zavisi na celkovém a finanénim

hodnoceni kazdého odbératele v¢etné vyuziti externiho hodnoceni
ratingovych agentur.

Pohledavky z obchodnich vztahl za spole¢nostmi skupiny PMI jsou
povazovany za malo rizikové, a proto nejsou zajisténé.

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 decreased
by 25 basis points

Interest rate increased
2018 by 100 basis points

Increase / (decrease)

in profit or loss 3l 8

Interest rate decreased
by 25 basis points

Interest rate increased
2017 by 100 basis points

Increase / (decrease)

in profit or loss 19 ®

The Company has policies in place to ensure that sales of 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
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 PMI entities are considered as low-risk receivables
by the Company, and are therefore unsecured.



Pohledavky za tretimi

stranami - domaci v nabéhlé 1194 2 1196
hodnoté

Pohledavky

za spolecnostmi skupiny PMI 875 30 905
Uéty v bance 2124 0 2124
Kratkodobe pujcky 3442 0 3442
spfiznénym strandm

Dlo'uhodoba ostatni finan¢ni 107 0 107
aktiva

Celkem 7742 32 7774

Pohledavky za tretimi

X - 424 0 424
stranami - domaci
Pohledavky
za spolecnostmi skupiny PMI 313 0 EE
U¢ty v bance 6336 0 6336
Kratkodobé pljcky 894 0 894
spfiznénym stranam
Dlo_uhodoba ostatni finan¢ni 106 0 106
aktiva
Celkem 8073 o] 8073

Koncentrace tivérového rizika obchodnich pohledavek
Spolecnost sleduje koncentraci uvérového rizika obchodnich pohledavek
podle odbytovych regiond.

Rozdéleni obchodnich pohledavek podle odbytovych regiond:

Pohledavky za tretimi

) - 1196 0 0 1196
stranami - domaci
Pohledavky
za spolec¢nostmi skupiny PMI 0 187 718 £
Celkem 1196 187 718 2101

Pohledavky za tretimi

) . 424 0 0 424
stranami - domaci
Pohledavky
za spolecnostmi skupiny PMI 0 207 106 313
Celkem 424 207 106 737

Samostatna Gcetni zavérka
Separate Financial Statements
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Receivables from third

parties - domestic 1194 2 e
Regejvables from PMI 875 30 905
entities

Cash at banks 2124 - 2124
Short-term loans and

deposits with related parties 3442 . gaz
Other long-term financial 107 . 107
assets

Total 7742 32 7774

Receivables from third

parties - domestic 424 . Az
Receivables from PMI 313 : 313
entities

Cash at banks 6336 - 6336
Short-term loans and

deposits with related parties 894 . gh
Other long-term financial 106 B 106
assets

Total 8073 - 8073

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:

Receivables from third

parties - domestic 1196 . . s
Receivables from PMI entities - 187 718 905
Total 1196 187 718 2101

Receivables from third

parties - domestic 424 . . Az
Receivables from PMI entities - 207 106 313
Total 424 207 106 737




Uvérova bonita finanénich aktiv v nabéhlé hodnoté The creditworthiness of financial assets at amortized cost

Pfi stanoveni ratingu financ¢nich aktiv pouziva Skupina nasledujici kritéria: The Group uses the following criteria when determining
« Ve tridé bonity 1jsou zafazeny pohledavky s pravdépodobnosti the creditworthiness:
selhani do 0,1 %. « Rating Tincludes receivables with a probability of default of up to 0.1%.
« Ve tridé bonity 2 jsou zafazeny pohledavky s pravdépodobnosti « Rating 2 includes receivables with a probability of default of up to 2%.
selhdni do 2 %. * Rating 3 includes receivables with a probability of default above 2%.
« Ve tridé bonity 3 jsou zafazeny pohledavky s pravdépodobnosti ¢ Receivables from PMI companies and short-term loans provided within
selhani nad 2 %. the PMI group are classified as rating 1 (according to Standard & Poor’s
« Pohledavky za spole¢nostmi skupiny PMI a kratkodobé pujcky A-2 (2017: A-1)) in 2018.
poskytnuté v rdmci skupiny PMI jsou v roce 2018 zafazeny do tFidy ¢ Cash in banks is ranked according to Moody’s long-term deposit ratings.
bonity 1 (podle PMI ratingu Standard & Poor’s A-2 (2017: A-1)). Banks and financial institutions used by the Group are only eligible for
¢ Hotovost v bankdch je zafazena podle hodnoceni dlouhodobych depozit A-3 or higher (2017: A-3) (rating 1).

prostrednictvim agentury Moody’s. Jako banky a finanéni instituce
pouzivané Skupinou jsou akceptovany pouze ty s hodnocenim A-3 nebo Allowance for expected credit losses (ECL)
vys$sim (2017: A-3) (bonita 1).

Opravné poloZky na oCekdvané uvérové ztraty (ECL)

Loans to
companies 1 R R ; B B
in the PMI
group
Pljcky Other
spole¢nostem 1 0 0 0 0 0 receivablesand 1 R R R - -
ve skupiné PMI financial assets
Ostatni 2 R - R - B
pohledavky 1 0 0 0 0 0
a finan¢ni aktiva Trade
receivables 1 R R ~ B B
2 0 Y 0 0 0 at amortized
Pohledavky cost
z obchodnich 2 - R B - B
vztahi v nabéhlé ! 0 0 0 0 0
hodnoté 3 - - - - -
2 0 0 0 0 0 Total - - - - -
3 0 0 0 0 0
Celkem [\] 0o (1] o 0o

Matrix of impairment for trade receivables at amortized cost

Matice znehodnoceni pro pohledéavky z obchodnich vztah
v nabéhlé hodnoté

Expected losses (in %) 0.01% 0.02% 0.05% 0.10% -
Gross book value 2069 32 - - 2101
Allowance - - - - -
Ocekavané o o o o B
Ztraty (v %) 0,01% 0,02 % 0,05 % 0,10 %
Hruba dcetni 2069 32 0 o 210
hodnota
Opravna polozka 0 0 0 0 0
Samostatna Gcetni zavérka 131

Separate Financial Statements



Uvérova bonita finanénich aktiv, ktera nebyla po splatnosti ani

znehodnocena v roce 2017

Pfi stanoveni ratingu financ¢nich aktiv, kterd nebyla po splatnosti ani

znehodnocena v roce 2017, pouzila Spolecnost nasledujici kritéria:

« Ve tfidé bonity 1jsou zafazeny pohledavky vici odbératelim zajisténé

bankovnimi zarukami, u nichz neexistuje zadny objektivni dlikaz, ktery
by signalizoval mozné sniZeni jejich hodnoty, pohledavky, které budou
predmétem bezregresniho faktoringu, a ostatni dlouhodobd depozita.
Ve tfidé bonity 2 jsou zafazeny nezajisténé pohledédvky z obchodnich
vztaht za odbérateli, u kterych neexistuje zadny objektivni diikaz, ktery

by signalizoval mozné snizeni jejich hodnoty.
* Pohledavky za spolec¢nostmi skupiny PMI a kratkodobé pljcky
poskytnuté v rdmci skupiny PMI jsou v roce 2017 zafazeny do skupiny
s hodnocenim A-1podle PMI ratingu Standard & Poor’s .

* Hotovost v bankdch je zafazena podle hodnoceni dlouhodobych depozit

prostfednictvim agentury Moody’s. Jako banky a finanéni instituce
pouzivané Spole¢nosti jsou akceptovany pouze ty s hodnocenim A2

nebo vice.
Standard Moody’s rating
Stav & Poor’s dlouhodobych
k 31.12. 2017 rating depozit
(v milionech K¢) Bonital Bonita2 (A-1) (min A2) Celkem
Pohledavky
za tretimi 315 109 0 0 424
stranami - domdci
Pohledavky
za spole¢nostmi 0 0 313 0 313
skupiny PMI
Uéty v bance 0 0 0 6336 6336
Kratkodobé
pUicky 0 0 894 0 894
spfiznénym
strandm
Dlouhodoba
ostatni financni 106 0 0 0 106
aktiva
Celkem 421 109 1207 6336 8073

Credit quality of financial assets not yet due and not impaired in 2017

The Company used in 2017 the following criteria when setting ratings

of financial assets that are not yet due and are not impaired.

* Solvency class Tincludes 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 2017, the S&P rating was A-1.

 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 were accepted.

Moody’s
Long-
Standard term
Balance as at & Poor‘s Deposit
December 31, 2017 Solvency  Solvency rating rating
(in CZK million) class1 class 2 (A-1) (min A2) Total
Receivables from
third parties - 315 109 - - 424
domestic
Receivables from
PMI entities ) ) 313 ) 318
Cash at banks - - - 6336 6336

Short-term loans
and deposits with - - 894 - 894
related parties

Other long-term

- ) 106 - - - 106
financial assets

Total 421 109 1207 6336 8073



Obezfetné fizeni rizika likvidity predpoklada udrzovani dostate¢né trovné
hotovosti. Rizeni likvidity Spole¢nosti provadi centralné oddéleni PMI
Treasury prostrednictvim domaciho a mezinarodniho systému ,,cash pool*.
V souladu s pravidly PMI pripravuje Spole¢nost tydenni vyhled penézniho
toku na nasledujici mésic a mésicni vyhled penéznich tokl na nasledujicich
12 mésicd.

Analyza splatnosti smluvnich zavazka (nediskontovanych penéznich toku)

Stav k 31. 12. 2018 (v milionech K¢) Do 3 mésich

Zavazky z obchodnich vztahl vici tietim strandm

a spole¢nostem skupiny PMI 839
Nevyplacené dividendy 5
Stav k 31. 12. 2017 (v milionech K¢) Do 3 mésict
Zavazky z obchodnich vztah( vigi tfetim stranam

a spole¢nostem skupiny PMI IS
Nevyplacené dividendy 6
Ostatni finan¢ni zavazky 107
Prijaté pljcky 26

Pro zmirnéni rizika a zlepsSeni fizeni penéznich prostredkl a likvidity
Spole¢nost odprodala ¢ast pohledavek finanéni instituci v roce 2018.

Ze vSech téchto transakci Spole¢nosti nevyplyva zadny urok

ze spoluucasti. Finan¢ni instituce neuplatnuje postih v pripadé opominuti
v€asné uhrady dluznikem.

Cilem Spolecnosti pri Fizeni kapitalu je zajisténi nepretrzité ¢innosti s cilem
poskytovat akcionarlim navratnost viozenych prostredk(. K udrzeni nebo
Upravé kapitalové struktury Spolec¢nost mlze upravit vysi dividendy, vydat
nové akcie nebo prodat svlij majetek za ucelem snizeni dluhu.

Za kapital Spole¢nosti pro potfebu fizeni kapitalu se rozumi vlastni kapital
vykazany v samostatném vykazu finanéni pozice.

Redlna hodnota finan¢nich nastrojd obchodovanych na aktivnich

trzich je stanovena na zakladé kotovanych trznich cen platnych

k rozvahovému dni. Pro stanoveni redlné hodnoty financnich nastroj(,
které nejsou obchodovany na aktivnim trhu, se pouzivaji techniky
ocenovani. Spole¢nost ¢ini predpoklady, pfi nichz vychdzi z trznich
podminek existujicich ke kazdému rozvahovému dni. Z{statkova hodnota
kratkodobych finan¢nich aktiv a kratkodobych finanénich zavazkd se blizi
jejich redlné hodnoté.

ZUstatkova hodnota ostatnich dlouhodobych finan¢nich aktiv se

také blizi jejich readlné hodnoté, kterd byla stanovena jako soucasnd
hodnota budoucich penéznich tokl na zakladé trznich drokovych mér
k rozvahovému dni a kterd splnuje podminky pro stupen 2 dle IFRS 13.

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 flows projection for the following month and monthly cash
flow projections for the following 12 months.

Contractual maturity analysis of liabilities (undiscounted cash flows)

Balance as at December 31, 2018 (in CZK million) Less than 3 months

Trade payables to third parties

and PMI entities 839

Dividend payable 5

Balance as at December 31, 2017 (in CZK million) Less than 3 months

Trade payables to third parties

and PMI entities UTERS
Dividend payable 6
Other financial liabilities 107
Borrowings 26

To mitigate the risk and enhance cash and liquidity management,

the Company sold a portion of its trade receivables to a financial
institution in 2018. In all those transactions, the Company retained

no participating interests. The financial institution has no recourse for
failure of debtors to pay when due.

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.

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 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 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.



Pozemky,
budovy

(v milionech K¢) a stavby
K1.1. 2017
Pofizovaci cena 2076
Opravky a snizeni R
hodnoty 1496
Zistatkova
hodnota 580

Rok koncici 31. 12. 2017

Pocatecni

zUstatkova 580
hodnota

PrirGstky 2
Vv potizovaci cené

Vyrazeni

v z(statkové 0
hodnoté

Prevody* 46
Odpisy -94
Konecna

zlstatkova 554
hodnota

K 31.12. 2017

Pofizovaci cena 2143
Opravky a snizeni B
hodnoty 1589
Zistatkova

hodnota 554
Rok koncici 31. 12. 2018
Pocétecni

zUstatkova 554
hodnota

Prirlistky 29
Vv pofizovaci cené

Vyfazeni

v zUstatkové 0
hodnoté

Prevody* 14
Odpisy -88
Kone¢na

zlistatkova 509
hodnota

K 31.12. 2018

Pofizovaci cena 2185
Opravky a snizeni R
hodnoty 1676
Zlstatkova

hodnota 509

Dopravni
prostredky,
stroje

a zafizeni

5928

-3598

2330

2330

520

949
-523

3191

6972

-3781

3191

3191

347

134

328
-598

3134

7216

-4 082

3134

Inventéf
a vybaveni

50

-43

-2

13

53

-40

13

Pofizeni aktiv
a poskytnuté
zélohy

1320

1320

1320

172

-996

496

496

496

496

352

-343

505

505

505

Celkem

9374

-5137

4237

4237

715

9658

-5410

4248

4248

736

-134

-689

4161

9959

-5798

4161

* Prevody predstavuji zafazeni pofizeného dlouhodobého hmotného majetku
a poskytnutych zéloh do pouzivani.

Property,
Buildings &

(in CZK million) Constructions

As at January 1, 2017

Cost 2076
Accumulated

depreciation (1496)
and impairment

Net carrying 580

amount
Year ended December 31, 2017

Opening
net carrying
amount

580

Additions cost 22

Disposal
net carrying -
amount

Transfers* 46

Depreciation

charge SR

Closing net
carrying
amount

554

As at December 31, 2017

Cost 2143

Accumulated
depreciation
and impairment

(1589)

Net carrying

554
amount

Year ended December 31, 2018

Opening
net carrying
amount

554

Additions cost 29

Disposal
net carrying -
amount

Transfers* 14

Depreciation

charge ®8)

Closing net
carrying
amount

509

As at December 31, 2018

Cost 2185

Accumulated
depreciation
and impairment

(1676)

Net carrying

509
amount

Vehicles &
Machinery
Equipment

5928

(3598)

2330

2330

520

(85)

949

(523)

3191

6972

(3781)

3191

3191

347

(134)

328

(598)

3134

7216

(4 082)

3134

Furniture
& Fixtures

50

(43)

@

47

(40)

3)

13

53

(40)

13

Constructions
in progress &
Advances paid

1320

1320

1320

172

(996)

496

496

496

496

352

(343)

505

505

505

* Transfers represent capitalization of PP&E from construction in progress

and advances paid.

Total

9374

(5137)

4237

4237

715

(85)

(619)

4248

9658

(5410)

4248

4248

736

(134)

(689)

4161

9959

(5798)

4161



Béhem sledovaného obdobi Spole¢nost vyradila nékteré stroje a zafizeni,
které identifikovala jako dale nepotfebné, a schvdlila jejich vyrazeni
v hodnoté 103 miliond K¢ (2017: 47 miliond K¢).

Najemné v hodnoté 139 milionl K¢ v roce 2018 (2017: 133 milion( K¢)
za pronajem sklad( a kancelarskych prostor, vypocetni techniky
a dopravnich prostredkd je vykazano do zisku nebo ztraty.

Veskeré vydaje na porizeni dlouhodobych aktiv byly financovdny
z vlastnich zdrojd Spoleénosti.

V roce 2018 Spolecnost provérila zlstatkovou hodnotu zafizeni.

V dUsledku této revize nebylo vykazano zadné snizeni hodnoty
dlouhodobych aktiv. V roce 2017 nebylo vykadzano zadné snizeni hodnoty
dlouhodobych aktiv.

(v milionech K¢) 31.12. 2018 31.12. 2017
Material 122 123
Zbozi 667 344
Celkem 789 467

Porizovaci ndklady na zasoby vykazané v samostatném vykazu upiného

vysledku jako naklad a zahrnuté v roce 2018 v polozce Naklady na prodané

zbozi ¢inily 3 640 milion( K¢ (2017: 4 109 miliond K¢).

(v milionech K¢) 31.12. 2018 31.12. 2017
Obchodni a ostatni finanéni pohledavky

Treti strany 0 424
Treti strany v nabéhlé hodnoté 1196 0
Dcefina spole¢nost 187 207
Ostatni spfiznéné strany 718 106
Celkem 2101 737
Ostatni nefinanéni aktiva

Ostatnfi aktiva - spotfebni dan 2683 2324
Placené zalohy 19 14
Ostatni aktiva 0] 1
Celkem 2702 2339
Ostatni dlouhodoba financni aktiva

Ostatni finan¢ni aktiva 107 106
Celkem 107 106

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 103 million (2017: CZK 47 million).

Lease rentals during 2018 amounting to CZK 139 million
(2017: CZK 133 million) relating to the lease of warehousing, office space,
IT equipment and vehicles are included in profit or loss.

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

In 2018 Company revised the net book value of equipment. As a result
of this revision, there was no impairment loss recognized in 2018. There
was no impairment loss recognized in 2017.

(in CZK million) December 31,2018 December 31, 2017
Materials 122 123
Merchandise 667 344
Total 789 467

The cost of inventories recognized as an expense in Separate statement
of comprehensive income in 2018 and included in costs of goods sold
amounted to CZK 3 640 million (2017: CZK 4 109 million).

(in CZK million) December 31,2018 December 31, 2017
Trade and other financial receivables

Third parties - 424
Third parties at amortized cost 1196 -
Subsidiary 187 207
Other related parties 718 106
Total 2101 737
Other non-financial assets

Other assets - excise tax 2683 2324
Prepayments 19 14
Other assets - 1
Total 2702 2339
Other non-current financial assets

Other financial assets 107 106

Total 107 106



(v milionech K¢) 31.12. 2018 31.12. 2017
Ucty v bance 2124 6336
Kratkodobé pujcky spfiznéné strané

splatné na pozadani (viz bod 26) g4z 894
Celkem 5566 7 230

Kratkodobé pujcky splatné na pozadani poskytnuté spfiznénym stranam
predstavuji Uroc¢ené kratkodobé puljcky. Analyza kratkodobych pohledavek
za spfiznénymi stranami je uvedena v bodé 26.

Penézni prostredky a penézni ekvivalenty a debetni zlstatky
na bankovnich uctech pro Ucely sestaveni samostatného vykazu penéznich
tokU jsou nasledujici:

(v milionech K¢) 31.12. 2018 31.12. 2017
Pen.eznl prostiedky a penézni 5566 7230
ekvivalenty

I?iabetm zUstatky na bankovnich 0 26
uctech

Celkem 5566 7204

Z&akladni kapital Spole¢nosti predstavuje 2 745 386 kust akcii v nominalni
hodnoté 1000 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 K¢
Ner_egistrovgne kmenové listinné 831688 831688 000
akcie najméno
Reg_lstrO\l/an’e kmenové zaknihované 1913 698 1913 698 000
akcie na jméno
Akcie celkem 2745 386 2745 386 000

Identifikacni oznaceni akcii Spole¢nosti podle mezinarodniho systému
Cislovani ISIN je CS0008418869.

Prava a povinnosti akcionafd stanovi pravni pfedpisy a stanovy
Spolecnosti, pricemz vsem akciim prislusi stejnd prava a povinnosti.

Opravnéni vlastnici akcii maji pravo podilet se na rozhodovani na valné
hromadé. Na valné hromadé maji akcionafi prdvo hlasovat, pravo
pozadovat a dostat vysvétleni v zdlezZitostech tykajicich se Spole¢nosti
i osob ovladanych Spole¢nosti a uplathovat navrhy a protinavrhy.

Hlasovaci prava jsou spojena se viemi akciemi vydanymi Spole¢nosti

a mohou byt omezena nebo vylou¢ena pouze v pfipadech stanovenych
zadkonem. Spolec¢nost si neni védoma zddného omezeni nebo vylouceni
hlasovacich prav k akciim, které emitovala, nad ramec omezeni a vylouceni
hlasovacich prav stanovenych zdkonem.

(in CZK million) December 31,2018 December 31, 2017
Cash at banks 2124 6 336
On-demand deposits with related

parties (see Note 26) B 894
Total 5566 7 230

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 31,2018 December 31, 2017
Cash and cash equivalents 5566 7230
Bank overdrafts = (26)
Total 5566 7204

The Company’s registered capital of 2 745 386 shares has a nominal value
of CZK 1000 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
Unrggmtered ordinary shares 831688 831688 000
certificated
Regstergd_ordmary shares 1913 698 1913 698 000
dematerialized
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.

The authorized owners of the shares are entitled to participate in decision
making at General Meetings. 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.



Akciondfi maji dale pravo na podil na zisku Spolec¢nosti (dividendu).
Po dobu trvani Spolec¢nosti, ani v pripadé jejiho zruseni, nejsou akcionafi
opravnéni pozadovat vraceni svych vkladd.

Pfi zruseni Spolecnosti s likvidaci maji akcionafi préavo na podil
na likvida¢nim zGstatku.

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

Spole¢nost nevydala zaddné cenné papiry se zvlastnimi pravy, pouze
kmenové akcie zminéné vyse.

Akcie Spolecnosti jsou prijaty k obchodovani na vefejném trhu
organizovaném Burzou cennych papirC Praha, a.s., a spole¢nosti RM-SYSTEM,
¢eska burza cennych papirQ a.s. Verejnosti bylo k 31.12. 2018 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. 2018 31.12. 2017
Obchodni a ostatni finan¢ni zavazky

Treti strany 184 268
Ostatni spfiznéné strany 17 451
Dohadné ucty pasivni 538 414
Nevyplacené dividendy 5 6
Ostatni finan¢ni zavazky 0 107
Celkem 844 1246
Ostatni nefinanéni zavazky

Zavazky vaci zaméstnancim 109 130
Zavazky ze socialniho zabezpeceni

a zdravotniho pojisténi 52 59
Prijaté zalohy 17 0
Vynosy pristich obdobi 1

Ostatni zavazky 5 4
Celkem 184 202

Zavazky vyplyvajici z transakci mezi spfiznénymi stranami jsou popsany
v bodé 26.

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
organized by the Prague Stock Exchange and by the Czech shares trading
system of the company RM-SYSTEM, &eskd burza cennych papir( a.s.

As at December 31, 2018, 2 745 386 shares were publicly held, out of which
77.6% were held by the company Philip Morris Holland Holdings B.V.

(in CZK million) December 31,2018 December 31, 2017
Trade and other financial liabilities

Third parties 184 268
Other related parties 17 451
Accrued expenses 538 414
Dividends payable 5 6
Other financial liabilities - 107
Total 844 1246
Other non-financial liabilities

Amounts due to employees 109 130
Social security and health insurance 52 59
Advances received 17 -
Deferred revenues 1 9
Other liabilities 5 4
Total 184 202

Trade payables to related parties are disclosed in Note 26.



M. ZAPOETENi FINA‘NﬁNiCH AKTIV
A FINANENICH ZAVAZKUD

Brutto hodnota vykdzanych

1. OFFSETTING FINANCIAL ASSETS
AND FINANCIAL LIABILITIES

Gross amounts of recognized

finan¢nich aktiv/pasiv 2327 1070 financial assets / liabilities 2327 1070
Brutto hodnota vykazanych Gross amounts of recognized
finan¢nich pasiv/aktiv zapoctenych -226 -226 financial liabilities / assets set off (226) (226)
Vv rozvaze in the balance sheet
Netto hodnota finanénich aktiv/pasiv 2101 844 Net amounts of financial assets /
vykdzanych v rozvaze liabilities presented in the balance 2101 844
h
Netto hodnota 2101 844 sheet
Net amount 2101 844

Brutto hodnota vykdzanych

finan¢nich aktiv/pasiv 1236 1745
Brutto hodnota vykazanych

finan¢nich pasiv/aktiv zapoctenych -499 -499
Vv rozvaze

Nett'o ho’dnota finanénich aktiv/pasiv 737 1246
vykazanych v rozvaze

Netto hodnota 737 1246

12. OSTATNi DANOVE ZAVAZKY

Dan z pfidané hodnoty 151 13
Spotfebni dan 4084 4195
Ostatni dané 16 22
Celkem 4 251 4330

13. ODLOZENA DAN Z PRIIMU

Odlozené danové pohleddvky a zdvazky jsou vzdjemné kompenzovany,

pokud existuje ze zakona vymahatelné pradvo kompenzace splatnych

danovych pohledavek proti splatnym danovym zavazkim a pokud se

odlozend dan vztahuje ke stejnému finan¢nimu uradu.
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Gross amounts of recognized

financial assets / liabilities 1236 1745
Gross amounts of recognized

financial liabilities / assets set off (499) (499)
in the balance sheet

Net amounts of financial assets /

liabilities presented in the balance 737 1246
sheet

Net amount 737 1246

12. OTHER TAX LIABILITIES

VAT 151 n3
Excise tax 4084 4195
Other taxes 16 22
Total 4251 4330

13. 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.



Kompenzované ¢astky jsou nasledujici:

(v milionech K¢)
Odlozend danova pohleddvka
OdlozZeny danovy zdvazek

Odlozeny cisty darovy zdavazek

OdloZena daiiova pohledavka

- Odlozena danovd pohledavka
s oCekdvanou realizaci do 12 mésicl

- Odlozena danova pohleddvka
s oc¢ekdvanou realizaci za vice nez
12 mésicl

OdloZena daiiova pohledavka celkem

OdlozZeny dafovy zdvazek

- Odlozeny danovy zavazek, ktery ma
byt vyrovnan za vice nez 12 mésicd

OdlozZeny dariovy zavazek celkem

31.12. 2018
61

-291

-230

55

61

-291

-291

31.12. 2017

Brutto pohyb na G¢tu odlozené dané z prijmU je nasledujici:

(v milionech K¢)
K 1.1. - Odlozeny Cisty danovy zavazek
Zauctovani do zisku nebo ztraty

K 31.12. - OdloZeny ¢isty dafovy
zdvazek

2018
-205
25

-230

57
-262
-205

51

57

-262

-262

2017
-173

-205

Zmény odlozenych danovych pohledavek a zavazkd (pred kompenzaci

zUstatk() v daném obdobi byly nasledujici:

OdlozZeny daiiovy zavazek

Zrychlené dafiové

The offset amounts are as follows:

(in CZK million) December 31, 2018
Deferred tax assets 61
Deferred tax liabilities (291)
Deferred tax liability net (230)
Deferred tax assets
- Deferred tax assets to be recovered 55
within 12 months
- Deferred tax assets
to be recovered after more 6
than 12 months
Total deferred tax assets 61
Deferred tax liabilities
- Deferred tax liabilities to be 291)
recovered after more than 12 months
Total deferred tax liabilities (291)

December 31, 2017
57

(262)

(205)

51

57

(262)

(262)

The gross movement in the deferred income tax is as follows:

(in CZK million) 2018
January 1- Deferred tax liability net (205)
Charge to profit or loss (25)
December 31 - Deferred tax (230)

liability net

2017
173)
(32)

(205)

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, 2017
Charge to profit or loss
As at December 31, 2017
Charge to profit or loss

As at December 31, 2018

(v milionech K¢) odpisy
K1.1.2017 -245
Zauctovani do zisku nebo ztraty -17
K 31.12. 2017 -262
Zauctovani do zisku nebo ztraty -29
K 31.12. 2018 =291
Snizeni

OdloZena daiiova pohledavka hodnoty  Uhrady

(v milionech K¢) zasob akciemi Ostatni Celkem
K1.1.2017 27 8 37 72
Zauctovani do zisku nebo ztraty 0 -1 -14 -15
K 31.12. 2017 27 7 23 57
Zauctovani do zisku nebo ztraty 0 0 4 4
K 31.12. 2018 27 7 27 61

S Gcinnosti od 1. 1. 2010 plati sazba 19 % pro stanoveni splatné

i odlozené dané.

Provisions Share
Deferred tax assets for based
(in CZK million) inventories payments
As at January 1, 2017 27 8
Credit / (charge) to profit or loss - m
As at December 31, 2017 27 7
Credit / (charge) to profit or loss - -
As at December 31, 2018 27 7

Accelerated tax
depreciation

(245)

an

(262)

29)

(291)

Other Total
37 72
4) (15)
23 57
4 4
27 61

Effective from January 1, 2010, the rate of 19% is used for calculation

of corporate income tax and deferred tax.



(v milionech K¢)
Aktivace

Spotieba materialu, energie
a prodané zbozi

Sluzby
Licen¢éni poplatky

Naklady na zaméstnance
a zaméstnanecké pozitky

Odpisy, amortizace a snizeni
hodnoty

Ostatni

Néklady na prodané zbozi,
odbytové a administrativni naklady

(v milionech K¢)

Mzdové naklady vcéetné nakladi
souvisejicich s ukonc¢enim
pracovniho poméru ve vysi

34 miliond K¢ (2017: 19 milionl K¢&)

Naklady na socidlni zabezpeceni
a zdravotni pojisténi

Penzijni naklady - plany
definovanych pFispévku

Uhrady vézané na akcie
Ostatni socidlni naklady

Celkem

K 31.12. 2018 méla Spolecnost 1218 zaméstnancd (2017: 1 226).

2018
-1

3370

2110
708

1067

801

79

8134

2018

773

95

158

36
1067

2017

3742

1244
705

974

671

76

7409

2017

696

87

145

37
974

Na zédkladé zdkona Spole¢nost odvadi pfispévky na socialni a dichodové

zabezpeceni, zdravotni pojisténi a pFispévek na statni politiku

zaméstnanosti. Prispévky za rok 2018 ¢inily pramérné 33% (2017: 34 %)
z objemu hrubych mezd. Spole¢nost neni povinna platit dalsi prispévky

nad ramec zakonnych odvodu.

Spole¢nost déle poskytuje svym zaméstnancim doplnkové penzijni

pripojisténi formou prispévki nezavislym penzijnim fondlm na zakladé

schvdleného penzijniho planu Spole¢nosti.

Principy zaméstnanosti a odménovani jsou reSeny kolektivni smlouvou.

Pfi kolektivnim vyjednavani probiha kontrola dodrZzovani pracovné

pravnich predpist ve Spole¢nosti.

(in CZK million)
Own work capitalized

Raw materials, consumables used
and merchandise sold

Services
Royalties
Employee benefits expense

Depreciation, amortization and
impairment

Other

Costs of goods sold, distribution
and administrative expenses

(in CZK million)

Wages and salaries,
including termination
benefits of CZK 34 million
(2017: CZK 19 million)

Social security and health insurance

Pension costs - defined
contribution plans

Share-based payments
Other employee related costs

Total

2018
Q)

3370

2110
708
1067

801
79

8134

2018

773

95

158

36
1067

2017
(©))

3742

1244
705
974

671

76

7 409

2017

696

87

145

37
974

As at December 31, 2018, the number of employees was 1218 (2017:1226).

The Company is legally required to make contributions to government
health, pension and unemployment schemes. During 2018, the Company
paid contributions at an average rate of 33% of gross salaries (2017: 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 defined

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. 2018 vedeni Spole¢nosti neidentifikovalo zadné plany tykajici
se organizacni restrukturalizace. K 31.12. 2017 vedeni Spolec¢nosti
neidentifikovalo zadné plany tykajici se organizacni restrukturalizace.

K 31.12. 2018 Spolecnost vytvofila rezervu na odménu pfi pracovnich

a zivotnich vyrocich a na odménu pti odchodu do dlichodu ve vysi

15 miliont K¢ (2017: 14 miliond KE). Narok na tyto odmény vyplyva z platné
kolektivni smlouvy.

17. TRZBY

16. PROVISIONS FOR CURRENT LIABILITIES

As at December 31, 2018 Management of the Company did not identify any
plans related to the organizational restructuring. As at December 31, 2017
did not identify any plans related to the organizational restructuring.

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 15 million as at December 31, 2018
(2017: CZK 14 million).

17. REVENUES

Prodej zbozi 10 356 8766 Sales of merchandise 10 356 8766
Prodej sluzeb 2415 2908 Sales of services 2415 2908
Celkem 12771 1674 Total 12771 1674

Analyza trzeb podle okamziku vykazani:

Revenue analysis by timing of revenue recognition:

Trzby vykdzané v okamziku dodanfi 10 356 neni aplikovatelné Sales reported at time of shipment 10 356 not applicable
Trzby vykédzané v priibéhu ¢asu 2415 neni aplikovatelné Revenues reported over time 2415 not applicable
Celkem 12771  neni aplikovatelné Total 12771 not applicable

Spole¢nost klasifikuje trzby podle okamziku vykazani podle IFRS 15
od roku 2018.

18. OSTATNi PROVOZNI VYNOSY

The company classifies revenues by timing of revenue recognition
according to IFRS 15 as of 2018.

18. OTHER OPERATING INCOME

Kurzové zisky 82 123 Foreign exchange rate gains 82 123
Zisk z prodeje pozemk, budov 3 7 Gains on sale of PP&E 3 7
a zarizeni .
Other income 1 40
Ostatni vy 1 40
StEnivynosy Total 86 170
Celkem 86 170

19. OSTATNi PROVOZNi NAKLADY

Kurzové ztraty 80 90
Bankovni poplatky 12 21
Ostatni ndklady 12 1
Celkem 104 n2

19. OTHER OPERATING EXPENSE

Foreign exchange rate losses 80 90
Bank charges 12 21
Other expense 12 1
Total 104 12
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20. CISTE ZISKY A ZTRATY
Z FINANCNICH NASTROJU

Kurzové zisky 18 4 60 82
Urokovy prijem 0 29 0 29
Kurzové ztraty -17 -5 -58 -80
Urokovy néklad 0 -18 0 -18
Cisté zisky (+) 1 10 2 13
Kurzové zisky 5 5 n3 123
Kurzové ztraty -33 -6 -51 -90
Urokovy naklad 0 -1 0 -1
Cisté zisky (+)/ztréty (-) -28 -12 62 22

Splatna dan -891 -805
Odlozena dan (viz bod 13) -25 -32
Celkem -916 -837

Sazba dané z pfijmu pro rok 2018 a 2017 byla zdkonem stanovena
ve vysi19%.

Dan ze zisku Spole¢nosti pfed zdanénim se lisi od teoretické ¢astky, ktera
by vznikla pouzitim prislusnych dafovych sazeb na zisky Spole¢nosti,

—
o
EN
Fay
IS

Ucetni zisk pred zdanénim 4692 4368
Platna sazba dané z pfijmu 19% 19%
Teoreticka dafi z tcetniho zisku -891 .830
pred zdanénim

N?klady neodpoditatelné pro danové 34 22
ucely

PFijmy nepodléhajici dani 12 n
Ostatni =% 4
Daii z pFijmii celkem -916 -837
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20. NET PROFITS AND LOSSES FROM
FINANCIAL INSTRUMENTS

Foreign exchange

) 18 4 60 82
gain
Interest income - 29 - 29
Foreign exchange
losses an ® (58) 80)
Interest expense - 18) - 18)
Net gain 1 10 2 13

Foreign exchange

B 5 5 n3 123
gain
Foreign exchange
losses (33 (@) (51 (90)
Interest expense - an _ an
Net gain / (loss) (28) 12) 62 22

21. INCOME TAX EXPENSE

Current tax (891) (805)
Deferred tax (see Note 13) (25) (32)
Total (916) (837)

The statutory income tax rate for the 2018 and 2017 assessment periods
was stipulated by the law in 19%.

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:

Profit before tax 4692 4368
Applicable tax rate 19% 19%
Tax calculated at local tax rate

applicable to profit before tax (E2D) (830)
Expenses not deductible for tax G4 22)
purposes

Income not subject to tax 12 n
Other 3) 4
Tax charge (916) (837)




Zakladni a zfedény ukazatel zisku na akcii je vypocteny jako podil
zisku pfipadajiciho na osoby drzici vlastni kapitdl Spole¢nosti k poc¢tu
kmenovych akcii v obéhu béhem roku.

2018 2017
Zisk _p_ripadaj|cl akcionarim 3777 353
(v milionech K¢)
PocleF z?kcu v cibehu za dané obdobi 2745 2745
(v tisicich kust)
Zisk na akcii v K¢ 1376 1286

Valna hromada akcionaft Spole¢nosti schvalila v dubnu 2018 vyplatu
dividend ve vysi 2 965 miliond K¢ (1 080 K¢ na akcii) a v dubnu 2017
vyplatu dividend ve vysi 2 745 miliont K¢ (1 000 K¢ na akcii).

O tom, zda a v jaké vysi bude vyplacena dividenda za ucetni obdobi 2018,
rozhodnou akcionafi na fadné valné hromadé, kterd se kona dne 26. 4. 2019.

Spole¢nost neni Uc¢astna zadnych soudnich, spravnich nebo rozhodcich
fizeni, ktera by méla nebo mohla mit vyznamny vliv na finan¢ni situaci
Spolec¢nosti.

Finan¢ni ufad proved! danové kontroly vSech zdarnovacich obdobi az

do roku 2008 v¢etné. Finan¢ni Grady mohou provést danovou kontrolu
do tfi let od konce pfislusného zdanovaciho obdobi a mohou doméfit
danovou povinnost a prislusné pendle. Vedeni Spole¢nosti si neni védomo
zadnych skutec¢nosti, které by v tomto ohledu mohly vést k dodatecnému
vyznamnému danovému zdvazku Spolecnosti.

Zavazky z operativniho leasingu

Spolecnost si na zdkladé nezrusitelnych smluv o operativnim leasingu
pronajima kancelare a sklady. Jednotlivé smlouvy maji riizné podminky,
dolozky o navyseni a prdva na prodlouzeni smlouvy.

Spolecnost si také pronajima sklady a vypocetni techniku na zakladé
zrusitelnych smluv o operativnim leasingu. V pfipadé, Ze chce Spole¢nost
smlouvu ukoncit, musi podat tfi az dvandctimési¢ni vypovéd. Najemné

z titulu operativniho leasingu zauctované do zisku nebo ztraty v priibéhu
roku je uvedeno v bodé 4.

Souhrn budoucich minimalnich plateb z titulu operativnich leasingd
je nasledujici:

(v milionech K¢) 31.12. 2018 31.12. 2017
Do 1roku 82 12
Taz5let 214 138
Nad 5 let 23 0
Celkem 319 250

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.

2018 2017
Income attributable to shareholders
(in CZK million) 8770 3531
Number of ordinary shares in issue 2745 2745
(in thousands)
Basic earnings per share in CZK 1376 1286

The dividends approved by the Annual General Meeting in April 2018
and April 2017 were CZK 2 965 million (CZK 1080 per share) and
CZK 2 745 million (CZK 1000 per share), respectively.

Disbursement of dividends from the 2018 results will be decided
at the Annual General Meeting scheduled for April 26, 2019.

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.

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 operating leases
are as follows:

(in CZK million) December 31,2018 December 31, 2017
No later than 1year 82 12
Later than 1year and not later than 214 138
5 years

Later than 5 years 23 -

Total 319 250



Spfiznénymi stranami se rozumi Matefska spolecnost, Dcefina spole¢nost The Company considers Parent company, Subsidiary and other companies

a ostatni spole¢nosti skupiny PMI (,,Ostatni spfiznéné strany”), ¢lenové of the PMI group of companies (“Other related parties”), members of its
predstavenstva Spole¢nosti, ¢lenové dozorci rady Spole¢nosti a osoby Board of Directors, Supervisory Board and parties close to such members
blizké témto clendim. of management to be related parties.
Mezi spriznénymi stranami byly uskutecnény nasledujici transakce: The following transactions were carried out with related parties:
(v milionech K¢) 2018 2017 (in CZK million) 2018 2017
Prodej zbozi Sales of merchandise
Dcefina spole¢nost 2371 2368 Subsidiary 2371 2368
Prodej pozemkd, budov a zafizeni Sales of PP&E
Ostatni spfiznéné strany 31 81 Other related parties 31 81
Prodej materidlu Sales of materials
Ostatni spfiznéné strany 2 3 Other related parties 2 3
Prodej sluzeb Sales of services
Dcefind spole¢nost 74 61 Subsidiary 74 61
Ostatni spfiznéné strany 2341 2847 Other related parties 2341 2847
Prefakturace Recharges
Dcefina spole¢nost 2 1 Subsidiary 2 1
Ostatni spfiznéné strany 24 45 Other related parties 24 45
PFijmy z uroka Interest received
Ostatni spfiznéné strany 26 0 Other related parties 26 -
Celkem 4 871 5406 Total 4 871 5406
(v milionech K¢) 2018 2017 (in CZK million) 2018 2017
Nédkup zbozi a materidlu Purchases of merchandise and
L . materials
Dcefind spole¢nost 16 0
e Subsidiary 16 -
Ostatni spfiznéné strany 3310 3149
| R o Other related parties 3310 3149
Nédkup pozemkd, budov, zarizeni
a nehmotnych aktiv Purchases of PP&E and intangible
p e assets
Ostatni spfiznéné strany 195 223
| N Other related parties 195 223
Nakup sluzeb
. . Purchases of services
Dcefina spole¢nost 3 1
L. Subsidiary 3 1
Ostatni spfiznéné strany 641 426
L 3 Other related parties 641 426
Licencni poplatky placené
Royalties paid
Ostatni spfiznéné strany 708 705 4 P
Other related parties 708 705
Celkem 4873 4504

Total 4873 4504



V roce 2018 Spole¢nost prijala dividendy od Philip Morris Slovakia s.r.0.
ve vysi 63 miliond K¢ (2017: 56 milion( K¢).

Dividendy vyplacené spole¢nosti Philip Morris Holland Holdings B.V.
v roce 2018 Cinily 2 300 miliond K¢ (2017: 2130 miliond K&).

Kromé vyplacenych dividend Spole¢nost neméla v pribéhu predchozich
dvou let Zadné jiné transakce s Matefskou spolec¢nosti.

(v milionech K¢) 31.12. 2018 31.12. 2017
Pohledévky za spriznénymi stranami

Dcefina spole¢nost 187 207

Ostatni spfiznéné strany 718 106
Celkem 905 313
Zavazky vaci spriznénym stranam

Ostatni spfiznéné strany n7 451
Pdjcky poskytnuté

Ostatni spfiznéné strany 3442 894

Pajcky spriznénym strandm zahrnuji Grocené kratkodobé pljcky

splatné na pozadani (cash pool) ve vysi 3 442 miliond K¢ poskytnuté
spole¢nosti Philip Morris Finance S.A. (2017: 894 miliond K¢). Vsechny
kratkodobé pljcky jsou v samostatném vykazu financni pozice Spole¢nosti
k 31.12. 2018 a 31.12. 2017 vykazany jako soucast penéznich prostiedkd

a penéznich ekvivalent(.

Bézna vyse Urokové miry z kratkodobé pujcky je stanovena jako tydenni
PRIBOR plus/minus marze odpovidajici trznim podminkam u pdjéek

s obdobnou délkou vkladu a likviditou, bézna vyse urokové miry

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 pljcek s obdobnou délkou
vkladu a likviditou.

Skutecnd vyse Urokové miry zavisi na aktudlni situaci na penéznim trhu
a druhu plj¢ky. Praimérna vyse efektivni irokové miry z kratkodobych
pujcek v roce 2018 ¢ini 0,62 % p.a. (2017: 0,015% p.a.).

Dividends received from Philip Morris Slovakia s.r.o. in 2018 amounted to
CZK 63 million (2017: CZK 56 million).

In 2018 Company paid to Philip Morris Holland Holdings B.V. the total
amount of CZK 2 300 million (2017: CZK 2 130 million).

Except for dividends there were no other transactions with the Parent
company during the last two years.

(in CZK million) December 31,2018 December 31, 2017
Receivables from related parties

Subsidiary 187 207

Other related parties 718 106
Total 905 313
Payables to related parties

Other related parties n7 451
Loans and deposits

Other related parties 3442 894

Loans and deposits with related parties include interest-bearing
on-demand deposits (cash pool) of CZK 3 442 million with

Philip Morris Finance S.A. (2017: CZK 894 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, 2018 and

as at December 31, 2017.

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 2018 was 0.62% p.a. (2017: 0.015% p.a.).



Odmeény klicovych ¢lenl vedeni zahrnuji odmeény ¢lenl predstavenstva
a dozorci rady za vykon funkce dle smlouvy o vykonu funkce ¢lena
predstavenstva, respektive dozorci 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 pfijma,
jako jsou pouzivani firemniho automobilu, prispévky na zavodni stravovani
a prispévky na penzijni pfipojisténi, zivotni a Urazové pojisténi a pozitky
spojené s ukonéenim pracovniho poméru, jak je uvedeno nize. Soucasti
nepenéznich ptijmu ¢lend predstavenstva, respektive dozordi rady,

ktefi jsou zaméstnanci spole¢nosti Philip Morris Services S.A. nebo jiné
spolecnosti skupiny PMI, je navic Uhrada ndjemného a Skolného.

Pozitky spojené s ukoncenim pracovniho poméru ¢lend vedeni
zaméstnanych Spolecnosti, kterym byla ddna vypovéd z organizacnich
nebo zdravotnich dlvod( podle § 52 pism. a) az ) Zakoniku prace

nebo s kterymi byl rozvazan pracovni pomér dohodou z tychz divodd,
zahrnuji odstupné dle Redukéniho programu, jenz je specifikovan

v kolektivni smlouvé. Pozitky spojené s ukonéenim pracovniho poméru
¢lenll vedeni zaméstnanych spole¢nostmi skupiny PMI jsou vyplaceny

v souladu s pracovni smlouvou uzavienou s domovskym zaméstnavatelem
a zavaznymi PMI pravidly a postupy pro mezindrodni pracovni pobyt.

(v milionech K¢) 2018 2017
Mzdy a ostatni kratkodobé pozitky 31 39
Uhrady vazané na akcie 6 10
Nepenézni pfijmy 9 8
Celkem 46 57

V roce 2018 a 2017 nebyly vykdzany zadné pozitky spojené s ukonéenim
pracovniho poméru ¢lenl predstavenstva a dozor¢i rady.

Funkéni obdobi ¢lenll predstavenstva a dozorci rady je tti roky.

Clenové dozor¢i rady nevlastnili k 31.12. 2018 ani k 31.12. 2017 zadné
akcie Philip Morris CR a.s. Zadna osoba s Fidici pravomoci, definovanou

v §2 odst. 1 pism. b) zdkona ¢. 256/2004 Sb., o podnikani na kapitalovém
trhu, v platném znéni nevlastnila akcie Philip Morris CR a.s. k 31.12. 2018.
Jedna osoba s fidici pravomoci, definovanou v §2 odst. 1 pism. b) zdkona
¢. 256/2004 Sb., o podnikani na kapitalovém trhu, v platném znéni
vlastnila 1akcii Philip Morris CR a.s. k 31.12. 2017.

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) 2018 2017
Salaries, other short-term employee

) 31 39
benefits
Share-based payments 6 10
Income in-kind 9 8
Total 46 57

There was no termination benefit for Board of Directors and Supervisory
Board members recognized in 2018 and 2017.

The term of office for Board of Directors and Supervisory Board members
is three years.

Members of the Supervisory Board did not own any shares of Philip
Morris CR a.s. at December 31, 2018 and at December 31, 2017. No other
persons with executive powers as defined by Section 2 par. 1letter b)

of Act No. 256/2004 Coll. on Capital Market Undertakings, as amended,
owned any shares of Philip Morris CR a.s. either at December 31, 2018.
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 1share of Philip Morris CR a.s. as at December 31, 2017.



Smluvnimi a jinymi budoucimi zdvazky vyplyvajicimi z transakci se
spfiznénymi stranami, které nejsou vykdzany v samostatnych ucetnich
vykazech, se rozumi zdvazky k budouci sméné zdroju dle zavaznych smluv.

K 31.12. 2018 Spole¢nost neméla vyznamné smluvni ani jiné budouci
zavazky vyplyvajici z transakci se spfiznénymi stranami, kromé budoucich
zavazk( z titulu nakupu sluzeb v souhrnné odhadované hodnoté

264 miliond K¢ (hodnota budoucich zavazkl k 31.12. 2017: 169 miliond K¢).

Spole¢nost v minulosti uzaviela nékolik zadvaznych smluv o ndkupu sluzeb,
u kterych jesté nebylo vyporadéno povinné plnéni. Tyto smlouvy maji
vétsinou dvou az Sestimési¢ni vypovédni Ihitu. Celkova odhadovana
hodnota vyporddani sluzeb dle téchto zdvaznych smluv je zverejnéna vyse.

Dle smluv s vlastniky ochrannych zndmek, Philip Morris Global Brands Inc.,
Philip Morris Products S.A. a CTPM International S.A., musi Spole¢nost
platit licen¢ni poplatky za tabakové produkty prodané v Ceské

a Slovenskeé republice. Za rok 2018 dosahly naklady za licen¢ni poplatky
vysi 708 milionl K¢ (2017: 705 milionl K¢). Tyto smlouvy jsou uzavieny

na dobu neurcitou a mohou byt vypovézeny kteroukoliv ze smluvnich
stran. V roce 2019 ocekava vedeni Spolec¢nosti naklady za licen¢ni poplatky
v priblizné stejné vysi jako v roce 2018.

Po rozvahovém dni nedoslo k Zzadnym udalostem, které by mély vyznamny
dopad na samostatnou Ucetni zavérku k 31.12. 2018.

Schvdleni tucetni zavérky

Samostatnd ucetni zdvérka byla schvélena ke zvefejnéni predstavenstvem
a byla z jeho povéreni podepsdna. Samostatnad ucetni zdvérka je
schvalovana akcionafi na valné hromadé. Do této doby miize byt
samostatnd ucetni zdvérka pozménéna.

V Kutné Hore dne 25. bfezna 2019
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Arpéad Konye
predseda predstavenstva

Petr Sedivec
¢len predstavenstva

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, 2018, 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 264 million (commitment
value as at December 31, 2017: CZK 169 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 2018, the Company

incurred under these agreements royalties expense of CZK 708 million
(2017: CZK 705 million). These agreements shall continue indefinitely until
terminated by either party. Management expects the royalty expense

in 2019 to be at approximately similar level as in 2018.

No subsequent events have occurred after the balance sheet date that
would have a material impact on these separate financial statements
at December 31, 2018.

Authorization of the financial statements

The separate financial statements were authorized 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 25, 2019

T

Arpad Kénye
Chairman of the Board of Directors

Petr Sedivec
Member of the Board of Directors



Nasledujici dopliujici informace vztahujici se k Ucetnimu obdobi roku
2018 jsou poskytovany dle § 82 zékona ¢. 90/2012 Sb., o obchodnich
spole¢nostech a druzstvech, (zdkon o obchodnich korporacich).

Philip Morris CR a.s.
Philip Morris Holland Holdings B.V.

Ovladana osoba:
Ovladajici osoby:

Osoby ovladané stejnou ovladajici osobou (dale jen ,spoluoviddané
osoby*): spole¢nosti pfimo ¢i neptimo ovlddané spolecnosti Philip Morris
Holland Holdings B.V., jakoz i spole¢nosti Philip Morris International Inc.,
kterd je konecnou ovladajici spole¢nosti Skupiny (,,skupina PMI®).

Philip Morris CR a.s. je ovladana spole&nosti Philip Morris Holland
Holdings B.V. (vlastnici 77,6 % akcii), ktera je ovladana spolecnosti Philip
Morris Brands Sarl (vlastnici 100 % akcii), kterd je ovladana spole¢nosti
Philip Morris Global Brands Inc. (vlastnici 100 % akcii), kterd je ovladana
spolec¢nosti Philip Morris International Inc. (vlastnici 100 % akcif).

Spole¢nost Philip Morris CR a.s. je pfednim vyrobcem a prodejcem
tabakovych vyrobkl a rovnéz distributorem bezdymnych tabakovych
vyrobkd HEETS, zafizeni IQOS v Ceské republice a prostfednictvim 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 prodeji tabakovych vyrobkl domacich znacek, jakoz i dalSich znacek

z portfolia skupiny PMI, které jsou prodavany tretim osobam v Ceské
republice, Slovenské republice nebo ostatnim spole¢nostem nélezicim
do skupiny PMI.

Spolec¢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 soucdst skupiny oviaddané
(Fizené) na nejvyssi Urovni spole¢nosti Philip Morris International Inc.
postupuje Philip Morris CR a.s. ve svych aktivitdch v souladu s globalné
vytvarenymi a zamérenymi podnikatelskymi, finanénimi, investi¢nimi,
popf. dalsimi plany skupiny PMI. Pokud jde o rozhodovani o kaZzdodennich
¢innostech a podnikani Philip Morris CR a.s. (napf. rozpocty,

marketing, personalni politika atd.), tyto spadaji do autonomni oblasti
Philip Morris CR a.s., samoziejmé s ohledem na globalni politiku

ve skupiné PMI. Zadna koncernova smlouva, smlouva o spole¢ném podniku
(joint-venture), smlouva o vykonu hlasovacich prav ¢i jind podobna
smlouva, kterd by se dotykala Philip Morris CR a.s., uzavfena nebyla.

The following additional disclosures are provided for the 2018 accounting
period in accordance with Section 82 of Act No. 90/2012 Coll.,
on Corporations and Cooperatives (the “Business Corporation Act”).

Philip Morris CR a.s.
Philip Morris Holland Holdings B.V.

Controlled Entity:
Controlling Entities:

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).

Philip Morris CR a.s. is the leading manufacturer and seller of tobacco
products and is also a distributor of smoke-free tobacco products HEETS,
/QOS devices and related accessories in the Czech Republic, and is also
active in the Slovak Republic by means of its 99% share in Philip Morris
Slovakia s.r.0. 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.

Philip Morris Holland Holdings B.V. participates in the management

of Philip Morris CR a.s. through its shareholding rights, especially

by 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 CR a.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.



B&hem rozhodného obdobi uéinila spole¢nost Philip Morris CR a.s.

na popud ovlddajici osoby nebo ji ovlddanych osob nize uvedend pravni
jedndni a ostatni opatfeni, kterd se tykala majetku presahujiciho 10 %
vlastniho kapitélu spole&nosti Philip Morris CR a.s. pfedstavuijici ¢astku
ve vys$i 976 milion( K¢ zjisténého podle posledni Uc¢etni uzavérky:

* poskytnuti vyrobnich sluzeb spole¢nosti Philip Morris International
Management S.A. v cené ve vysi 2 281 milion( K¢,

* nakup zbozi za Ucelem dalsiho prodeje od spole¢nosti Philip Morris
International Management S.A. v cené ve vysi 2 170 milion( K¢,

* ndkup zbozi za ucelem dalsiho prodeje od spolecnosti Philip Morris
Products S.A. v cené ve vysi 1105 miliond K¢,

¢ prodej zbozi spole¢nosti Philip Morris Slovakia s.r.o. v cené ve vysi
2 371 miliond K¢,

« vyplata dividend spole¢nosti Philip Morris Holland Holdings B.V.
v celkové vysi 2 300 miliond K¢

Kromé vyse uvedeného nebyla v pribéhu tcetniho obdobi v zajmu
nebo na popud ovladajici osoby nebo osob ovladanych stejnou
ovladajici osobou prijata Zadna jind opatfeni, kterd by se tykala majetku
presahujiciho 10 % vlastniho kapitalu spole¢nosti Philip Morris CR a.s.
zjisténého podle posledni ucetni uzavérky.

Spolecnost Smlouva Datum
Prodej zboZi a sluzeb
- . . Smlouva o distribuci -
Philip Morris Slovakia s.r.o. dodatek & 5 1.1.2018
- . . Smlouva o pujcce -
Philip Morris International Inc. dodatek ¢.1 1.8.2018
Nakup zbozi a sluzeb
- . Smlouva o ndkupu
ZAO Philip Morris Izhora a prodeji €. 4507156 5.2.2018
Philip Morris Slovakia s.r.o. Smlouva o ndgjmu 26.3.2018
PMFTC Inc. Smlouva o prodeji stroje 12.7.2018

Ostatni pInéni a protipInéni, uvedend v priloze k samostatné ucetni zavérce
v bodé 26, byla realizovdna na zdkladé smluv uzavrenych v pfedchozich
ucetnich obdobich a vzdjemnych dohod a objednavek, bez uzavieni
pisemnych smluv.

During the relevant period, 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 Philip Morris CR a.s. equity represented

by amount of CZK 976 million reported in the latest Financial Statements
as at 31 December 2018:

 Provision of production services to Philip Morris International
Management S.A. in amount of CZK 2 281 million.

* Purchases of goods for resale from Philip Morris International
Management S.A. in amount of CZK 2 170 million.

* Purchases of goods for resale from Philip Morris Products S.A. in amount
of CZK 1105 million.

 Sale of goods to Philip Morris Slovakia s.r.0. in amount
of CZK 2 371 million.

* Dividend payment to Philip Morris Holland Holdings B.V. in total amount
of CZK 2 300 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 Philip Morris CR a.s. equity
as reported in the last financial statements.

Company Contract Date

Sales of goods and services

Distribution Agreement -

Philip Morris Slovakia s.r.o. Amendment no. 5

January 1, 2018
Loan Agreement -

Philip Morris International Inc. Amendment no. 1

August 1, 2018

Purchase of goods and services

Purchase - Sale Contract

ZAO Philip Morris Izhora no. 4507156

February 5, 2018

Philip Morris Slovakia s.r.o. Equipment Lease Agreement March 26, 2018

Machinery Transfer

PMFTC Inc. Agreement

July 12, 2018

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.



Ovladana osoba méla v roce 2018 transakce s ovladajici osobou a témito
spoluovladanymi osobami

Philip Morris Products S.A. Manufacturing

Intertaba S.p.A

Philip Morris Services S.A.

Philip Morris Polska S.A.

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 Products S.A.

Philip Morris Romania S.R.L.

f6 Cigarettenfabrik GmbH and Co. KG

Philip Morris Korea Inc.

UAB Philip Morris Lietuva

Charles Stewart and Company Ltd.

ZAO Philip Morris Izhora

PMFTC Inc.

Philip Morris International, Inc.

Philip Morris Global Brands Inc.

CTPM International S.A.

PMI Service Center Europe Sp. z.0.0.

Philip Morris International IT Service Center Sarl
Philip Morris International Insurance (Ireland) Limited

Veskeré vyse uvedené spolecnosti jsou na nejvyssi trovni ovladany
spole¢nosti Philip Morris International Inc.

Spole&nosti Philip Morris CR a.s. nevznikla z vy$e uvedenych poskytnutych
plnéni, smluy, ostatnich jednani, jinych opatfeni nebo z jinych prijatych
nebo poskytnutych pinéni (kterd byla uskute¢néna v zajmu nebo na popud
ostatnich osob ze skupiny PMI) Zadna ujma. Transakce uskutecnéné mezi
ovladajici a spoluovladanymi osobami jsou podrobné uvedeny v pfiloze

k samostatné tGcetni zavérce v bodé 26.

Spole&nosti Philip Morris CR a.s. vyplyva z Gcasti ve skupiné PMI
fada vyhod.

Skupina PMI je pfednim svétovym vyrobcem a distributorem s Sirokym
portfoliem zavedenych mezindrodnich znacek cigaret a se silnym
finan¢nim zazemim, z ¢ehoz tézi spole¢nost Philip Morris CR a.s. zejména
pti uzavirani obchod( se svymi obchodnimi partnery a pfi vyjednavani

s bankami a jinymi poskytovateli Gvérd.

Spole¢nosti Philip Morris CR a.s. nevyplyvaji z Gcasti ve skupiné PMI zadné
nevyhody.

Ze vztahQ v rdmci skupiny PMI neplynou pro spole¢nost
Philip Morris CR a.s. 7adna rizika.

The controlled entity carried out transactions with the controlling entity
and the following jointly controlled entities in 2018

Philip Morris Products S.A. Manufacturing

Intertaba S.p.A

Philip Morris Services S.A.

Philip Morris Polska S.A.

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 Products S.A.

Philip Morris Romania S.R.L.

f6 Cigarettenfabrik GmbH and Co. KG

Philip Morris Korea Inc.

UAB Philip Morris Lietuva

Charles Stewart and Company Ltd.

ZAO Philip Morris Izhora

PMFTC Inc.

Philip Morris International, Inc.

Philip Morris Global Brands Inc.

CTPM International S.A.

PMI Service Center Europe Sp. z.0.0.

Philip Morris International IT Service Center Sarl
Philip Morris International Insurance (Ireland) Limited

All the above mentioned companies are ultimately controlled
by Philip Morris International Inc.

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 26.

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
and in the PMI group.

No risks arise to Philip Morris CR a.s. from the relations within
the PMI group.



Spole¢nost Philip Morris CR a.s. nepfijala zadna zvIastni opatreni proti
zneuziti kontroly ze strany hlavniho akciondre - Philip Morris Holland
Holdings B.V. Proti zneuziti kontroly a rozhodujiciho vlivu ovladajici osoby
vyuziva Spole&nost Philip Morris CR a.s. zadkonem dané instrumenty, zejména:

(i) povinnost vypracovat zpravu o vztazich mezi ovladajici osobou
a osobou ovlddanou a mezi ovlddanou osobou a osobami
ovlddanymi stejnou ovladajici osobou;
(ii)  rovné zachazeni se vSemi akcionari ze strany Spolecnosti
Philip Morris CR a.s.;
(iii)  zakaz zneuziti vétsiny hlastl ve Spole¢nosti Philip Morris CR a.s.;
(iv)  povinnost ovladajici osoby nahradit Spole¢nosti zpsobenou Ujmu; a
(v)  ruceni ¢lend statutdrniho organu ovladajici osoby a Spole¢nosti
Philip Morris CR a.s.

V Kutné Hore dne 25. bfezna 2019
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Arpéad Konye
predseda predstavenstva

Petr Sedivec
¢len predstavenstva

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;
(i) 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 Kutnd Hora on March 25, 2019
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Arpad Kénye
Chairman of the Board of Directors

Petr Sedivec
Member of the Board of Directors
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Podle naseho nazoru:

« prilozend konsolidovand Ucetni zavérka podava vérny a poctivy obraz
konsolidované finan¢ni pozice Philip Morris CR a.s., se sidlem Vitézna 1,
Kutna Hora (,,Spole¢nost®) a jeji dcefiné spole¢nosti (dohromady
,Skupina®) k 31. prosinci 2018, jeji konsolidované finan¢ni vykonnosti
a jejich konsolidovanych penéznich tokd za rok koncici 31. prosince 2018
v souladu s Mezindrodnimi standardy ucetniho vykaznictvi ve znéni
pfijatém Evropskou unii (,EU*).

* prilozend samostatna Ucetni zavérka podava vérny a poctivy obraz
financ¢ni pozice samotné Spolecnosti k 31. prosinci 2018, jeji financni
vykonnosti a jejich penéznich tokd za rok koncici 31. prosince 2018
v souladu s Mezindrodnimi standardy ucetniho vykaznictvi ve znéni
pfijatém EU.

Predmét auditu
Konsolidovana ucetni zavérka Skupiny se sklada z:
« konsolidované vykazu finan¢ni pozice k 31. prosinci 2018,
* konsolidovaného vykazu Uplného vysledku za rok koncici
31. prosince 2018,
« konsolidovaného vykazu zmén vlastniho kapitalu za rok koncici
31. prosince 2018,
« konsolidovaného vykazu penéznich tokd za rok koncici 31. prosince 2018,
« prilohy konsolidované ucetni zavérky, kterd obsahuje podstatné tGcetni
metody a dalsi vysvétlujici informace.

Samostatnd ucetni zdvérka Spolec¢nosti se sklada z:

« vykazu finanéni pozice k 31. prosinci 2018,

« vykazu uplného vysledku za rok koncici 31. prosince 2018,

« vykazu zmén vlastniho kapitélu za rok koncici 31. prosince 2018,

« vykazu penéznich toku za rok koncici 31. prosince 2018,

« prilohy samostatné ucetni zavérky, kterd obsahuje podstatné ucetni
metody a dalsi vysvétlujici informace.

Audit jsme provedli v souladu se zédkonem o auditorech, natizenim
Evropského parlamentu a Rady (EU) ¢. 537/2014 (,,nafizeni EU*)

a auditorskymi standardy Komory auditord Ceské republiky, kterymi
jsou Mezinarodni standardy auditu (ISA), pfipadné doplnéné a upravené
souvisejicimi aplikacnimi dolozkami. Nase odpovédnost stanovend
témito predpisy je podrobnéji popsana v oddilu Odpovédnost auditora
za audit ucetnich zavérek. Domnivame se, ze dlikazni informace, které
jsme shromazdili, poskytuji dostate¢ny a vhodny zaklad pro vyjadreni
naseho vyroku.

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 its registered office at Vitéznd 1, Kutnd Hora (“the Company”) and
its subsidiary (together “the Group”) as at 31 December 2018, 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.

* The accompanying separate financial statements give a true and
fair view of the financial position of the Company standing alone
as at 31 December 2018, of 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 2018;
* 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 cash flow statement for the year then ended; and
* The notes to the consolidated financial statements, which include
significant accounting policies and other explanatory information.

The Company’s separate financial statements comprise:

* The separate statement of financial position as at 31 December 2018;

* 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 cash flow statement for the year then ended; and

* The notes to the separate financial statements, which include significant
accounting policies and other explanatory information.

We conducted our audit in accordance with the Act on Auditors,
Regulation (EU) No. 537/2014 of the European Parliament and

of the Council (“the EU Regulation”) and Standards on Auditing

of the Chamber of Auditors of the Czech Republic. These standards consist
of International Standards 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.

PricewaterhouseCoopers Audit, s.r.o., se sidlem Hvézdova 1734/2c, 140 00 Praha 4, IC: 40765521, zapsand v obchodnim rejstiku vedeném Méstskym soudem v Praze, oddil C, viozka 3637

a v seznamu auditorskych spole¢nosti u Komory auditorti Ceské republiky pod evidenénim &islem 021.



Nezavislost

V souladu se zdkonem o auditorech, s nafizenim EU a s Etickym
kodexem pro auditory a ucetni znalce, vydanym Radou pro mezinarodni
etické standardy Ucetnich (IESBA) a pfijatym Komorou auditord Ceské
republiky, jsme na Skupiné a Spolecnosti nezavisli, neposkytli jsme zadné
nepfipustné neauditorské sluzby a splnili jsme i dalsi etické povinnosti
vyplyvajici z uvedenych predpist.

Hladina vyznamnosti

¢ Celkova hladina vyznamnosti pro
konsolidovanou ucetni zavérku Skupiny
a samostatnou Ucetni zavérku Spole¢nosti:
380 miliond K¢, coz predstavuje 8 % zisku
pred zdanénim Skupiny i Spole¢nosti.

Hladina
vyznamnosti

Stanoveni
rozsahu auditu
Skupiny

Stanoveni rozsahu auditu Skupiny

¢ Obé ucetni jednotky Skupiny byly
predmétem auditu spole¢nostmi patricimi
do sité PwC.

» Nase auditni prace pokryla 100 % vynosl Hlavni
Skupiny a Spolec¢nosti a 98 % zisku pred Zzélezitosti
auditu

zdanénim Skupiny a 100 % zisku pfed
zdanénim Spolec¢nosti.

Hlavni zdlezZitosti auditu

« PfiméFenost/vhodnost vykazani vynosl a zvefejnéni z titulu prvotniho
pouziti standardu IFRS 15 Vynosy ze smluv se zakazniky

« Riziko nespravnosti nebo zkresleni ve vykazovani vynosl z prodeje
produktd se snizenym rizikem (dale jen ,RRP“)

Pfi planovani auditu jsme si stanovili hladinu vyznamnosti a vyhodnotili
rizika vyskytu vyznamné nesprdvnosti v konsolidované a samostatné
ucetni zavérce (dohromady ,ucetni zavérky“). Konkrétné jsme urcili
oblasti, ve kterych vedeni uplatnilo svij Usudek, napf. v pfipadé
vyznamnych Gcéetnich odhadd, které zahrnuji stanoveni pfedpokladt

a posouzeni budoucich skute¢nosti, které jsou z podstaty nejisté. Zamérili
jsme se také na rizika obchdzeni vnitfnich kontrol vedenim, a to véetné
vyhodnoceni toho, zda nebyla zjisténa predpojatost, jez by vytvarela riziko
vyskytu vyznamné nespravnosti z ddvodu podvodu.

Rozsah naseho auditu byl ovlivnén pouzitou hladinou vyznamnosti. Audit
je planovan tak, abychom ziskali pfimérenou jistotu, Ze ucetni zavérky
neobsahuji vyznamnou nespravnost zplsobenou podvodem nebo
chybou. Nespravnosti jsou povazovany za vyznamné, pokud Ize realné
predpoklddat, Ze by jednotlivé nebo v souhrnu mohly ovlivnit ekonomicka
rozhodnuti, kterd uzivatelé Gcetnich zavérek na jejich zakladé pfijmou.

.
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Independence

We are independent of the Group and Company in accordance with

the Act on Auditors, EU Regulation and Code of Ethics for Professional
Accountants issued by the International Ethics Standards Board for
Accountants (IESBA) and accepted by the Chamber of Auditors

of the Czech Republic, and we have not provided any prohibited non-audit
services and we fulfilled our other ethical responsibilities in accordance
with these regulations.

Materiality
* Overall materiality for both the consolidated
financial statements of the Group
and the separate financial statements
of the Company: CZK 380 million,
which represents 8% of the Group’s
and the Company’s profit before tax.

Materiality

Group
scoping

Group scoping

* Both companies of the Group were subject
to a full scope audit of PwC network firms.

* Our audit work addressed 100%
of the Group’s and the Company’s
revenues and 98% of the Group’s and 100%
of the Company’s profit for the year.

Key
audit
matters

Key audit matters

* Appropriateness of revenue recognition and disclosures of the initial
application of IFRS 15, Revenue from Contracts with Customers

 Risk of inaccuracy or bias in revenue recognition related to the sale
of Reduced-Risk Product (“RRP”)

As part of designing our audit, we determined materiality and assessed
the risks of material misstatement in the consolidated and separate
financial statements (together “the 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. 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.

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 urcité kvantitativni
hladiny vyznamnosti, véetné celkovych hladin vyznamnosti vztahujicich
se ke kazdé Gcetni zavérce jako celku (viz tabulku nize). Na jejich zakladé
jsme, spolecné s kvalitativnim posouzenim, urcili rozsah naseho auditu,
véetné povahy, nacasovani a rozsahu auditnich postupd, a vyhodnotili
dopad zjisténych neprdvnosti individudiné i v souhrnu na kazdou

ucetni zavérku.

Celkova hladina vyznamnosti 380 miliond K¢

pro Skupinu

Celkova hladina vyznamnosti 380 miliond K¢

pro samotnou Spolecnost

8% z konsolidovaného a samostatného zisku
pred zdanénim

Jak byla stanovena

Zdivodnéni pouzitého zakladu
pro stanoveni vyznamnosti

Urceni hladiny vyznamnosti zahrnuje pouziti
odborného usudku. PFi ur¢ovani hladiny
vyznamnosti jsme zohlednili jak kvantitativni,
tak i kvalitativni faktory a vybrali jsme zisk pred
zdanénim jako vhodnou vybranou velic¢inu,
protoze dle naseho nazoru jej uzivatelé
Ucetnich zavérek nejcastéji pouzivaji k méreni
vykonosti Spolec¢nosti, a je bézné akceptovan
jako vybrana veli¢ina. Vybrali jsme 8%, protoze
na zakladé naseho odborného usudku tato
hladina spada mezi prijatelné kvantitativnich
urovné vyznamnosti.

Hlavni zalezitosti auditu jsou zalezitosti, které byly podle naseho
odborného usudku pri auditu Ucetnich zavérek za bézné obdobi
nejvyznamnéjsi. Témito zalezitostmi jsme se zabyvali v kontextu kazdé
Ucetni zavérky jako celku a v souvislosti s utvarenim nazoru na kazdou tuto
ucetni zavérku. Samostatny vyrok k témto zalezitostem nevyjadfujeme.

Hlavni zaleZitost auditu Jak audit pracoval s hlavni zaleZitosti

auditu

PFiméFenost/vhodnost vykazani vynosii  Na3e postupy zahrnovaly:

a zvefejnéni z titulu prvotniho pouziti * Posouzeni analyzy dopadu, kterou
standardu IFRS 15 Vynosy ze smluv vypracovalo vedeni pro riizné

se zakazniky druhy vynosu.

* Posouzeni vhodnosti metod
pouzitych k uréeni o¢ekavaného
dopadu prvotniho pouziti IFRS 15.
Testovani dopadu z titulu
pfechodu na IFRS 15 k 1. lednu 2018
vypocteném vedenim na vybraném
vzorku, za Ucelem ovéreni
spravnosti a Uplnosti na zdrojové
dokumenty.

Cteni a posouzeni pfimérenosti
a Uplnosti zvefejnéni tykajici
se IFRS 15 v konsolidované

a individudIni ucetni zavérce.

Viz pozndmka 2.2 ke konsolidované

a samostatné Ucetni zavérce tykajici

se dopadu prvotniho pouziti nového .
standardu pro vykazani vynosl

,Mezindrodni standard ucetniho

vykaznictvi 15 - Vynosy ze smluv se
zdkazniky“ (dale jen ,IFRS 15).

Spole¢nost aplikovala IFRS 15 .
k 1. lednu 2018 a v souladu s prechodnymi
ustanovenimi vyuzila moznosti neupravit
Udaje za srovndvaci obdobi, nybrz
vykazala kumulativni dopad pfechodu

na novy standard ve vlastnimu kapitdlu

k 1. lednu 2018. Vynosy jsou klicovym
Ucetnim ukazatelem a pfijeti nového
vynosového standardu ma vyznamny
dopad na tento ukazatel. Proto bylo
prvotni pouziti IFRS 15 pfedmétem nasich
rozsifenych auditorskych postup(.

Based on our professional judgement, we determined certain quantitative
thresholds for materiality, including the overall materiality for each set

of 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 each set of the financial statements.

Overall Group materiality CZK 380 million

Overall materiality for the separate

financial statements CZK 380 million

How we determined it 8% of the consolidated and separate
profit before tax

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.

Rationale for the materiality
benchmark applied

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 each set of the financial statements, and in forming our opinion

thereon, and we do not provide a separate opinion on these matters.

Key audit matter

Appropriateness of revenue recognition
and disclosures of the initial application
of IFRS 15, Revenue from Contracts with
Customers

See note 2.1 to the consolidated and
separate financial statements for
management’s disclosure on the impact
of initial application of the new revenue
recognition standard “International
Financial Reporting Standard 15 -
Revenue from Contracts with Customers”
(“IFRS 15”) for further information.

The Company adopted IFRS 15

on 1January 2018 and in accordance with
the transitional provisions, the Company
exercised the option on initial application
not to restate the comparative
information but to recognize

the cumulative effect of the transition
directly in equity as of 1January 2018.
Revenue is the key accounting measure
and the adoption of the new revenue
standard had a significant impact

on that measure. As a result, the initial
application of IFRS 15 was subject to our
extended audit procedures

How our audit addressed the key
audit matter

Our procedures included:

* Assessing the impact analysis
prepared by management for
different revenue streams.

* Assessing the appropriateness
of the methods used to determine
the expected impact of the initial
application of IFRS 15.

« Testing, on a sample basis,
of the IFRS 15 adjustment
as of 1 January 2018 calculated
by management for accuracy
and completeness to source
documents.

* Reading and assessment
of adequacy and completeness
of the IFRS 15 disclosures
in the consolidated and separate
financial statements.



Hlavni zaleZitost auditu

Riziko nespravnosti nebo zkresleni
ve vykazovani vynost z prodeje vyrobki
se snizenym rizikem (dale jen ,,RRP*)

Viz pozndmka 2.17 ke konsolidované

a samostatné Gcetni zavérce tykajici se
zverejnéni Gcetnich pravidel souvisejicich
S rozpoznavanim vynosu, posouzeni

a odhadu dalsich informaci.

V |été roku 2017 spustila Skupina prodej
RRP na ¢eském a slovenském trhu.
Vyrobek se sklada z prodeje tabakovych
ndplni HEETS a zafizeni /QOS. Pokud

jde 0 /QOS a HEETS, Skupina vystupuje
jako distributor s omezenym rizikem

na zakladé Smlouvy o distribuci uzaviené
s Philip Morris Products S.A. (prodejce).
Obchodni model prodeje RRP se lisi

od prodeje konvenc¢nich vyrobkd, vyrobky
jsou prodavany jak velkoodbérateltm, tak
i koncovym zakaznikim.

Vynosy z prodeje RRP jsou vykazdny
bez slev a pobidek ziskanych zakazniky.
Vypocet slev a pobidek uznanych

na zakladé trzeb uskutecnénych

v prabéhu roku se povazuje za slozity
a zahrnuje Usudek. Existuje implicitni
riziko, ze tato smluvni ujedndni nejsou
faddné zohlednéna v konsolidované

a samostatné ucetni zavérce

a vynosy mohou byt nadhodnocené
nebo podhodnocené. Existuje také
obecné riziko, Ze vynosy mohou

byt nadhodnoceny kvli moznému
nespravnému vykazani slev a pobidek
z divodu tlaku, ktery vedeni mliZe citit,
aby dosahlo svych vykonnostnich cild.

Jak audit pracoval s hlavni zélezZitosti
auditu

Nase postupy zahrnovaly posouzeni
vhodnosti U¢etnich politik Skupiny

pro vykazovani vynosl, véetné téch,
které se tykaji slev, pobidek a vratek.

Jako reakci na obecné riziko
nespravnosti nebo zkresleni jsme
ziskali porozuméni celého procesu
vykazovani vynost z titulu RRP

a provedli jsme testovani u vybraného
vzorku kontrol vedeni tykajicich se
uplnosti a spravnosti vykazani vynosu
z prodeje RRP a jejich vykazani

ve spravném obdobi.

U vybraného vzorku jsme odsouhlasili
Castky vykazané v pribéhu roku

na faktury, prijaté Uhrady a smluvni
podminky prislusnych smluv. Ovéfili
jsme, Ze vynosy, slevy, pobidky

a vratky byly vykazany ve spravné
vysi a ve spravném obdobi, pricemz
jsme posoudili spInéni smluvnich
zdvazk( vici vybranym zakaznikim

v obdobi kratce pred a po konci roku.

Dale jsme s pouzitim kombinace
manualnich a pocitacem
podporovanych auditorskych technik
ziskali a otestovali vzorek ucetnich
zapist uctovanych do vynost,
nakladd vztahujicim se k RRP

a ostatnich uctd hlavni knihy.

Rozsah auditu jsme stanovili tak, abychom ziskali dostate¢né informace,
které nam umozni vyjadrit vyrok ke kazdé ucetni zavérce jako celku.
Vzali jsme v Gvahu strukturu Skupiny, jeji ucetni procesy a kontroly, podil
jednotlivych spole¢nosti na finanéni pozici a vysledku Skupiny a specifika
odveétvi, ve kterém Skupina a Spole¢nost podnikaji.

Skupinu tvori Spole¢nost a jeji dcefina spole¢nost. Nase auditni prace
pokryla 100 % vynost Skupiny a Spole¢nosti a 98 % zisku pfed zdanénim
Skupiny a 100% zisku pfed zdanénim Spolec¢nosti.

Key audit matter

Risk of inaccuracy or bias in revenue
recognition related to the sale
of Reduced-Risk Product (“RRP”)

See note 2.17 to the consolidated
and separate financial statements for

management’s disclosure of the revenue

recognition related accounting policies
for further information.

In summer 2017 the Group launched
RRP on the Czech and Slovak markets.
The product consists of HEETS

and the /QOS device. The Group
serves in the capacity of limited-risk
distributors of /QOS and HEETS based

on the Distribution agreement concluded
with Philip Morris Products S.A. (Seller).

The business model is different from
the sale of conventional products,

the products are sold to both wholesale

and retail customers.

Revenue from the sale of RRP is

measured net of discounts and incentives

earned by customers. The calculation
of discounts and incentives recognised
based on sales made during the year is
considered to be complex and involves
judgment. There is an implicit risk

that these arrangements might not be
appropriately reflected in the financial
statements and revenue is overstated

or understated. It also involves a general

risk that revenue may be overstated
due to possible incorrect recognition
of discounts and incentives due to

the pressure local management may feel

to achieve performance targets.

pwc

How our audit addressed the key
audit matter

Our procedures included considering
the appropriateness of the Group’s
revenue recognition accounting
policies related to the RRP, including
those relating to discounts, incentives,
and returns.

As a response to the general risk

of inaccuracy or bias, we performed
a walkthrough of the end-to-end
process to obtain an understanding
of the RRP revenue recognition
process and tested, on a sample
basis, related controls around

the completeness, accuracy and
cut-off of the revenues from the sale
of RRP.

We also agreed the amounts recorded
during the year to invoices, payments
received and terms of respective
contracts on a sample basis. We
tested that revenues, discounts,
incentives and returns were recorded
in the appropriate period and

in the appropriate amount, assessing
the performance obligations
fulfilment to selected customers
during a period shortly before and
after the year-end.

We also used a combination

of manual and computer assisted
audit techniques in order to extract
and test a sample of journal entries
posted to revenue, RRP related costs
and other general ledger accounts.

We tailored the scope of our audit in order to perform sufficient work

to enable us to provide opinion on each set of the financial statements,
taking into account the structure of the Group and the Company,

the accounting processes and controls, the share of the individual
companies on the Group financial position and performance and specifics
of the industry in which the Group operates.

The Group comprise the Company and its subsidiary. Our audit work
addressed 100% of the Group’s and the Company’s revenues and 98%
of the Group’s and 100% of the Company’s profit for the year.
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Ostatnimi informacemi jsou v souladu s § 2 pism. b) zdkona o auditorech
informace uvedené ve vyroc¢ni zpravé, mimo obé Ucetni zavérky

a nasi zprdvu auditora. Za ostatni informace odpovidd predstavenstvo
Spolec¢nosti.

Na&s vyrok k uc¢etnim zavérkam se k ostatnim informacim nevztahuje.
Presto je vSak soucdsti nasich povinnosti souvisejicich s auditem ucetnich
zavérek sezndmeni se s ostatnimi finan¢nimi i nefinan¢nimi informacemi
a posouzeni, zda ostatni informace nejsou ve vyznamném nesouladu

s Ucetnimi zavérkami ¢i s nasimi znalostmi o Skupiné a Spole¢nosti
ziskanymi béhem auditu nebo zda se jinak tyto informace nejevi jako
vyznamné nesprdvné. 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 pripadné
nedodrzeni uvedenych pozadavk( by bylo zplisobilé ovlivnit Usudek
¢inény na zdkladé ostatnich informaci.

Na zédkladé provedenych postup(, do miry, jiz dokdzeme posoudit,

uvadime, Ze

« ostatni informace, které popisuji skute¢nosti, jez jsou téz predmétem
zobrazeni v Ucetnich zavérkach, jsou ve vsech vyznamnych ohledech
v souladu s u¢etnimi zavérkami a

« ostatni informace byly vypracovany v souladu s pravnimi pfedpisy.

Dale jsme povinni uvést, zda na zakladé poznatk( a povédomi o Skupiné
a Spolecnosti, k nimz jsme dospéli pri provadéni auditu, ostatni informace
neobsahuji vyznamné vécné nespravnosti. V rdmci uvedenych postupd
jsme v obdrzenych ostatnich informacich zadné vyznamné vécné
nespravnosti nezjistili.

Predstavenstvo Spole¢nosti odpovida za sestaveni Ucetnich zavérek
podavajici vérny a poctivy obraz v souladu s Mezindrodnimi standardy
ucetniho vykaznictvi ve znéni pfijatém EU, a za takovy vnitini kontrolni
systém, ktery povazuje za nezbytny pro sestaveni Ucetnich zavérek
tak, aby neobsahovaly vyznamné nespravnosti zplsobené podvodem
nebo chybou.

Pfi sestavovani ucetnich zavérek je predstavenstvo Spole¢nosti povinno
posoudit, zda jsou Skupina a Spolecnost schopny nepretrzité trvat,

a pokud je to relevantni, popsat v pfilohdch Gcetnich zavérek zalezitosti
tykajici se jejich nepretrzitého trvani a pouziti pfedpokladu nepretrzitého
trvani pfi sestaveni Ucetnich zavérek, s vyjimkou pfipadd, kdy
predstavenstvo planuje zruseni Skupiny nebo Spole¢nosti nebo ukonceni
jejich ¢innosti, resp. kdy nema jinou redlnou moznost nez tak ucinit.

Za dohled nad procesem uUcetniho vykaznictvi odpovida dozorci
rada Spolecnosti. Za sledovani postupu sestavovani konsolidované
a samostatné ucetni zavérky je odpovédny vybor pro audit Spole¢nosti.

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 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 financial and non-financial 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 report 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 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.

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.

In preparing the financial statements, the Board of Directors is responsible
for assessing the Group 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. The Audit Committee is responsible for monitoring
of the consolidated and separate financial statement preparation process.



Nasim cilem je ziskat pfimérenou jistotu, ze Ucetni zavérky jako celek

neobsahuji vyznamnou nespravnost zplsobenou podvodem nebo chybou

a vydat zprdvu auditora obsahujici nds vyrok. Pfiméfend mira jistoty je
velka mira jistoty, nicméné neni zarukou, Ze audit provedeny v souladu

s vySe uvedenymi predpisy ve vSech pfipadech v Ucetnich zavérkach
odhali pfipadnou existujici vyznamnou nespravnost. Nespravnosti mohou
vznikat v dUsledku podvod( nebo chyb a povazuji se za vyznamné,
pokud Ize redlné predpokladat, Ze by jednotlivé nebo v souhrnu mohly
ovlivnit ekonomickd rozhodnuti, kterd uzivatelé ucetnich zavérek na jejim
zakladé prijmou.

Pfi 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:
« |dentifikovat a vyhodnotit rizika vyznamné nesprdvnosti Ucetnich
zavérek zplsobené podvodem nebo chybou, navrhnout a provést

auditorské postupy reagujici na tato rizika a ziskat dostate¢né a vhodné

dlkazni 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 nesprdvnosti

zpUsobené chybou, protoze soucésti podvodu mohou byt tajné dohody,

falSovani, umysina opomenuti, nepravdiva prohlaseni nebo obchazeni
vnitfnich kontrol.

¢ Seznamit se s vnitfnimi kontrolnimi systémy Skupiny a Spole¢nosti
relevantnimi pro audit v takovém rozsahu, abychom mohli navrhnout
auditorské postupy vhodné s ohledem na dané okolnosti, nikoli
abychom mohli vyjadrit ndzor na tc¢innost jejich vnitfnich kontrolnich
systém.

* Posoudit vhodnost pouzitych ucetnich pravidel, pfimérenost
provedenych Ucetnich odhadU a informace, které v této souvislosti
predstavenstvo Spolecnosti uvedlo v pfilohach Gcetnich zavérek.

« Posoudit vhodnost pouziti pfedpokladu nepretrzitého trvani pfi
sestaveni Uc¢etnich 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 nepretrzité.
Jestlize dojdeme k zavéru, ze takova vyznamna nejistota existuje, je
nasi povinnosti upozornit v nasi zprdvé na informace uvedené v této
souvislosti v pfilohach ucetnich zavérek, a pokud tyto informace
nejsou dostatecné, vyjadrit modifikovany vyrok. Nase zavéry tykajici
se schopnosti Skupiny a Spolec¢nosti trvat nepretrzité vychazeji
z ddikaznich informaci, které jsme ziskali do data nasi zpravy. Nicméné
budouci udalosti nebo podminky mohou vést k tomu, ze Skupina nebo
Spolecnost ztrati schopnost trvat nepretrzité.

* Vyhodnotit celkovou prezentaci, ¢lenéni a obsah ucetnich zavérek,
véetné pfiloh, a dale to, zda ucetni zavérky zobrazuji podkladové
transakce a udalosti zplsobem, ktery vede k vérnému zobrazeni.

« Shromazdit dostate¢né a vhodné dikazni informace o financnich
informacich tykajicich se spole¢nosti nebo podnikatelskych ¢innosti

v rdmci Skupiny, abychom mohli vyjadFit vyrok ke konsolidované ucetni

zavérce. Jsme odpovédni za fizeni auditu Skupiny, za dohled nad nim

a jeho provedeni. Vyjadreni vyroku zUstava nasi vyhradni odpovédnosti.

Nasi povinnosti je informovat pfedstavenstvo, dozorci radu a vybor
pro audit mimo jiné o pldnovaném rozsahu a nacasovani auditu

a o vyznamnych zjisténich, ktera jsme v jeho prabéhu ucinili, véetné
zjisténych vyznamnych nedostatk( ve vnitinich kontrolnich systémech.

.
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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 taken together, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these
financial statements.

As part of an audit in accordance with the above stated requirements,
we exercise professional judgment 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 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 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.

* 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, Supervisory Board and
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.
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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
realné domnivat, Zze by mohly mit vliv na nasi nezdvislost, a pfipadnych
souvisejicich opatrenich.

Dale je nasi povinnosti vybrat na zakladé zalezitosti, o nichz jsme
informovali dozoréi 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 této zprdvé. Tato
povinnost neplati, kdyZ pravni pfedpisy zakazuji zverejnéni takové
zalezitosti nebo pokud ve zcela vyjimecném pripadé usoudime, Ze bychom
o dané zélezitosti neméli v nasi zprdvé informovat, protoze Ize rediné
ocekavat, Ze mozné negativni dopady zverejnéni prevazi nad prinosem

z hlediska verejného zajmu.

V souladu s ¢lankem 10 odst. 2 nafizeni EU uvadime nasledujici informace
vyzadované nad rdmec Mezinarodnich standard( auditu:

Soulad vyroku s dodatecnou zpravou vyboru pro audit
Potvrzujeme, Ze nas vyrok auditora je v souladu s dodate¢nou
zprdvou pro vybor pro audit Spole¢nosti, kterou jsme vyhotovili
dne 25. bfezna 2019 dle ¢lanku 11 nafizeni EU.

Urceni auditora a délka provadéni auditu

Auditorem Skupiny a Spole¢nosti nds dne 27. dubna 2018 jmenovala valna
hromada Spolec¢nosti. Auditorem Spole¢nosti jsme nepretrzité 25 let.
Poskytnuté neauditorské sluzby

Poskytnuté neauditorské sluzby jsou uvedeny v kapitole Ostatni informace

pro akciondre vyrocni zpravy.

Sit PwC neposkytla zakdzané sluzby uvedené v ¢ldnku 5.1 narizeni EU.

26. bfezna 2019
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Véra Vytvarova
Statutarni auditorka, ev. ¢. 1930

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.

In compliance with Article 10(2) of the EU Regulation, we provide
the following information in our independent auditor’s report, which
is required in addition to the requirements of International Standards
on Auditing:

Consistency of opinion with the additional report to the audit committee
We confirm that the audit opinion expressed herein is consistent with

the additional report to the Audit Committee of the Company, which we
issued on 25 March 2019 in accordance with Article 11 of the EU Regulation.

Appointment of Auditor and Period of Engagement
We were appointed as the auditors of the Group and the Company for
2018 by the General Meeting of Shareholders on 27 April 2018 and our
uninterrupted engagement has lasted for 25 years.

Provided Non-audit Services
The non-audit services are disclosed in the chapter Other Information
for Shareholders of the Annual Report.

PwC Network did not provide prohibited services referred
to in the Article 5.1 of the EU Regulation.

26 March 2019
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Véra Vytvarova
Statutory Auditor, Evidence No. 1930



Zakon ¢. 256/2004 Sb., o podnikani na kapitalovém trhu, § 118 odst. 4
pism. f) a h), stanovi povinnost uvadét informace o vSech penézitych

a nepenézitych pfijmech, které ptijaly za ucetni obdobi osoby s fidici
pravomoci od Philip Morris CR a.s. (,Spole¢nost®) a od osob ovladanych
Spolec¢nosti. Do skupiny osob s Fidici pravomoci patfi ¢lenové
predstavenstva Spole¢nosti, ktefi jsou soucasné vedoucimi osobami, a dale
¢lenové dozorci rady Spolec¢nosti.

Spole¢nost ma stanovenou politiku odménovani, na jejiz tvorbé se podili
valnd hromada Spolecnosti, pfedstavenstvo Spole¢nosti, dozoréi rada
Spolec¢nosti, dalsi vnitfni organy Spole¢nosti a Komise pro odménovani
a rozvoj vedoucich zaméstnancl PMI (,Komise®).

Skupina Philip Morris International Inc. (,PMI”), do které Spole¢nost

patfi, zavadi programy odménovani a ocenéni, které podporuji obchodni
a financni cile a motivuji k lepsim vysledkdm PMI, pficemz soucasné
zajistuji rovné zachdazeni a externi konkurenceschopnost. Komise stanovi
vykonnostni cile, reviduje a schvaluje koncepci celkového odménovani

v ramci skupiny PMI, doporucuje predstavenstvu PMI politiku odménovani
a ukazatele, na zakladé, kterych jsou odmény vyplaceny. Komise se
sklada z nezavislych osob ve smyslu standardd Newyorské burzy cennych
papird, jeji slozeni a odpovédnost je blize popsana v Charté Komise

pro odménovani a rozvoj vedoucich zaméstnancu, ktera je bezplatné

k dispozici na internetovych strankach

Odménovani ¢lend vedeni Spole¢nosti a dozoréi rady, ktefi jsou
zaméstnanci Spole¢nosti, zahrnuje tfi zakladni slozky, kterymi jsou ro¢ni
mzda, ro¢ni variabilni odména zalozend na vykonu a Uhrady akciemi
spole¢nosti PMI a ostatni nepenézni zaméstnanecké vyhody, jako jsou
podnikova auta, prispévek na stravovani, penzijni pojisténi a Zivotni

a Urazové pojisténi a pozitky spojené s ukoncenim pracovniho poméru.

Odmeéna zaloZend na vykonu (Incentive Compensation), ktera je vyplacena
zameéstnanclm Spolecnosti, spolec¢nosti Philip Morris Services S.A. nebo
jinych spolec¢nosti ve skupiné PMI je jednorazova ro¢ni vykonnostni
finanéni odména poskytovana nad rdmec ro¢ni zdkladni mzdy. Tato
odména je vyjadiena jako procento ro¢ni zakladni mzdy, které zavisi

na hodnoceni vykonu ¢lena vedeni, jakoz i na celkovych vysledcich skupiny
PMI. Pomér mezi odménou a ro¢ni fixni mzdou je individualni a odviji

se od hodnoceni vykonu ¢lena vedeni a jeho mzdové tfidy. Odména

muze odhadem dosahovat vyse az 23 % ro¢ni fixni mzdy. Koncem roku
2018 Komise sledovala a hodnotila vykon skupiny PMI za rok 2018 oproti
planovanym cilim. Kritéria hodnoceni stanovenych cilll maji kvantitativni
charakter, jako jsou pInéni provozniho zisku, penéznich tokd, objem
prodejll a podil na trhu, a také kvalitativni charakter, jako jsou fizeni
portfolia, inovativni ptistup, dodrzovani internich pravidel a postup(,
diverzita a rozvoj fidicich schopnosti. Generdlni feditel Spole¢nosti
navrhuje vysi bonusu jednotlivym ¢lendim vedeni Spole¢nosti a prezident
regionu EU navrhuje vysi bonusu generdinimu fediteli Spole¢nosti. Tyto
navrhy jsou potvrzeny a schvdleny dvéma urovnémi vedeni (nadfizeny
¢lena vedeni Spole¢nosti a nadfizeny nadfizeného ¢lena vedeni
Spolecnosti).

Section 118, Subsection 4 (f) and (h) of Act No. 256/2004 Coll.,

on business activities on the capital market, sets out the obligation to
publish information on all monetary income and income in kind received
by the persons with controlling authority during the respective 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 of members of the Company’s Board of Directors, who
are at the same time the Executives, and of members of the Company’s
Supervisory Board.

The Company has established the remuneration policy in the creation
of which the Company’s General Meeting, Board of Directors, Supervisory
Board, other Company’s internal departments and PMI Compensation and
Leadership Development Committee (the “Committee”) participated.

The group of Philip Morris International Inc. (“PMI”), to which the Company
belongs, establishes compensation, benefits and awards programs to
support PMI’s business and financial objectives and to encourage superior
achievement while maintaining internal equal treatment and external
competitiveness. The Committee sets performance goals, reviews and
approves the overall compensation philosophy and the design within

PMI and its affiliates, and recommends to PMI’s executives remuneration
plans and factors based on which the remuneration is to be paid.

The Committee is composed solely of non-management directors, all

of whom are independent within the meaning of the listing standards

of the New York Stock Exchange. The composition and responsibilities

of the Committee are described in more detail in the Compensation and
Leadership Development Committee Charter, which is freely available

at

Remuneration of the Executives and members of the Supervisory Board
who are employees of the Company comprises three components, which
are the annual base salary, annual performance-based variable cash
awards and variable PMI equity awards, and other remuneration in kind,
such as company cars, lunch allowances, pension contribution, life and
accident insurance and employment termination benefits.

The performance-based variable cash awards (Incentive Compensation),
which are paid out to the employees of the Company, Philip Morris
Services S.A. or other entities within the PMI group, constitute a one-off
annual performance-based bonus provided in addition to the annual

base salary. This bonus is expressed as a percentage of the annual base
salary and is based on the assessment of the individual performance

of the respective executive as well as on the PMI overall business
performance. The compensation mix between the variable cash award and
annual fixed salary is individual and depends on the personal performance
of the respective executive and his/her salary grade. The remuneration
may represent up to 23% of the annual base salary. The PMI annual
business performance for 2018 was reviewed and evaluated against

the objectives by the Committee towards the end of the year 2018.

The criteria to assess those objectives are based on quantitative

data, such as operating profit, cash flow, sales volume and market

share, as well as on qualitative data, such as portfolio management,



Clenové vedeni, ktefi nejsou zaméstnanci Spole¢nosti, jsou zaméstnanci
Philip Morris Services S.A. nebo jinych spole¢nosti ve skupiné PMI a jsou
témito spole¢nostmi také odménovani. Od Spole¢nosti dostdvaji k uzivani
pouze podnikova auta, sluzebni laptop a telefon. Odména ¢lend dozoréi
rady, ktefi nejsou zaméstnanci Spole¢nosti nebo jinych spole¢nosti

ve skupiné PMI, predstavuje jednordzovou ro¢ni odménu za vykon

funkce dle smlouvy o vykonu funkce ¢lena dozorci rady. Veskeré smlouvy
o vykonu funkce jednotlivych ¢lend dozor¢i rady jsou schvalovany valnou
hromadou Spole¢nosti.

PFijmy ¢lenll vedeni Spolecnosti a dozor¢i rady, ktefi jsou zaméstnanci
Spole¢nosti nebo jiné spole¢nosti ve skupiné PMI, zahrnuji také odmény
za vykon funkce dle smlouvy o vykonu funkce ¢lena predstavenstva nebo
dozorci rady. Veskeré smlouvy o vykonu funkce jsou schvalovany valnou
hromadou Spole¢nosti.

V roce 2018 nebyly u zadného ¢lena predstavenstva ani u zddného ¢lena
dozorci rady zjistény jakékoliv skutecnosti, které by vedly ke stietu zajm.

Informace o penézitych a naturdlnich pfijmech, které ptijali za ucetni
obdobi ¢lenové vedeni a ¢lenové dozorci rady od Spole¢nosti:

PFijmy vedoucich osob a &lenti dozoréi rady od emitenta

2018 2017

Penézity Naturdlni Penézity Naturdini
(v milionech K¢) pfijem pFijem pfijem pFijem
PFedstavenstvo
- ze zaméstnaneckého poméru 5 0 21 1
- za vykon funkce 0 0 0 0
Dozor¢i rada
- ze zaméstnaneckého poméru 0 0 1
- za vykon funkce 1 0 0
Celkem pfFijmy 6 ] 22 1

Clenové predstavenstva neuplatfovali v roce 2018 narok na odménu
(penézity a naturdini pfijem) z titulu vykonu funkce, resp. této odmény
za rok 2018 se vzdali.

Clenové dozoré¢i rady uplatiiovali v roce 2018 narok na odménu (penézity
a naturdlni prijem) z titulu vykonu funkce v celkové vysi 600 tisic K¢.

innovation, compliance with internal principles and practices, diversity

and development of management capabilities. The Managing Director

of the Company proposes the IC bonuses for the individual Executives, and
the President of the EU Region proposes the IC bonus for the Managing
Director of the Company. These proposals are validated by two level

of management (direct supervisor of the Executives of the Company and
direct supervisor of the supervisor of the Executives of the Company).

The Executives who are not employed by the Company are employees
of Philip Morris Services S.A. or any other entities within the PMI

group of companies, and their remuneration is provided by these
companies. The Company only provides them with company cars,
laptops and telephones for their use. Remuneration of those members
of the Supervisory Board who are not employees of the Company

or of any other entities within the PMI group constitutes a one-off annual
payment for their performance of office pursuant to the individual
agreements on performance of office by members of the Supervisory
Board. All agreements on performance of office by the individual
members of the Supervisory Board are approved by the General Meeting
of the Company.

Remuneration of the Company’s Executives and members

of the Supervisory Board who are employees of the Company or of any
other entities within the PMI group also includes the remuneration

for the performance of office pursuant to the individual agreements

on performance of office by members of the Board of Directors

or Supervisory Board. All agreements on performance of office are
approved by the General Meeting of the Company.

In 2018, no matters which could lead to a conflict of interest were
discovered in respect of any members of the Board of Directors
or Supervisory Board.

Information on all monetary income and income in kind received
by the Executives and members of the Supervisory Board from
the Company:

Remuneration of Executives and Supervisory Board members
from issuer

2018 2017

Monetary Income Monetary Income
(in CZK million) Income in Kind Income in Kind
Board of Directors
- employment agreement 5 - 21 1
- performance of the office - - - -
Supervisory Board
- employment agreement - - 1 -
- performance of the office 1 - - -
Total remuneration 6 - 22 1

The members of the Board of Directors (Executives) did not claim
the remuneration (monetary income and income in kind) for

the performance of their offices in 2018, i.e. they have waived this
entitlement for 2018.

The members of the Supervisory Board applied for the remuneration
(monetary income and income in kind) for the performance of their offices
in the total amount of CZK 600 thousand in 2018.



Clenové predstavenstva a dozoréi rady nepfijali v roce 2018 7adné penézité

a naturdlni prijmy od osob ovladanych Spole¢nosti.

Clenové predstavenstva a dozoréi rady nevlastnili k 31.12. 2018 74dné akcie

Spolecnosti.

V roce 2018 uc¢tované odmény za auditorské a souvisejici sluzby
poskytované Spole¢nosti byly nasledujici:

Odmeény za auditorské a souvisejici sluzby

(v milionech K¢) 2018 2017
Audit ro¢ni tcetni zévérky 7 7
Jiné ovérovaci sluzby 0 0
Danové poradenstvi 1 0
Jiné neauditorskeé sluzby 0 0
Celkem odmény 8 7

V roce 2018 uc¢tované odmény za auditorské a souvisejici sluzby
poskytnuté v rdmci Skupiny byly nasledujici:

Odmeény za auditorské a souvisejici sluzby

(v milionech K¢) 2018 2017
Audit ro¢ni tcetni zévérky 8 8
Jiné ovérovaci sluzby 0 0
Danové poradenstvi 1 0
Jiné neauditorské sluzby 0
Celkem odmény 8

V roce 2018 Spole¢nost investovala zejména do vyrobniho zafizeni

za Ucelem rozsiteni vyrobniho portfolia a zvyseni efektivity vyrobniho
procesu. Spole¢nost v roce 2018 investovala pouze na Uzemi

Ceské republiky.

Investice (v pofizovaci hodnoté)

(v milionech K¢) 2018 2017
Investice do procesu zpracovani

. 0 10
tabaku
Inlvestlce do rozsiteni portfolia 606 585
vyroby
Ostatni projekty 152 120
Investice do softwaru 1 3
Celkem investice 759 718

Veskery dlouhodoby nehmotny a hmotny majetek byl financovan
z vlastnich zdrojd Spole¢nosti.

The members of the Board of Directors (Executives) and Supervisory
Board did not receive any monetary income and income in kind from any
entities controlled by the Company.

The members of the Board of Directors (Executives) and Supervisory
Board did not own any shares of the Company as of 31 December 2018.

In 2018, the following fees were paid for audit and audit-related services
rendered to the Company:

Fees for audit and audit-related services

(in CZK million) 2018 2017
Audit services 7 7
Other verification services - -
Tax consultancy 1 -
Other non-audit related services - -

Total fees 8 7

In 2018, the following fees were paid for audit and audit-related services
rendered within the Group:

Fees for audit and audit-related services

(in CZK million) 2018 2017
Audit services 8 8
Other verification services - -
Tax consultancy 1 -
Other non-audit-related services - -

Total fees 9 8

In 2018, the Company mainly invested in the production equipment to
extend its production capacities and to increase the efficiency of its
production. All Company investments in 2018 were implemented

in the Czech Repubilic.

Investments (in acquisition value)

(in CZK million) 2018 2017
Investments in equipment for leaf B 10
processing

!nvestments |n.eqU|pment to 606 585
increase capacity

Other projects 152 120
Investments in software 1 3
Total investments 759 718

All investments in intangible and tangible fixed assets were financed from
the Company’s own resources.



V roce 2019 Spolecnost planuje celkovou hodnotu investice ve vysi
554 milion( K¢, z ¢ehoZ k ndkupu v hodnoté 171 milionu K¢ se jiz
Spole¢nost k 31.12. 2018 zavdzala. Plan investic Spole¢nost pravidelné
kontroluje, skutec¢né naklady se vsak mohou od vyse planovanych

Udajd lisit.

Spole¢nost vlastnila k 31.12. 2018 pozemky, budovy a stavby v zlstatkové
hodnoté 509 milionl K¢ (2017: 554 miliond K¢), z ¢ehoz budovy
a pozemky tvorily 298 milion( K¢ (2017: 334 milion( K¢).

Budovy a pozemky
(v milionech K¢) Umisténi
Kutna Hora
Budovy Kutnd Hora
(zUstatkova hodnota)
Kutnd Hora,
Straznice
Celkem budovy
Pozemky Kutnd Hora

(pofizovaci hodnota)

Celkem pozemky

Celkem budovy a pozemky

Vyuziti 2018 2017
Vyrobni hala 172 204
Skladové 50 55
prostory
Ostatni 65 64
prostory
287 323
Vyrobni hala
a skladové n n
prostory
n n
298 334

Spole¢nost méla k 31.12. 2018 v drzeni dopravni prostfedky, stroje

a zarizeni v zlstatkové hodnoté 3 134 miliond K¢ (2017: 3191 milion( Kc),
z ¢ehoz stroje ke zpracovani tabaku tvorily 222 milion( K¢

(2017: 242 milion( K&) a stroje k vyrobé tvofily 2 478 miliond K&

(2017: 2 486 milionl K¢).

Predpokladand doba uzivani u strojniho zafizeni ke zpracovani tabaku

a k vyrobé a baleni cigaret je:

Strojni zafizeni

(v milionech K¢)

Strojni zafizeni ke zpracovani tabaku
(zlistatkova hodnota)

Celkem strojni zafizeni ke zpracovani tabaku

Strojni zafizeni k vyrobé a baleni cigaret
(zUstatkova hodnota)

Celkem strojni zafizeni k vyrobé a baleni
cigaret

popa
uzivani
(roky) 2018 2017
5 0 1
8 19 34
15 203 207
222 242
5 92 201
8 767 790
15 1619 1495
2478 2486

Spole¢nost méla k 31.12. 2018 v drZeni ostatni zafizeni v zstatkové
hodnoté 347 miliond K¢ (2017: 347 milion( K¢), dopravni prostredky

v zUstatkové hodnoté 12 milionl K¢ (2017: 20 miliond K<) a zafizeni pro
zpracovani dat v zlistatkové hodnoté 75 miliont K& (2017: 96 milion( K¢).

In 2019, the Company plans aggregate investments of CZK 554 million;
the Company already committed itself to the purchases amounting

to CZK 171 million of the amount above as at December 31, 2018.

The Company’s investment programs are subject to periodic reviews,
but the actual costs may differ from the planned estimates.

As at December 31, 2018 the Company owned land, buildings
and structures in the net carrying amount of CZK 509 million
(2017: CZK 554 million), of which buildings and land represented
CZK 298 million (2017: CZK 334 miillion).

Buildings and land

(in CZK million) Location Utilization 2018 2017
Kutnd Hora Factory 172 204
Buildings Kutnd Hora Ware_housmg 50 55
) premises
(net carrying amounts)
Kutnd Hora ~ Other 65 64
premises
Total buildings 287 323
Factory and
Land i Kutna Hora warehousing n n
(acquisition value) .
premises
Total land n n
Total buildings and land 298 334

As at December 31, 2018 the Company owned vehicles and machinery
equipment in the amount of CZK 3134 million (2017: CZK 3191 million),

of which the leaf processing equipment amounted to CZK 222 million
(2017: CZK 242 million) and the equipment for the production of cigarettes
amounted to CZK 2 478 million (2017: CZK 2 486 million).

The useful life of the leaf processing and cigarette production equipment
is as follows:

Machinery equipment

Useful lives

(in CZK million) in years 2018 2017

5 - 1
Leaf processing equipment s 19 34
(net carrying amounts)

15 203 207
Total leaf processing equipment 222 242

5 92 201
Producno_n of cigarettes 8 767 790
(net carrying amounts)

15 1619 1495
Total equipment for the production 2478 2486

of cigarettes

As at December 31, 2018 the Company owned other machinery equipment
in the net carrying amount of CZK 347 million (2017: CZK 347 million),
vehicles in the net carrying amount of CZK 12 million (2017: CZK 20 million),
and equipment for data processing in the net carrying amount

of CZK 75 million (2017: CZK 96 million).



Spole¢nost nema zadnou pobocku nebo jinou ¢ast obchodniho zavodu
v zahranici.

V Ucetnim obdobi 2018 nedoslo k preruseni podnikatelskych aktivit
Spolec¢nosti, které by mélo nebo mohlo mit vyznamny vliv na finanéni
situaci Spole¢nosti.

Ochrana zivotniho prostfedi je zajistovana v souladu s ¢eskou legislativou
v oblasti ochrany Zivotniho prostfed;.

Spole¢nost neni Ucastnikem zadnych soudnich, spravnich nebo rozhodcich
fizeni, kterd by méla nebo mohla mit vyznamny vliv na financni situaci
Spolecnosti.

Spole¢nost si neni védoma dalsich pozadavkd na zverejnéni dle zvlastnich
pravnich predpisa.

Kromé osob uvedenych v ¢asti Vyroéni zpravy ,,Clenové predstavenstva,
dozor¢i 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 dozorcich organt nebo spolecniky
dalich spolec¢nosti.

74dna z osob uvedenych v bodé 14.1. Prilohy | Nafizeni nebyla v pfedeslych
péti letech odsouzena za podvodny trestny ¢in.

74dna z osob uvedenych v bodé 14.1. Prilohy | Nafizeni nebyla v pfedeslych
péti letech spojena s konkurznim fizenim, sprdvami nebo likvidacemi.

Proti zadné z osob uvedenych v bodé 14.1. Prilohy | Nafizeni nebylo
v predeslych péti letech vzneseno zadné uredni vefejné obvinéni nebo
sankce ze strany statutarnich nebo regulatornich organa.

The Company has no branch or other part of a business enterprise abroad.

In the 2018 accounting period, no business interruptions of the Company’s
activities occurred that had or might have had a significant effect
on the financial situation of the Company.

Environmental protection is secured in accordance with the Czech
environmental legislation.

The Company is not a party to any pending legal, administrative
or arbitration proceedings that have or might have a substantial effect
on the financial situation of the Company.

The Company is not aware of any other requirements for disclosure under
special legal regulations.

Except for the persons referred to in the Annual Report, section “Members
of the Board of Directors, Supervisory Board and Audit Committee

of Philip Morris CR a.s.”, no other persons listed in item 14.1. of Annex | to
Commission Regulation were in the previous five years and are at present
members of any administrative, management or supervisory bodies

of or partners of any other companies.

No persons listed in item 14.1. of Annex | to Commission Regulation were
convicted in relation to any fraudulent offences in the previous five years.

No persons listed in item 14.1. of Annex | to Commission Regulation
were connected with any bankruptcies, receiverships or liquidations
in the previous five years.

Against any of the persons listed in item 14.1. of Annex | to Commission
Regulation no official public accusations were made and no sanctions were
imposed by statutory or regulatory authorities in the previous five years.



Na majetek zadného ¢lena predstavenstva nebyl prohldsen konkurs,

v rdmci insolvenéniho Fizeni nebyl Zadny ¢len pfedstavenstva omezen
predbéznym opatfenim v nakladani se svym majetkem, ani proti
zadnému ¢lenovi nebyl podan insolvenéni navrh, ktery by byl nasledné
zamitnut z ddvodu, Ze jeho majetek nepostacuje k ihradé nakladl
insolven¢niho Fizeni.

VSichni ¢lenové predstavenstva jsou bezuihonni ve smyslu zdkona

¢. 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 nebo s predmétem
podnikani Spole¢nosti, a u Zadného z ¢lenll pfedstavenstva nenastala
prekazka provozovani zivnosti, zejména soud ani spravni organ zadnému
z nich neulozil trest zakazu ¢innosti tykajici se provozovani jakékoliv
zivnosti.

Spole¢nost nepfrijala zadna zvlastni opatfeni proti zneuziti kontroly

ze strany hlavniho akcionare - Philip Morris Holland Holdings B.V. Proti
zneuziti kontroly a rozhodujiciho vlivu ovladajici osoby vyuziva Spole¢nost
zdkonem dané instrumenty.

V Kutné Hore dne 25. bfezna 2019

7

Petr Sedivec
¢len predstavenstva

Arpad Konye
predseda predstavenstva

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 in dealing with his/her assets by a preliminary injunction issued
in the course of insolvency proceedings, nor has any insolvency petition
been filed against any member of the Board of Directors and rejected

on the grounds that the assets of that member of the Board of Directors
were insufficient to cover the costs of the insolvency proceedings.

All members of the Board of Directors are persons of good repute

(jsou bezuhonni) within the meaning of the Trade Licensing

Act No. 455/1991 Coll., as amended (the “Trade Licensing Act”), i.e. they
have not been finally and unappealably sentenced for any 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 a trade,
and in particular no court or administrative authority has restrained any
of the members of the Board of Directors from any activities relating

to the carrying on a trade.

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 25, 2019

3

Arpad Kénye
Chairman of the Board of Directors

Petr Sedivec
Member of the Board of Directors



() Informace o strukture viastniho kapitalu emitenta, véetné cennych
papird nepfijatych k obchodovdni na evropském regulovaném trhu

a pfipadného urceni riznych druhd akcii nebo obdobnych cennych

papird predstavujicich podil na emitentovi a podilu na zékladnim kapitalu
kazdého druhu akcii nebo obdobnych cennych papiri predstavujicich podil
na emitentovi:

Vlastni kapital spole¢nosti Philip Morris CR a.s. (dale jen ,Spoleénost)
tvofi tfi zakladni polozky: zakladni kapital, emisni 4Zio a ostatni pFispévky
akcionafd a kumulované nerozdélené zisky.

(v milionech K¢) 2018 2017
Zakladni kapital 2745 2745
;r:ziizr:éééio a ostatni prispévky 2374 2373
Kumulované nerozdélené zisky 4643 3827
Vlastni kapital celkem 9762 8945

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 papir(i Praha, a.s., bylo pfijato 1913 698 kust
zaknihovanych kmenovych akcii na jméno. Tyto akcie jsou zaknihovanymi
cennymi papiry ve smyslu zékona ¢. 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 zdkona o obchodnich spole¢nostech a druzstvech
uvedeného vyse) nebylo prijato k obchodovani na Zzadném evropském
regulovaném trhu. Zakladni kapital Spole¢nosti je pIné splacen.

(i) Informace o omezeni prevoditelnosti cennych papird:

K prevodu akcii Spole¢nosti je nutno spinit jen pozadavky stanovené
pravnimi predpisy. Stanovy Spolec¢nosti nijak neomezuji pfevod
akcii Spole¢nosti a neni zde zadné jiné omezeni pfevoditelnosti akcii
Spolec¢nosti, které by spocivalo na strané Spole¢nosti.

(i) Informace o vyznamnych pfimych a neprimych podilech

na hlasovacich pravech emitenta:

Informace o vyznamnych pfimych podilech na hlasovacich pravech
emitenta k 31.12. 2018 jsou uvedeny v priloze k ucetni zavérce, v bodé
1.1. Popis Spolec¢nosti, jakoz i ve zpravé o vztazich mezi ovladajici osobou
a osobou ovlddanou a mezi ovlddanou osobou a osobami ovladanymi
stejnou ovlddajici osobou (,,Zprava o vztazich®), a to véetné informace

o odpovidajici vysi podilu na zakladnim kapitdlu Spolecnosti.

() Information about the structure of the issuer’s equity, including
securities which have not been admitted for trading on a 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) 2018 2017
Registered capital 2745 2745

Share premium and other

shareholders’ contributions T 2373
Retained earnings 4643 3827
Total Equity 9762 8945

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 papir( Praha, a.s.).
These shares are book-entry securities in accordance with 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 has been fully paid up.

(i) 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, and there are no other restrictions from the Company relating to
the transferability of the Company’s shares.

(iif)  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, 2018 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 primého podilu na hlasovacich pravech Spole¢nosti
je k 31.12. 2018 Spolecnosti zndma pouze u ovladdajici osoby, kterou je
Philip Morris Holland Holdings B.V.

Ostatni akciondri Spolecnosti, jejichz podil na zédkladnim kapitdlu

Spole¢nosti, a tim i na hlasovacich pravech Spole¢nosti, dosahuje

v souladu s § 122 ZPKT alespon 1%, jsou fondy spravované spole¢nosti:

« Clearstream Banking, S.A., se sidlem 42 Avenue JF Kennedy,
Luxembourg, 1855 Luxembourg, vyse podilu 1,0 %;

¢ Chase Nominees Limited, se sidlem 125 London Wall, London, EC2Y 5AJ,
United Kingdom, vyse podilu 1,0 %;

« J. P. Morgan bank, se sidlem 5 RUE Plaetis, Luxembourg 2338
Luxembourg, vyse podilu 1,1%.

Kromé spolecnosti Philip Morris Holland Holdings B.V. a fondU
spravovanych Clearstream Banking, S.A., Chase Nominees Limited
a J. P. Morgan bank nedisponuje Spole¢nost informaci (i) o dal$ich
vyznamnych pfimych ¢i nepfimych podilech na hlasovacich pravech
Spole¢nosti nebo (ii) o akcionarich Spole¢nosti, jejichz podil

na hlasovacich pravech Spole¢nosti dosahuje alespon 3%.

(iv) Informace o viastnicich cennych papir se zviastnimi pravy, véetné
popisu téchto prav:

Spole¢nost nevydala zaddné cenné papiry se zvlastnimi pravy, pouze
kmenové akcie zminéné v bodé (i) vyse.

(v)  Informace o omezeni hlasovacich prav:

Hlasovaci prava jsou spojena se viemi akciemi vydanymi Spole¢nosti

a mohou byt omezena nebo vylou¢ena pouze v pfipadech stanovenych
zdkonem. Spolec¢nost si neni védoma zadného omezeni nebo vylouceni
hlasovacich prav k akciim, které emitovala, nad ramec omezeni a vylouceni
hlasovacich prav stanovenych zdkonem.

(vi) Informace o smlouvdch mezi akciondri nebo obdobnymi viastniky
cennych papirl predstavujicich podil na emitentovi, které mohou mit

za nasledek ztizeni prevoditelnosti akcii nebo obdobnych cennych papirt
predstavujicich podil na emitentovi nebo hlasovacich prav, pokud jsou
emitentovi znamy:

Spolec¢nosti nejsou zndmy zadné smlouvy mezi akcionafi nebo obdobnymi
vlastniky cennych papird pfedstavujicich podil na Spole¢nosti, které mohou
mit za nasledek ztizeni pfevoditelnosti akcii nebo obdobnych cennych
papird predstavujicich podil na Spole¢nosti nebo hlasovacich prav.

(vii) Informace o zvidstnich pravidlech urcujicich volbu a odvolani
Clend statutdrniho organu a zménu stanov nebo obdobného dokumentu
emitenta:

Clenové predstavenstva Spole¢nosti jsou voleni a odvolavani valnou
hromadou Spolec¢nosti. Podminky volitelnosti ¢len( predstavenstva
vyplyvaji ze zakona a stanov Spole¢nosti. Spole¢nost nezavedla zadna
zvIastni pravidla upravujici volbu a odvolani ¢lend predstavenstva
Spole¢nosti. Spole¢nost rovnéz nezavedla zddna zvlastni pravidla pro
dopliovani a zmény stanov.

(viif) Informace o zvldstni psobnosti statutdrniho orgdnu podle zdkona
o0 obchodnich korporacich:
Clenové predstavenstva Spole¢nosti nemaji zadné zvlastni plisobnosti.

The composition of significant direct participation in the Company’s voting
rights as at December 31, 2018 is only known to the Company in the case
of the controlling entity, Philip Morris Holland Holdings B.V.

Other shareholders whose participation in the Company’s registered

capital (and thus in the Company’s voting rights) amounts to

at least 1% in accordance with Section 122 of the Act on Business

Activities on the Capital Market, are the following funds administered

by the company:

« Clearstream Banking, s.a., with offices at 42 Avenue JF Kennedy,
Luxembourg, 1855 Luxembourg, voting rights 1.0 %;

* Chase Nominees Limited, with offices at 125 London Wall, London,
EC2Y 5AJ, United Kingdom, voting rights 1.0 %;

« J. P.Morgan bank, with offices at 5 RUE Plaetis, Luxembourg 2338
Luxembourg, voting rights 1.1%;

Save for Philip Morris Holland Holdings B.V. and funds administered

by the companies Clearstream Banking, s.a., Chase Nominees Limited and
J. P. Morgan bank, the Company is not aware (i) of any other significant
direct or 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 holders 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
holders 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 holders 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.



(ix) Informace o vyznamnych smlouvach, ve kterych je emitent smluvni
stranou a které nabudou ucinnosti, zméni se nebo zaniknou v pfipadé
zmény ovladani emitenta v disledku nabidky prevzeti, a o ucincich z nich
vyplyvajicich, s vyjimkou takovych smiuv, jejichZ uvefejnéni by bylo pro
emitenta vazné poskozujici; tim neni omezena jina povinnost uverejnit
takovou informaci podle ZPKT nebo jinych pravnich pfedpisu:

Spole¢nost neuzavrela Zzadné smlouvy, které nabudou ucinnosti, zméni se
nebo zaniknou v pfipadé zmény ovladani Spolecnosti 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
skonceni 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 Spole¢nost zavazdna k plnéni
pro pripad skoncéeni jejich funkce nebo zaméstnani v souvislosti s nabidkou
prevzeti.

(xi) Informace o pfipadnych programech, na jejichz zakladeé je
zameéstnancum a ¢lendm statutarniho organu Spole¢nosti umoznéno
nabyvat ucastnické cenné papiry Spolecnosti, opce na tyto cenné papiry
& jing préva k nim za zvyhodnénych podminek, a o tom, jakym zplsobem
Jsou préava 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 Spolecnosti, opce na tyto cenné papiry ¢i jind
prava k nim za zvyhodnénych podminek.

(xii) Nefinancni informace

Spole¢nost je podle zakona ¢. 563/1991 sb., o Gcetnictvi, povinna uvadét
nefinan¢ni informace. Vzhledem k tomu, ze nefinanéni informace budou
uvedeny v samostatné zprdvé Philip Morris International Inc., vyuZila
Spole¢nost vyjimky neuvadét nefinancéni informace ve vyrocni zpravé nebo
v konsolidované vyrocni zpravé, anebo v samostatné zpravé Spole¢nosti.
Tento postup vyslovné umoznuje zdkon o Ucetnictvi (§ 329 odst. 7).
Nefinanéni informace budou obsazeny v uvedené samostatné zpravé
Sustainability Report spole¢nosti Philip Morris International Inc., kterd
bude zverejnéna nejpozdéji do 30. ¢ervna 2019 a bezplatné pristupna

na internetové strance www.pmi.com.

(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 serious 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 take-over 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 take-over 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.

(xii) Non-financial information

Under Act on Accounting No. 563/1991 Coll. the Company is obliged

to provide non-financial information. As non-financial information will
be included in a separate report by Philip Morris International Inc.,

the Company used the exemption not to disclose non-financial information
in the annual report or in the consolidated annual report, or in a separate
report of the Company. This procedure is expressly allowed by the Act
on Accounting (Section 32g, Subsection 7). Non-financial information
will be included in the separate Sustainability Report of Philip Morris
International Inc., which will be published no later than on June 30, 2019
and freely accessible at www.pmi.com.



Spole¢nost dobrovolné dodrzuje a spliuje hlavni kritéria, principy

a doporuceni Kodexu spravy a fizeni spole¢nosti zalozeného na principech
OECD, ktery byl prijat v roce 2004 Komisi pro cenné papiry (dale jen
,Kodex"). Do Kodexu je mozno nahlédnout v sidle Spole¢nosti nebo
zplsobem umoznujicim dalkovy pfistup na nasledujici internetové strance:
www.philipmorris.cz. Spole¢nost respektuje a dodrzuje zdsady stanovené
Kodexem, které odpovidaji zajmam akcionard Spole¢nosti a zplsobu
podnikani Spolecnosti, a implementuje je do svych vnitinich postup.

V roce 2018 nedoslo k Zzadnym zdsadnim zménam ve Spolec¢nosti, které by
mély negativni vliv na standardy spravy a fizeni Spolec¢nosti. Spole¢nost je
odhodlana k udrzeni a rozvoji efektivniho rdmce kontroly a fizeni podnikani
Spolec¢nosti. Spole¢nost peclivé dbd na dodrzovani veskerych prav
akcionaru, zejména prava na rovné zachazeni se vsemi akcionati v souladu
s prislusnymi pravnimi predpisy. Spole¢nost si zakladd na transparentnosti,
nejen ve vztahu ke svoldvani valné hromady, ale rovnéz i ve vztahu

k informovani o stavu Spole¢nosti, zvefejnovani financnich vysledkd
podnikatelskych zamér( a vztahl s propojenymi osobami. Clenové organd
spole¢nosti jednaji s péc¢i rddného hospodare, peclivé a informované a pfi
svém jednani dodrzuji pravni prislusné predpisy.

Informace Spolecnosti za ucetni obdobi kalendaFniho roku 2018
dle §118 odst. 4. pism. b), ¢), d), e) al) ZPKT

() Informace o zdsadach a postupech vnitini kontroly a pravidlech
pristupu emitenta a jeho konsolidacniho celku k rizikim, kterym emitent

a jeho konsolidacni celek je nebo miize byt vystaven ve vztahu k procesu
ucetniho vykaznictvi:

Spolecnost je v rdmci své podnikatelské ¢innosti vystavena radé externich
a internich rizik, kterd jsou popsdna ve zprdvé predstavenstva a také

v priloze k ucetni zavérce a ke konsolidované ucetni zavérce. Spole¢nost
proto vytvofila postupy a procesy s cilem identifikovat, kvantifikovat

a snizit tato rizika za ucelem jejich predchazeni a efektivniho fizeni.

Dulezitou soucasti spravy a fizeni Spolecnosti je oddéleni interni kontroly,
které poskytuje organlim Spolecnosti objektivni posouzeni pfimérenosti

a ucinnosti vnitfniho kontrolniho systému Spole¢nosti. V roce 2018
oddéleni interni kontroly provedlo fadu auditd v souladu s ro¢nim auditnim
planem, sestavenym na zdkladé vyhodnocenirizik, a s pozadavky organ(
Spolec¢nosti.

Oddéleni interni kontroly Spole¢nosti hodnoti zejména kontrolni
mechanismy, postupy a systémy za Ucelem zajisténi vérnosti a poctivosti
financnich a provoznich informaci, ochrany majetku Spole¢nosti,
dodrzovani internich smérnic Spole¢nosti a Ucelného a Setrného nakladani
se zdroji.

The Company voluntarily complies with the main criteria, principles and
recommendations of the Corporate Governance Code based on the OECD
Principles, which was adopted in 2004 by the Securities Commission

(the “Code”). The Code is available at the registered office of the Company
or in a manner allowing for remote access at the following website: www.
philipmorris.cz. The Company respects and complies with all the principles
set out by the Code that correspond to the interests of the Company’s
shareholders and methods of the Company’s business and implements
these principles in its internal procedures. In 2018, there were no

material changes in the Company that would have an adverse effect

on the corporate governance standards. The Company is firmly dedicated
to maintain and develop an efficient framework for the control and
management of the Company’s business. The Company properly ensures
the compliance with all rights of shareholders, in particular the right to
equal treatment of all shareholders in compliance with applicable legal
regulations. The Company strongly prides itself on its transparency, not
only in relation to the convocation of the General Meetings, but also

in relation to providing information about matters within the Company and
disclosing its financial results, business plans and relationships with related
entities. Members of the Company’s bodies act with due managerial

care, diligently and with the necessary knowledge, and comply with

the applicable legal regulations while performing any of their acts.

Information about the Company for the 2018 calendar year accounting
period pursuant to section 118 subsection 4 (b), (c), (d), (e) and (l)
of the Act on Business Activities on the Capital Market

() 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 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 2018, 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.



Z divodu prevence a véasného odhalovani vzniku moznych chyb

a podvodU ve vztahu k procesu ucetniho vykaznictvi Spole¢nost zavedla
kontroly ve formé vnitfnich smérnic, pokryvajicich rizikové oblasti (napfr.
pfijmy a vynosy, dlouhodoby majetek a pronajmy, ocefiovani skladovych
zasob, naklady a vydaje apod.), jejichz priméfenost a Ucinnost 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 Spole¢nosti a navrhuje opatfeni k napravé nedostatkd, pokud jsou
néjaké zjistény. Vysledky hodnoceni kontrolniho systému jsou diskutovany
také s externim auditorem Spolecnosti.

K odstranéni nedostatk zjisténych v pribéhu auditd jsou Spole¢nosti
pfijimana odpovidajici ndpravnd opatreni. Stav pInéni ndpravnych opatfeni
oddéleni interni kontroly priibézné sleduje a reportuje vedeni Spole¢nosti
a organdm Spolecnosti.

Prace oddéleni interni kontroly je rovnéz sledovana vyborem pro audit.
Vybor pro audit v roce 2018 neshledal zaddné nedostatky, které by mohly
podstatné ovlivnit proces ucetniho vykaznictvi.

(i)  Popis postupt rozhodovani a slozeni statutarniho organu, dozorci
rady Ci jiného vykonného nebo kontrolniho organu emitenta, a jsou-li
ZzFizeny, také jejich vyboru:

Predstavenstvo Spolec¢nosti je statutdrnim organem Spolecnosti, ktery
Fidi jeji ¢Cinnost, jedna za Spolecnost zplUsobem uvedenym ve stanovach
Spole¢nosti a sklada se z péti ¢lend, ktefi jsou voleni a odvolavani

valnou hromadou. Clenové predstavenstva voli a odvoldvaji ze svych fad
predsedu predstavenstva. Predstavenstvo rozhoduje usnesenim, které
se zpravidla pfijima na zasedanich predstavenstva. Pfedstavenstvo je
zpUsobilé se usnaset, jsou-li pfitomni alespon tfi ¢lenové predstavenstva.
K prijeti usneseni je treba souhlasu nadpolovicni vétsiny pritomnych ¢lenl
predstavenstva. Kazdy ¢len predstavenstva ma jeden hlas. V pfipadé
rovnosti hlasl je rozhodujici hlas predsedajiciho.

Na navrh predsedy, ¢i pokud nema predsedu, jiného ¢lena predstavenstva,
mUZze predstavenstvo pfijimat rozhodnuti i mimo zasedani predstavenstva,
jestlize s tim souhlasi vSichni ¢lenové predstavenstva. Predstavenstvo

je zpUsobilé usnaset se mimo zasedani predstavenstva, tc¢astni-li se
tohoto hlasovani alespon tfi ¢lenové predstavenstva. K prijeti usneseni se
vyzaduje nadpolovi¢ni vétsina hlast ¢lend predstavenstva, ktefi hlasovali
mimo zasedani pfedstavenstva. V pfipadé rovnosti hlast je rozhodujici hlas
predsedajiciho.

V Ucetnim obdobi kalendarniho roku 2018 byli ¢leny pfedstavenstva
spole¢nosti pan Arpad Konye (predseda predstavenstva),

pan Tomas Korkos, pan Istvan Borus, pani Stanislava Jurikova

(do 27. 04. 2018), pan Petr Sedivec (od 27. 04. 2018), pan Martijn Pieter
Laheij (do 19.11. 2018) a pani Zarina Maizel (od 19. 11. 2018, kdy byla

v souladu s ¢lankem 14 odst. 4 stanov spole¢nosti jmenovdna nahradnim
¢lenem predstavenstva az do konani pristi valné hromady).

In order to prevent or promptly detect any possible 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.), whose 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 remedy deficiencies, if any deficiencies are
identified. The conclusions of the control assessments are also discussed
with the Company’s external auditor.

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 2018, 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 bodly, supervisory board or any other executive

or controlling body and of the issuer’s committees if any:

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 from amongst
themselves one member 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 a Board of Directors meeting. Resolutions are
adopted if they are approved by majority of the members of the Board

of Directors present. Every member of the Board of Directors has one vote.
In the event of a tie, the Chairperson’s vote is decisive.

If so proposed by the Chairperson, or if the Board of Directors does not
have a Chairperson, by any other member of the Board of Directors,

the Board of Directors may adopt resolutions outside of a meeting,
provided that 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 majority 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.

Mr Arpad Koénye (Chairman of the Board of Directors), Mr Tomas Korkos,

Mr Istvan Borus, Mrs Stanislava Jurikova (until 27 April 2018),

Mr Petr Sedivec (from 27 April 2018), Mr Martijn Pieter Laheij

(until 19 November 2018) and Ms Zarina Maizel (from 19 November 2018

as she was, in accordance with article 14 (4) of the Company’s Articles

of Association, appointed as a substitute member of the Board of Directors
until the next General Meeting of the Company) were the Members

of the Board of Directors of the Company in the 2018 calendar year
accounting period.



Dozorci rada se v ucetni obdobi kalendarniho roku 2018 sklddala

ze Ctyf ¢len(, ktefi mohli byt fyzickymi osobami splnujicimi pozadavky
zdkona. S ucinnosti od 14. ledna 2019 se dozorci rada sklada ze Sesti
¢len(, ktefi mohou byt fyzickymi nebo pravnickymi osobami splnujicimi
pozadavky zdkona. Dva ¢lenové dozorci rady jsou voleni a odvoldvani
zaméstnanci spole¢nosti v souladu se zakonem o obchodnich korporacich,
zbyvajici Etyfi ¢lenové valnou hromadou. Clenové dozoréi rady voli

a odvolavaji ze svych fad predsedu dozor¢i rady. Dozoréi rada je zpUsobila
se usnaset, je-li pritomna nadpolovi¢ni vétsina vsech jejich ¢lenl. Kazdy
¢len dozorci rady ma jeden hlas. K pfijeti usneseni je tfeba souhlasu
nadpolovi¢ni vétsiny vsech ¢lent dozorci rady. O usnaseni dozor¢i rady
mimo zaseddni plati obdobné ustanoveni o usnaseni predstavenstva
mimo zasedani, s tim, Ze k prijeti takového usneseni se vyzaduje vétsina
hlast vSech ¢lend dozor¢i rady. V pfipadé rovnosti hlas je rozhoduijici
hlas predsedajiciho.

V Gcetnim obdobi kalendainiho roku 2018 byli ¢leny dozoréi rady
spole¢nosti pan Johannes Franciscus Gerardus Vroemen (predseda
dozoréi rady), pani prof. Ing. Alena Zemplinerova, pan Vaclav Beranek

(do 27. 04. 2018), pani Stanislava Jurikova (od 27. 04. 2018), pan Imarus
Johannes Adalarius van Lieshout (do 24. 09. 2018) a pan Sergio Colarusso
(od 24. 09. 2018, kdy byl v souladu s ¢lankem 17 odst. 2 stanov spole¢nosti
jmenovan nahradnim ¢lenem dozoréi rady az do konani pristi valné
hromady).

Vybor pro audit se sklada ze tfi ¢lend, ktefi mohou byt fyzickymi osobami
spliujicimi pozadavky prislusnych 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 ¢lenl predsedu. Vybor pro audit je zplsobily se usnaset, je-li

na jeho zasedani pfitomna nadpolovi¢ni vétsina viech jeho ¢lend. Kazdy
¢len vyboru pro audit md jeden hlas. K prijeti usneseni vyboru pro audit
je treba nadpolovicni vétsiny hlast vsech ¢lent vyboru pro audit, pokud
stanovy nebo pravni predpisy nevyzaduji vys$si pocet hlasl potfebnych

k prijeti usneseni. O usnaseni vyboru pro audit mimo zasedani plati
obdobné ustanoveni o usnaseni predstavenstva mimo zasedani, s tim, ze
k pfijeti takového usneseni se vyzaduje vétsina hlasl vsech ¢lend vyboru
pro audit. V pfipadé rovnosti hlasl je rozhodujici hlas predsedajiciho.

V ucetnim obdobi kalendarniho roku 2018 byli ¢leny vyboru pro audit
spole¢nosti pan Johannes Franciscus Gerardus Vroemen (predseda vyboru
pro audit), pan Johannis van Capelleveen, pan Imarus Johannes Adalarius
van Lieshout (do 27. 04. 2018) a pani Stanislava Jurikova (od 27. 04. 2018).

(iii)  Popis prav a povinnosti spojenych s prislusnym druhem akcie nebo
obdobného cenného papiru predstavujiciho podil na emitentovi, a to
alespon odkazem na zakon o obchodnich korporacich a stanovy emitenta,
pokud se jedna o druh akcie, nebo na srovnatelny zahranicni pravni
predpis a stanovam obdobny dokument emitenta, pokud se jednd o druh
obdobného cenného papiru predstavujiciho podil na emitentovi:

Prdva a povinnosti akcionard stanovi pravni predpisy, zejména zdkon

o obchodnich korporacich a zékon ¢. 89/2012 Sb., ob¢ansky zakonik

a stanovy Spolec¢nosti.

In the 2018 calendar year accounting period, the Supervisory Board
consisted of four members, who could have been natural persons and had
to comply with the requirements stipulated by law. As of 14 January 2019,
the Supervisory Board consists of six members, who may be natural persons
or legal entities and must comply with the requirements stipulated by law.
Two members of the Supervisory Board shall be elected and recalled

by the Company’s employees in accordance with the Business Corporations
Act and the remaining four members shall be elected and recalled

by the General Meeting. The members of the Supervisory Board elect

from amongst themselves one member as the Chairperson and shall also
recall the Chairperson. The Supervisory Board is quorate if majority of its
members are present. Every member of the Supervisory Board has one vote.
Resolutions are adopted if they are approved by majority of all the members
of the Supervisory Board. The same rules as those for adopting resolutions
outside the Board of Directors meetings apply to adopting resolutions
outside the Supervisory Board meetings; 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, the Chairperson’s vote shall be decisive.

Mr Johannes Franciscus Gerardus Vroemen (Chairman of the Supervisory
Board), Mrs prof. Ing. Alena Zemplinerova, Mr Vdclav Berdnek (until

27 April 2018), Mrs Stanislava Jurikova (from 27 April 2018), Mr Imarus
Johannes Adalarius van Lieshout (until 24 September 2018) and

Mr Sergio Colarusso (from 24 September 2018 as he was, in accordance
with article 17 (2) of the Company’s Articles of Association, appointed

as a substitute member of the Supervisory until the next General

Meeting of the Company) were the Members of the Supervisory Board

of the Company in the 2018 calendar year accounting period.

The Audit Committee consists of three members, who must be natural
persons and must 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 from amongst themselves one
member as the Chairperson. The Audit Committee is quorate if majority

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 majority 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 the Board of Directors meetings
apply to adopting resolutions outside the Audit Committee meetings;
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,

the Chairperson’s vote shall be decisive.

Mr Johannes Franciscus Gerardus Vroemen (Chairman of the Audit
Committee), Mr Johannis van Capelleveen, Mr Imarus Johannes
Adalarius van Lieshout (until 27 April 2018) and Mrs Stanislava Jurikova
(from 27 April 2018) were the Members of the Audit Committee

of the Company in the 2018 calendar year accounting period.

(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 with regard to classes
of shares, or reference to a similar foreign legal regulation or a document
similar to the Articles of Association with 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.



Opravnéni majitelé akcii maji pravo Gcastnit se na fizeni Spole¢nosti.
Toto prdvo uplatnuji akcionari zasadné na valné hromadé, jiz maji pravo
se Ucastnit. Na valné hromadé maji akciondfi pravo hlasovat, pravo
pozadovat a dostat vysvétleni o zalezitostech tykajicich se Spole¢nosti
i 0 zalezitostech tykajicich se osob ovladanych Spole¢nosti, je-li takové
vysvétleni potfebné pro posouzeni obsahu zdlezitosti zafazenych

na valnou hromadu nebo pro vykon jeho akciondfrskych prav na ni,

a uplatiiovat navrhy a protindvrhy k zdlezitostem zafazenym na porad
valné hromady.

Akciondri maji dale pravo na podil na zisku Spole¢nosti (dividendu).
Po dobu trvani Spolecnosti, ani v pripadé jejiho zruseni, nejsou akcionafi
opravnéni pozadovat vraceni svych vkladd.

Pri zruSeni Spolecnosti s likvidaci maji akcionati pravo na podil
na likvida¢nim zGstatku.

Akcionati jsou povinni splatit emisni kurz a pripadné emisni azio jimi
upsanych akcii.

(iv)  Popis postupl rozhodovdani a zékladniho rozsahu pusobnosti valné
hromady emitenta nebo obdobného shroméazdéni viastniki cennych papird
predstavujicich podil na emitentovi:

Valna hromada akcionart je nejvyssim organem Spolecnosti. Rozhoduje

o vsech zalezitostech Spole¢nosti, které do jeji pdsobnosti svéfuji zakon
nebo stanovy Spolec¢nosti.

Do pusobnosti valné hromady nalezi zejména rozhodnuti 0 zméné

stanov, rozhodovani o zméné vyse zakladniho kapitdlu nebo o povéreni
predstavenstva ke zvyseni zakladniho kapitdlu, schvaleni radné,
mimoradné nebo konsolidované ucetni zavérky a v pfipadech, kde

jeji vyhotoveni stanovi jiny pravni predpis, i mezitimni ucetni zavérky,
rozhodnuti o vydani vyménitelnych nebo prioritnich dluhopisd, rozhodnuti
o zru$eni Spole¢nosti s likvidaci, rozhodnuti o fuzi, pfevodu jméni

na jednoho akcionafe nebo rozdéleni, popfipadé o zméné pravni formy
Spolecnosti.

Do pusobnosti valné hromady dale patfi rozhodovani o moznosti
zapocteni penézité pohledavky vici Spole¢nosti proti pohledavce

na splaceni emisniho kurzu, volba a odvolani ¢len( pfedstavenstva,

¢lenll dozorci rady a vyboru pro audit, rozhodnuti o rozdéleni zisku

nebo jinych vlastnich zdrojd, nebo o Ghradé ztraty, rozhodnuti o podani
7adosti o pfijeti Uc¢astnickych cennych papirtl Spole¢nosti k obchodovani
na evropském regulovaném trhu nebo o vyfazeni téchto cennych papird

z obchodovani na evropském regulovaném trhu, jmenovani a odvoldni
likvidatora, schvalovani smlouvy o vykonu funkce likvidatora, schvaleni
navrhu rozdéleni likvida¢niho zGstatku, schvaleni prevodu nebo zastaveni
zavodu nebo takové jeho ¢asti, ktera by znamenala podstatnou zménu
dosavadni struktury zavodu nebo podstatnou zménu v predmétu
podnikani nebo ¢innosti Spole¢nosti, rozhodnuti o prevzeti Gcinkd jednani
ucinénych za Spolec¢nost pred jejim vznikem, schvaleni smlouvy o tichém
spolecenstvi, véetné schvaleni jejich zmén a jejiho zruseni, rozhodovani

o schvaleni smlouvy o vykonu funkce ¢lena predstavenstva, dozor¢i rady
a vyboru pro audit o jejich odménovani nebo o poskytnuti jakéhokoliv
plnéni v jeho prospéch, na které neplyne ndrok z pravniho pfedpisu nebo
ze smlouvy o vykonu funkce schvalené valnou hromadou nebo z vnitiniho
predpisu schvaleného valnou hromadou, rozhodnuti 0 zméné prav
spojenych s ur¢itym druhem akcii, rozhodnuti o zméné druhu a formy akcii,
rozhodnuti o Stépeni akcii ¢i spojeni vice akcii do jedné akcie, rozhodnuti
0 omezeni pfevoditelnosti akcii ¢i jeji zméné, rozhodnuti o nabyti vlastnich
akcii Spolec¢nosti v souladu s platnymi pravnimi predpisy a rozhodnuti

o uréeni auditora Spole¢nosti a rozhodnuti o dalSich otdzkach, které zakon
nebo stanovy zahrnuji do plisobnosti valné hromady.

The authorised holders 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 any such explanations 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, and to submit
proposals and counterproposals in relation to the matters on the agenda
of the General Meeting.

The shareholders are further entitled to shares in 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 in the event of its dissolution.

If the Company is wound up with liquidation, the shareholders are entitled
to a share in the liquidation balance.

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 holders
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.

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



S kazdou akcii o jmenovité hodnoté 1 000 K¢ je spojen jeden hlas. Valna
hromada je schopna se usnaset, jsou-li pfitomni akcionafi vlastnici

akcie, jejichZ jmenovitd hodnota nebo pocet presahuje 30 % zakladniho
kapitalu spole¢nosti. Valna hromada rozhoduje nadpoloviéni vétsinou
hlast pfitomnych akcionar(, pokud zédkon o obchodnich korporacich

nebo stanovy Spolec¢nosti nevyzaduji vétsinu jinou. Akcionar nemdze
vykondvat hlasovaci prdva v pfipadech stanovenych zakonem. Na valné
hromadeé se hlasuje pomoci hlasovacich listkd, které obdrzi akcionar pri
zapisu do listiny pfitomnych, nebo jinym vhodnym zplsobem umoznujicim
elektronické hlasovani. Volba o zplsobu hlasovani, resp. zda se bude
hlasovat hlasovacimi listky, nebo elektronicky, je ponechdna na rozhodnuti
valné hromady. Nejprve se hlasuje o ndvrhu predstavenstva nebo dozorci
rady. Neni-li takovy navrh prijat nebo predlozen, hlasuje se o (proti)ndvrhu
akcionare.

(v)  Popis politiky rozmanitosti uplatriované na statutarni organ,

dozorci radu, spravni radu &i jiny obdobny organ emitenta, a to s ohledem
napfriklad na kritéria véku, pohlavi nebo vzdeélani a odbornych znalosti

a zkuSenosti, véetné informace o cilech této politiky, o tom, jak je politika
rozmanitosti uplatriovana a jaké vysledky jeji uplatriovani v prislusném
ucetnim roce prineslo.

Neuplatiuje-li emitent politiku rozmanitosti, uvede na misto jejiho popisu
zdGvodnéni, pro¢ tuto politiku neuplatiuje.

Spole¢nost neuplatiuje na predstavenstvo, dozorci radu ani vybor pro
audit zadnou specifickou politiku rozmanitosti. Dlvodem je zejména
zplisob, jakym jsou tyto organy Spole¢nosti voleny. Cleny predstavenstva,
dozoréi rady a vyboru pro audit voli valna hromada Spolecnosti. DalSim
dlvodem je zachovani zédsad nediskriminace a rovného zachazeni se vsemi
osobami pfi obsazovani vedoucich pozic a organt Spolec¢nosti, které se
prolinaji vSemi ¢innostmi, které Spole¢nost vyviji. Spole¢nost dodrzuje tyto
zasady a také pravidla stanovena prislusnymi pravnimi pfedpisy a zasazuje
se 0 zamezeni nerovnosti, znevyhodnovani ¢i jiné formy diskriminace,

at uz pfimé, nebo nepfimé. Pfi volbé ¢lenl organd Spole¢nosti jsou tyto
principy vzdy dodrzovany. Vzhledem k vysokym kvalitativnim pozadavkim
na ¢leny organli Spolecnosti, specifickému odvétvi, ve kterém Spolecnost
podnika a respektovani svobodné volby akcionafd, se pti volbé ¢lend
predstavenstva, dozorci rady a vyboru pro audit na nediskrimina¢nim
zakladé zohlednuji zejména profesni zkusenosti, odborné znalosti

a predpoklady pro kvalitni vykon funkce, bez ohledu na pavod ¢i vlastnosti
kandidata.

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
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 receive the ballots when registering in the attendance

list, or in 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 no such
proposals are submitted or adopted, shareholders’ (counter) proposals are
voted on.

(v) A description of the diversity policy applied to the statutory body,
the supervisory board, the managing board or any other similar

bodly of the issuer, taking into account, for example, the age, gender
or education criteria and the expertise and experience, including
information on the objectives of the policy, how diversity policy is
being implemented and what its implementation results have brought
in the relevant financial year.

If the issuer does not apply a diversity policy, it shall state in the place
of its description the reasons why it does not apply this policy.

The Company does not apply any specific diversity policy to the Board

of Directors, the Supervisory Board or the Audit Committee. This is
mainly due to the way in which these Company’s bodies are elected.
Members of the Board of Directors, the Supervisory Board and the Audit
Committee are elected by the General Meeting of the Company. Another
reason is the observance of the principles of non-discrimination and equal
treatment towards all persons in filling managerial positions and positions
in the Company’s bodies; these principles are present in all activities that
the Company performs. The Company complies with these principles

as well as with the rules set forth in the relevant legal regulations and is
concerned to prevent any non-equality, unfavourable treatment or any
other forms of discrimination, whether direct or indirect. These principles
are always respected and carefully adhered to in the election of members
of the Company’s bodies. With regard to the high-quality requirements
applicable to members of the Company’s bodies, to the specific sector

in which the Company conducts its business and to the respect for

the free election of shareholders, the members of the Board of Directors,
the Supervisory Board and the Audit Committee, are always elected,

on a non-discriminatory basis, mainly on the basis of the professional
experience, the professional knowledge, qualifications for the good
performance of their offices, irrespective of origin or characteristics

of the candidates.



V souladu s ¢lanky 14, 17 a 20 Stanov ¢ini funkéni obdobi ¢lena
predstavenstva, dozorci rady a vyboru pro audit tfi roky. Opétovna volba
¢lena téchto orgdnu spole¢nosti je mozna.

Arpad Koénye, predseda predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pan Kénye byl jmenovan do pozice generdlniho feditele pro Ceskou
republiku, Slovensko a Madarsko v bfeznu 2016. Zodpovida za vedeni
spole¢nosti Philip Morris CR a.s., Philip Morris Slovakia s.r.0. a Philip Morris
Magyarorszag Kft (Madarsko). Svou kariéru zahajil v roce 1991 v oddéleni
marketingu spole&nosti Philip Morris International Inc. ve Svycarsku.
Pozdéji prosel ve spole¢nosti celou fadou dalSich manazerskych pozic

v oddélenich marketingu a prodeje v rliznych ¢astech svéta. Od roku 1997
zastdval pozici generalniho manazera v Izraeli a poté pozici generalniho
feditele v Madarsku. V roce 2006 byl jmenovan feditelem pro oblast
severni Afriky a v roce 2011 vykonnym feditelem v Pakistanu. Od roku 2014
zastdval pozici generalniho reditele v Portugalsku.

Pan Konye je drzitelem magisterského titulu v oboru marketing z Webster
University v Zenevé, Svycarsko.

Pan Konye 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 predsedou predstavenstva ostatnimi
¢leny predstavenstva spole¢nosti dne 29. 4. 2016.

Pan Kénye byl v pfedchozich péti letech a stéle je ¢lenem spravnich,
fidicich nebo dozorcich organd nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spoleénost zaloZeni funkce funkce
Predseda - o Ceska
predstavenstva Philip Morris CR a.s. republika 29.4.2016
Generalni feditel PMM-S.G.PS., S.A. Portugalsko 24.4.2014 21.4.2016
Generdini feditel aacontrole Portugalsko 24.3.2014 23.3.2016
S.G.PS,SA. T T
Tabaqueira - Empresa
Reditel Industrial de Portugalsko 5.2.2014 23.3.2016
Tabacos, S.A.
Generalni feditel Tabaqueira Il, S.A. Portugalsko 5.2.2014 23.3.2016
Predseda Philip Morris s
a vykonny feditel  (Pakistan) Limited Pakistan 7.7.201 1.2.2014
Reditel Philip Morris Pakistan 7.7.201 1.2.2014

(Pakistan) Limited

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.

Arpad Konye, Chairman of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo ndm. 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 Magyarorszdg 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 Konye holds a master’s degree in Marketing Management from Webster
University in Geneva, Switzerland.

Mr Konye 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 Date Date
Function Company Name  of Incorporation Appointed Resigned
Chairman - = .
of the Board Philip Morris CRa.s. ~ Czech Republic 29.4.2016
President PMM-S.G.PS., S.A. Portugal 24.4.2014 21.4.2016
. Tabacontrole
President SGPS. SA. Portugal 24.3.2014 23.3.2016
Tabaqueira -
Director Empresa Industrial Portugal 5.2.2014 23.3.2016
de Tabacos, S.A.
President Tabaqueira Il, S.A. Portugal 5.2.2014 23.3.2016
Chairman and Philip Morris
Chief Executive p L Pakistan 7.7.201 1.2.2014
N (Pakistan) Limited
Officer
Director Philip Morris Pakistan 7.7.201 1.2.2014

(Pakistan) Limited



Petr Sedivec, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pan Petr Sedivec byl v dubnu 2018 jmenovén do pozice feditele financi a IS
pro Ceskou republiku, Slovensko a Madarsko. Svou kariéru ve spole¢nosti
Philip Morris CR a.s. zacal v roce 2010 jako manazer oddéleni Business
Development a Planning, a nasledné jako manazer Commercial
Intelligence a manazer oddéleni Business Development a Planning pro
Ceskou republiku, Slovensko a Madarsko. Pfed tim pracoval tfinact let

ve spolecnosti Procter & Gamble, kde zastdval fadu pozic v oddéleni
Commercial and Customer Finance, Brand, Accounting, Corporate Audit,
Strategic planning pro nékolik trh( v EU a vychodni Evropé.

Pan Sedivec je drzitelem bakalafského titulu v oboru téetnictvi z Jiho¢eské
university v Ceskych Budé&jovicich.

Pan Sedivec byl zvolen ¢lenem predstavenstva spole&nosti Philip Morris
CR a.s. Fadnou valnou hromadou 27. 4. 2018 na funkéni obdobi tFi let.

Pan Sedivec byl v predchozich péti letech a stéle je ¢lenem spravnich,
fidicich nebo dozorcich organd nebo spolecnikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spolecnost zalozeni funkce funkce
Clen - X Ceska
predstavenstva Philip Morris CR a.s. republika 27.4.2018

Tomas Korkos, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Vitézna 1, 284 03 Kutna Hora

Pan Korko$ byl jmenovany do pozice feditele vnéjsich vztah( spole¢nosti
Philip Morris CR a.s. v Unoru 2015. Pied tim pracoval v oddéleni vnéjsich
vztahU spole¢nosti Philip Morris Slovakia s.r.0., které od zati 2009 ved|.
novinar ve Slovenském rozhlasu a pozdéji v manazerskych pozicich v BBC
World Service a TV Markiza.

Pan Korko$ ma magistersky titul z Filozofické fakulty UPJS v Kosicich.

Pan Korkos byl v souladu s ¢lankem 14 odst. 4 Stanov jmenovan ndhradnim
¢lenem piedstavenstva spole¢nosti Philip Morris CR a.s. ostatnimi ¢leny
predstavenstva dne 9. 2. 2015, a to na obdobi az do kondni pfisti valné
hromady dne 30. 4. 2015. Pan Korko$ byl zvolen ¢lenem predstavenstva
spole&nosti Philip Morris CR a.s. Fadnou valnou hromadou 30. 4. 2015

na funkéni obdobi tfi let a dne 27. 4. 2018 na funkéni obdobi dalsich tfi let.

Pan Korko$ byl v predchozich péti letech a stéle je ¢lenem sprdvnich,
fidicich nebo dozorcich organd nebo spolecnikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spolecnost zalozeni funkce funkce
Clen - o~ Ceska
predstavenstva Philip Morris CR a.s. republika 9.2.2015
. L. Philip Morris Slovenska
Vykonny feditel Slovakia sro. republika 30. 4.2010 30. 4. 2015

Petr Sedivec, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo ndm. 10, 120 00 Prague

Mr Sedivec was appointed to the position of Director Finance and IS with
responsibility for the Czech Republic, Slovakia and Hungary in April 2018.
He began his career with Philip Morris CR a.s. in 2010 as Manager Business
Development and Planning, followed by the positions of Manager
Commercial Intelligence and Manager Business Development and Planning
for Czech Repubilic, Slovakia and Hungary. Prior to joining Philip Morris

CR a.s. he worked for thirteen years for Procter & Gamble where he

held number of positions in Commercial and Customer Finance, Brand,
Accounting, Corporate Audit, Strategic planning for multiple markets
across EU and Eastern Europe.

Mr Sedivec graduated in Accounting from South-Bohemian University
in Ceské Budé&jovice.

On April 27, 2018 Mr Sedivec 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.

In the previous five years Mr Sedivec was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
Member Philip Morris CRass.  Czech Republic 27.4.2018

of the Board

Tomas Korkos, member of the Board of Directors
Contact address: Philip Morris CR a.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.o., 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.

Mr Korko$ holds a master’s degree from Faculty of Philosophy UPJS
in KoSice.

Pursuant to Article 14 par. 4 of the Articles of Association, Mr Korkos$ was
appointed as a 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 Korko$ was elected as a member of the Board of Directors of Philip
Morris CR a.s. by the Annual General Meeting of Shareholders and

on April 27, 2018 he was re-elected for a period of three years.

In the previous five years Mr Korko$ was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
Member Philip Morris CRass.  Czech Republic 9.2.2015
of the Board P - P o
Executive Director 1P Morris Slovakia 30.4.2010  30.4.2015

Slovakia s.r.o.



Zarina Maizel, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pani Maizel byla jmenovana do pozice feditelky vyroby spole¢nosti

Philip Morris CR a.s. v zaF 2018. Svou kariéru zahéjila ve spole¢nosti

00O Philip Morris Sales and Marketing Russia v roce 2013 v oddéleni Supply
Chain. Poté plsobila ve spole¢nosti ZAO Philip Morris Izhora na riznych
pozicich v oddéleni Procurement a Manufacturing. Jeji pfedchozi kariéra
se vyvijela v QA, Manufacturing, R&D, Logistics, Commercial & Marketing
ve spolec¢nosti OO0 Dirol-Cadbury Russia a Cadbury Trebor Basset UK,

a pozdéji v oddéleni nakupu ve spole¢nosti Danone.

Pani Maizel je drzitelkou nékolika magisterskych titult v oboru biochemie
z univerzity NSU, ekonomie a managementu z Moskevské statni
technické univerzity a z Mezinarodni obchodni univerzity v Liverpoolu,
Spojené kralovstvi.

Pani Maizel byla v souladu s ¢lankem 14 odst. 4 Stanov jmenovéna
nahradnim &lenem predstavenstva spoleénosti Philip Morris CR a.s.
ostatnimi ¢leny predstavenstva dne 19. 11. 2018, a to na obdobi

az do kondni pristi valné hromady dne 26. 4. 2019.

Pani Maizel byla v predchozich péti letech a stdle je ¢lenem spravnich, fidicich
nebo dozorcich organli nebo spole¢nikem v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spole¢nost zaloZeni funkce funkce
Clen - o Ceska
predstavenstva Philip Morris CR a.s. republika 19.11.2018

Istvan Borus, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pan Borus byl jmenovan do pozice feditele prodeje a distribuce CZ

v lednu 2016. Svoji kariéru zahdjil v roce 2003 ve spole¢nosti Philip Morris
Hungary Ltd. a poté vykonaval riizné pozice s rostouci odpovédnosti

v oddéleni prodeje. V roce 2009 plisobil ve spolecnosti 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 plsobil v pozici feditele prodeje
spolec¢nosti Philip Morris Hungary Ltd.

Pan Borus je drzitelem bakaldfského titulu v oboru ekonomie z university
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 ¢ldnkem 14 odst. 4 Stanov jmenovan nahradnim
¢lenem predstavenstva spole¢nosti Philip Morris CR a.s. ostatnimi ¢leny
predstavenstva dne 18. 1. 2016, a to na obdobi az do kondni pfisti valné
hromady dne 29. 4. 2016. Pan Borus byl zvolen ¢lenem pfedstavenstva
spole¢nosti Philip Morris CR a.s. fadnou valnou hromadou 29. 4. 2016

na funkéni obdobi tfi let.

Pan Borus byl v pfedchozich péti letech a stale je ¢lenem spravnich, fidicich
nebo dozorcich organti nebo spole¢nikem v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spolecnost zalozeni funkce funkce
Clen - o~ Ceska
predstavenstva Philip Morris CR a.s. republika 18.1. 2016

Zarina Maizel, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo ndm. 10, 120 00 Prague

Ms Maizel was appointed to the position of Director Operations of Philip
Morris CR a.s in September 2018. She began her career in Supply Chain
department in Procurement in OO0 Philip Morris Sales and Marketing Russia
in September 2013. Later, she held managerial position in Manufacturing in
ZAO Philip Morris Izhora Russia. Her previous career was developed in QA, R&D,
Logistics, Commercial & Marketing in OO0 Dirol-Cadbury Russia and Cadbury
Trebor Basset UK, and in Regional Purchasing in AO Danone Russia company.

Ms Maizel holds a few master degrees in Biochemistry from NSU,
in Economics and Management from Technical University in Moscow,
and in International Business from University of Liverpool, UK.

Pursuant to Article 14 par. 4 of the Articles of Association, Ms Maizel was
appointed as a member of the Board of Directors of Philip Morris CR a.s.
by the other members of the Board of Directors on November 19, 2018
until the next General Meeting to be held on April 26, 2019.

In the previous five years, Ms Maizel was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
Member Philip Morris CRa.s.  Czech Republic 19.11. 2018

of the Board

Istvan Borus, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo ndm. 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’s 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 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 Date Date
Function Company Name  of Incorporation Appointed Resigned
Member Philip Morris CRa.s.  Czech Republic 18.1.2016

of the Board



Johannes Franciscus Gerardus Vroemen, predseda dozor¢i rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 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 pobodce, feditele Centra financnich
sluzeb pro Evropu v Krakové a feditele konsolidace a Ucetnictvi Philip
Morris International Inc. V sou¢asné dobé zastava pozici Vice President
EU Finance ve Philip Morris International Management SA a je odpovédny
za financni zalezitosti regionu Evropské unie.

Pan Vroemen je drzitelem magisterského titulu v oboru ekonomie z Tilburg
univerzity v Nizozemi a je autorizovanym ucetnim a ¢lenem Netherlands
Institute of Chartered Accountants.

Pan Vroemen byl v souladu s ¢lankem 17 odst. 2 Stanov jmenovan
nahradnim ¢lenem dozor¢i rady a zvolen predsedou dozorci rady
spole&nosti Philip Morris CR a.s. ostatnimi ¢leny dozor¢i rady

dne 18. 8. 2014, a to na obdobi az do kondni pfisti valné hromady dne

30. 4. 2015. Pan Vroemen byl dne 30. 4. 2015 zvolen ¢lenem dozor¢i rady
spole&nosti Philip Morris CR a.s. Fadnou valnou hromadou na funkéni
obdobi tfi let a dne 27. 4. 2018 byl fadnou valnou hromadou znovu zvolen
na funkeni obdobi dalSich tFi let

Pan Vroemen byl v predchozich péti letech a stale je ¢lenem spravnich,
fidicich nebo dozor¢ich organd nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spoleénost zalozeni funkce funkce
= o Philip Morris . .
Clen dozor¢i rady Holland BV. Nizozemi 1.4.2018
Reditel Nicocigs Limited Velkd Britanie N.1.2014
P Philip Morris .
Reditel Benelux BV.BA. Belgie 16.10. 2014
Reditel Philip Morris Itlie 15.9. 2014
Italia S.r.l.
Reditel Philip Morris ApS Déansko 25.8.2014
Pfredseda 3
dozorti rady Philip Morris CRass.  Cook@ 18.8.2014
a vyboru republika
pro audit
Reditel Acrin (Tobaccos) Velka Britanie 1.7.2014
Limited
Reditel George Dobie &Son /o4 pritanie 1.7.2014
Limited
Reditel Godifrey Phillips Velka Britanie 1.7.2014
Limited
Reditel Oreclalnvestments o< gritanie 1.7.2014
Limited
Papastratos
Clen Cigarettes Recko 1.7.2014
Manufacturing
Company S.A.
Reditel Park (U.K.) Limited Velkd Britanie 1.7.2014
Reditel Park Tobacco Velké Britanie 1.7.2014

Limited

Johannes Franciscus Gerardus Vroemen, Chairman of the Supervisory Board
Contact address: Philip Morris CR a.s., Karlovo ndm. 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 SA, with
responsibility for Finance in the European Union.

Mr Vroemen holds a master’s degree 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 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 and on April 27, 2018 he was re-elected by the Annual
General Meeting of Shareholders for a period of three years.

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:

Jurisdiction Date Date
Function Company Name  of Incorporation  Appointed Resigned
Supervisory Board  Philip Morris
Member Holland BV. Netherlands 1.4.2018
Director Nicocigs Limited United Kingdom 11.11. 2014
. Philip Morris .
Director Benelux BVBA. Belgium 16.10. 2014
. Philip Morris
Director talia S.rl. Italy 15.9.2014
Director Philip Morris ApS Denmark 25.8.2014
Chairman
of Supervisory - Lo .
Board and Audit Philip Morris CRa.s.  Czech Republic 18.8.2014
Committee
Director A_crl}n (Tobaccos) United Kingdom 1.7.2014
Limited
] George Dobie & ) )
Director Son Limited United Kingdom 1.7.2014
Director Godirey Phillips United Kingdom 1.7.2014
Limited
Director Qre;la Investments United Kingdom 1.7.2014
Limited
Papastratos
Member Clgarettes Greece 1.7.2014
Manufacturing
Company S.A.
Director Park (U.K.) Limited United Kingdom 1.7.2014
Director Park Tobacco United Kingdom 1.7.2014

Limited



Jurisdikce Den vzniku Den skonéeni
Funkce Spoleénost zalozZeni funkce funkce
Philip Morris &
Reditel Company (UK) Velka Britanie 1.7.2014
Limited
Philip Morris
. . International Service & <
Mistopredseda Center, S.L. Sociedad Spanélsko 1.7.2014
Unipersonal
Reditel Philip Morris Limited Velka Britanie 1.7.2014
Manazer Philip Morris Lucembursko 1.7.2014
Luxembourg S.a.r.l.
Predseda Philip Morris S.A. Svycarsko 1.7.2014
predstavenstva
. " Philip Morris & M
Mistopfedseda Spain, S.L. Spanélsko 1.7.2014
United Kingdom
Reditel Tobacco Company Velka Britanie 1.7.2014
Limited (The)
Clen Philip Morris .
predstavenstva Finland Oy Finsko 30.6.2014
Clen Philip Morris
predstavenstva Norway AS Norsko 30.6.2014
Clen Philip Morris -
predstavenstva Aktiebolag Svédsko 27.6.2014
Reditel PM Tobakk Norge AS Norsko 27.6.2014
x L Philip Morris Polska
Clen dozor¢i rady Spotka Akcyjna Polsko 20.6.2014
Clen Philip Morris Austria
predstavenstva GmbH Rakousko 24.1.2012 1.7.2014
Reditel Philip Morris GmbH Némecko 20.5.201 1.7.2014
- Philip Morris N
Reditel Manufacturing GmbH Némecko 1.3.20m 1.7.2014
Reditel 6 Geschaftsfuhrungs  x oo 1.3.201 1.7.2014
GmbH
5 f6 Cigarettenfabrik N
Reditel GmbH & Co.KG Némecko 1.3.20m 1.7.2014

Imarus Sergio Colarusso, ¢len dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pan Colarusso zacal pracovat pro skupinu Philip Morris International

v roce 2002 ve Svycarsku. Poté zastaval pozici Business Development
Manager pro Middle East (UAE) a poté od roku 2008 pozici finan¢niho
feditele. Nasledné byl v roce 2012 jmenovan finanénim reditelem

pro BeNeLux a pro Francii v roce 2015.

Pan Colarusso je drzitelem magisterského titulu v oboru bankovnictvi
a finance z HEC university v Lausanne.

Pan Colarusso byl v souladu s ¢lankem 17 odst. 2 Stanov jmenovan
nahradnim ¢lenem dozoréi rady spole¢nosti Philip Morris CR a.s. ostatnimi
¢leny dozorci rady dne 24. 9. 2018, a to na obdobi az do konani pristi valné
hromady dne 26. 4. 2019.

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
Philip Morris &
Director Company (UK) United Kingdom 1.7.2014
Limited
Philip Morris
International
Vice Chairman Service Center, Spain 1.7.2014
S.L. Sociedad
Unipersonal
Director Philip Morris Limited ~ United Kingdom 1.7.2014
Philip Morris
Manager Luxembourg Sa.rl. Luxembourg 1.7.2014
Chairman Philip Morris S.A Switzerland 1.7.2014
of the Board P o o
. . Philip Morris .
Vice Chairman Spain, SL. Spain 1.7.2014
United Kingdom
Director Tobacco Company United Kingdom 1.7.2014
Limited (The)
Member Philip Morris .
of the Board Finland Oy Finland 30.6.2014
Member Philip Morris
of the Board Norway AS Norway 30.6.2014
Member Philip Morris
of the Board Aktiebolag Sweden 27.6.2014
Director PM Tobakk Norge AS ~ Norway 27.6.2014
Supervisory Board  Philip Morris Polska
Member Spotka Akcyjna Poland 20.6.2014
Member Philip Morris )
of the Board Austria GmbH Austria 24.1.2012 1.7.2014
Director Philip Morris GmbH Germany 20.5.201m 1.7.2014
Philip Morris
Director Manufacturing Germany 1.3.201 1.7.2014
GmbH
Director f6 Geschaftsfuhrungs o any 1.3..2011 1.7.2014
GmbH
. f6 Cigarettenfabrik
Director GmbH & CoKG Germany 1.3.20m 1.7.2014

Sergio Colarusso, member of the Supervisory Board

Contact address: Philip Morris CR a.s., Karlovo ndm. 10, 120 00 Prague

Mr Colarusso joined Philip Morris International in 2002 in Switzerland.
Subsequently he worked in the Middle East (UAE), first as Business
Development Manager for the area, and then as Finance Director since 2008.
Subsequently, he was appointed Finance Director for the BeNeLux business
in 2012 and for the French business in 2015. Mr Colarusso currently holds

the position of EU Controller in Philip Morris International Management S.A.
in Switzerland with the responsibility for the European Union Region.

Mr Colarusso holds a master’s degree in Banking and Finance from
HEC Lausanne in Switzerland.

Pursuant to Article 17 par. 2 of the Articles of Association, Mr Colarusso
was appointed as a member of the Supervisory Board of Philip
Morris CR a.s. by the other members of the Supervisory Board
on 24, September 2018 until the next General Meeting on April 26, 2019.



Pan Colarusso byl v predchozich péti letech a stale je ¢lenem sprdvnich,
fidicich nebo dozorcich organd nebo spole¢nikem v nasledujicich

spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spoleénost zaloZeni funkce funkce
Clendozoréirady  Philip Morris CRas.  CSSK& 24.9.2018
republika
Philip Morris
Reditel Management Nizozemi 1.8.2012 1.6.2015
Services BV.
Reditel Dumas BV. Nizozemi 1.8.2012 1.11. 2015
= P Philip Morris . .
Clen spravni rady |nvestments BV. Nizozemi 1.8.2012 1.11. 2015
- Philip Morris Benelux .
Reditel BVBA. Belgie 15.8.2012 1.11. 2015
—_ Philip Morris . .
Reditel Holland BV. Nizozemi 1.8.2012 1.11. 2015
Reditel Philip Morris Holland ;i 1.8.2012 1.11.2015

In the previous five years Mr Colarusso was and still is a member

of the administrative, management or supervisory bodies or a partner
of the following companies:

Holdings BV.

Stanislava Jurikova, ¢len dozor¢i rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pani Stanislava Jurikova svou kariéru zacala ve spole¢nosti Philip Morris
Slovakia s.r.o. v roce 1996, kde zastévala rGzné pozice finanéni kontroly
souvisejici s U¢etnictvim, vnitfni kontrolou, vykaznictvim, kapitdlovymi
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 pusobila ve spole¢nosti Philip
Morris International Inc. ve Svycarsku v oddéleni globalniho finan¢niho
planovani, manazerského vykaznictvi a systémd. Od listopadu 2008 Fidila
ekonomicko-spravni oddéleni ve spole¢nosti Philip Morris Slovakia s.r.o.
Pani Jurikova byla v prosinci 2011 jmenovana do pozice reditelky financi
a IS pro Ceskou republiku a Slovensko, a od zafi 2016 také pro Madarsko,
a tuto funkci vykonavala do bfezna 2018.

Pani Jurikova je drzitelkou bakaldrského titulu v oboru management

z Univerzity Komenského v Bratislavé a profesiondlniho diplomu v oboru
management z institutu Open University Business School, Milton Keynes,
ve Velké Britanii.

Pani Jurikova byla dne 27. 4. 2018 zvolena ¢lenem dozoréi rady spolecnosti
Philip Morris CR a.s. Fadnou valnou hromadou na funkéni obdobi tfi let.

Pani Jurikova byla v pfedchozich péti letech a stéle je ¢lenem sprdvnich,
fidicich nebo dozor¢ich organd nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni

Funkce Spoleénost zalozeni funkce funkce
Clen dozoréi Coska
rady a vyboru Philip Morris CR a.s. . 27.4.2018

R republika
pro audit
Clen Philip Morris CR a.s. Ceska 27.4.2012 27.4.2018
predstavenstva republika

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
supervisory Board i Morris CRas.  Czech Republic 24.9.2018
Member
Philip Morris
Director Management Netherlands 1.8.2012 1.6.2015
Services BV.
Director Dumas B.V. Netherlands 1.8.2012 1.11. 2015
Management Board  Philip Morris Netherlands 1.8.2012 1.11.2015
Member Investments B.V.
. Philip Morris .
Director Benelux BVEBA. Belgium 15.8.2012 1.11. 2015
. Philip Morris
Director Holland BV. Netherlands 1.8.2012 1.1. 2015
Director Philip Morris Holland o6 1ands 1.8.2012 1.11.2015

Holdings BV.

Stanislava Jurikova, member of the Supervisory Board
Contact address: Philip Morris CR a.s., Karlovo ndm. 10, 120 00 Prague

Mrs Stanislava Jurikovd 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.0. 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.0. and she
performed the function until March 2018.

Mrs Jurikova holds a bachelor’s 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, 2018 Mrs Jurikova was 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.

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 Date Date
Function Company Name  of Incorporation Appointed Resigned
Supervisory Board
Member and - L .
Audit Committee Philip Morris CRa.s.  Czech Republic 27.4.2018
Member
Member Philip Morris CRas.  Czech Republic 27.4.2012  27.4.2018

of the Board



Prof. Ing. Alena Zemplinerova, CSc., ¢len dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 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 pracovala jako védecka pracovnice

na CERGE-NHU a od roku 1999 prednasela na VSE Praha, kde byla

od roku 2012 ¢lenkou védecké rady Narodohospodarské fakulty. V letech
2010-2013 pracovala jako vedouci Katedry ekonomie a managementu
CEVRO Institutu a od roku 2014 pfedndsi na Anglo-americké vysoké
Skole v Praze. Ve vyzkumné oblasti Fidila a Ucastnila se projektd OECD,
EU a Svétové banky zamérenych na restrukturalizaci podnik{, pfimé
zahranicni investice a evropskou integraci. V obdobi 2004-2006 byla
¢lenkou Sboru ekonomickych poradct pro soutézni politiku (EAGCP)
Evropské komise, Generdini reditelstvi pro hospodaiskou soutéz

(DG Competition).

Prof. Zemplinerova byla zvolena ¢lenkou dozoréi rady spole¢nosti

Philip Morris CR a.s. Fadnou valnou hromadou 26. 4. 2013.

Prof. Zemplinerova byla opétovné zvolena ¢lenem dozoréi rady spolecnosti
Philip Morris CR a.s. Fadnou valnou hromadou 30. 4. 2015 na funkéni
obdobi tfi let a dne 27. 4. 2018 byla fddnou valnou hromadou znovu
zvolena na funkéni obdobi dalsich tfi let.

Prof. Zemplinerova byla v pfedchozich péti letech a stale je ¢lenem
spravnich, fidicich nebo dozorcich organli nebo spole¢nikem
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spole¢nost zaloZeni funkce funkce
Clendozoréirady  Philip Morris CRas.  CoSK& 26.4.2013
republika
Centrum
« . ekonomickych studif Ceska
Clen dozor¢i rady Vysoké skoly ekonomie  republika 8.2.2010 8.2.2013

amanagementu, 0.p.s.

Tomas Hilgard, ¢len dozor¢i rady
Kontaktni adresa: Philip Morris CR a.s., Vitézna 1, 284 03 Kutna Hora

Pan Hilgard zacal pracovat ve spole¢nosti Philip Morris CR a.s. v lednu
1993. Ve firmé zacinal v pozici obchodniho zastupce a postupné plsobil
na pozicich vedouci prodejniho tymu v Praze, vedouci tréninkové
skupiny, manazera obchodni komunikace, manazera vnéjsich vztahd,
regiondlniho manazera prodeje a manazera tfetich stran v oddéleni
Prodeje a Distribuce. V poslednich letech zastava pozici manazera rozvoje
zameéstnancd a partner( v oblasti produktl se snizenym rizikem.

Pan Hilgard absolvoval gymnazium a elektrotechnickou priimyslovou Skolu
v Praze a v ramci dal$iho vzdélavani navstévuje Vysokou Skolu ekonomie
a managementu, obor marketing a PR.

Pan Hilgard byl dne 15. 2. 2019 zvolen zaméstnanci spole¢nosti
Philip Morris CR a.s. jako jejich zastupce do dozor¢i rady na obdobi tii let.

Prof. Ing. Alena Zemplinerova, CSc., member of the Supervisory Board
Contact address: Philip Morris CR a.s., Karlovo ndm. 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 CR a.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 and on April 27, 2018 she was re-elected
by the Annual General Meeting of Shareholders for a period of three years.

In the previous five years Prof. Zemplinerovd was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Appointment Jurisdiction Date Date
Type Company Name  of Incorporation Appointed Resigned
supervisory Board i Morris CRas.  Czech Republic 26.4.2013
Member
Centrum
Supervisory Board ekonomickych
P v studif Vysoké Czech Republic 8.2.2010 8.2.2013

Member Skoly ekonomie a

managementu, 0.p.s.

Tomas Hilgard, member of the Supervisory Board
Contact address: Philip Morris CR a.s., Vitézna 1, 284 01 Kutna Hora

Mr Hilgard joined Philip Morris CR a.s. in January 1993. Subsequently

he worked for the company in the position of Sales Representative,
Supervisor of Sales Team in Prague, Supervisor of Training Group, Business
Communication Manager, Corporate Affairs Manager, Regional Sales
Manager, and 3 Party Manager in Sales and Distribution He currently
holds the position of COD Manager in the area of reduced-risk products.

Mr Hilgard graduated from the High school and the Electro-technical
School in Prague, currently he attends University of Economics and
Management, specialization Marketing and PR.

Mr Hilgard was elected as a member of the Supervisory Board
of Philip Morris CR a.s. by the employees of Philip Morris CR a.s.
on February 15, 2019 as their representative for a period of three years.



Pan Hilgard byl v predchozich péti letech a stdle je clenem sprdvnich,
fidicich nebo dozorcich organd nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spoleénost zalozZeni funkce funkce
Clendozoréirady  Philip Morris CRas.  CSSK& 15.2.2019

republika

Ondfej Siisser, ¢len dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Vitézna 1, 284 03 Kutna Hora

Pan Susser zacal pracovat pro Philip Morris CR a.s. v zafi 2011. Po nastupu
zastdval pozici mechanika v oddéleni BU4 Filter making. Od konce roku
2017 zastava pozici trenéra s odpovédnosti za oddéleni BU3 OTP.

Pan Stsser vystudoval stfredni odbornou $kolu ve Skoda Auto Mlada
Boleslav se zamérenim mechanik strojl a zatizeni. V roce 2017 si rozsitil
technické znalosti zavére¢nou zkouskou z oboru elektro na odborné skole
Hradebni v Hradci Kralové.

Pan Susser byl dne 15. 2. 2019 zvolen zaméstnanci spole¢nosti
Philip Morris CR a.s. jako jejich zastupce do dozor¢i rady na obdobi tii let.

Pan Susser byl v pfedchozich péti letech a stdle je ¢lenem spravnich,
fidicich nebo dozor¢ich organd nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spoleénost zalozeni funkce funkce
Clen dozor&irady  Philip Morris CR a.s. Ceskd 15.2.2019

republika

In the previous five years Mr Hilgard was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Appointment Jurisdiction Date Date
Type Company Name  of Incorporation Appointed Resigned
supervisory Board i Morris CRas.  Czech Republic 15.2.2019

Member

Ondfej Siisser, member of the Supervisory Board
Contact address: Philip Morris CR a.s., Vitézna 1, 284 01 Kutna Hora

Mr Sisser joined Philip Morris CR a.s. in September 2011. Subsequently
he worked for the company in the position of Mechanic in BU4 Filter
making department. He currently holds the position of Trainer

in BU3 OTP department.

Mr Stsser graduated from the College Skoda Auto Mlada Boleslav where
he specialized in machinery and equipment. In 2017 he passed the exam
in electrical engineering at Hradebni College in Hradec Kralove.

Mr Sisser was elected as a member of the Supervisory Board
of Philip Morris CR a.s. by the employees of Philip Morris CR a.s.
on February 15, 2019 as their representative for a period of three years.

In the previous five years Mr Stisser was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Appointment Jurisdiction Date Date
Type Company Name  of Incorporation Appointed Resigned
supervisory Board i Morris CRas.  Czech Republic 15.2.2019

Member



Johannes Franciscus Gerardus Vroemen, predseda vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pan Vroemen zacal pracovat pro skupinu Philip Morris v roce 1995

v Nizozemi. Poté zastaval pozici manazera financi v Recku, feditele financi
ve Svycarské a némecké pobocce, feditele Centra financnich sluzeb

pro Evropu v Krakové a reditele konsolidace a Ucetnictvi Philip Morris
International Inc. V soucasné dobé zastava pozici Vice President EU
Finance ve Philip Morris International Management S.A. a je odpovédny
za financni zalezitosti regionu Evropské unie.

Pan Vroemen je drzitelem magisterského titulu v oboru ekonomie z Tilburg
univerzity v Nizozemi a je autorizovanym ucetnim a ¢lenem Netherlands
Institute of Chartered Accountants.

Pan Vroemen byl dne 30. 4. 2015 zvolen ¢lenem vyboru pro audit
spole¢nosti Philip Morris CR a.s. Fadnou valnou hromadou na funkéni
obdobi tfi let a dne 27.4.2018 byl fadnou valnou hromadou znovu zvolen
na funkéni obdobi dalsich tfi let.

Pan Vroemen byl v predchozich péti letech a stale je ¢lenem spravnich,
fidicich nebo dozorcich organd nebo spolecnikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spolecnost zalozeni funkce funkce
= L Philip Morris ) .
Clen dozor¢i rady Holland BV. Nizozemi 1.4.2018
Reditel Nicocigs Limited Velka Britanie 11.11. 2014
— Philip Morris Benelux .
Reditel BVBA. Belgie 16.10. 2014
Reditel Philip Morris Italia S.rl.  Itdlie 15.9.2014
Reditel Philip Morris ApS Dansko 25.8.2014
Predseda dozor¢i X .
. - X Ceska
rady a vyboru Philip Morris CR a.s. " 18.8.2014
h republika
pro audit
Reditel Actin (Tobaccos) Velka Britanie 1.7.2014
Limited
Reditel George Dobie &Son o4 pritanie 1.7.2014
Limited
Reditel Godifrey Phillips Velka Britanie 1.7.2014
Limited
Reditel Orecla Investments vy gritanie 1.7.2014
Limited
Papastratos
Clen Cigarettes Recko 1.7.2014
Manufacturing
Company S.A.
Reditel Park (U.K.) Limited Velka Britanie 1.7.2014
Reditel Park Tobacco Limited  Velkd Britanie 1.7.2014
Philip Morris &
Reditel Company (UK) Velkd Britanie 1.7.2014
Limited
Philip Morris
Mistopiedseda  ternational Service g sy g 1.7.2014

Center, S.L. Sociedad
Unipersonal

Johannes Franciscus Gerardus Vroemen, Chairman of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo ndm. 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 SA, with
responsibility for Finance in the European Union.

He holds a master’s degree 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 and on April 27, 2018 he was re-elected by the Annual
General Meeting of Shareholders for a period of three years.

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:

Jurisdiction Date Date
Function Company Name  of Incorporation  Appointed Resigned
Supervisory Board  Philip Morris
Member Holland BV. Netherlands 1.4.2018
Director Nicocigs Limited United Kingdom 1m.1.2014
. Philip Morris .
Director Benelux BVBA. Belgium 16.10. 2014
X Philip Morris
Director talia S.r. Italy 15.9.2014
Director Philip Morris ApS Denmark 25.8.2014
Chairman
of Supervisory " L .
Board and Audit Philip Morris CRa.s.  Czech Republic 18.8.2014
Committee
Director AF”'” (Tobaccos) United Kingdom 1.7.2014
Limited
. George Dobie & . X
Director Son Limited United Kingdom 1.7.2014
Director G_oqfrey Phillips United Kingdom 1.7.2014
Limited
Director O_re;la Investments United Kingdom 1.7.2014
Limited
Papastratos
Member Cigarettes ; Greece 1.7.2014
Manufacturing
Company S.A.
Director Park (U.K.) Limited United Kingdom 1.7.2014
Director Park Tobacco United Kingdom 1.7.2014
Limited
Philip Morris &
Director Company (UK) United Kingdom 1.7.2014
Limited
Philip Morris
International
Vice Chairman Service Center, Spain 1.7.2014
S.L. Sociedad

Unipersonal



Jurisdikce Den vzniku Den skonceni
Funkce Spoleénost zalozZeni funkce funkce
Reditel Philip Morris Limited Velkd Britanie 1.7.2014
Manazer Philip Morris Lucembursko 1.7.2014
Luxembourg S.a.r.l.
P[edseda Philip Morris S.A. Svycarsko 1.7.2014
predstavenstva
. . Philip Morris & .
Mistopredseda Spain, S.L. Spanélsko 1.7.2014
United Kingdom
Reditel Tobacco Company Velka Britanie 1.7.2014
Limited (The)
Clen Philip Morris .
predstavenstva Finland Oy Finsko 30.6.2014
Clen Philip Morris
predstavenstva Norway AS Norsko 30.6.2014
Clen Philip Morris <
predstavenstva Aktiebolag Svédsko 27.6.2014
Reditel PM Tobakk Norge AS Norsko 27.6.2014
= . Philip Morris Polska
Clen dozor¢i rady Spotka Akcyina Polsko 20.6.2014
Clen Philip Morris Austria
predstavenstva GmbH Rakousko 24.1.2012 1.7.2014
Reditel Philip Morris GmbH Némecko 20.5.201 1.7.2014
P Philip Morris «
Reditel Manufacturing GmbH Némecko 1.3.201 1.7.2014
Reditel 6 Geschaftsfuhrungs  \smecko 1.3.201 1.7.2014
GmbH
P f6 Cigarettenfabrik «
Reditel GmbH & Co.KG Némecko 1.3.20m 1.7.2014

Stanislava Jurikova, ¢len vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10, 120 00 Praha

Pani Stanislava Jurikova svou kariéru zacala ve spole¢nosti Philip Morris
Slovakia s.r.o. v roce 1996, kde zastavala rGizné pozice finan¢ni kontroly
souvisejici s U¢etnictvim, vnitfni kontrolou, vykaznictvim, kapitalovymi
vydaji, rozpoc¢tovdnim a planovanim. V roce 2006 presla do spole¢nosti
Philip Morris CR a.s. na pozici manazer pldnovani a rozvoje podnikani

se zodpovédnosti za ¢esky trh. Nasledné pUsobila ve spolecnosti Philip
Morris International Inc. ve Svycarsku v oddéleni globalniho finan¢niho
planovani, manazerského vykaznictvi a systémd. Od listopadu 2008 Fidila
ekonomicko-spravni oddéleni ve spole¢nosti Philip Morris Slovakia s.r.o0.
Pani Jurikova byla v prosinci 2011 jmenovana do pozice feditelky financi
a IS pro Ceskou republiku a Slovensko, a od zafi 2016 také pro Madarsko,
a tuto funkci vykonavala do bfezna 2018.

Pani Jurikova je drzitelkou bakaldrského titulu v oboru management

z Univerzity Komenského v Bratislavé a profesiondlniho diplomu v oboru
management z institutu Open University Business School, Milton Keynes,
ve Velké Britanii.

Pani Jurikova byla dne 27. 4. 2018 zvolena ¢lenem vyboru pro audit
spole&nosti Philip Morris CR a.s. Fadnou valnou hromadou na funkéni
obdobi tfi let.

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
Director Philip Morris United Kingdom 1.7.2014
Limited
Philip Morris
Manager Luxembourg S.a.rl. Luxembourg 1.7.2014
Chairman Philip Morris S.A Switzerland 1.7.2014
of The Board p Marris =.A4. era o
X . Philip Morris .
Vice Chairman Spain, S.L. Spain 1.7.2014
United Kingdom
Director Tobacco Company United Kingdom 1.7.2014
Limited (The)
Member Philip Morris .
of the Board Finland Oy Finland 30.6.2014
Member Philip Morris
of the Board Norway AS Norway 30.6.2014
Member Philip Morris
of the Board Aktiebolag Sweden 27.6.204
] PM Tobakk
Director Norge AS Norway 27.6.2014
Supervisory Board  Philip Morris Polska
Member Spotka Akcyina Poland 20.6.2014
Management Philip Morris Austria .
Board Member GmbH Austria 24.1.2012 1.7.2014
Director Philip Morris GmbH Germany 20.5.20m 1.7.2014
Philip Morris
Director Manufacturing Germany 1.3.20m 1.7.2014
GmbH
Director f6 Geschaftsfuhrungs o any 1.3.201 1.7.2014
GmbH
. f6 Cigarettenfabrik
Director GmbH & CoKG Germany 1.3.201 1.7.2014

Stanislava Jurikova, member of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo ndm. 10, 120 00 Prague

Mrs Stanislava Jurikovd 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.0. 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.0. and she
performed the function until March 2018.

Mrs Jurikova holds a bachelor’s degree in Management from the Comenius
University in Bratislava and a Professional Diploma in Management from
the Open University Business School, Milton Keynes, UK.

Mrs Jurikovd was elected as a member of the Audit Committee
of Philip Morris CR a.s. by the Annual General Meeting of Shareholders
on April 27, 2018 for a period of three years.



Pani Jurikova byla v predchozich péti letech a stale je ¢lenem sprdvnich,
fidicich nebo dozorcich organd nebo spole¢nikem v nasledujicich
spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spole¢nost zaloZeni funkce funkce
Clen - o Ceska
pedstavenstva Philip Morris CR a.s. republika 27.4.2012 27.4.2018
Clen dozoréi Coska
rady a vyboru Philip Morris CR a.s. . 27.4.2018

R republika

pro audit

Johannis van Capelleveen, ¢len vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 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 poradc(i Ceské republiky. V letech 1984-1993
pUsobil jako asistent - auditor ve spole¢nosti Ernst & Young v Nizozemi

a Vv Praze. Nasledné pracoval jako samostatny poradce v oboru ucetnictvi
a v letech 1996-1997 pracoval jako auditor spole¢nosti Hermann
Hemmelrath & Partner v Praze. Od roku 1997 do roku 2009 pUsobil

na rdiznych pozicich v danovém oddéleni spole¢nosti Coopers & Lybrand/
PricewaterhouseCoopers v Praze. V roce 2009 zacal plsobit jako danovy
poradce ve spolec¢nosti PRK ECOVIS Praha, jehoz danové oddéleni se
nasledné sloucilo s danovym oddélenim spole¢nosti BDO. Od zafi 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 spolecnosti Philip Morris CR a.s. Fadnou valnou
hromadou na funkéni obdobi tfi let a dne 27. 4. 2018 byl fadnou valnou
hromadou znovu zvolen na funkéni obdobi dalsich tfi let.

Pan van Capelleveen byl v pfedchozich péti letech a stédle je ¢lenem
spravnich, fidicich nebo dozorcich organli nebo spole¢nikem
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spolecnost zalozeni funkce funkce
Clen vyboru - o~ Ceska
pro audit Philip Morris CR a.s. republika 30.4.2010
Jednatel, ECOVIS CBC Taxsro.  —o5k@ 19.1.2012
spole¢nik republika

In the previous five years Mrs Jurikovd was and still is a member
of the administrative, management or supervisory bodies or a partner
of the following companies:

Jurisdiction Date Date
Function Company Name  of Incorporation Appointed Resigned
Member " L ox .
of the Board Philip Morris CRa.s.  Czech Republic 27.4.2012 27.4.2018
Supervisory Board
Member and . X .
Audit Committee Philip Morris CRa.s.  Czech Republic 27.4.2018
Member

Johannis van Capelleveen, member of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo ndm. 10, 120 00 Prague

Mr van Capelleveen studied economics with a 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 and
on April 27, 2018 he was re-elected by the Annual General Meeting

of Shareholders 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:

Appointment Jurisdiction Date Date
Type Company Name  of Incorporation Appointed Resigned
Audit Committee i Morris CRas.  Czech Republic 30. 4. 2010

Member

Executive Officer, ECOVIS CBC Czech Republic 19.1. 2012

Partner Tax s.ro.
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