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O NAS

O NAS

Philio Morris CR a.s. je spolecnosti v rémci skupiny Philip Morris
International Inc. (PMI) a je nejvétsim vyrobcem a prodejcem tabakovych
vyrobkl a rovnéz distributorem bezdymnych tabakovych vyrobkli HEETS,
zafizen/ IQOS a s nim souvisejiciho pfislusenstvi v Ceské republice.

Philio Morris CR a.s. je kotovdna na Burze cennych papir( Praha (BCPP).
Spolecnost, ktera zde pusobi jiz od roku 1992, zaméstnava vice nez 1000 lidi
napfi¢ Ceskou republikou. Philip Morris CR a.s. viastni 99% obchodni

podil v dcefiné spolecnosti Philip Morris Slovakia s.r.0., registrované

ve Slovenské republice. Spolecnost vice nez 28 let prispiva na pomoc
ruznym charitativnim projektim, véetné projektu zahrnujicich podporu
socidlnich programut zaméfenych na zlepseni zivotnich 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. (PM/),

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 1 OO0 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 28 years,
Philio 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.philiomorris.cz.
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CONSOLIDATED HIGHLIGHTS



CONSOLIDATED HIGHLIGHTS

Konsolidované udaje
(v milionech K¢&)

Consolidated Highlights
(in CZK million)

Obdobi kongici 31. prosince 2019 2018 Zména v % Period ended December 31 2019 2018 Change in %
Trzby bez spotfebni Revenues, net of excise

dané a DPH 17 092 14 082 21,4 tax and VAT 17,092 14,082 21.4
Provozni zisk 5 010 4789 4,6 Profit from operations 5,010 4,789 4.6
Zisk pred zdanénim 5 065 4 800 55 Pre-tax income 5,065 4,800 5.5
Cisty zisk 4 021 3836 4,8 Net income 4,021 3,836 4.8

Zisk na akcii (K&) 1464 1397

Earnings per share (CZK) 1,464 1,397

Odbyt podle segmentu
(v miliardach ekvivalentnich jednotek)’

Shipments per Segment
(in billion units’ equivalent)’

Obdobi kongici 31. prosince 2019 2018 Zména v % Period ended December 31 2019 2018 Change in %
Ceska republika 8,9 8,6 4,4 Czech Republic 8.9 8.6 4.4
Slovensko 4,4 4,3 3,0 Slovakia 4.4 4.3 3.0
Celkem 13,3 12,8 3,9 Total 13.3 12.8 3.9

1 Odbyt véetné ostatnich tabakovych produktd, jako jsou cigarillos,
tabdk pro rucni vyrobu cigaret (0,739 je ekvivalentem jedné
cigarety) a vice-objemovy tabak pro ru¢ni vyrobu cigaret (0,609
je ekvivalentem jedné cigarety), jakoz i tabdkové naplné HEETS
v Ceské republice a na Slovensku.

Trzby bez zapocteni
spotrebni dané a DPH vzrostly o:

Revenues, net of excise tax
and VAT increased by:

21,4 %

Cisty zisk vzrostl o:

Net income increased by:

4,8 %

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 (0.6049 is
equivalent to 1 cigarette), as well as heated tobacco units HEETS,
both in the Czech Republic and Slovakia.

Zisk pfed zdanénim vzrostl o:

Pre-tax income increased by:

5,54

Zisk na akcii (KC):

1 397 ke

Earnings per share 2018

(in CZK):

1 464 ke

20719
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INTRODUCY WORD

25, 3
¥ PHILIP MORRIS CR

UVODN/I SLOVO

INTRODUCTORY WORD

Vazené akcionarky, vazeni akcionari,

rok 2019 byl pro nas rokem plnym vyzev na cesté

k postupnému naplnovani nasi vize sveta bez koure. Hned
v Uvodu Vam chci vyjadrit své podékovani za podporu,
kterou jsme u Vas nasli béhem valné hromady akcionaru
v dubnu lorského roku. Vas pozitivni ohlas na podrobnosti
obchodni transformace nasi spolec¢nosti je pro nas
potvrzenim a povzbuzenim, Ze jdeme spravnym smérem.
Pro skupinu PMI, a spole¢né s ni i pro nase pobocky

v Ceské a Slovenské republice, skutecné nenf jiné cesty
nez dlraz na vyrobky se snizenou $kodlivosti oproti
koureni cigaret. Je pro nas zasadné dllezité, Ze tento
trend ma Vasi silnou podporu.

S potésenim oznamujeme nase velmi dobré vysledky
roku 2019, jez odrazi lepsi nez o¢ekdvany objem prodeje
tabakovych vyrobkd uréenych ke koureni, a to navzdory
mirnému poklesu objemu prodeje, ktery byl vice nez
vyvazen pozitivnimi dopady zvyseni cen realizovanymi
spolecnostmi Philip Morris CR a.s. a Philip Morris
Slovakia s.ro. v roce 2018, a také pokracujici silny rist
prodeje tabdkovych napini HEETS a zarizeni IQOS diky
rostouci zakladné dospélych uzivatell /QOS": celkovy
pocet dospélych /QOS uzivateld? v obou zemich vzrostl,
v porovnani s predchozim rokem, o 196 000 a dosahl
452 000. Z toho 359 000 dospélych uzivatel( prestalo
s kourenim a preslo na /QOS*.

Dear Shareholders,

The year of 2019 was a year full of challenges on our path
to gradually fulfilling our vision of a smoke-free world.
First and foremost, | would like to express my gratitude
for the support that you showed at the General Meeting
of Shareholders last April. For us, your positive response
to the corporate transformation of our company is
confirmation and motivation that we are on the right
path. Truly, for the PMI Group and with it our branches
in the Czech and Slovak Republics, there is no other
possible path than to prefer reduced-risk products over
smoking cigarettes. Your strong support of this trend is
fundamentally important to us.

We are pleased to report our robust performance in 2019,
reflecting the better-than-anticipated combustible
tobacco product sales, where a marginal decline in sales
volumes was more than offset with positive impact

of price increases implemented by Philip Morris CR a.s.
and Philip Morris Slovakia s.r.o. in 2018 and a strong
growth of heated tobacco products sales on the back

of growing /QOS adult user base': the number of total
/QOS adult users? in both countries combined increased
by 196,000 and reached 452,000, of which 359,000 adult
users have stopped smoking and switched to /QOS®.

1 Zdroje:vnevefejny zdroj Panel dospélych uzivatell /QOS, odhady Philip
Morris CR a.s. a Philip Morris Slovakia s.r.o.

2 Odhadovany pocet dospélych uzivatelt /QOS, u kterych tabakoveé
naplné HEETS tvofti alespon 5% denni spotfeby tabakovych vyrobkl
za poslednich 7 dni

3 Odhadovany pocet dospélych uzivatell /QOS, u kterych zahtivané
tabakové vyrobky tvofi 100% denni spotfeby tabakovych vyrobka,
z ¢eho alespon 70% tvofi tabakové naplné HEETS

1 Sources: a hon-public /QOS adult user panel, Philip Morris CR a.s.
and Philip Morris Slovakia s.r.o. internal estimates.

2 Estimated number of adult /QOS users that used HEETS for at least
5% of their daily tobacco consumption over the past seven days

3 Estimated number of adult /QOS users, whose daily individual
consumption of heated tobacco units represents the totality of their
daily tobacco consumption over the past seven days, of which at least
70% are HEETS




UVODNI SLOVO

Konsolidované trzby bez spotrebni dané a DPH ve vysi
171 miliardy K¢ se, v porovnani s pfedchozim rokem,
zvysily 0 21,4 %, a to zejména v disledku vyssich

prodejl zafizeni IQOS a tabdkovych napini HEETS

v Ceské republice a na Slovensku ve vysi 3,4 miliardy K&
a pozitivnich dopadd zvyseni cen portfolia tabakovych
vyrobkd ur¢enych ke koureni* realizovanymi spolec¢nostmi
Philip Morris CR a.s. a Philip Morris Slovakia s.ro. ve vysi
0,3 miliardy K¢, které byly ¢astecné kompenzovany
snizenim prodejl portfolia tabakovych vyrobkd uré¢enych
ke koureni ve vysi 0,3 miliardy K. Pri vylouceni vlivu
meénového kurzu se konsolidované trzby bez spotrebni
dané a DPH zvysily o 21,3%.

Zisk z provozni ¢innosti ve vysi 5,0 miliardy K¢ vzrostl,

v porovnani s predchozim rokem, o 4,6 %, a to zejména

v dasledku pfiznivého vyvoje cen v Ceské republice

a na Slovensku. Pfi vylouceni vlivu ménového kurzu
vzrostl zisk z provozni ¢innosti v porovnani s predchozim
rokem o 5,6 %.

Cisty zisk ve vysi 4,0 miliardy K& vzrostl, v porovnani
s predchozim rokem, 0 4,8% z dGvodd zminénych vyse,
coz bylo ¢aste¢né kompenzovano vyssi dani z prijmu.

Nase pobocky v Ceské republice a Slovenské republice
vyuzivaji investice skupiny PMI do vyvoje, vyzkumu

a védeckého hodnoceni bezdymnych vyrobkd, které

jiz presahly 7 miliard dolard. Portfolio bezdymnych
vyrobkl skupiny PMI je vysledkem inovaci podlozenych

4 600 patenty. /QOS je nejvyspélejsi ze viech

dostupnych bezdymnych alternativ a jeho pfinosy pro
snizeni Skodlivosti jsou podlozeny védeckymi dikazy,
jejichz hloubka a rozsah jsou v tabakovém segmentu
bezprecedentni a jednoznacné nas odlisuji od konkurence.

Na mezinarodnim poli jsme v lornském roce dosanhli
vyznamného milniku. /QOS byl v dubnu 2019 autorizovan
k prodeji ve Spojenych statech, a to po vice nez dvouleté
revizi védeckych poznatk( PMI Science provedené
tamnim Ufadem pro kontrolu potravin a [é&iv (FDA).

V tiskové zpravés k tomu FDA uvedla: ,Po dukladném
veédeckém prezkumu urad rozhodl, Zze pro ochranu
verejného zdravi je vhodné autorizovat prodej téchto
vyrobkd pro trh Spojenych statd.” Nezavislé hodnoceni
nasich vlastnich védeckych poznatkl je predpokladem
pro celosvetove rostouci konsenzus o tom, ze vyrobky,
které nespaluji tabdk a jsou podlozeny védeckymi daty,
jsou mnohem lepsi volbou pro dospélé kuraky nez
cigarety. V soucasné dobe existuje jiz vice nez Sedesat
nezavislych studii. Jejich vysledky ukazuji stejnym
smérem jako nds vlastni vyzkum. Uplny pfechod na /QOS
predstavuje mensi riziko pro zdravi nez pokracovani

v koureni.

Consolidated revenues, net of excise tax and VAT,

grew by 21.4% (vs. prior year) to CZK 171 billion,

driven by higher sales of HEETS and /QOS devices

of CZK 3.4 billion and favorable pricing on our
combustible portfolio* of CZK 0.3 billion implemented
by Philip Morris CR a.s. and Philip Morris Slovakia s.ro.,
which were partly offset by lower combustible portfolio
sales volumes of CZK 0.3 billion. Excluding the impact
of currency, consolidated revenues, net of excise tax and
VAT, increased by 21.3%.

Profit from operations of CZK 5.0 billion increased

by 4.6% (vs. prior year), primarily reflecting favorable
pricing implemented by Philip Morris CR a.s. and Philip
Morris Slovakia s.r.o. in the Czech Republic and Slovakia.
Excluding the impact of currency, profit from operations
increased by 5.6%.

Net income of CZK 4.0 billion increased by 4.8% (vs. prior
year), reflecting the items noted above and partially
offset by a higher income tax expense.

Our branches in the Czech Republic and in Slovakia
take advantage of the PMI Group’s investments into
development, research, and scientific evaluation

of smoke-free products which has exceeded $7 billions.
The PMI Group’s portfolio of smoke-free products

is the result of innovations that are substantiated

by 4,600 patents. /QOS is the most sophisticated

of all available smoke-free alternatives, and its benefits
for harm reduction are supported by scientific proof,
the depth and extent of which are unprecedented

in the tobacco sector, and which decidedly distinguish us
from the competition.

We achieved a great milestone last year

on the international level. In April 2019, /QOS was
authorised for sales in the United States after

a more than two-year-long review of PMI Science’s
scientific findings, headed by the US Food and Drug
Administration (FDA). In its press announcement®,

the FDA stated on the matter: “Following a rigorous
science-based review..., the agency determined that
authorizing these products for the U.S. market is
appropriate for the protection of the public health...”

The independent evaluation of our own scientific findings
is a prerequisite for the worldwide growing consensus
that products, which do not burn tobacco, and which are
supported by scientific data are a much better choice for
adult smokers than cigarettes. Currently, more than sixty
independent studies exist. Their results point in the same
direction as our own research. A complete transition to
/QOS represents a reduced health risk when compared to
continuing to smoke.

4 Portfolio tabakovych vyrobkl uréenych ke koufeni zahrnuje cigarety,
cigarillos, tabak pro ruéni vyrobu cigaret a vice-objemovy tabdk pro
ru¢ni vyrobu cigaret

5 https://www.fda.gov/news-events/press-announcements/

fda-permits-sale-igos-tobacco-heating-system-through-premarket-
tobacco-product-application-pathway

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

5 https://www.fda.gov/news-events/press-announcements/
fda-permits-sale-igos-tobacco-heating-system-through-premarket-
tobacco-product-application-pathway
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Aby vsak bezdymné alternativy naplnily svdj potencial
pro verejné zdravi, musi byt pro dospéelé kuraky natolik
uspokojivou alternativou, aby na né presli zcela a dokazali
se Uplné vzdat cigaret. V tomto ohledu je podstatné,

ze celosvétoveé jiz témér devét miliont kurakd prestalo

ke konci roku 2019 zcela koufit cigarety a preslo na /QOS.
To z néj ¢ini celosvétove nejuspésnéjsi alternativu

bez koure.

V lonském roce jsme také pristoupili k inovovani své
nabidky, a to na zaklade zpétné vazby od dospélych
uzivateld. B&éhem roku jsme pfinesli nové varianty
bezdymnych tabdkovych naplni HEETS a po dvou

letech od uvedeni na trh jiz treti technologickou inovaci
elektronického zarizeni. Jedna se 0 /QOS 3 DUO, ktery
umoznuje dveé pouziti za sebou a zaroven vyznamne
zkracuje dobu dobijeni. Véfime, ze rozsifovanim nabidky
bezdymnych tabdkovych naplni HEETS a neustalym
zlepsovani technickych parametr( elektronického zarizeni
na jejich zahrivani budeme schopni poskytnout dospélym
kurdkdm, ktefi by jinak pokracovali v koufeni, uspokojivou
alternativu, kterd jim plné nahradi cigarety.

Budoucnost bez dymu se v Ceské a Slovenské republice
postupné stava realitou. Svedc&i o tom i takoveé udalosti
lonského roku, jakym bylo rozhodnuti mésta Karlovy
Vary stat se prvnim lazenskym meéstem bez koufe nebo
proména nejvetsino hudebniho festivalu na Slovensku -
Pohoda ve festival bez koure. Ve snaze podporit dialog
o tom, jak v budoucnosti docilit svéta bez cigaret,

jsme se v lonském roce v Ceské i Slovenské republice
pridali ke globalni iniciative UNSMOKE. Jeji poselstvi je
jednoduché:

Pokud nekoufis, nezacine;.
Pokud koufis, tak prestan.
Pokud nedokazes nebo nechces prestat, udélej zmeénu.

Do budoucna se chceme jeste vice soustredit

na poskytovani informaci o nasich vyrobcich, vysledcich
jejich védeckého hodnoceni a o benefitech, pro
snizovani rizika oproti pokracovani v koureni. Vérime,

ze vsichni dospéli kuraci, kteri by jinak neprestali kourit,
maji mit pristup k lepsim alternativdm a k presnym
informacim o nich. Nemusim zdCUraznovat, ze tak
budeme cinit v souladu s platnou narodni legislativou

i s vlastnim marketingovym kodexem, ktery ma za cil
chranit mladistvé a nekuraky pred tabakem a nikotinem.

However, if smoke-free alternatives are to meet their
potential for the public health, they must be such

a satisfying alternative that adult smokers will switch

to them entirely, allowing them to completely quit
cigarettes. In this sense, the fact that by the end of 2019,
almost nine million smokers have quit smoking altogether
and have transitioned to /QOS is significant. This makes it
the most successful smoke-free alternative worldwide.

Last year, we also began innovating our product line
on the basis of feedback from adult users. During

the course of the year, we introduced new varieties

of the HEETS smoke-free tobacco sticks, as well

as already the third innovation of the electronic device
since it was introduced to the market two years ago.
Namely, this is the /QOS 3 DUO, which allows two
consecutive uses and also has a significantly shorter
recharging time. We believe that by expanding our
offer of HEETS smoke-free tobacco sticks and by our
constant innovations of the technological parameters
of the electronic tobacco heating devices, we will be able
to provide those adult smokers who would otherwise
continue to smoke a satisfying alternative that will fully
substitute cigarettes.

The smoke-free future of the Czech Republic and Slovakia
is gradually becoming a reality. The events of last year, for
instance the decision of the city of Karlovy Vary to become
the first smoke-free spa town or the transformation

of the largest music festival in Slovakia - Pohoda - into

a smoke-free festival, give witness to this fact. Last year
here in the Czech Republic and in Slovakia, we joined
the global initiative of UNSMOKE in the attempt to
support the dialogue about how to achieve a smoke-free
future. Its message is simple:

If you don’t smoke, don'’t start.
If you smoke, quit.
If you don’t quit, change.

In the future, we would like to focus even more

on providing information about our products, about
the results of their scientific review, and about

the benefits they have for harm reduction when
compared to continuing to smoke. We believe that all
adult smokers who would otherwise not quit smoking
should have access to better alternatives and to precise
information about them. | need not emphasise that

we shall do so in accordance with the valid national
legislation, as well as with our own marketing code, which
aims to protect youth and non-smokers from tobacco
and nicotine.
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Pfi realizaci budoucnosti bez koufe usilujeme o vytvareni
dlouhodobé hodnoty pri minimalizaci negativnich
externalit spojenych s nasimi produkty, vyrobnim
zavodem a dodavatelsko-odbératelskym retézcem,

a maximalizaci pozitivhiho dopadu na nase okoli. Nase
ambice nahradit jednoho dne cigarety bezdymnymi
alternativami je ddlezitou soucasti nasich cild v oblasti
udrzitelného podnikani. Velmi si proto vazime ocenéni
Top odpovedna velka firma, které jsme v roce 2019
poprvé ziskali v Ceské republice, a to na zaklade
verejneého ratingu organizovaného alianci Byznys

pro spolec¢nost. O vyznamu, jaky pri svém podnikani
klademe na trvalou udrzitelnost, svédci i fakt, ze

v letosSnim roce poprveé planujeme vydani lokalizované
zpravy tykajici se naseho Usili v této oblasti.

Ddlezitou roli pro naplnéni vize budoucnosti bez

koure skupiny PMI hraje i vyrobni zavod v Kutné

Hofe. Moji ambici je, abychom jednoho dne i zde
vyrabeli bezdymné alternativy. Diky zvySujici se
konkurenceschopnosti v ramci skupiny PMI se vsak
prozatim soustfedime na navysSovani vyrobnich objemu
cigaret, abychom tak umoznili konverzi na bezdymné
vyrobky u ostatnich tovaren skupiny. Dokoncili jsme
investice do modernizace a konsolidace vyrobniho
zafizeni tak, abychom zajistili vyrobu v souladu

s pozadavky evropské smérnice o tabakovych vyrobcich.
Pokrocili jsme v zavadéeni nového integrovaného
vyrobniho systému OPEN+, ktery pfindsi nasemu zavodu
vyssi efektivitu a flexibilitu vyroby.

Naplnit svou vizi mdzeme jen s témi nejlepsimi
spolupracovniky. Abychom stale byli vyhledavanym
zamestnavatelem a ziskali nejvetsi talenty na pracovnim
trhu, chceme i nadale zlepsovat svou firemni kulturu

a vytvaret prostredi respektu k rdznorodosti. | v této
oblasti mizZzeme navazovat na Uspéchy z predchozich
let. JiZz Sestkrat za sebou jsme ziskali certifikat TOP
EMPLOYER, béhem druhého auditu jsme obh4ajili
certifikat platové rovnosti muzl a Zen EQUAL SALARY.
Chceme-li lepsi zivot pro své zadkazniky, chceme jej

i pro sveé kolegy. Proto jsme ve svych prostorech vytvorili
motivujici prostredi, kde je Zivot bez cigaret novou
normou. Jako vibec prvni firma v Ceské a Slovenské
republice jsme v lonském roce prosli auditem TUV
Austria a ziskali statut Smoke-Free Environment.

While realising a smoke-free future, we strive to create
long-term values for minimising the negative externalities
related to our products, to our production plant, and to
the supply chain, and to maximise the positive impact
we have on our surroundings. Our ambition to one day
substitute cigarettes with smoke-free alternatives is

a significant part of our goals in terms of sustainable
business operations. We therefore greatly appreciate

the TOP Responsible Large Enterprise Award, which

we received for the first time in the Czech Republic

in 2019. We received the award on the basis of a public
rating organised by the Byznys pro spolec¢nost (Business
for Society) Alliance. The significance that we place

on sustainability in our business operations is also proven
by the fact that this year, we plan to issue the first local
report on our efforts in this area.

The production plant in Kutna Hora plays an important
role in fulfilling the PMI Group’s vision of a smoke-free
future. My ambition is that one day, we will produce

the smoke-free alternatives here, as well. In the meantime,
however, thanks to the increased competitiveness
within the PMI Group, we are focusing on increasing

the production volume of cigarettes here in order to
allow the other factories of the group to convert to

the production of smoke-free products. We completed
investment into modernization and consolidation of our
manufacturing equipment in order to ensure production
compliant with the European Tobacco Product Directive
requirements. We progressed in deployment of the new
Integrated Operating System OPEN+, which improve
the effectivity and flexibility of our production.

We can only work with the best colleagues in order to
meet our vision. To remain a sought-out employer and to
recruit the greatest talents on the labour market, we also
hope to continue to improve our corporate culture and to
create an environment that respects variety. In this area,
we can also continue in the footsteps of the successes
of past years. We have been awarded the TOP
EMPLOYER certificate six times in a row, and during
another audit, we successfully retained the EQUAL
SALARY certificate given for the equal pay of men

and women. If we want a better life for our customers,
we also want it for our colleagues. Therefore, we have
created an environment that motivates, and where life
without cigarettes is the new norm. Last year, as the first
company ever in the Czech Republic and Slovakia, we
passed the TUV Austria audit and earned the status

of Smoke-Free Environment.
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INTRODUCY WORD

Tabdkovy pramysl se v poslednich letech dramaticky
promeénuje a skupina PMI je v Cele této zmény. Jsem
velmi py$na na to, ze pobocky v Ceské a Slovenské
republice hraji diky nasim podnikatelskym Uspéchdm
vetsi roli, nez by odpovidalo velikosti nasich trhi.

Ackoli jsme stale jesté na zacatku cesty k budoucnosti
bez koure, véfim, ze mame velmi slibné nakroc¢eno

k tomu, abychom se v nadchazejici dekadé k tomuto cili
vyznamne priblizili.

Andrea Gontkovicova
generalni reditelka
predsedkyné predstavenstva

In the recent past, the tobacco industry has undergone
dramatic changes, and the PMI Group is at the head

of these changes. | am very proud that our branches

in the Czech Republic and Slovakia play a larger role

in our corporate successes than the size of their markets
would suggest. Although we are still at the beginning

of our journey towards a smoke-free future, | believe
that we have put our best foot forward and shall get
significantly closer to this goal in the decade to come.

Andrea Gontkovicova
Managing Director
Chairwoman of the Board of Directors
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OUR PRODUCTS

IQOS 3 Duo

V Fijnu 2019 jsme oficialné predstavili novou generaci
zafizeni IQOS v Ceské a Slovenské republice. Novy
/QOS 3 DUO vychazi z designu predchoziho modelu,
ale nabizi hned nékolik technologickych inovaci, mezi
né patfri napriklad vylepsena vydrz baterie ¢ moznost
uziti dvou tabakovych napini HEETS za sebou. Nova
verze produktu pomze dalsim z rady dospélych kurakd,
aby si zvolili alternativu, ktera je méné skodliva pro
jejich zdravi. Uvedeni na nase trhy nasledovalo kratce
po celosvétovém predstaveni /QOS 3 DUO v japonském
Tokiu na konci zafi 2019.

Souhrn vsech predklinickych a klinickych védeckych
studifi spolec¢nosti PMI ukazuje, ze uplny prechod na /QOS
predstavuje mensi riziko pro zdravi nez pokracovani

v koureni. DAkazy rovnéz potvrzuji, ze /IQOS neovliviuje
negativné kvalitu vnitfniho vzduchu. V prdméru

70 az 80 % uzivateld /QOS prestalo koufit cigarety, coz

z vyrobku /QOS cini nejefektivnéjsi alternativu bez koure.

IQOS 3 Duo

In October 2019, we officially introduced the new
generation of /QOS devices in the Czech and Slovak
Republic. The new /QOS 3 DUQO is based on the design
of the previous model, but offers several technological
innovations, including improved battery life and

the possibility of using two HEETS tobacco sticks

in a row. New versions aim to further encourage

a growing number of adult smokers to switch to a less
harmful alternative. Launch in our markets followed
shortly after worldwide introduction of /[QOS 3 DUO
in Tokyo, Japan at the end of September 2019.

The totality of PMI’s preclinical and clinical studies
indicate 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 completely, which makes /QOS the most
effective smoke-free alternative today.

13



NASE PRODUKTY

Tabakove naplné HEETS

Znacka HEETS od svého uvedeni na Cesky a slovensky
trh posiluje svoji pozici na trhu a stabilné roste. Pro dalsi
podporu tohoto trendu jsme se rozhodli rozsifit portfolio
HEETS o dvé nové varianty, a to HEETS BLUE a HEETS
BRONCZE, které jsme predstavili v ¢ervnu roku 2019.
HEETS BLUE nabizi IQOS uzivatelim silny mentolovy
zazitek, HEETS BRONZE naopak mifi na uzivatele, ktefi
preferuji silné aroma a plnou chut tabaku. Uvedeni na trh
bylo podporeno komunikacni kampani po dobu nekolika
mésicl a obé varianty kratce po uvedeni ziskaly zna¢ny
podil na prodejich na ceském i slovenském trhu, tuto
pozici si drzi doted.

JURQUOISE

HEETS tobacco sticks

Since its launch in the Czech and Slovak markets,

the HEETS brand has been strengthening its market
position and growing steadily. To further support this
trend, we decided to expand the HEETS portfolio with
two new variants, HEETS BLUE and HEETS BRONZE,
which we introduced in June 2019. HEETS BLUE offers
/QOS users a strong menthol experience, while HEETS
BRONZE is targeting users who prefer strong aroma
and full tobacco flavour. The launch was supported

by a communication campaign for several months and
both variants gained significant share on sales shortly
after the launch, and have maintained this position
until now.

HEETS
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OUR PRODUCTS

Cigarety

Znacka L&M v novém, modernéjsim designu
a optimalizace portfolia v Cechach i na Slovensku.

Cigaretoveé portfolio zaznamenalo v roce 2019 hned
nékolik zmén. V prvni poloviné roku znac¢ka L&M ziskala
novy, modernéjsi design, ktery vyzdvihuje plvod znacky,
ddvéryhodnost a jeji nespornou kvalitu. | tato zména
dopomohla k tomu, ze si znacka L&M stale drzi silnou
pozici, a to predevsim na Slovensku, kde i tento rok
ziskala ocenéni Nejdlvéryhodnéjsi znacka roku 2019

v kategorii tabakovych vyrobkd.*

V roce 2019 jsme se také rozhodli optimalizovat dostupné
varianty klasickych cigaret. Na ceskéem trhu byly

z portfolia vyrazeny celkové Ctyfi varianty cigaret znacek
L&M a Chesterfield. Na Slovensku pak probéhlo vyrazeni
dvou variant znacek Marlboro a Philio Morris. Spotrebitele
téchto znacek jsme o zménach informovali v nékolika
vindch komunikace na produktu a v souladu s vizi
budovani budoucnosti bez koure jsme jim predstavili
alternativu v podobé nahrivaného tabaku, kterou

nabizi /QOS.

Komunikace v klasickych cigaretach, s nabidkou /QOS
jako lepsi alternativy ke koureni, probihala napri¢ celym
portfoliem cigaretovych znacek PMI. Celkové jsme

v roce 2019 na ceském a slovenském trhu predstavili

12 komunikacnich vin, ve kterych jsme vyuzivali jak
klasické nastroje pro komunikaci na produktech, tak
inovativni nastroje nabizejici interaktivni obsah. Celkovy
zdsah sdéleni, které vidélo vice nez 500 tisic spotrebiteld
v Cechéch a 350 tisic na Slovensku, ndm dopomohl
nadale budovat povédomi o /QOS jako lepsi alternativé
ke koureni, jeho benefitech a novinkach v portfoliu
produktl se snizenym rizikem.

Cigarettes

L&M brand in new, modern design and portfolio
optimization in the Czech Republic and Slovakia.

In 2019, the cigarette portfolio experienced several
changes. In the first half of the year, L&M brand received
a new, modern design that emphasizes the brand's origin,
credibility and undeniable quality. This change has helped
to keep L&M brand position strong and stable, especially
in Slovakia, where it won the Most Trusted Brand

of the Year 2019 award for tobacco products.*

In 2019, we also decided to optimize available
variants of classic cigarettes. Four variants of L&M
and Chesterfield brand cigarettes were removed
from the portfolio in the Czech market. In Slovakia,
two variants of the Marlboro and Philio Morris brand
were discontinued. We informed adult smokers about
these changes in several waves of communication

on the product, and in line with the vision of building
a smoke-free future, we introduced them to

the alternative of heated tobacco offered by /QOS.

Communication in classic cigarettes, offering /QOS

as a better alternative to smoking, took place

across the entire portfolio of PMI cigarette brands.
Overall, we introduced 12 communication waves

on the Czech and Slovak markets in 2019, using both
classic product communication tools and innovative
tools offering interactive content. The overall impact
of the communication, which was seen by more than
500,000 consumers in the Czech Republic and 350,000
in Slovakia, helped us continue to build awareness

of /IQOS as a better alternative to smoking, its benefits
and innovations in the reduced risk product portfolio.

* Zahrani¢ni i tuzemské prlzkumy ukazuji, ze pfi ndkupu hraje jednu
Marketing Services rozhodla v Ceské a Slovenské republice spustit
program, ktery na zakladé rozsahlého prizkumu mezi spotrebiteli
vybird a ocenuje znacky, kterym cesti a slovensti spotrebitelé
nejvice dUveéruji v kategoriich FMCG, OTC vyrobkd, sluzeb a mnoha
dalsich. V rozsdhlém celondrodnim prizkumu hodnoti tisice ¢eskych
a slovenskych spotrebitell, kterym znackam nejvice dlvéruji. V kazdé
kategorii vitézi jen jedna nejdlvéryhodnéjsi znacka.

(8 Marlbirh

OPEN FOR MORE

*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.

PHILIP
MORRIS
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15



ZPRAVA PREDSTAVENSTVA
REPORT OF THE BOARD OF DIRECTORS



REPORT OF THE BOARD OF DIRECTORS

Zprava predstavenstva o podnikatelské ¢innosti

v, s

za obdobi koncici dnem 31. prosince, 2019

Report of the Board of Directors

for the year ended December 31, 2019

Spole¢nost Philip Morris CR a.s. je pfednim vyrobcem

a prodejcem tabakovych vyrobk( v Ceské republice.
Dospélym kurakdm 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
tabdkovych vyrobk( HEETS*, zafizeni IQOS a s nim
souvisejiciho pfislusenstvi v Ceské republice. Zarizeni
/QOS je systém urceny k zahrivani tabaku, ktery obsahuje
elektronicky nahrivac pouzivany se speciadlné navrzenymi
tabakovymi naplnémi HEETS. Zarizeni produkuje paru
obsahujici nikotin, a protoze je tabak v zafizeni zahrivan,
nikoliv spalovan, tato technologie vytvari aerosol, ktery
obsahuje v prdméru o 95% méné skodlivych latek

Vv porovnani s kourem z referen¢ni cigarety**.

Philip Morris CR a.s. je spole¢nosti ve skupiné Philip
Morris International Inc. (,PMI"). Philio Morris CR a.s.
viastni 99% obchodni podil v dceriné spolecnosti Philip
Morris Slovakia s.r.o., kterad je registrovana na Slovensku.

Tato zprava vychazi zejména z konsolidované ucetni
zavérky spole&nosti Philip Morris CR a.s. a Philip

Morris Slovakia s.r.o., ktera byla sestavena v souladu

s Mezinarodnimi standardy uUcetniho vykaznictvi ve znéni
prijatém Evropskou unii.

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 largest distributor of cigarettes

in Slovakia. Philip Morris Slovakia s.r.o. also distributes
HEETS and /QOS in the country.

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.

*

V roce 2017 byl v Cesku tento vyrobek uveden pod obchodnim
ndzvem HEETS FROM MARLBORO a tento obchodni nazev se

v Q12018 zmeénil na HEETS. Od tohoto mista dale je v ramci Vyrocni
zpravy 2019 pouzivan jednotny obchodni ndzev HEETS pro oba trhy.

*x

Pradmérné snizeni koncentraci (vztazeno k jednomu kusu naplné)
jednotlivych skodlivych a potencialné skodlivych slozek mérenych

v aerosolu /QOS v porovndni se standardni 9,4mg ,dehtovou* referenéni
cigaretou vytvorenou pro vyzkumné ucely (3R4F). Sbér aerosolu

a koure uskutec¢nény podle pravidel pro simulator koufeni Health Canada
Intense (objem potdhnuti 55ml, trvani potahnuti 2 vteriny, interval
mezi potdhnutimi 30 vterin). Vypocty snizeni nezahrnuji nikotin.

* In the Czech Repubilic, 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 2019 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 9.4 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.
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Konsolidované financ¢ni vysledky

S potésenim oznamujeme nase velmi dobré vysledky
roku 2019, jez odrazi lepsi nez ocekavany objem prodeje
tabakovych vyrobkd urcenych ke koureni, a to navzdory
mirnému poklesu objemu prodeje, ktery byl vice nez
vyvazen pozitivnimi dopady zvyseni cen realizovanymi
spolecnostmi Philip Morris CR a.s. a Philip Morris
Slovakia s.r.o. v roce 2018, a také pokracujici silny rist
prodeje tabakovych naplni HEETS a zarizeni /IQOS diky
rostouci zékladné dospélych uzivatell /QOS": celkovy
pocet dospélych /QOS uzivateld? v obou zemich vzrostl,
v porovnani s predchozim rokem, o 196 000 a dosahl
452 000. Z toho 359 000 dospélych uzivatel( prestalo
s kourenim a preslo na /IQOS?.

Konsolidované trzby bez spotrebni dané a DPH ve vysi
171 miliardy K¢ se, v porovnani s predchozim rokem,
zvwysily 0 21,4 %, a to zejména v dusledku vyssich

prodejl zafizeni /IQOS a tabdkovych naplini HEETS

v Ceskeé republice a na Slovensku ve vyséi 3,4 miliardy K&
a pozitivnich dopadl zvyseni cen portfolia tabakovych
vyrobkd urcenych ke koureni“ realizovanymi spolec¢nostmi
Philip Morris CR a.s. a Philip Morris Slovakia s.r.o. ve vysi
0,3 miliardy K¢, které byly ¢astecné kompenzovany
snizenim prodejd portfolia tabdkovych vyrobkd uréenych
ke koureni ve vysi 0,3 miliardy K. Pri vylouceni vlivu
ménoveho kurzu se konsolidované trzby bez spotrebni
dané a DPH zvysily o 21,3%.

Zisk z provozni ¢innosti ve vysi 5,0 miliardy K¢ vzrostl,

v porovnani s predchozim rokem, o 4,6 %, a to zejména

v dtsledku pfiznivého vyvoje cen v Ceské republice

a na Slovensku. Pri vylouc¢eni vlivu ménového kurzu
vzrostl zisk z provozni ¢innosti v porovnani s predchozim
rokem o 5,6 %.

Cisty zisk ve vysi 4,0 miliardy K& vzrostl, v porovnani
s predchozim rokem, o 4,8% z ddvodd zminénych vyse,
coz bylo ¢astecneé kompenzovano vyssi dani z prijmu.

Consolidated Financial Results

We are pleased to report our robust performance in 2019,
reflecting the better-than-anticipated combustible
tobacco product sales, where a marginal decline in sales
volumes was more than offset with positive impact

of price increases implemented by Philip Morris CR a.s.
and Philip Morris Slovakia s.r.o. in 2018 and a strong
growth of heated tobacco products sales on the back

of growing /QOS adult user base' the number of total
/QOS adult users? in both countries combined increased
by 196,000 and reached 452,000, of which 359,000 adult
users have stopped smoking and switched to /QOS®.

Consolidated revenues, net of excise tax and VAT,

grew by 21.4% (vs. prior year) to CZK 171 billion,

driven by higher sales of HEETS and /QOS devices

of CZK 3.4 billion and favorable pricing on our
combustible portfolio* of CZK 0.3 billion implemented
by Philip Morris CR a.s. and Philip Morris Slovakia s.r.o.,
which were partly offset by lower combustible portfolio
sales volumes of CZK 0.3 billion. Excluding the impact
of currency, consolidated revenues, net of excise tax and
VAT, increased by 21.3%.

Profit from operations of CZK 5.0 billion increased

by 4.6% (vs. prior year), primarily reflecting favorable
pricing implemented by Philip Morris CR a.s. and Philip
Morris Slovakia s.r.o. in the Czech Republic and Slovakia.
Excluding the impact of currency, profit from operations
increased by 5.6%.

Net income of CZK 4.0 billion increased by 4.8% (vs. prior
year), reflecting the items noted above and partially
offset by a higher income tax expense.

1 Zdroje:vnevef'ejny zdroj Panel dospélych uzivatell /QOS, odhady Philip
Morris CR a.s. a Philip Morris Slovakia s.r.o.

2 Odhadovany pocet dospélych uzivateld /QOS, u kterych tabakové
naplné HEETS tvofi alespon 5% denni spotfeby tabakovych vyrobk{
za poslednich 7 dni.

3 Odhadovany pocet dospélych uzivatell /QOS, u kterych zahtivané
tabakové vyrobky tvofi 100% denni spotfeby tabakovych vyrobkdd,
z ¢eho alespon 70% tvori tabakové naplné HEETS.

4 Portfolio tabakovych vyrobkl uréenych ke koufeni zahrnuje cigarety,
cigarillos, tabak pro ru¢ni vyrobu cigaret a vice-objemovy tabak
pro ru¢ni vyrobu cigaret.

1 Sources: a non-public /QOS adult user panel, Philip Morris CR a.s.
and Philip Morris Slovakia s.r.o. internal estimates.

2 Estimated number of adult /QOS users that used HEETS for at least
5% of their daily tobacco consumption over the past seven days.

3 Estimated number of adult /QOS users, whose daily individual
consumption of heated tobacco units represents the totality of their
daily tobacco consumption over the past seven days, of which at least
70% are HEETS.

4 Combustible portfolio includes cigarettes, cigarillos, tobacco
for make-your-own cigarettes and volume tobacco for make-your-
own cigarettes.
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Podnikani v Ceské republice

Trzby v tuzemsku bez spotfebni dané a DPH se,

Vv porovnani s predchozim rokem, zvysily o 26,9 %

na 10,2 miliard Kc*, a to zejména v disledku vyssich
prodejl zafizeni IQOS a tabakovych népini HEETS ve vysi
2,6 miliardy K¢ a pozitivnich dopadd zvyseni cen portfolia
tabakovych vyrobkd ur¢enych ke koureni realizovanymi
spolecnosti Philip Morris CR a.s. ve vysi 0,2 miliardy K¢,
které byly ¢astec¢né kompenzovany snizenim prodejd
portfolia tabdkovych vyrobk( ur¢enych ke koureni ve vysi
0,2 miliardy K¢.

Celkovy kombinovany trh cigaret a zahrivanych
tabdkovych vyrobkd se, v porovnani s predchozim
rokem, zvysil o odhadovanych 2,2% na 21,0 miliard kusd,
zejména z technickych ddvodd bez vazby na spotfebu.
Celkovy trh cigaret poklesl, v porovnani s predchozim
rokem, o odhadovanych 1,4 % na 19,7 miliard kust
cigaret, a to zejména v dusledku pfechodu dospélych
kurak( na zahtivané tabdkové vyrobky, to bylo ¢astecné
kompenzovano technickymi ddvody zminénymi vyse.

Od Vyroé¢ni zpravy 2018 vykazujeme také svdj trzni

podil zaloZzeny na mési¢nim souhrnu prodejd cigaret®,
ktery zpracovava PricewaterhouseCoopers Ceskd
republika, s.ro. (,PwC"). Na tomto souhrnu se podileji
vsechny velké spolecnosti prodavajici tabakové vyrobky
v Ceské republice, které zasilaji PwC své& data o prodejich
cigaret svym primym obchodnim partnerdm. PwC
nasledné zasila Ucastnicim se spole¢nostem agregovany
a anonymizovany soucet. Philip Morris CR a.s. k témto
datdm pridava odhady pro zahtivané tabakové

vyrobky. Tato data dohromady tvori odhad celkovéeho
kombinovaného trhu, ktery je zakladem pro vypocet
trzniho podilu. Vérime, Ze trzni podil vykazovany dle této
metodologie presnéji vyjadruje skutec¢nou vykonnost
Philip Morris CR a.s., protoze data z maloobchodniho
prdzkumu 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., v porovnani s predchozim
rokem, vzrostl 0 1,6 procentniho bodu na 41,3 %,
zejména v ddsledku nardstu trzniho podilu HEETS

0 3,3 procentniho bodu na 5,9 %, to bylo ¢astecné
kompenzovano poklesem trzniho podilu cigaret

o 1,7 procentniho bodu na 35,4 %.

Business in the Czech Republic

Domestic revenues, net of excise tax and VAT, increased
by 26.9% (vs. prior year) to CZK 10.2 billion*, driven

by a higher sales volume of HEETS and /QOS devices

of CZK 2.6 billion and favorable pricing on combustible
portfolio of CZK 0.2 billion implemented by Philip Morris
CR a.s., which were partly offset by lower combustible
portfolio sales volume of CZK 0.2 billion.

The total combined market of cigarettes and heated
tobacco units has increased by an estimated 2.2%

(vs. prior year) to 21.0 billion units, due primarily to
technical factors not related to consumption. The total
cigarette market has decreased by an estimated 1.4%
to 19.7 billion units on the back of legal age smokers
switching to heated tobacco units, which was partially
offset by the technical factors mentioned above.

Starting with the 2018 Annual Report, we report our
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 Republic, 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 then 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 CR a.s., as Nielsen Company (Europe) Sarl
(“Nielsen”) research retail audit data (which we used

as a proxy for market share reporting previously) is based
on an extrapolation of a sample of retail stores’ data.

According to our estimates described above,

the combined market share of Philip Morris CR a.s.
increased by 1.6 share points (vs. prior year) to 41.3%.
The growth was driven by the market share of HEETS,
which increased by 3.3 share points to 5.9%, while our
cigarette share declined by 1.7 share points to 35.4%.

* oprava tiskové chyby - plvodni idaj 10,9 miliard K¢& je nahrazen
udajem 10,2 miliard K&

5 l}leveFejny zdroj dat, ktery zpracovava PricewaterhouseCoopers
Ceska repubilika, s.r.o.

* corrigendum - the original value of CZK 10.9 billion is replaced
by the value of CZK 10.2 billion

5 A non-public data source administered by PricewaterhouseCoopers
Ceska republika, s.r.o.
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Trzni podil v Ceské republice (%)
Market share in the Czech Republic (%)

39,7 %
2018

HEETS

2,6 %

cigarety
cigarettes

47 y 3% HEETS
2019 | 5,9%
cigarety
cigarettes

Zdroj: odhady Philip Morris CR, a.s. zalozené na mési¢nim souhrnu prodejli cigaret dle PwC

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

Pro Uplnost uvadime, ze podle maloobchodniho
prizkumu® agentury Nielsen Company (Europe) Sarl trzni
podil u cigaret spole¢nosti Philip Morris CR a.s. pokles|,

v porovnani s predchozim rokem, o 1,1 procentniho bodu
na 41,3%’.

Objem domaciho odbytu portfolia tabdkovych vyrobkl
uréenych ke koureni spole¢nosti Philip Morris CR a.s. se,
v porovnani s predchozim rokem, snizil o 0,3 miliardy
kust na 7,7 miliardy kus(* a objem domaciho odbytu
tabdkovych naplni HEETS dosahl 1,2 miliardy kusd.

Podnikani na Slovensku

Trzby spolecnosti Philip Morris Slovakia s.r.o. bez spotrebni
dané a DPH se v mistni méné, v porovnani s predchozim
rokem, zvysily 0 20,7% na 176,5 milionu eur, a to v ddsledku
vyssich prodejl zafizeni /IQOS a tabakovych ndpini HEETS
ve vysi 30,8 milionu EUR a pozitivnich dopadd zvyseni
cen portfolia tabdkovych vyrobk( urcenych ke koureni
realizovanymi spolecnosti Philip Morris Slovakia s.r.o.

ve vysi 2,7 milionu EUR, které byly ¢astec¢né kompenzovany
snizenim prodejd portfolia tabdkovych vyrobkd uréenych
ke koureni ve vysi 2,9 milionu EUR.

Celkovy kombinovany trh cigaret a zahrivanych
tabdkovych vyrobkd se, v porovnani s predchozim rokem,
zvysil o odhadovanych 5,3% na 7.7 miliard kus(, zejména
7 technickych ddvodd bez vazby na spotiebu, véetné
odhadovanych zmén zasob v obchodnim fetézci. Celkovy
trh cigaret vzrostl, v porovnani s pfedchozim rokem,

o odhadovanych 2,0 % na 7,2 miliard kus( cigaret, a to
zejména z technickych ddvodd zminénych vyse, které

For completeness, according to the Nielsen retail audit®,
our cigarette market share decreased by 1.1 share points
(vs. prior year) to 41.3%’.

Combustible portfolio shipments of Philip Morris CR a.s.
decreased by 0.3 billion units (vs. prior year) to 7.7 billion
units, while our HEETS shipments reached 1.2 billion units
in the same period.

Business in Slovakia

Philip Morris Slovakia s.r.o. revenues, net of excise tax
and VAT, increased by 20.7% (vs. prior year) to EUR 176.5
million, driven by a higher sales volume of HEETS

and /QOS devices of EUR 30.8 million and favorable
pricing on combustible portfolio of EUR 2.7 million
implemented by Philip Morris Slovakia s.r.o., which were
partly offset by lower combustible portfolio sales volume
of EUR 2.9 million.

The total combined market of cigarettes and heated
tobacco units has increased by an estimated 5.3%

(vs. prior year) to 7.7 billion units, due primarily to
technical factors not related to consumption, including
estimated changes in trade inventories. The total
cigarette market has increased by an estimated 2.0% to
7.2 billion units due to the technical factors mentioned
above, which have more than offset the decrease

on the back of legal age smokers switching to heated
tobacco units.

6 Neverejny maloobchodni prazkum agentury Nielsen Company
(Europe) Sarl

7 Trzni podil za rok 2018 byl upraven z davodu zmén v maloobchodnim
panelu, ve kterém agentura Nielsen Company (Europe) Sarl provadi vyzkum.

* oprava tiskové chyby - plvodni Udaj o 0,2 miliardy kusl na 7,4 miliardy
kusU je nahrazena udajem o 0,3 miliardy kust na 7,7 miliardy kusU

6 A non-public retail audit research conducted by the Nielsen Company
(Europe) Sar!

7 2018 market share was restated due to changes in Nielsen Company
(Europe) Sarl’s retail audit panel.
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vice nez kompenzovaly pokles v disledku prechodu
dospélych kurdkd na zahrivané tabakové vyrobky.

Od Vyro¢ni zpravy 2018 vykazujeme také svdj trzni
podil zaloZzeny na mésic¢nim souhrnu prodejl cigaret?,
ktery zpracovévé PricewaterhouseCoopers Ceska
republika, s.ro. (,PwC"). Na tomto souhrnu se podileji
vSechny velké spole¢nosti prodavajici tabakové vyrobky
na Slovensku, které zasilaji PwC sva data o prodejich
cigaret svym pfimym obchodnim partnerdm. PwC
nasledné zasila Ucastnicim se spolecnostem agregovany
a anonymizovany soucet. Philip Morris Slovakia s.r.o.

k témto datim pfidéva odhady pro zahfivané tabdkové
vyrobky. Tato data dohromady tvori odhad celkového
kombinovaného trhu, ktery je zakladem pro vypocet
trzniho podilu. Vérime, Ze trzni podil vykazovany

dle této metodologie presnéji vyjadruje skutecnou
vykonnost Philip Morris Slovakia s.r.o., protoze data

z maloobchodniho prdzkumu agentury Nielsen Company
(Europe) Sarl (kterd jsme pouzivali pro predeslé
vykazovani) jsou zalozena na extrapolaci vzorku
prodejnich dat maloobchodnich prodejen.

Dle vys$e popsané metodologie kombinovany trzni
podil Philip Morris Slovakia s.r.o. poklesl, v porovnani

s predchozim rokem, o 1,3 procentniho bodu na 57,4 %,
a to zejména v dusledku poklesu trzniho podilu cigaret
0 4,3 procentniho bodu na 50,7 %, to bylo ¢aste¢ne
kompenzovano narlstem trzniho podilu HEETS

0 3,0 procentniho bodu na 6,7 %. Na&s trzniho podil

byl negativne ovlivnén technickymi faktory v odhadu
celkového kombinovaného trhu, jak bylo zminéno vyse.

Trzni podil na Slovensku (%)
Market share in Slovakia (%)

58,7 %
2018

HEETS

3,7 %

cigarety
cigarettes

Starting with the 2018 Annual Report we are

reporting the market share based on a monthly
tabulation of cigarette sales data® administered

by PricewaterhouseCoopers Ceské 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 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.
decreased by 1.3 share points (vs. prior year) to 57.4%, due
primarily to the decrease of our market share of cigarettes
by 4.3 share points to 50.7%, which was partially offset

by the increase of the market share of HEETS by 3.0 share
points to 6.7%. Our market share was adversely impacted
by the technical factors related to the total combined
market performance mentioned above.

57, 4% HEETS
2019 | 6,7 %
cigarety
cigarettes

Zdroj: odhady Philip Morris Slovakia s.r.o0., zaloZzené na mésiénim souhrnu prodejd cigaret dle PwC

Source: Philip Morris Slovakia s.r.o., internal estimate based on a monthly tabulation of cigarette sales data by PwC

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

8 A non-public data source administered by PricewaterhouseCoopers
Ceska republika, s.r.o.
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Pro Uplnost uvadime, Ze podle maloobchodniho prizkumu?®
agentury Nielsen Company (Europe) Sarl trzni podil

u cigaret spole¢nosti Philip Morris Slovakia s.r.o. pokles!,
v porovnani s predchozim rokem, o 1,6 procentniho bodu
na 54,8 %°, zejména v disledku prechodu dospélych
kurdkd na zahfivané tabdkové vyrobky.

Objem domaciho odbytu portfolia tabakovych

vyrobkd ur¢enych ke koureni spolec¢nosti Philip Morris
Slovakia s.r.o. poklesl, v porovnani s predchozim rokem,
o 0,1 miliardy kusC na 3,9 miliardy kust cigaret, zejména
z davodu pfechodu dospélych kufakd na zahtivané
tabakové vyrobky.

Objem domaciho odbytu tabakovych napini HEETS
spolec¢nosti Philip Morris Slovakia s.r.o. se zvysil,

v porovnani s predchozim rokem, o 0,2 miliardy kusu
na 0,5 miliard kusu.

Vyrobni sluzby

Trzby za vyrobni sluzby vzrostly, v porovnani
s predchozim rokem, o 31% na 2,4 miliardy K¢.

Spotrebni dan

V Ceské republice dne 1. dubna 2019 nabyla ucinnosti novela
zdkona o spotrebnich danich, kterd zavedla spotfebni

dan ze zahrivanych tabakovych vyrobkd. Sazba spotrebni
dané je stejnad jako pro tabadk ke koureni, tj. 2 236 K& na 1kg
tabaku v zahrivanych tabakovych vyrobcich.

ViIdda v kvétnu 2019 schvalila navrh zakona, jehoz

cilem bylo zvysit sazby spotfebni dané z tabakovych
vyrobkd od 1. ledna 2020. Névrh v ¢ervenci 2019

zacal projednavat Parlament Ceské republiky, ktery

jej 17. prosince 2019 schvalil. Dne 1. ledna 2020 tato
novela zdkona o spotfebnich danich nabyla Uc¢innosti.
Obsahuje zvyseni pevné casti sazby spotrebni dane

0 150 K¢ na 1 610KE na 1 000 cigaret, zvyseni procentni
¢asti o 3 procentni body na 30% a zvyseni minimalni
sazby dané o 270 K¢ na 2 900 KE na 1 000 cigaret. Sazba
spotrebni dane z tabaku ke koufeni a ze zahfivanych
tabakovych vyrobkd vzrostla o 224 KE na 2 460 KE

na Tkg tabdku. Novela obsahovala prechodné obdobi

v délce dvou mésicd, po které jesté byly pouzivany sazby
platné v roce 2019, to znamena, Zze noveé sazby se zacaly
pouzivat od 1. bfezna 2020. Toto zvysSeni spotrebni danf
bylo doplnéno tfimésicni Ihdtou od nabyti u¢innosti

nove sazby dané, do kdy mohou byt cigarety, opatrené
tabakovou nalepkou se starou sazbou, doprodavany
konec¢nému spotrebiteli.

For completeness, according to the Nielsen retail audit®,
the cigarette market share of Philip Morris Slovakia s.r.o.
decreased by 1.6 share points (vs. prior year) to 54.8%°,
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

(vs. prior year) to 3.9 billion units, driven mainly

by conversion of legal age smokers to our smoke-free
products.

Domestic HEETS shipments of Philip Morris Slovakia s.r.o.
increased by 0.2 billion units (vs. prior year) to
0.5 billion units.

Manufacturing Services

Revenues from manufacturing services increased by 3.1%
(vs. prior year) to CZK 2.4 billion.

Excise Tax

In the Czech Republic, an amendment to the Act

on excise taxes came into force on April 1, 2019 and
introduced excise tax on heated tobacco products.

The tax rate is at parity with fine cut tobacco, CZK 2,236
per 1 kg of tobacco content in heated tobacco products.

In May 2019, the government approved a proposal for

an amendment to the Excise Duties Act with the aim to
increase excise taxes on tobacco products from January
1, 2020. The Parliament started debating the amendment
in July 2019, the final vote took place on December 17,
2019. The effective date of the amendment was January 1,
2020, while the tobacco excise tax was granted a two-
month grace period, in which the 2019 tax rates were still
used. Therefore, the new excise tax rate was effectively
applied since March 1, 2020.

The amendment increased the specific component

of the cigarette excise tax rate by CZK 150 to CZK 1,610
per 1,000 cigarettes, the ad valorem component

by 3 percentage points to 30% and the minimum excise
tax rate by CZK 270 to CZK 2,900 per 1,000 cigarettes.
The tax rate on fine cut tobacco and heated tobacco
units increased by CZK 224 to CZK 2,460 per 1kg

of tobacco. The above-mentioned excise tax increases
were accompanied by a three-month retail sell-by-date
anti-forestalling regulation applicable only to cigarettes.

The Ministry of Finance has already proposed a new
amendment to the Excise Duties Act, which aims

9 Neverejny maloobchodni prazkum agentury Nielsen Company
(Europe) Sarl

10 Trzni podil za rok 2018 byl upraven z ddvodu zmén v maloobchodnim
panelu, ve kterém agentura Nielsen Company (Europe) Sarl provadi vyzkum.

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

10 2018 market share was restated due to changes in Nielsen Company
(Europe) Sarl’s retail audit panel.
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Ministerstvo financi jiz navrhlo dalsi novelu zadkona

o spotfebnich danich, ktera by méla zvysovat sazby dané
v letech 2021 az 2023. Navrhuje ponechat procentni
sazbu dané z cigaret ve stavajici vysi 30 % a zvysit ostatni
sazby v kazdém roce o 5%.

Na Slovensku byl schvdlen trilety danovy plan od roku
2017 do roku 2019, a to prostfednictvim novely zadkona
¢.106/2004 Sb., o spotfebni dani z tabakovych vyrobkd,
publikované jako zédkon ¢. 296/2016 Sb." Od 1. Unora

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 z 91,00 EUR na 96,50 EUR

na 1 000 kusU; zatimco procentni sazba zUstava
nezmeénena (na Urovni 23 %); sazba dané za tabak

ke koureni vzrostla ze 71,11 eur na 73,90 EUR za 1kg. Dalsi
zvysovani sazeb bylo schvaleno s ucinnosti od 1. Unora
2019, kdy byla pevna sazba dané z cigaret stanovena

na uroven 64,10 EUR na 1 000 cigaret, minimalni sazba
dané z cigaret na 100,10 EUR na 1 000 kusU a sazba

z tabaku ke koureni na 76,70 EUR za 1kg. Vyse uvedené
zmeny sazeb byly doprovazeny jednomesicnim terminem
pro doprodej cigaret a Sestimésicnim terminem

pro doprodej tabaku ke koureni jako opatreni proti
predzasobeni.

S Ucinnosti od 1. kvétna 2017 novelizovany zakon zaved|
danovou kategorii pro bezdymné tabakoveé vyrobky, které
se nespotrebovavaji spalovanim (s vyjimkou shupavého

a zvykaciho tabaku). Danovou bazi pro jejich zdanéni

je hmotnost tabaku v bezdymném tabakovém vyrobku

a sazba je na Urovni sazby spotrebni dané na tabak

ke koureni (tj. 73,90 EUR na 1kg, kterd byla dale zvysena
na 76,70 EUR na Tkg od 1. Unora 2019).

Regulace tabakovych vyrobku

Philip Morris CR a.s. a Philip Morris Slovakia s.r.o.
podporuji komplexni a ucinnou regulaci tabakovych
vyrobkd, zalozenou na principu snizovani skodlivosti.

Technologie, kterou jsme my a ostatni v poslednich
nékolika letech vyvinuli, umoznuje pfechod trhu

s tabdkem a nikotinem smérem k budoucnosti, kde

jsou cigarety nahrazeny méné skodlivymi, ale pritom
uspokojujicimi alternativami bez koure. V tomto kontextu
muze rozumna regulace bezdymnych tabakovych
vyrobkd, v kombinaci s U¢innym omezenim cigaret,
pomoci efektivnéji a rychleji resit skody zplsobené
kourenim nez tradi¢ni regulacni opatrent.

Regulac¢ni opatreni by mela nadale odrazovat lidi

od toho, aby zacali koufit, a povzbuzovat je k tomu, aby
kourit prestali. Je rovnéz ziejmé, Zze miliony muzl a zen
budou nadale kourit, a tak by mély mit pristup k lepsim
alternativam, nez jsou cigarety a k informacim o nich.

to increase excise rates in years 2021-2023. The proposal
includes maintaining the ad valorem component at 30%,
while increasing the other rates by 5% in each year.

In Slovakia, Amendment to Act no. 106/2004 Coll.

on Tobacco Excise Tax was adopted and published

as Act no. 296/2016 Coll.9" 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 23%);
fine cut tobacco excise tax rate increases from EUR 7111
to EUR 73.90 per 1kg. An additional increase had been
applied in February 1, 2019, when the specific component
for cigarettes was set at EUR 64.10 per 1,000 cigarettes,
the minimum excise tax rate for cigarettes at EUR 100.10
per 1,000 cigarettes, and the fine cut tobacco excise tax
rate at EUR 76.70 per 1kg. The excise tax increases were
accompanied by a one-month retail sell-by-date anti-
forestalling regulation for cigarettes and six months for
fine cut tobacco.

Effective 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
is at parity to fine cut tobacco excise tax rate, EUR 73.90
per 1kg, which was further increased to EUR 76.70

per 1kg as of February 1, 2019.

Strong and Effective Regulation

Philip Morris CR a.s. and Philip Morris Slovakia s.r.o.
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 tobacco 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 access to better alternatives than cigarettes and
information on them.

11 Zéakon ¢. 296/2016 Sb. z 12. fijna 2016 pozménujici zdkon ¢. 106/2004
Sb., o spotfebni dani z tabakovych vyrobkl

11 Act no. 296/2016 Coll. of 12 October 2016 amending Act
no. 106/2004 Coll. On excise taxes on tobacco products
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Smeérnice o tabakovych vyrobcich

Smérnice o tabakovych vyrobcich vstoupila v platnost
dne 19. kvétna 2014 napric zemeémi Evropskeé unie.

V Ceskeé republice byla Smérnice o tabakovych vyrobcich
transponovana prostifednictvim zdkona ¢.180/2016 Sb.,
ktery novelizuje zakon ¢. 110/1997 Sb., o potravinach

a tabakovych vyrobcich, a daldich souvisejicich zakonu,

a také provadéci vyhlasky ¢. 261/2016 Sb. Oba pravni
predpisy nabyly ucinnosti dnem 7. zari 2016.

Tato pravni Uprava zavedla pravidla tykajici se, mimo jing,
vyroby a prodeje tabakovych vyrobkd, jakoz i regulacni
ramec pro komercializaci elektronickych cigaret

a novych tabakovych vyrobkd. Kromé toho legislativa
obsahuje dalsi opatreni, jako jsou zveétSena kombinovana
zdravotni varovani pokryvajici 65% hlavnich stran
cigaretovych krabicek a tabaku k ru¢nimu baleni cigaret,
zprisnéné oznamovaci povinnosti, zakaz pouzivani
charakteristickych prichuti pfi vyrobe cigaret a tabaku

k rucnimu baleni cigaret, jinych nez mentolovych, stejné
jako novy soubor pozadavkd tykajicich se sledovatelnosti
a dohledatelnosti tabdkovych vyrobkl s cilem zvysit
Ucinnost prevence nelegaliniho obchodu. Mentolové
cigarety, véetné cigaret s mentolovymi kapslemi, mohou
byt v Ceské republice proddvany pouze do 20. kvétna
2020. Pozadavky na sledovatelnost a dohledatelnost
tabakovych vyrobkd nabyly Gcinnosti 20. kvétna 2019 pro
cigarety a tabak ke koufeni, pro ostatni tabakoveé vyrobky
nabydou Ucinnosti 20. kvétna 2024.

Evropska smérnice o tabakovych vyrobcich dale
reguluje elektronické cigarety jako spotrebni zboZi spise
nez jako lécive pripravky. Pokud elektronické cigarety
splnuji definici [é¢ivych pfipravkd, vztahuji se na né jiné
predpisy EU.

Na Slovensku byla Smérnice o tabakovych vyrobcich
transponovana do mistniho pravniho radu s ucinnosti
od 20. kvétna 2016 z&dkonem ¢. 89/2016 Sb.2, o vyrobé,
oznacovani a prodeji tabdkovych vyrobkd a souvisejicich
vyrobkd a zméné a doplnéni nékterych zakond.

Mentolové cigarety a tabak ke koureni, véetné cigaret
s mentolovymi kapslemi, mohou byt na Slovensku
prodavany rovnéz pouze do 20. kvétna 2020.

Pozadavkl na sledovatelnost a dohledatelnost
tabakovych vyrobkd nabyly Gc¢innosti dne 20. kvétna 2019
pro cigarety a tabak ke koureni. Pro ostatni tabakové
vyrobky byla Uc¢innost stanovena na 20. kvétna 2024.

Tobacco Products Directive

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, 2076.

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.
Mentholated cigarettes, including menthol capsules, are
allowed to be marketed in the Czech Republic until May
20, 2020 only. Tracking and tracing requirements came
into force on May 20, 2019 for cigarettes and tobacco for
smoking and will come into force 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 Coll2 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.

Tracking and tracing requirements entered into force

on May 20, 2019 for cigarettes and tobacco for smoking.
Other tobacco products will be subject to tracking and
tracing as of May 20, 2024.

12 Zakon ¢. 89/2016 Sb. z 25. listopadu 2015, o vyrobé, oznacovani
a prodeji tabakovych vyrobkl a souvisejicich vyrobkl a zméné
a doplnéni nékterych zakonl

12 Act no. 89/2016 Coll. of 25 November 2015 on the manufacture,
labelling and sale of tobacco products and related products
and on the amendment and supplement to selected laws.
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Smeérnice o jednorazovych plastech

Smeérnice o omezeni dopadu nekterych plastovych
vyrobkd na zivotni prostfedi 2019/904 (dale jen
,Smeérnice o jednordazovych plastech®) vstoupila

v platnost dne 2. ¢ervence 2019 ve vsech zemich
Evropské unie (EU). Clenské staty EU, véetné

Ceskeé republiky a Slovenské republiky, jsou povinny
transponovat jeji ustanoveni do narodnich legislativ
béhem pristich dvou let tak, aby mohla nabyt d¢innosti
nejpozdeéji 3. Cervence 2021.

Cili této smeérnice je predchazet dopadu nékterych
plastovych vyrobk( na Zivotni prostredi, zejména

na vodni prostredi, a na lidské zdravi a snizovat jej,
jakozZ i podporovat prechod k obéhovému hospodarstvi
pomoci inovativnich a udrzitelnych obchodnich modeld,
vyrobkd a materidld, a tim téz prispivat k uc¢innému
fungovani vnitiniho trhu.®

Za Ucelem dosazeni cilt zavadi smérnice radu opatreni
pro rizné typy vyrobkd. V oblasti naseho podnikani jde
predevsim o tabakove vyrobky s filtrem a o filtry uvadéné
na trh pro pouziti s tabdkovymi vyrobky. Zavedeny

maji byt pozadavky na oznacovani, dale tzv. systémy
rozsirené odpovédnosti vyrobce a povinnost osvetovych
opatfeni (informovani spotrebiteld a podniceni
odpovedného spotrebitelského chovani za Ucelem
snizeni mnozstvi odhozenych odpadk(). Opatreni budou
zavadéna postupné v nékolika fazich. Systém rozsirené
odpovédnosti vyrobce pro tabakové vyrobky s filtrem

a filtry uvadéné na trh pro pouziti s tabakovymi vyrobky
bude ve statech EU nutné implementovat do 5. ledna
které spolec¢nosti Philip Morris CR a.s. a Philip Morris
Slovakia s.r.o. budou muset v souvislosti se zavedenim
vyse uvedenych opatfeni nést, budou znamy az po prijetf
ceského a slovenského transpozi¢niho zakona a také
pripadnych navazujicich provadécich pravnich predpisd.

Single-Use Plastics Directive

EU Directive on the reduction of the impact of certain
plastic products on the environment 2019/904 (” Single-
Use Plastics Directive”) entered into force on July 2n,
2019 throughout the EU countries. EU Member States,
including the Czech Republic and Slovakia, are obliged to
transpose its provisions into national legislations within
the next two years i.e. by July 3, 2021.

The objectives of this Directive are to prevent

and reduce the impact of certain plastic products

on the environment, in particular the aquatic
environment, and on human health, as well as to promote
the transition to a circular economy with innovative and
sustainable business models, products and materials,
thus also contributing to the efficient functioning

of the internal market.

In order to achieve its objectives, the Directive introduces
various measures for various types of goods. In the area
of our business, these are mainly tobacco products with
filters and filters marketed for use in combination with
tobacco products. Specifically, Marking Requirements,
Extended Producer Responsibility Schemes and
Awareness Raising Measures (to inform consumers and
to incentivize responsible consumer behavior, in order

to reduce litter) should be introduced. Measures will

be implemented gradually in several stages. Extended
Producer Responsibility Scheme for tobacco products
with filters and filters marketed for use in combination
with tobacco products is necessary to be implemented
in the EU countries by January 5, 2023. More information
on the scope of specific costs which Philip Morris

CR a.s. and Philip Morris Slovakia s.ro. will have to bear
in relation with the above-mentioned measures will

only be known after the adoption of any implementing
acts by the EU itself and then the local transposition
legislation by the Czech Republic and Slovakia.

13 Clanek 1 Smérnice Evropského parlamentu a Rady (EU) 2019/904
ze dne 5. ¢ervna 2019 o omezeni dopadu nékterych plastovych
vyrobkd na zivotni prostfedi

13 Article 1 of the Directive 2019/904 of 5 June 2019
on the reduction of the impact of certain plastic products
on the environment.
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Ocekavana hospodarska a financni situace

Hlavnim faktorem vyvoje v roce 2020 je pandemie
virové choroby COVID-19 a nouzova opatfeni, jejichz
cilem je zastaveni sireni této choroby. Tato opatreni
pravdépodobne vyusti ve vyznamné hospodarské
zpomaleni, mozna dokonce recesi a nasledny pokles
kupni sily obyvatelstva. V soucasné dobé nejsme schopni
odhadnout rozsah tohoto dopadu.

Prodeje zarizeni /QOS a naplni HEETS rostou a my
budeme také v roce 2020 pokracovat v nasem usili

o navysovani zakladny dospélych uzivateld /QOS.

Nase podnikani bude vsak nadale vystaveno takovym
jevim, mezi které patfi prechod spotrebiteld k levnéjsim
znackam cigaret a jinym alternativam spotreby nikotinu
nebo zvysend mira nelegdlnich prodeju.

V roce 2020 dochazi ke zvyseni spotfebni dané

z tabakovych vyrobkd, které je vyrazné vyssi, nez
byly napriklad nardsty sazeb v letech 2016 az 2018.
Zohlednéni zvyseni spotrebni dané do prodejnich cen
muze vést k poklesu domaci poptavky po cigaretach,
nardstu preshrani¢nich nakupt ¢eskych spotrebiteld
v zemich s levnéjsimi cigaretami, k poklesu nakupt
zahraniénich turist’ v Ceské republice &i k nardistu
poptavky po nelegdlnich vyrobcich. Ministerstvo financi
navrhlo dalsi zvysovani sazeb spotrebni danée v letech
2021-2023.

Pokracujeme v implementaci planovanych iniciativ
zameérenych na zvyseni produktivity s cilem fidit své
naklady efektivné.

Expected economic and financial
situation

The main factor of the economic development in 2020
are the current COVID-19 pandemic and the emergency
measures to stop the spread of the disease.

The measures will likely result in an economic slowdown
or even recession with the purchasing power of the
population declining. At this point in time we cannot
predict the extent of the impact.

Sales of /QOS devices and HEETS are growing and

we shall continue with our efforts to further increase
our /QOS adult user base in 2020. Our business will
remain exposed to consumer down-trading to cheaper
cigarettes and other nicotine-delivery alternatives,

or to an increase in illicit trade.

There was an increase of excise tax rate on tobacco
products in 2020. The increase is significantly higher
than, for example, tax rate increases in 2016 to 2018.
Translated into higher retail selling prices, it could lead
to a decline of domestic demand for cigarettes, an
increase of cross-border purchases of Czech consumers
in countries with cheaper cigarettes, a decline of cross-
border purchases of foreign tourists in the Czech
Republic or to an increase in demand for illicit products.
The Ministry of Finance proposed further increases

in the tobacco excise tax rate in 2021-2023.

We remain committed to continuing to implement our
planned productivity initiatives to manage our cost base.
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Rizika spojena s nasim podnikanim
a nasim odvétvim

Nasledujici rizikové faktory by mély byt pozorné vzaty

v Uvahu spolu s posuzovanim naseho podnikani a nasich
na budoucnost zamérenych prohldseni obsazenych

v této Vyrocni zprave 2019. Kterékoliv z téchto rizik by
mohlo vyznamné negativné ovlivnit nase podnikani, nase
provozni vysledky, nasi financni situaci a skute¢nosti,
jichZ se tykaji nase na budoucnost zameérena prohlaseni,
ucinéna v této Vyrocni zprave 2019.

* Dopad pandemie virové choroby COVID-19 a s ni
spojenych nouzovych opatreni na nase podnikani
je nejasny. Rozsah dopadu této pandemie na nase
podnikani a finan¢ni vysledky bude zaviset na radé
proménlivych faktord, které nemusime byt schopni
presné predvidat, véetné doby trvani a rozsahu
pandemie, opatfeni ze strany vlady, spole¢nosti
a jednotlived, kterd byla a budou prijata v odpovédi
na pandemii, dopadu na populaci a poptavku po nasich
produktech a nasi schopnost tyto produkty prodavat,
a to v¢etné dopadl omezovani pohybu a cestovani
anebo jakéhokoli uzavreni tovaren.

» Pokracuje pokles spotfreby cigaret. Ddvodem tohoto
poklesu je rada faktor(, véetné zvySovani danf a cen,
vladni politika, klesajici spolecenskd akceptace koureni
a pokracujici vyskyt nelegalnich vyrobkd.

Cigarety jsou predmétem podstatného danového
zatizeni. Vyznamné zvyseni dani z cigaret mCze
nedmerne ovlivnit nasi ziskovost a ucinit nas meéne
konkurenceschopnymi ve srovnani s nékterymi
nasimi konkurenty. Lze oc¢ekavat, Ze zvysovani dani
bude mit i nadale negativni dopady na nase prodeje
cigaret z ddvodud poklesu jejich spotreby a z dGvodd
presunu prodejl z cigaret na jiné (levnéjsi) tabakové
vyrobky, z kategorii cigaret s prémiovou cenou

k cigaretdm s prdmérnou nebo nizkou cenou, kde
nejsme dostatecné zastoupeni, z mistnich prodejd

k preshrani¢nim prodejdm legalnich vyrobk{

s niz$i cenou nebo nelegalnich vyrobkd, jako jsou
pasované vyrobky, padélané vyrobky ¢i nelegalni
znackoveé cigarety.

« Celime intenzivnimu konkuren&nimu boji, a pokud
bychom v tomto konkurenénim boji neobstali, mélo
by to vyznamné dopady na nasi ziskovost a provozni
vysledky. Nasimi primarnimi nastroji v konkurencnim
boji jsou kvalita nasich vyrobk(, rozpoznani znacky,
vérnost znacce, chut, inovace, baleni, sluzby, marketing
a cena. Konkurenc¢ni boj, kterému jsme vystaveni,
probiha ve vsech aspektech naseho podnikani.
Konkurenéni prostredi a nase konkurencni pozice mize
byt vyznamné ovlivnéna spatnymi ekonomickymi
podminkami, erozi zdkaznické ddvéry, uvedenim
vyrobkd s nizsi cenou ¢i inovativnich vyrobkd nagimi
konkurenty, vyssi spotrebni dani z tabakovych vyrobkd,
vy$§Simi cenami a vétsimi rozdily mezi maloobchodnimi

Risks Related to Our Business
and Industry

The following risk factors should be read carefully

in connection with evaluating our business and

the forward-looking statements contained in this 2019
Annual Report. 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
2019 Annual Report.

* The impact that the recent COVID-19 outbreak and
the emergency measures taken will have on our
business is uncertain. The extent to which this
pandemic impacts our business, operations and
financial results will depend on numerous evolving
factors that we may not be able to accurately predict,
including: the duration and scope of the pandemic;
governmental, business and individuals’ actions that
have been and continue to be taken in response
to the pandemic; the impact of the pandemic
on economic activity and actions taken in response;
the effect on the population and demand for products
and the ability to sell them, including as a result
of travel restrictions; and any facility closures.

* 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
frorn 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
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cenovymi kategoriemi a produktovou regulaci, ktera
omezi moznosti diferenciace tabdkovych vyrobkd.

Nemusime byt schopni predvidat zmény

spotrebitelskych preferenci nebo reagovat

na spotrebitelské chovani ovlivnené potencialnimi

ekonomickymi poklesy. Nase podnikani v oblasti tabaku

je vystaveno zmeénam spotrebitelskych preferenci,

které mohou byt ovlivnény mistnimi ekonomickymi

podminkami. Abychom byli Uspésni, musime:

- Uspésné 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

s potencidlem snizeného rizika, nebo regulace anebo
zdanéni, které neodliSuje takové vyrobky od cigaret,
nase neschopnost Uspésne uvadet na trh nove vyrobky,
nase neschopnost Uspésné podporovat nase znacky
nebo nase neschopnost budovat strategické obchodni
vztahy. Budouci vysledky jsou také predmétem nizsi
predpovéditelnosti vykonnosti kategorie vyrobki

s potencialem snizeného rizika.

Nase ziskovost, a tudiz i vyse vyplaty dividend,

souvisi s tim, Ze vystupujeme jednak v roli distributora
nesouciho plna rizika spojend s komercializaci
tabakovych vyrobkd ur¢enych ke koureni a jednak

v roli distributora s omezenym rizikem spojenym

s komercializaci vyrobk( se snizenym rizikem. Nase
odména za komercializaci vyrobkld se snizenym

rizikem je zalozena na marzi z vynosl z prodeje. Jako
distributor s omezenym rizikem nejsme vlastnikem prav
dusevniho vlastnictvi k vyrobkim se snizenym rizikem,
a proto neneseme vsechny naklady a rizika spojena

s timto vlastnictvim. Vzhledem k tomu, Ze nase marze
je Umeérna nasemu riziku spojenému s komercializaci
vyrobkd se snizenym rizikem, je dopad zmén objemd
prodejl téchto vyrobkd na nasi ziskovost omezen.
Tudiz pokud se nezmeni stavajici trend spotrebitelskych
preferenci ve vztahu k vyrobkidm se snizenym rizikem

a pokles objemU prodeje tabakovych vyrobkd ur¢enych
ke koureni bude zrychlovat, v dlouhodobém horizontu
neocekavame, ze pokles zisku z prodeje portfolia
tabakovych vyrobkd urcenych ke koureni bude
kompenzovan zvysenim zisku zpdsobenym narlstem
prodejd vyrobkd se snizenym rizikem.

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.

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
iNncreases.

We may be unable to successfully commercialize
reduced-risk products or regulation and/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 the current consumer
preference trend towards reduced-risk products will
continue and volume declines of combustible portfolio
products accelerate, we do not expect that over time
the additional profit generated from increased sales
of reduced-risk products will offset the decreasing
profits generated from the sales of combustible
portfolio products.
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e Ztracime prijmy vlivem padélani, pasovani
a preshrani¢nich nakupd. Na mezindrodnim trhu
se prodavaji velkd mnozstvi padélanych cigaret.
Domnivame se, ze Marlboro je globalné nejvice
padélanou znackou cigaret, ackoliv nedokdzeme
kvantifikovat ztraty prijma kvali tomuto padélani. Nase
prijmy jsou rovnéz zmensovany pasovanim a legalnimi
preshranicnimi nakupy.

» Nase schopnost zvysit ziskovost mlze byt omezena,
pokud se ndm nepodari uvést nové vyrobky nebo zvysit
marze prostrednictvim vyssich cen a vylepseni naseho
zastoupeni znacek. RUst zisku se mize zhorsit, pokud
nebudeme schopni Uspésne uveést na trh noveé vyrobky,
zvysit jejich ceny ¢&i zvysit podil prodejd vyrobkd
s vysSSi marzi.

* NasSe schopnost realizovat strategii ziskani a udrzeni
nejlepsich talentd mize byt ohrozena klesajici
spolecenskou prijatelnosti koureni cigaret. Tabdkovy
pramysl souperi o talenty s odvétvimi spotrebnich
vyrobkd a ostatnimi spolec¢nostmi, jejichz podnikani
se tési vyssi spolec¢enské akceptaci. Dlsledkem ¢ehoz
nemusime byt schopni prinést do spolec¢nosti a udrzet
nejtalentovangjsi zameéstnance.

Selhdni funkénosti nasich informacnich systémd nebo
jejich infiltrace externimi stranami se zameérem poskodit
je, mlze mit za nasledek naruseni podnikatelské
¢innosti, soudni spory a regulatorni opatreni, ztratu
prijmu, majetku ¢i osobnich nebo dalsich citlivych dat.
Informacni systémy pouzivdme k rizeni podnikovych
(obchodnich) procesl, shromazdovani a interpretaci
obchodnich dat, interni a externi komunikaci se
zameéstnanci, dodavateli, zakazniky atd. Nékteré z nami
pouzivanych informacnich systémd jsou spravovany
tretimi stranami. Médme zalozni systémy a plany
kontinuity své obchodni ¢innosti, dbame na ochranu
svych systémd a dat pred neopravnénym pristupem.
Nicméné selhani funkcnosti nasich systém( nebo

jejich infiltrace externimi stranami, se zameérem ziskat
Ci poskodit informace nebo jinak narusit podnikové
(obchodni) procesy, by nas mohlo v konkurenc¢nim
prostfedi znevyhodnit, vést ke ztraté prijmd, majetku ci
osobnich nebo dalsich citlivych dat, soudnim spordim

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

* We lose revenues as a result of counterfeiting,
contraband and cross-border purchases. Large
guantities of counterfeit cigarettes are sold
in the international market. We believe that Mar/boro 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.

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.
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Udrzitelnost a spolec¢enska odpovédnost

Udrzitelnost pro nas znamena vytvareni dlouhodobé
hodnoty pri minimalizaci negativnich externalit spojenych
s nasimi produkty, vyrobnim zavodem a dodavatelsko-
odbératelskym retézcem, a maximalizaci pozitivniho
dopadu na nase okoli. Nasi ambici je byt skute¢nym
lidrem v udrzitelné podnikatelské praxi. Proto musime
vynikat v mnoha oblastech, ale predevsim svymi vyrobky.
Diky pralomovému védeckému vyzkumu vyvinula PMI
radu vyrobk( bez koure, které dospélym kurakim
prindseji pozitek a maji potenciadl vyrazné snizit zdravotni
rizika ve srovnani s koufenim. Jednoho dne chceme
dosahnout budoucnosti bez koure a cigarety témito
meéneé skodlivymi alternativami zcela nahradit. Presto, ze
v centru nasi snahy o udrzitelnost je nas vyrobek a s nim
transformace naseho podnikani jako celku, neopomijime
ani dalsi pilife - rizeni provozni vykonnosti, fizeni oblasti
sociadlniho dopadu a snizeni nasi ekologické stopy.

Patfime k nejlepsim zaméstnavatelim a jiz posesté

za sebou ndm byla udélena certifikace Top Employer
Ceska republika a Top Employer Slovenské republika.
Jsme rovnéz drzitelem prestizni certifikace tzv. platové
rovnosti EQUAL-SALARY, kterou udéluje Svycarska
Nadace EQUAL-SALARY ve spoluprdci s Zenevskou
univerzitou a poradenskou spolec¢nosti PwC, jako
nezavislé potvrzeni rovného odménovani muzl a zen
na stejnych pracovnich pozicich. V kvétnu 2019 se Philip
Morris CR a.s. stala signatafem Charty diverzity (Philip
Morris Slovakia s.r.o. je signatafem uz od roku 2017).
Spolec¢né s dalsSimi zapojenymi firmami se zavazujeme
rozvijet vSeobecné tolerantni pracovni prostredi bez
ohledu na vék, vyznani, pohlavi, sexualni orientaci Ci
zdravotni stav.

Kromeé toho podporujeme vymahani dodrzovani
pravnich predpis, které stanovuji minimalni vék pro
prodej tabdkovych vyrobkd, a Uzce spolupracujeme

s maloobchodniky a ostatnimi partnery pfi realizaci
programd zamérenych na prevenci koureni mladistvych.
Philip Morris Slovakia s.r.o. pokracovala v roce 2019

v podpore programu zamereného na prevenci koureni
mladistvych ,Na veéku zalezi", poprvé uvedeného v roce
1998. Cilem tohoto programu je zabranit mladistvym

v pristupu k tabdkovym vyrobkdm prostrednictvim
podpory prodejct v dodrzovani pravniho pozadavku

na minimalni vék nakupujiciho. V roce 2019 pripravila
spolecnost Philip Morris CR a.s. v Ceské republice projekt
s nazvem Youth Access Prevention (Prevence pristupu
mladeze k tabakovym/nikotinovym vyrobkam), ktery

je od pocatku roku 2020 postupné realizovan na vsech
prodejnich mistech tabakovych/nikotinovych vyrobkd.
V ramci projektu spolupracujeme s nasimi obchodnimi
partnery a jejich zameéstnanci. Projekt sestava z nékolika
Casti - jde napfriklad o skoleni zaméstnancl prodejnich
mist ¢i o zfetelné oznaceni zdkazu prodeje tabakovych
a nikotinovych vyrobkd mladistvym. Cilem je rovnéz
poskytnout personalu prodejen tipy, jak odmitnout
prodej tabakovych a nikotinovych vyrobk( mladistvym

Sustainability and Social Responsibility

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. Even though our product, and
transformation of our business as such, is at the center
of our sustainability efforts, we cannot omit other pillars -
driving operational excellence, managing our social
impact and reducing our environmental impact.

We are a Top Employer and have been certified both

a Top Employer Czech Republic and Top Employer
Slovakia for the sixth consecutive year. We are also

an EQUAL-SALARY Certificate holder. This prestigious
certification is awarded by the Swiss EQUALSALARY
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. Since May 2019, Philip Morris
CR a.s. is also a signatory of the Czech Diversity Charter
(Philip Morris Slovakia s.r.o. is a Slovak Diversity Charter
signatory since 2017). Together with other businesses
involved, we are committed to developing a tolerant
working environment, irrespective of age, religion,
gender, sexual orientation, or health status.

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 2019, 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 2019 Philip
Morris CR a.s. designed a Youth Access Prevention (YAP)
Project for the Czech Republic. Since the beginning

of 2020, the YAP program is gradually implemented

at all retail points-of-sales (POS) of tobacco / nicotine-
containing products. Within the framework of the YAP
Project we cooperate with our trade partners and their
staff. The YAP Project consists of several phases -

e.g. POS staff training, or distinct labelling of retail
location with sticker indicating the prohibition of sales
of tobacco and nicotine-containing products to minors.
The aim of the Project is also to provide the POS staff
some tips how to refuse to sell tobacco and nicotine-
containing products to minors; and inform minors
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a prostrednictvim nalepky na vchodu do prodejny
poskytnout informaci mladistvym, Ze s nakupem v této
prodejné nepochodi. V PMI jsme totiz presvédceni, ze
tabakové ani nikotinové vyrobky do rukou mladistvych
nepatfi a tomuto presvédceni jsme pri svych

aktivitach verni.

Spole¢nost Philip Morris CR a.s. vice nez 28 let
vyznamné podporuje charitativni projekty a programy.
Podporené charitativni projekty jsou plné v souladu

s klicovymi oblastmi darcovstvi, které stanovila nase
materska spolecnost PMI a které definuji jeji charitativni
programy po celém svéteé. V roce 2019 jsme pokracovali
ve spoluprdci napfiklad s La Strada Ceska republika,
kterd je jedinou organizaci v CR, kterd systematicky

fesi problematiku obchodovani s lidmi a vykofistovani.
Dlouhodoba spoluprace pokracovala i s vyznamnymi
charitativnimi organizacemi v Ceské republice, jako je
Nadacni fond Slunce pro vsechny, a s nejvetsi platformou
pro odpovédné podnikani v Ceské republice - Byznys
pro spolec¢nost. Spolupracujeme s Nadaci Charty 77,
kterd se zaméruje na podporu Sirokého okruhu projektd.
Podporujeme rovnez komunitni projekty zacilené primo
na oblast nasi pUsobnosti, tedy region Kutnohorsko.

Na Slovensku se nase charitativni aktivity zameérovaly

na oblast ekonomického rozvoje a posileni postaveni
zen. V roce 2019 Philip Morris Slovakia s.r.o. usporadala
sbirku Satstva pro znevyhodnéné spoluobcany z celého
Slovenska a zapojila se do dobrovolnického programu
,Nase mesto”, organizovaného Nadaci Pontis. Spole¢nost
také podpotila nékolik organizaci z rdznych regiond
Slovenska, které bojuji proti domacimu nasili a podporujf
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.

Spole&nost Philip Morris CR a.s. dlouhodobé a soustavné
usiluje o snizovani dopadU své ¢innosti na zivotni
prostredi. Podnika napfriklad kroky ke snizovani spotreby
energie a vody, pokud jsou ekonomicky a technologicky
realizovatelné. Zdrojem inovaci v této oblasti jsou pro
kutnohorsky vyrobni zdvod i projekty ostatnich zavodd
skupiny PMI, sdilené prostrednictvim tzv. Knowledge
Transfer Package.

Dalsi nefinancni informace budou obsazeny v samostatné
zpraveé Sustainability Report (Zprava o udrzitelnosti)
spolec¢nosti Philip Morris International Inc., kterd bude
zverejnéna nejpozdéji do 30. cervna 2020 a bezplatne
pristupna na internetové strance www.pmi.com.

by a sticker at the entrance of the retail location that

the above-mentioned products will not be sold to minors
in the shop. At PMI, we are convinced that youth should
not use tobacco or nicotine-containing products, and we
adhere to this conviction in our activities.

More than 28 years, Philip Morris CR a.s. contributes
significantly to charitable activities. When donating
finances to charity, our company acts in accordance

with the internal regulations of the Philip Morris
International Inc. (PMI), which has designated key areas
of support that define the company’s charity program
worldwide. In 2019, 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 also 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. 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 the first half of 2019, Philip Morris

Slovakia s.r.o. organized a collection of clothes for
disadvantaged people across Slovakia and participated
in the volunteering program “Our City” organized

by the Pontis Foundation. The company also supported
several organizations across the country that fight
against domestic violence, develop programs supporting
youth from minorities and other disadvantaged areas.
Philip Morris Slovakia s.r.o. also focused on the continued
support of communities, especially handicapped and
homeless people.

Philip Morris CR a.s. has been continuously striving

to reduce the environmental impact of its activities

over the long term. For example, it is taking steps to
reduce its energy and water consumption when it is
economically and technologically feasible. For the Kutna
Hora factory, the source of innovations in this area are
also projects of other plants within the PMI Group, shared
by the Knowledge Transfer Package.

Further 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, 2020 and accessible at www.pmi.com.
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Vyhledova sdéleni a jind upozornéni

Je mozné, ze nejriznéjsi dokumenty vyhotovené Philip
Morris CR a.s., jako jsou napfiklad dokumenty predlozené
Ceské narodni bance ¢&i jinym statnim orgdndm nebo
zpravy akciondram, tiskové zpravy a zpravy pro investory
na internetu, obsahuji Ustni ¢i pisemna vyjadreni

tykajici se oc¢ekavani do budoucna. Tato vyjadreni Ize
charakterizovat slovy ,strategie”, ,ocekavani“, ,vyvoj“,
Lplany”,  predpovédi”, ,domnénky”, ,postoje”, ,odhady",
Sumysly” projekty”, cile”, ,zamery“ nebo jinymi slovy
podobného vyznamu. Pro tato vyjadreni je rovnéz
charakteristické, Ze se nevztahuji vylu¢né na historické
nebo soucasné skutecnosti.

Philip Morris CR a.s. nemUze zarudit, ze jakékoli vyjadienf
tykajici se ocekavani do budoucna se skutecné naplni,
ackoliv jsme presvédceni, Zze vsechny plany a predpoveédi
vyhotovujeme na zakladé peclivého uvazeni. Dosazeni
budoucich vysledkl mdze byt ovlivnéno riziky,
nejistotami a nepresnymi predpoklady. Skutec¢né vysledky
se proto mohou lisit od odhadovanych, predpovidanych
nebo pldnovanych vysledkd, pokud nastanou zndma nebo
Vv soucasnosti nezndma rizika a nejistoty nebo pokud se
vychozi predpoklady ukazou jako neprfesné. Investori by
tato rizika méli vzit v Uvahu pfi posuzovani vyhledovych
sdéleni a investic do cennych papirt spolec¢nosti Philip
Morris CR a.s.

Prohlasujeme, Zze podle naseho nejlepsiho védomi podava
Vyroc¢ni zprava 2019 a konsolidovana Vyroc¢ni zprava 2019
verny a poctivy obraz o finanéni situaci, podnikatelské
cinnosti a vysledcich hospodareni spole¢nosti Philip
Morris CR a.s. a jejiho konsolida&niho celku za uplynulé
Ucetni obdobi a o vyhlidkach budouciho vyvoje finanéni
situace, podnikatelské ¢innosti a vysledkd hospodafeni.

V Kutné Hore dne 23. brezna 2020

T

Petr Sedivec
¢len predstavenstva
Philip Morris CR a.s.

Andrea Gontkovicova
predsedkyné
predstavenstva

Philip Morris CR a.s.

Forward-Looking and Cautionary
Statements

Philip Morris CR a.s. may from time to time make

written or oral forward looking statements, including
statements contained in filings with the Czech National
Bank or other authorities, in reports to shareholders and
in press releases and investor webcasts. You can identify
these forward-looking statements by use of words such
as “strategy,” “expects,” “continues,” “plans,” “anticipates,”
"believes,” “will,” “estimates,” “intends,” “projects,” “goals,”
“targets” and other words of similar meaning. You can
also identify them by the fact that they do not relate
strictly to historical or current facts.

Philip Morris CR a.s. cannot guarantee that any
forward-looking statement will be realized, although

we believe we have been prudent in our plans and
assumptions. Achievement of future results is subject

to risks, uncertainties and inaccurate assumptions.
Should any known or unknown risks or uncertainties
materialize, or should underlying assumptions prove
inaccurate, actual results could vary materially from those
anticipated, estimated or projected. Investors should bear
this in mind as they consider forward-looking statements
and whether to invest in or remain invested in Philip
Morris CR a.s. securities.

We confirm that to the best of our knowledge the 2019
Annual Report and the 2019 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 23, 2020

T

Petr Sedivec

Memlber

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

Andrea Gontkovicova
Chairwoman

of the Board of Directors
Philip Morris CR a.s.
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Zprava dozoréi rady Philip Morris CR a.s.
o vysledcich jeji kontrolni ¢innosti
za ucetni obdobi kalendarniho roku 2019

Dozoré&i rada spoleé¢nosti Philip Morris CR a.s. (,Spole¢nost™)
vyvijela svou ¢innost v souladu s ¢lankem 16 stanov
Spole¢nosti, jakoz i s prislusnymi pravnimi predpisy.

V prdbéhu celého roku 2019 dozorci rada Spolec¢nosti
sledovala a hodnotila vyvoj a vedeni obchodni ¢innosti
Spole¢nosti a zvlastni pozornost vénovala jeji financni
situaci. Dozorci rada Spole¢nosti byla béhem roku

plné informovana o prijimanych financnich opatfenich
a rovnéz kontrolovala investi¢ni vydaje v souvislosti

s rozpoctem a harmonogramem jejich uskutecnovani.
V ramci své kontrolni ¢innosti dozorci rada rovnéz uzce
spolupracovala s vyborem pro audit Spole¢nosti, a to
ve vSech zédlezitostech spadajicich do plsobnosti obou
téchto organd, véetné doporuceni ohledné statutarniho
auditora.

Dozorci rada Spole¢nosti potvrzuje, Zze veskeré

projekty Spolec¢nosti byly pIné oddvodnéné s ohledem

na soucasné a budouci potreby Spole¢nosti. Dozorci rada
Spole¢nosti souhlasi s obchodnimi aktivitami Spolecnosti
v roce 2019 a jeji ekonomicke vysledky za uvedeny rok
povazuje za dobré.

Vzhledem k tomu, Ze dozorci rada Spolecnosti

nezjistila v podnikatelské ¢innosti ani ve fungovani
Spolecnosti zadné nedostatky, dovoluje si timto odkazat
akcionare na vyrocni zpravu Spole¢nosti za ucetni
obdobi kalendarniho roku 2019, zpravu predstavenstva
o podnikatelské ¢innosti za Ucetni obdobi kalendarnino
roku 2019 a zpravu predstavenstva o vztazich mezi
ovladajici osobou a osobou ovladanou a mezi ovlddanou
osobou a osobami ovlddanymi stejnou ovladajici osobou
za ucetni obdobi kalendarniho roku 2019, s nimiz se plné
ztotoznuje.

Stanovisko dozorci rady Spolecnosti ke zpraveé
predstavenstva Spole¢nosti o vztazich mezi ovladajici
osobou a osobou ovladanou a mezi ovladanou osobou
a osobami ovladanymi stejnou ovladajici osobou
(,,Zprava o vztazich*) za ucetni obdobi kalendafniho
roku 2019

Dozorci rada Spole¢nosti prezkoumala ve smyslu

§ 83 odst. 1 zdkona ¢. 90/2012 Sb., o obchodnich
spole¢nostech a druzstvech (,zéakon o obchodnich
korporacich™) Zpravu o vztazich za Uc¢etni obdobi
kalendarniho roku 2019, povazuje Udaje v ni obsazené
za spravné a nema k ni vyhrad.

Report of the Supervisory Board of Philip
Morris CR a.s. on the results of its
supervisory activities in the 2019 calendar
year accounting period

The Supervisory Board of the company Philip Morris CR a.s.
(the “Company”) conducted its activities in accordance
with Article 16 of the Company’s Articles of Association
and the relevant legal regulations.

Throughout 2019, 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.

The Company’s Supervisory Board confirms that

all projects of the Company 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 2019 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 2019 calendar year
accounting period, the report of the Board of Directors
on the Company’s Business Activities for the accounting
period of 2019 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 2019 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 2019 calendar year
accounting period

The Company’s Supervisory Board reviewed the Report

on Relations for the 2019 calendar year accounting period
within the meaning of Section 83 (1) of the Act No. 90/2012
Coll., on Corporations and Cooperatives (the “Business
Corporations Act”) and finds all the data contained therein
accurate and has no reservations about it.
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Dozorci rada Spole¢nosti souhlasi se zaverem
predstavenstva Spole¢nosti, Ze v rozhodném obdobi
nevznikla Spolec¢nosti v dusledku uzavieni smluv

mezi Spolecnosti 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 Spolecnosti, ani plnéni ¢i protiplnént

ze strany Spole¢nosti, uvedenych ve Zprave o vztazich
za Ucetni obdobi kalendarniho roku 2019, zadna Ujma.
Vzhledem k témto skutecnostem nebylo nutné posouzeni
vyrovnani Ujmy podle ust. § 71 a 72 zakona o obchodnich
korporacich,

Vyjadreni dozorc¢i rady Spole¢nosti k Fadné ucetni
zavérce Spolecnosti za rok 2019, fadné konsolidované
ucetni zavérce Spolecnosti za rok 2019 a k navrhu
predstavenstva Spolec¢nosti na schvaleni Fadné ucetni
zaveérky za rok 2019, Fadné konsolidované ucetni
zavérky za rok 2019

Dozorci radé Spolec¢nosti byla predstavenstvem
Spolec¢nosti predlozena radna ucetni zavérka Spolec¢nosti
za Ucetni obdobi kalendarnino roku 2019 a radna
konsolidovana Ucetni zavérka Spole¢nosti za Ucetni
obdobi kalendarnino roku 2019 (,ucetni zaverky™)

a navrh predstavenstva Spole¢nosti na schvaleni
Ucetnich zaveérek.

Dozorci rada Spole¢nosti prezkoumala Ucetni zaverky

a dosla k zavéru, ze Ucetni postupy pouzivané
Spole¢nosti jsou spravné a ucetni zaznamy Spolec¢nosti
jsou vedeny radné, to vse v souladu s prislusnymi
pravnimi a Uc¢etnimi predpisy a se stanovami Spolecnosti.

S ohledem na vys$e uvedené dozorc¢i rada Spoleénosti

doporucuje radné valné hromadé Spole¢nosti Ucetni
zaverky schvalit.

V Praze dne 23. bfezna 2020

Sgeww

Stefan Bauer
predseda dozorci rady

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 at their initiative, or any performance
or counter-performance by the Company, as stated

in the Report on Relations for the 2019 calendar year
accounting period. Consequently, no assessment

of the settlement of any detriment pursuant to Sections
71 and 72 of the Business Corporations Act was necessary.

Statement of the Company’s Supervisory Board to

the Company’s 2019 ordinary financial statements,

the Company’s 2019 ordinary consolidated financial
statements and the proposal by the Board of Directors
to approve the 2019 ordinary financial statements and
the 2019 ordinary consolidated financial statements

The Company’s Board of Directors presented to

the Company’s Supervisory Board the Company’s
ordinary financial statements for the 2019 calendar
year accounting period and the Company’s ordinary
consolidated financial statements for the 2019 calendar
year accounting period (the “Financial Statements”)
and the proposal by the Company’s Board of Directors
to approve the Financial Statements.

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.

In view of the above, the Company’s Supervisory Board

recommends that the Company’s Ordinary General
Meeting approves the Financial Statements.

In Prague on March 23, 2020

s&g&:xr

Stefan Bauer
Chairman of the Supervisory Board
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KONSOLIDOVANA UCETNIi ZAVERKA

Konsolidovany vykaz financ¢ni pozice
k 31. 12. 2019 (v milionech K¢)

AKTIVA Bod 31.12. 2019 31.12. 2018
Pozemky, budovy a zarizeni 5 3599 4177
Pravo k uzivani aktiva 2 345 (¢]
Nehmotna aktiva 3 5
Odlozena danova pohledavka 14 44 35
Ostatni finan¢ni aktiva 8 108 107
Dlouhodoba aktiva 4 099 4 324
Zasoby 7 1674 1125
Obchodni a ostatni finan¢ni pohledavky 8 1519 210
Ostatni nefinan¢ni aktiva 8 2671 2827
Penézni prostfedky a penézni ekvivalenty 9 6 431 5570
Kratkodoba aktiva 12 295 11632
Aktiva celkem 16 394 15 956
VLASTNI KAPITAL A ZAVAZKY Bod 31.12. 2019 31.12. 2018
Zakladni kapital 10 2745 2745
Emisni &zio a ostatni pfispévky akcionaf 2 388 2 379
Nerozdéleny zisk 4 299 4 669
Ostatni fondy 2 3
Vlastni kapital pFipadajici na akcionafe Spole¢nosti 9 434 9 796
Mensinovy vlastni kapital 1 1
Vlastni kapital celkem 9 435 9 797
Odlozeny danovy zavazek 14 230 230
Zavazek z leasingu 2 233 (¢]
Dlouhodobé zavazky 463 230
Obchodni a ostatni finan¢ni zavazky n 2 307 1089
Ostatni nefinancni zavazky n 250 225
Dan z pfijmu splatna 149 157
Ostatni danové zavazky 13 3625 4 426
Rezervy na kratkodobé zavazky 17 50 32
Zavazek z leasingu 2 115 (e}
Kratkodobé zavazky 6 496 5929
Zavazky celkem 6 959 6 159
Vlastni kapital a zadvazky celkem 16 394 15 956

Priloha tvori nedilnou soucast této konsolidované ucetni zavérky.
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Consolidated Statement of Financial Position
at December 31, 20179 (in CZK million)

ASSETS Note December 31, 2019 December 31, 2018
Property, plant and equipment (“PP&E”) 5 3599 4177
Right-of-use assets 2 345 -
Intangible assets 3 5
Deferred tax assets 14 44 35
Other financial assets 8 108 107
Non-current assets 4 099 4 324
Inventories 7 1674 1125
Trade and other financial receivables 8 1519 210
Other non-financial assets 8 2671 2827
Cash and cash equivalents 9 6 431 5570
Current assets 12 295 11632
Total assets 16 394 15 956
EQUITY & LIABILITIES Note December 31, 2019 December 31, 2018
Registered capital 10 2745 2745
Share premium and other shareholders’ contributions 2 388 2 379
Retained earnings 4 299 4 669
Other reserves 2 3
Equity attributable to the shareholders of the Company 9434 9 796
Non-controlling interest 1 1
Total equity 9 435 9 797
Deferred tax liability 14 230 230
Lease liabilities 2 233 -
Non-current liabilities 463 230
Trade and other financial liabilities n 2 307 1089
Other non-financial liabilities n 250 225
Current income tax liabilities 149 157
Other tax liabilities 13 3625 4 426
Provisions for current liabilities 17 50 32
Lease liabilities 2 115 -
Current liabilities 6 496 5929
Total liabilities 6 959 6 159
Total equity & liabilities 16 394 15 956

The accompanying notes form an integral part of the consolidated financial statements.
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Konsolidovany vykaz uplného vysledku
za rok koncici 31. 12. 2019 (v milionech K¢)

Bod 2019 2018
Trzby 4 17 092 14 082
Naklady na prodané zbozi 15 -8 384 -6 079
Hruby zisk 8 708 8 003
Odbytové naklady 15 -2 396 -2 070
Administrativni naklady 15 -1315 -1126
Ostatni provozni vynosy 18 13 90
Ostatni provozni naklady 19 -100 -108
Provozni zisk 5 010 4 789
Financ¢ni naklady 20 -42 -18
Financ¢ni vynosy 20 97 29
Zisk pfed zdanénim 5 065 4 800
Dan z pFijmu 21 -1044 -964
Cisty zisk 4 021 3836
Cisty zisk pFipadajici na:
Akcionare Spolecnosti 4 020 3835
Mensinovy podil 1 1
Ostatni Uplny vysledek
Kurzové rozdily z prepoctu dcefiné spole¢nosti * -1 1
Uplny vysledek za rok celkem 4 020 3 837
Uplny vysledek za rok pfipadajici na:
Akcionare Spole¢nosti 4 019 3836
Mensinovy podil 1 1
Zisk na akcii zékladni a zfedény (K&/akcie) 22 1464 1397

* Kurzové rozdily z prepoctu dcefiné spolec¢nosti jsou nasledné reklasifikovatelné do zisku nebo ztraty.

Priloha tvofi nedilnou soucast této konsolidované uUcetni zavérky.
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Consolidated Statement of Comprehensive Income
for the year ended December 31, 2019 (in CZK million)

Note 2019 plo)t:]
Revenues 4 17 092 14 082
Cost of goods sold 15 (8 384) (6 079)
Gross profit 8 708 8 003
Distribution expenses 15 (2 396) (2 070)
Administrative expenses 15 (1315) (1126)
Other operating income 18 13 90
Other operating expense 19 (100) (108)
Profit from operations 5 010 4789
Financial expense 20 42) a8)
Financial income 20 97 29
Profit before income tax 5 065 4 800
Income tax expense 21 (1044) (964)
Net profit for the year 4 021 3836
Attributable to:
Owners of the parent 4 020 3835
Non-controlling interest 1 1
Other comprehensive income
Currency translation adjustments * m 1
Total comprehensive income for the year 4 020 3837
Attributable to:
Owners of the parent 4 019 3836
Non-controlling interest 1 1
Earnings per share basic and diluted (CZK/share) 22 1464 1397

* 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 financial statements.
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Konsolidovany vykaz zmén viastniho kapitalu
zZa rok koncici 31. 12. 2019 (v milionech K¢)

Vztahujici se k vlastnimu kapitalu

Emisni azio
a ostatni Zakonny Kumulované Vlastni
Zakladni prispévky rezervni kurzové Nerozdéleny Mensinovy kapital
kapital akcionarl fond rozdily zisk podil celkem
Stav k 1. 1. 2018 2745 2377 2 o 3796 1 8 921
Cisty zisk 23 0 0 0 0 3835 1 3836
?:élz:évr:éorsc;izdfly z prepoctu dceriné ) 0 ) 1 ) ) 1
Uplny vysledek za rok celkem [0} o o] 1 3835 1 3837
Transakce s viastniky
Rozdéleni zisku 24 o] o] (0] 6] -2 965 -1 -2 966
Zaméstnanecké akcie (o] 2 0] 0 o] [0) 2
Nevybrané dividendy 0 0] (e} 0 4 (e} 4
Ostatni 0 0 (o] 0 -1 (o] -1
Stav k 31. 12. 2018 2745 2379 2 1 4 669 1 9 797
Cisty zisk 23 0 0 (o] 0 4 020 1 4 021
SK;(l;lz;)évforS(;izdl'ly z prepoctu dceriné 0 0 o 1 0 o 1
Uplny vysledek za rok celkem o (o] -1 4 020 1 4 020
Transakce s viastniky
Rozdéleni zisku 24 0] 6] (0] o] -4 393 -1 -4 394
Zaméstnanecké akcie 0] 9 (0] ] 0] (0] 9
Nevybrané dividendy (¢] 0 (¢] 0] 2 (¢] 2
Ostatni [¢] ¢} (o] 0 1 (o] 1
Stav k 31. 12. 2019 2745 2 388 2 (o] 4 299 1 9 435

Pfiloha tvori nedilnou soucast této konsolidované ucetni zaverky.
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Consolidated Statement of Changes in Equity
for the year ended December 31, 2019 (in CZK million)

Attributable to equity holders of the Company

Share
premium and
other share Cumulative Non-
Registered holders’ Statutory translation Retained controlling
capital contributions reserve fund adjustments earnings interest Total equity
Balance as at January 1, 2018 2745 2 377 2 - 3796 1 8 921
Net profit for the year 23 - - - - 3835 1 3836
Currency translation adjustments - - - 1 - - 1
Total comprehensive income _ _ 1 3835 1 3837

for the year
Transactions with owners

Profit distribution 24 - - - - (2 965) m (2 966)
Share based payments - 2 - - - - 2
Forfeited dividends - - - - 4 - 4
Other - - - - Q) - m
Balance as at December 31, 2018 2745 2379 2 1 4 669 1 9 797
Net profit for the year 23 - - - - 4 020 1 4 021
Currency translation adjustments - - - O] - - m
fT:::L:c;:i::ehenswe income _ _ _ m 4020 1 4020
Transactions with owners

Profit distribution 24 - - - - (4 393) m (4 394)
Share based payments - 9 - - - - 9
Forfeited dividends - - - - 2 - 2
Other - - - - 1 - 1
Balance as at December 31, 2019 2745 2 388 2 - 4 299 1 9 435

The accompanying notes form an integral part of the consolidated financial statements
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Konsolidovany vykaz penézZnich toku
zZa rok koncici 31. 12. 2019 (v milionech K¢)

Bod 2019 2018
Penézni toky z provozni ¢innosti
Zisk pfed zdanénim 5 065 4 800
Odpisy dlouhodobych aktiv, véetné nehmotného majetku 15 703 676
Snizeni hodnoty a vyfazeni majetku 5,15 237 134
Cisté urokové vynosy (-) / ndklady (+) -57 -1
Zisk z prodeje pozemkd, budov a zatizeni -38 -4
Zména stavu rezerv 19 17
Ostatni nepenézni Upravy - Cisté 3 2
Penézni toky z provozni ¢innosti pfed zménami pracovniho kapitalu 5932 5614
Zména stavu:
Obchodnich a ostatnich financnich pohledavek a ostatnich nefinancnich aktiv 747 -1737
Obchodnich a ostatnich finanénich zavazkU a ostatnich nefinanénich zavazkua 441 -451
Zasob -548 -495
Penézni toky z provozu 6 572 2 931
Zaplacené uroky -42 -18
Zaplacena dan z pFijmuU -1060 -975
Cisté penézni toky z provozni ¢innosti 5470 1938
Penézni toky z investicni ¢innosti
Vydaje na potizeni pozemkd, budov a zafizeni 5 -390 -751
PFijmy z prodeje pozemkd, budov a zafizeni 199 35
Vydaje na porizeni nehmotnych aktiv -1 -1
Prijaté uroky 97 29
Cisté penézni toky z investiéni &innosti -95 -688
Penézni toky z financovani
Vyplacené dividendy akcionaflim Spole¢nosti 23 -4 393 -2 965
Vyplacené dividendy vlastnikovi mensinového podilu 23 -1 -1
Splatky jistiny leasingového zavazku -119 (e}
Cisty penézni tok z financovani -4 513 -2 966
Cisté zvyseni penéznich prostfedki 862 -1716
Stav penéznich prostfedkl a penéznich ekvivalenti na zaéatku roku 5570 7 286
Dopa(flvzmény sr_nénnycuh karzG’ na z&;tgtky pgnéznfch prostiedkd 1 )
a penéznich ekvivalentl drzenych v cizich ménach
Stav penéznich prostfedkl a penéznich ekvivalenti na konci roku 9 6 431 5570

Priloha tvofi nedilnou soucast této konsolidované uUcetni zavérky.
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Consolidated Cash Flow Statement
for the year ended December 31, 2019 (in CZK million)

Note 2019 plo)t:]
Cash flow from operating activities
Profit before tax 5065 4 800
Depreciation and amortization expense, including intangibles 15 703 676
Impairment and disposal of PP&E 5,15 237 134
Net interest (income) / expense (57) an
Gain on disposal of PP&E (38) 4)
Change in provisions 19 17
Other non-cash transactions, net 3 2
Operating cash flows before working capital changes 5932 5614
Changes in:
Trade and other financial receivables and other non-financial assets 747 (1737)
Trade and other financial liabilities and other non-financial liabilities 441 (451)
Inventories (548) (495)
Cash generated from operations 6 572 2 931
Interest paid (42) 18)
Income tax paid (1060) (975)
Net cash generated from operating activities 5 470 1938
Cash flow from investing activities
Purchase of PP&E 5 (390) (751)
Proceeds from sale of PP&E 199 35
Purchase of intangible assets m ©)
Interest received 97 29
Net cash used by investing activities (95) (688)
Cash flow from financing activities
Dividends paid to owners of the parent 23 (4 393) (2 965)
Dividends paid to Non-controlling interest 23 (¢)] m
Repayments of principle portion of lease liability (19) -
Net cash used by financing activities (4 513) (2 966)
Net increase in cash and cash equivalents 862 (1716)
Cash and cash equivalents as at the beginning of the year 5 570 7 286
Effef:ts of exchan'ge ratg changes on the balance of cash and cash m R
equivalents held in foreign currencies
Cash and cash equivalents as at the end of the year 9 6 431 5570

The accompanying notes form an integral part of the consolidated financial statements.
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PFiloha ke konsolidované ucetni zavérce za rok konéici 31. 12. 2019
Notes to the Consolidated Financial Statements for the year ended December 31, 2019

1. Obecné udaje

1.1 Popis Skupiny

Philip Morris CR a.s. (,Spole&nost®) a jeji dcefina spolecnost
Philip Morris Slovakia s.r.0. (,,Dcefind spolec¢nost®), (souhrnné jen
,Skupina“), se zabyvaji zejména vyrobou, prodejem, distribuci

a marketingem tabakovych vyrobkd. Spole¢nost vlastni 99%
podil ve spole¢nosti Philip Morris Slovakia s.r.o.

Philip Morris CR a.s. je akciova spoleénost registrovana v Ceské
republice. Do obchodniho rejstiiku 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 nachazi v Kutné Hore.

Philip Morris CR a.s. je spole&nosti ve skupiné Philip Morris
International Inc. (,PMI®). K 31.12. 2019 byla PMI vrcholovou
ovladajici spole¢nosti Skupiny.

K 31.12. 2019 byl jedinym subjektem pfimo vlastnicim vice
nez 20% podil na zakladnim kapitalu Skupiny Philip Morris
Holland Holdings B.V. (,,Materska spole¢nost”), vlastnici 77,6 %
zakladniho kapitalu.

Clenové predstavenstva a dozoré&i rady Spole&nosti k 31.12. 2019
byli:

Predstavenstvo

Andrea Gontkovic¢ova - predsedkyné
nahradila Arpada Konye k 1.10. 2019

Peter Piroch

Piotr Cerek nahradil Istvdna Boruse
nahradil Zarinu Maizel k 23. 9. 2019 K 26. 4. 2019

Tomas Korko$ Petr Sedivec

Dozorci rada

Stefan Bauer - predseda
nahradil Johannese Franciscuse
Gerarduse Vroemena k 23. 9. 2019

Alena Zemplinerova

Sergio Colarusso Stanislava Jurikova

Tomas Hilgard

Clenové predstavenstva a dozoréi rady Spole¢nosti k 31.12. 2018
byli:

Predstavenstvo

1. General information

1.1  Group description

Philip Morris CR a.s. (the “Company”) and its subsidiary Philip
Morris Slovakia s.r.o. (the “Subsidiary”) (together the “Group”)
produces, sells, distributes and markets tobacco products.
The Company has a 99% interest in Philip Morris Slovakia s.r.o.

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

in the Czech Republic. The Company was incorporated

on March 28, 1991 and its registered address is Kutna Hora,
Vitézna 1, Czech Republic. Its headquarters is in Prague and its
manufacturing facility is in Kutna Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International
Inc. (“PMI”). As at December 31, 2019, PMI is the ultimate
controlling party of the Group.

As at December 31, 2019, 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, 2019 were:

Board of Directors

Andrea Gontkovicova - Chairwoman
Replaced Arpad Kénye as of October 1, 2019
Piotr Cerek

Replaced Zarina Maizel
as of September 23, 2019

Tomas Korkos

Peter Piroch
Replaced Istvan Borus
as of April 26, 2019

Petr Sedivec

Supervisory Board

Stefan Bauer - Chairman
Replaced Johannes
Franciscus Gerardus Vroemen
as of September 23, 2019

Sergio Colarusso

Alena Zemplinerova

Stanislava Jurikova

Tomas Hilgard

Members of the Board of Directors and the Supervisory Board
as at December 31, 2018 were:

Board of Directors

Arpad Kénye - predseda

Arpad Kénye - Chairman

Zarina Maizel Istvan Borus
nahradila Martijna Pietera Laheija

k19.11. 2018

Zarina Maizel Istvdn Borus
Replaced Martijn Pieter Laheij

as of November 19, 2018

Petr Sedivec Tomas Korko$
nahradil Stanislavu Jurikovou

k 27.4.2018

Petr Sedivec Tomas Korko$
Replaced Stanislava Jurikova

as of April 27, 2018
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Dozorci rada

Supervisory Board

Johannes Franciscus Gerardus

. Alena Zemplinerova
Vroemen - predseda P

Johannes Franciscus Gerardus

; Alena Zemplinerova
Vroemen - Chairman P

Sergio Colarusso
nahradil Imara Johanna
Adalaria Van Lieshouta
k 24.9. 2018

Stanislava Jurikova
nahradila Vaclava Beranka
k 27. 4. 2018

Sergio Colarusso

Replaced Imarus Johannes
Adalarius Van Lieshout

as of September 24, 2018

Stanislava Jurikova
Replaced Vaclav Beranek
as of April 27, 2018

Akcie Spole¢nosti jsou obchodovany na Burze cennych papird
Praha, a.s., od 13. 7. 1993.

Tato konsolidovana ucetni zavérka byla schvalena
predstavenstvem ke zverejnéni dne 23. 3. 2020.

2. Shrnutivyznamnych uéetnich zasad

2.1 Zakladni zésady sestaveni konsolidované
ucetni zavérky

Tato konsolidovana ucetni zavérka je sestavena v souladu

s Mezindrodnimi standardy uc¢etniho vykaznictvi ve znéni

prijatém Evropskou unii (,IFRS®).

Konsolidovana ucetni zavérka byla sestavena na principu
historickych potizovacich cen, s vyjimkou finan¢nich derivata,
které jsou prvotné vykazany v redlné hodnoté a nasledné
precenovany v souladu s IFRS 9, jak je dale popsano

v zakladnich zasadach sestaveni konsolidované Ucetni zaverky.

Sestaveni konsolidované Ucetni zavérky v souladu s IFRS
vyzaduje uplatinovani urcitych zasadnich Ucetnich odhadd.
Vyzaduje rovnéz, aby vedeni vyuzivalo svUj Usudek v procesu
aplikace Ucetnich pravidel Skupiny. Skupina ¢ini odhady

a predpoklady tykajici se budoucnosti. Z toho vznikajici
Ucetni odhady ze samé povahy své definice pouze zfidkakdy
odpovidaji pfislusnym skute¢nym vysledkam.

Konsolidovana ucetni zavérka byla sestavena na zakladé
pozadavkl vykazovani a ocenovani stanovenych IFRS a vyklady
IFRIC v rozsahu, v jakém byly prijaty Evropskou komisi v dobé
sestaveni této konsolidované ucetni zaverky. Zakladni ucetni
pravidla pouzitd pri sestaveni konsolidované Ucetni zavérky jsou
popsana 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 papirt Praha, a.s.), trading from
July 13, 1993.

These consolidated financial statements were authorized for
issue by the Board of Directors on March 23, 2020.

1.2 Translation note

This annual report and the consolidated financial statements
have been prepared in Czech and in English. In all matters

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

2. Summary of significant accounting policies

2.1 Basis of preparation of consolidated financial
statements

These consolidated financial statements have been prepared

in accordance with International Financial Reporting Standards

as adopted by the European Union (“IFRS”).

The consolidated financial statements have been prepared
under the historical cost convention except for financial
instruments, which are initially recognized at fair value and
subsequently measured in accordance with IFRS 9 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.
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2.2 Zmény v ucetnich zdasaddch a smérnicich

a) Nové standardy, novely, interpretace a zdokonaleni
existujicich standardi platné pro uéetni obdobi poéinajici
1. 1. 2019

Skupina prvotné aplikovala novy standard IFRS 16 Leasingy

k 1. 1. 2019. Nékolik dal$ich novych standardd, které nemaji
vyznamny dopad na ucetni zavérku Skupiny, nabylo ucinnosti
od 1. 1. 2019.

IFRS 16 Leasingy

IFRS 16 - zaved!| jednotny ucetni rozvahovy model pro ndjemce.
V dusledku toho Skupina, jako najemce, uznala aktivum -

pravo k uzivani aktiva - predstavujici jeji prava na vyuziti
podkladovych aktiv a zdvazek z leasingu predstavujici jeji
zavazek hradit leasingové platby. Na strané pronajimatele je
vykazovani obdobné s predchozimi ucetnimi postupy.

Skupina si pronajima predevsim kancelarské prostory, sklady,
automobily, vypocetni techniku a kancelarské vybaveni.
Automobily jsou vétSinou pronajaty na dobu 4 let.

Drive Skupina klasifikovala tyto leasingy jako operativni leasingy
podle standardu IAS 17.

Popis politiky:

V postaveni ndjemce Skupina vykaze ke dni zahajeni aktivum
z prava k uzivani a zavazek z leasingu.

Aktivum z prava k uzivani se prvotné ocenuje v pofizovacich
nakladech a nasledné se ocenuje porizovacimi naklady
snizenymi o kumulované odpisy a ztraty ze znehodnoceni
upravenymi o jakékoliv precenéni zavazku z leasingu.
Aktivum z prava k uzivani se odepisuje rovhomérné po dobu
pouzitelnosti aktiva, nebo do konce doby trvani leasingu,
nastane-li dfive.

Zavazek z leasingu se prvotné ocenuje souc¢asnou hodnotou
leasingovych plateb neuhrazenych ke dni zahajeni,
diskontovanych s pouzitim implicitni Urokové miry leasingu
nebo, pokud tuto miru nelze snadno urcit, prirlistkovou vypujéni
urokovou mirou Skupiny. Skupina obecné pouzivd odhadovany
naklad dluhu pfed zdanénim zohlednujici riziko dané zemé

a dluhovou prémii skupiny PMI jako diskontni sazbu.

Zavazek z leasingu se nasledné zvysuje o Urokovy naklad

ze zdvazku z leasingu a ponizuje o provedené leasingové
platby. Je precenén v pripadé, kdy dojde ke zméné budoucich
leasingovych plateb v disledku zmény indexu nebo sazby,
zméné odhadu ¢astky o¢ekavané k uhradé ze zaruky zbytkové
hodnoty nebo pfi zméné posouzeni, zdali je dostatecné jisté
vyuziti opce na ndkup nebo prodlouzeni nebo nevyuziti opce
na ukonceni.

Skupina provadi Usudky pfi stanoveni doby trvani leasingu

u leasingovych smluy, u kterych je ndjemcem a které obsahuiji
opce na obnoveni nebo ukonceni leasingl. Posouzeni toho, zdali
si je Skupina dostatec¢né jista, Zze vyuzije takové opce, ma vliv

na dobu trvani leasingu, kterd ovliviiuje hodnoty vykdzanych
zavazkl z leasingu a aktiv z prava k uzivani.

2.2 Changes in accounting policies and procedures

a) New standards, amendments, interpretations and
improvements to existing standards mandatory for
accounting periods beginning on or after January 1, 2019

The Group has initially adopted IFRS 16 Leases from

January 1, 2019. A number of other new standards are effective

from January 1, 2019 but they do not have a material effect

on the Group s financial statements.

IFRS 16 Leases

IFRS 16 - introduced a single, on-balance sheet accounting
model for lessees. As a result, the Group, as a lessee, has
recognised right-of-use assets representing its rights to use
the underlying assets and lease liabilities representing its
obligation to make lease payments. Lessor accounting remains
similar to previous accounting policies.

The Group leases mainly office space, warehouses, cars and
IT and office equipment. Cars are leased mostly for a period
of 4 years.

Previously, the Group classified all of these leases as operating
leases under IAS 17.

Policy description:

As a lessee the Group recognises a right-of-use asset and
a lease liability at the lease commencement date.

The right-of-use asset is initially measured at cost, and
subsequently at cost less any accumulated depreciation and
impairment losses, and adjusted for certain remeasurements
of the lease liability. The right-of-use asset is depreciated
over the shorter of the asset’s useful life and the lease term
on a straight-line basis.

The lease liability is initially measured at the present value

of the lease payments that are not paid at the commencement
date, discounted using the interest rate implicit in the lease or, if
that rate cannot be readily determined, the Group’s incremental
borrowing rate. Generally, the Group uses the estimated pre-tax
cost of debt of the Group which reflects country-specific risk
and the premium of the PMI group as the discount rate.

The lease liability is subsequently increased by the interest
cost on the lease liability and decreased by lease payment
made. It is remeasured when there is a change in future lease
payments arising from a change in an index or rate, a change
in the estimate of the amount expected to be payable under
a residual value guarantee, or as appropriate, changes

in the assessment of whether a purchase or extension option
is reasonably certain to be exercised or a termination option
is reasonably certain not to be exercised.

The Group applies judgement to determine the lease term for
some lease contracts in which it is a lessee that include renewal
or termination options. The assessment of whether the Group
is reasonably certain to exercise such options impacts the lease
term, which significantly affects the amount of lease liabilities
and right-of-use assets recognised.
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Skupina se rozhodla pouzit vyjimku z vykazovani umoznénou
standardem nevykazovat aktiva z prava k uzivani a zavazky

z leasingu u kratkodobych leasingl a leasing(, jejichz
podkladové aktivum ma nizkou hodnotu. Kratkodobé leasingy
jsou leasingy s dobou trvani 12 mésicd nebo méné. Leasingy

s podkladovym aktivem nizké hodnoty zahrnuji predevsim
leasingy vypocetni techniky a kancelarského vybaveni.

Skupina se také rozhodla pouzit praktické zjednoduseni
neoddélovat neleasingové komponenty od leasingovych
komponent, a namisto toho je uctovat jako jedinou leasingovou
komponentu. Toto zjednoduseni neni aplikovano u leasingl aut.

Popis prechodu:

Skupina pfi aplikaci IFRS 16 vyuzila modifikovany retrospektivni
pristup, v ramci kterého je kumulativni dopad prvotni aplikace
standardu vykdzan v nerozdéleném zisku minulych let

k 1. 1. 2019. Proto srovnavaci informace prezentované za obdobi
koncici 31.12. 2018 nebyly pfepracovany - tj. jsou prezentovany
tak, jak byly pavodné vykazany v souladu se standardem IAS 17
a souvisejicimi interpretacemi.

PFi pfechodu byl zadvazek z leasingu u leasing( klasifikovanych
jako operativni leasingy podle standardu IAS 17 ocenén
soucasnou hodnotou neuhrazenych leasingovych plateb
diskontovanych pfirQistkovou vypUjéni irokovou mirou Skupiny
k 1. 1. 2019. Vazeny pramér pfirdstkové vypujéni trokové miry
Skupiny k 1. 1. 2019 byl 3,62 %.

Aktiva z prava k uzivani byla ocenéna ve vysi zavazku
z leasingu, upravenou o ¢astku zalohovych nebo casové
rozliSenych leasingovych plateb.

Skupina pouzila nasledujici prakticka zjednoduseni pri aplikaci
IFRS 16 na leasingy dFive klasifikované jako operativni leasingy
podle IAS 17.

* Aplikovala vyjimku nevykazovat aktiva z prava k uzivani
a zdvazky z leasingu u leasingU, jejichz doba trvani kond&i
do 12 mésicl ode dne prvotni aplikace.

* Vyloucila pocatecni primé naklady z ocefnovani aktiva z prava
k uzivani ke dni prvotni aplikace.

e Pouzila zpétny pohled pfi uré¢ovani doby trvani leasingu,
pokud smlouva obsahovala opce na prodlouzeni nebo
ukonceni leasingu.

* Spolehla se na sva predchozi posouzeni toho, zda jsou
leasingy nevyhodné.

Pfi prechodu na IFRS 16 Skupina nové vykdazala aktiva z prava
k uzivani a zavazky z leasingu a oductovala Casové rozlisené
leasingové platby a leasingové pobidky. Dopad prechodu je
shrnut nize:

The Group has elected to apply a recognition exemption
allowed by the standard not to recognise right-of-use assets
and lease liabilities for short-term leases and leases for which
the underlying asset is of low-value. Short-term leases are
leases with a lease term of 12 months or less. Low-value leases
comprise mainly IT and office equipment.

The Group has also elected to apply allowed practical expedient
not to separate non-lease components from lease components,
and instead to account for them as a single lease component.
This expedient is not applied in case of car leases.

Transition:

The Group has applied IFRS 16 using the modified retrospective
approach, under which the cumulative effect of initial
application is recognised in retained earnings at 1 January 2019.
Accordingly, the comparative information presented for 2018
has not been restated - i.e. it is presented, as previously
reported, under IAS 17 and related interpretations.

At transition, for leases classified as operating leases under
IAS 17, lease liabilities were measured at the present value

of the remaining lease payments, discounted using the Group’s
incremental borrowing rate as of 1 January 1, 2019. The Group’s
weighted average incremental borrowing rate on January 1,
2019 was 3,62%.

Right-of-use assets were measured at an amount equal to
the lease liability, adjusted by the amount of any prepaid
or accrued lease payments.

The Group used the following practical expedients when
applying IFRS 16 to leases previously classified as operating
leases under |IAS 17.

*  Applied the exemption not to recognise right-of-use assets
and lease liabilities for leases for which the lease term ends
within 12 months of the date of initial application.

e Excluded initial direct costs from measuring the right-of-use
asset at the date of initial application.

¢ Used hindsight when determining the lease term if
the contract contained options to extend or terminate
the lease.

* Relied on previous assessments on whether leases are
onerous.

On transition to IFRS 16, the Group recognised additional right-
of-use assets and additional lease liabilities and derecognised
lease prepayments and incentives. The impact on transition is
summarised below.

(in CZK million) January 1, 2019
Right-of-use assets 377

(v milionech K&) 1.1. 2019 Lease prepayments and incentives included )
Aktiva z prava k uzivani 377 in Other non-financial assets and liabilities
Casoveé rozlisené leasingové platby a pobidky Lease liabilities (370)

zahrnuté v Ostatnich nefinan¢nich aktivech -7
a Ostatnich nefinan¢nich zavazcich

Zavazek z leasingu -370

49



KONSOLIDOVANA UCETNIi ZAVERKA

Vykazana aktiva z prava k uzivani se vztahuji k nasledujicim
typUdm aktiv:

The recognised right-of-use assets relate to following types
of assets:

(v milionech K&) 31.12. 2019 1.1.2019
Kancelafské plochy a sklady 231 274 Office space and warehouse 231 274
Automobily 46 45 Cars 46 45
Prodejny 80 40 Store 80 40
Byty pro zaméstnance n 18 Employee flats n 18
Aktivum z prava k uzivani celkem 368 377 Total right-of-use assets 368 377

Zavazky z operativniho leasingu zverejnéné k 31.12. 2018 mohou
byt sesouhlaseny se zdvazkem z leasingu k 1. 1. 2019 nasledovné:

(in CZK million) 1. 1. 2019
Zavazky z operativniho leasingu k 31.12. 2018 281
zverejnéné v samostatné Ucetni zavérce Skupiny

Diskontované s pouzitim prirlstkové vypujéni 353
urokové miry k 1. 1. 2019

Plus: Upravy z titulu rozdilného pristupu k opcim 58
na prodlouzeni nebo ukonceni leasingu

Minus: dosud nezahdjené leasingy, ke kterym se a8
Skupina zavazala

Minus: kratkodobé leasingy vykdzané rovnomérné 6
jako naklad

Minus: leasingy s podkladovym aktivem nizké 6
hodnoty vykdzané rovhnomérné jako naklad

Ostatni -1
Zavazek z leasingu vykazany k 1. 1. 2019 370
Z kterych jsou:

Kratkodobé zavazky z leasingu n4
Dlouhodobé zavazky z leasingu 256

2.3 Konsolidace

Dcefiné spolecnosti, v nichz ma Spolecnost pfimo ¢i nepfimo
podil s rozhodujicim vlivem nebo ma nad nimi jinym zpUsobem
kontrolu, jsou konsolidovany. Spolecnosti jsou konsolidovany
ode dne, kdy nad nimi Skupina ziskala kontrolu, a jsou
vylouceny z konsolidace k datu pozbyti této kontroly.

Vdechny transakce, zUstatky a nerealizované zisky a ztraty
z transakci mezi spole¢nostmi ve Skupiné byly eliminovany,
pokud transakce neposkytla ddvod snizeni hodnoty
prevadéného aktiva. V pripadé potreby byly Ucetni postupy
Dceriné spole¢nosti upraveny tak, aby byl zajistén soulad

s postupy Spolec¢nosti.

2.4 Vykazovani podle segmentu

Provozni segmenty jsou vykazovany v souladu s internimi
vykazy poskytovanymi subjektdm s rozhodovaci pravomoci.
Jako subjekt s rozhodovaci pravomoci, ktery je zodpovédny
za alokaci zdrojl a posuzovani vykonnosti, byl identifikovan
management tym Skupiny provadeéjici strategicka rozhodnuti.

Operating lease commitments disclosed as at December 31,
2018 could be reconciled to lease liabilities as of January 1, 2019
as follows:

(in CZK million)

Operating lease commitments at December 31,
2018 as disclosed in the Group’s separate financial 381
statements

January 1, 2019

Discounted using the incremental borrowing rate

at January 1, 2019 353
Add: adju_stments asa resylt of a'different treatment 58
of extension and termination options

Less: committed leases not yet commenced a8)
Les_s: short-term leases recognised on a straight-line )
basis as expense

Les_s: low-value leases recognised on a straight-line )
basis as expense

Other an
Lease liabilities recognised as at January 1, 2019 370
Of which are:

Current lease liabilities n4
Non-current lease liabilities 256

2.3 Consolidation

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

Intra-group transactions, balances and 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.

2.4 Segment reporting

Operating segments are reported in the manner consistent
with the internal reporting provided to the chief operating
decision-maker. The chief operating decision-maker, who is
responsible for allocating resources and assessing performance
of the operating segments, has been identified as the Group
management team that makes strategic decisions.
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2.5 Transakce v cizich ménach

a) Funkéni ména a ména vykazovani

Polozky, které jsou soucasti konsolidované ucetni zavérky
Skupiny, jsou ocefiovany za pouziti mény primarniho
ekonomického prostredi, ve kterém kazda spolecnost Skupiny
pusobi (,funkéni ména“). Konsolidovana ucetni zavérka je
prezentovana v ¢eskych korunach, které jsou pro Spolecnost jak
ménou funkéni, tak ménou vykazovani.

b) Transakce a zlstatky

Transakce v cizi méné se prepocditavaji do funkéni meény

na zékladé sménnych kurzl platnych k datldm transakci. Kurzové
zisky a ztraty vyplyvajici z téchto transakci a z prepoctu
penéznich aktiv a zavazkl vyjadfenych v cizich ménach
sménnym kurzem platnym ke konci uc¢etniho obdobi se uctuji
do zisku nebo ztraty.

c) Dce¥Fina spolec¢nost

Vysledky a finan¢ni pozice Dceriné spolecnosti, kterd ma funkéni
ménu odliSnou od mény vykazovani, se prevadéji na ménu
vykazovani ndsledujicim zplsobem:

(i)  aktiva a zdvazky jsou pro kazdy prezentovany samostatny
vykaz finan¢ni pozice prepocitdny sménnym kurzem
platnym k rozvahovému dni;

(i)  vynosy a naklady jsou prepocitavany aritmetickym
pramérem sménnych kurzd (kromé pfipadd, kdy
tento primér neni pfimérenou pribliznou hodnotou
kumulativniho efektu kurzt platnych ke dni transakce,

v takovém pripadé jsou vynosy a nadklady prepocitavany
kurzem ke dni transakce);

(iii)  veskeré vysledné kurzové rozdily jsou vykazovany jako
samostatna slozka ostatniho uplného vysledku.

2.6 Pozemky, budovy a zaFizeni

Pozemky, budovy a zafizeni jsou prvotné vykdzany v pofizovaci
cené a jsou, s vyjimkou pozemkU, odepisovany a vykazovany

v zUstatkové hodnoté. Zlstatkova hodnota zahrnuje i pfipadné
snizeni hodnoty aktiva. Pozemky jsou nasledné vykazany

Vv pofizovaci cené snizené o ¢astku vyjadrujici pfipadné snizeni
hodnoty. Pofizovaci cena zahrnuje vydaje, které jsou pfimo
priraditelné k pofizeni daného aktiva.

Vypuj¢ni naklady vztahujici se pfimo k pofizeni, vystavbé

nebo produkci daného aktiva jsou zahrnuty do ucetni hodnoty
prislusného aktiva. Takové vypUj¢ni naklady jsou aktivovany

do uUcetni hodnoty aktiva, jestlize je pravdépodobné, ze budouci
ekonomicky prospéch spojeny s danou polozkou Skupina ziska
a porizovaci cena polozky je spolehlivé méritelna.

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

s danou polozkou Skupina ziskd a porizovaci cena polozky je
spolehlivé méritelna. Veskeré opravy a udrzba jsou zauctovany
do zisku nebo ztraty v rdmci ucetniho obdobi, ve kterém
vzniknou.

Nemovitosti, stroje a zafizeni, s vyjimkou pozemkd, jsou
odepisovany rovhomérné pocinaje jejich uvedenim do uzivani.

2.5 Foreign currency transactions

a) Functional and presentation currency

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.

b) Transactions and balances

Foreign currency transactions are translated into the functional
currency using the exchange rate prevailing as at the date

of the transactions. Foreign exchange gains and losses
resulting from the settlement of such transactions and from
the translation at the year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are
recognized in profit or loss.

c) Subsidiary

The results and financial position of the Subsidiary that has

a functional currency different from the presentation currency
are translated into the presentation currency as follows:

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

(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.

2.6 Property, plant and equipment

All property, plant and equipment is initially recorded

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

Borrowing costs that are directly attributable to the acquisition,
construction or production of a qualifying asset are included

in the cost of that asset. Such borrowing costs are 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.
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Odhadované doby zivotnosti (v letech) pouzité v této
konsolidované ucetni zaverce jsou nasledujici:

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

Budovy a stavby 15-40 Buildings and constructions 15-40
Stroje, pristroje a zafizeni 8-15 Machinery and equipment 8-15
Zarizeni pro zpracovani dat 3-5 IT equipment 3-5
Dopravni prostfedky 3-8 Vehicles 3-8
Inventar a vybaveni 5-10 Furniture and fixtures 5-10

Pozemky nejsou odepisovany.

ZUstatkovd hodnota aktiv a jejich zivotnost jsou posuzovany
a v pripadé potreby upraveny ke kazdému rozvahovému
dni. V pripadé, Ze je Ucetni hodnota aktiva vyssi nez jeho
realizovatelna hodnota, snizi se U¢etni 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 vytazeny, se z konsolidovaného vykazu finanéni
pozice vyfadi spolu s opravkami vztahujicimi se k prislusSnému
aktivu. Veskeré vynosy ¢&i ztraty vzniklé v souvislosti s vyrazenim
jsou uctovany do vysledku z bézné ¢innosti.

2.7 Dlouhodoby nehmotny majetek

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni
pocitacl. Licence pofizené k pocitatovému softwaru jsou
aktivovany na zakladé vydajd vynalozenych na pofizeni
konkrétniho softwaru a jeho uvedeni do uzivani. Tyto naklady
jsou odepisovany po dobu jejich predpokladané zivotnosti

(tri az pét let).

Vydaje spojené s vyvojem nebo udrzbou pocitacovych
softwarovych programut jsou vykazany jako naklady v okamziku
jejich vynalozeni. Vydaje, které pfimo souviseji s vytvorenim
pfesné definovanych a jedineé¢nych softwarovych produktt

a jsou kontrolované Skupinou a které pravdépodobné prinesou
budouci ekonomicky prospéch prevysujici pofizovaci naklady
po dobu del$i nez jeden rok, se vykazuji jako nehmotna aktiva.
Primé naklady zahrnuji osobni naklady pracovnikd podilejicich
se na vyvoji softwaru a odpovidajici podil pfislusné rezie.

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

2.8 Snizeni hodnoty nefinanénich aktiv

Pozemky, budovy a zafizeni a ostatni nefinancni aktiva, véetné
nehmotnych aktiv, jsou posuzovdny 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 aktiva sdruzovana na nejnizsich
urovnich, pro které existuji samostatné identifikovatelné penézni
toky (penézotvorné jednotky).

Land is not depreciated.

The assets’ residual values and useful lives are reviewed,

and adjusted if appropriate, as at each balance sheet date.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater
than its estimated recoverable amount (see Note 2.8).

Property, plant and equipment that is retired, or otherwise
disposed of, is eliminated from the consolidated statement

of financial position, along with the corresponding accumulated
depreciation. Any gain or loss arising from retirement

or disposal is included in net operating income.

2.7 Intangible assets

Intangible assets include computer software. Acquired
computer software licenses are 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 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).

2.8 Impairment of non-financial assets

Property, plant and equipment and other non-financial assets,
including intangible assets, are reviewed for impairment losses
whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable.

An impairment loss is 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).
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2.9 Zasoby

Zasoby se vykazuji v pofizovacich cenach nebo v Cisté
realizovatelné hodnoté, je-li nizsi. Pofizovaci cena zahrnuje cenu
pofizeni a vedlejsi ndklady spojené s porizenim zasob (doprava,
clo apod.). Ocenéni zbozi je na zdkladé metody FIFO. Material,
reprezentovany zejména nahradnimi dily, je ocenén ve vazenych
pramérnych cenéch.

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

2.10 Financni aktiva

2.10.1 Klasifikace a ocenéni

Skupina provadi klasifikaci svych finan¢nich aktiv v dobé
pofizeni a pti prvotnim vykazani finanéniho aktiva. Skupina
klasifikuje sva financéni aktiva v ramci dluhovych financnich
nastroja.

Dluhovym nastrojem se rozumi jakdkoliv smlouva, na zakladé
které vznika finanéni aktivum jedné strané a financ¢ni zavazek
druhé strané. Finan¢ni aktiva v ramci dluhovych nastrojd

jsou klasifikovana v zavislosti na obchodnim modelu Skupiny

a na vlastnostech smluvnich penéznich tokd daného finané¢niho
aktiva. V rdmci testu obchodniho modelu Skupina ovéruje, zda
je cilem drzby finan¢niho aktiva inkaso veskerych penéznich
tokd z néj plynoucich (model ,,drzet do splatnosti®), anebo

zda je cilem drzet financni 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 uroku, tj. zda ma dluhovy nastroj jen ,,zakladni
uvérové rysy“. Za Urok je pfitom povazovana kompenzace
c¢asové hodnoty penéz a kreditniho rizika souvisejiciho se
zapujcenim jistiny po dané obdobi.

V rdmci dluhovych néstroji Skupina klasifikuje sva finan¢ni

aktiva do nasledujicich kategorii:

a) Finanéni aktiva nasledné ocenéna nabéhlou hodnotou
zjisténou metodou efektivni urokové miry (financéni aktiva
v nabéhlé hodnoté)

b) Finan¢ni aktiva nasledné ocenéna redlnou hodnotou
zahrnutou do zisku nebo ztraty (finanéni aktiva v readlné
hodnoté proti zisku nebo ztrate)

Financéni aktiva v nabéhlé hodnoté (portfolio AC)

V této kategorii Skupina vykazuje dluhové nastroje, které jsou
drzeny v rdmci obchodniho modelu, jehoz cilem je inkasovat
veskeré smluvni penézni toky, a které maji zaroven smluvni
penézni toky predstavujici vyhradné uhrady jistiny a drokd

z nesplacené hodnoty jistiny. Nasledné se ocenuji zlstatkovou
hodnotou zjisténou metodou efektivni Urokové miry (dale jen
nabéhld hodnota). BEéhem Ucetnich obdobi 2018 a 2017 méla
Skupina v této skupiné pouze pohledavky z obchodnich vztahl
drzené do splatnosti a pUjcky a Ulozky v rdmci skupiny PMI.
Pajcky a ulozky jsou zahrnuty v ostatnich financnich aktivech.

2.9 Inventories

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.

2.10 Financial assets

2.10.1 Classification and measurement

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, 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 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)

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 2019 and 2018, 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.
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Financni 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 financ¢ni aktiva jsou drzena za ucelem obchodovani, popf.
jejich smluvni penézni toky nepredstavujici vyhradné Uhrady
jistiny a urokUd z nesplacené hodnoty jistiny. Nasledné se ocenuji
redlnou hodnotou vykazanou do zisku nebo ztraty. V rdmci
dluhovych nastroji méla Skupina béhem ucetnich obdobi 2019
a 2018 v této kategorii pouze pohledavky z obchodnich vztahl
urcené k prodeji do faktoringu.

Derivaty jsou zarazeny do kategorie FVPL za predpokladu,
ze nesplnuji podminky pro zajistovaci Ucetnictvi. Béhem
Ucetnich obdobi 2019 a 2018 neméla Skupina v této kategorii
zadna aktiva.

2.10.2 Znehodnoceni

Skupina zavedla k 1. lednu 2018 novy model znehodnoceni,
podle néhoz se vykaze opravna polozka drive, nez vznikne
uvérova ztrata. Jedna se o novy model snizeni hodnoty dle
IFRS 9 odrazejici ocekavané uvérové ztraty (ECL). S vyjimkou
pohledavek z obchodnich vztahl Skupina aplikuje na pfislusna
financ¢ni aktiva (dluhové nastroje vykazované v nabéhlé
hodnoté - v portfoliu AC) tzv. obecny pristup ke znehodnoceni.
U pohledavek z obchodnich vztahl Skupina vyuzila moznost
aplikovat zjednoduseny pristup pomoci matice znehodnoceni.

Obecny pfistup ke znehodnoceni

Podle obecného pristupu vykaze ucetni jednotka opravnou
polozku na ocekdvané uvérové ztraty (ECL) za dobu trvani
finan¢niho nastroje v pfipadé, ze dojde k vyznamnému zvyseni
uvérového rizika (ocenéného pomoci pravdépodobnosti selhani
po dobu trvani) od prvotniho vykazani finanéniho aktiva. Pokud
se k datu Ucetni zavérky uvérové riziko souvisejici s finanénim
nastrojem od prvotniho vykazani vyznamné nezvysilo, vykaze
Ucetni jednotka opravnou polozku ve vysi 12. mésicni o¢ekavané
uvérové ztraty. Pritom ocekdvana Uvérova ztrata za dobu trvani
oznacuje ocekavané uvérové ztraty, jez vznikaji v dlsledku
vSech potencidlnich selhani béhem olekavané doby trvani
finan¢niho nastroje. 12. mési¢ni ocekavana Uvérova ztrata je
Casti ocekdvanych uvérovych ztrat za dobu trvani, jez vznikaji

v dasledku selhani finanéniho nastroje, které muize nastat
béhem 12 mésict po datu ucetni zavérky.

Skupina vyuziva tristupnovy model ECL. PFi prvnim vykazani
finan¢niho aktiva, pokud neexistuje dlkaz o selhani, zafadi
Skupina finanéni aktivum do stupné 1 a vykaze opravné polozky
odpovidajici o¢ekdvanym ztratdm v ndsledujicich 12 mésicich.
Pokud se od data prvotniho vykazani uvérové riziko souvisejici
s finan¢nim nastrojem vyznamné nezvysilo, finanéni aktivum
zUstava ve stupni 1 a opravna polozka je k datu Gcetni zavérky
vycislena ve vysi 12. mési¢ni o¢ekavané Uvéroveé ztraty. Pokud
doslo od data prvotniho vykazani k vyraznému narUstu
uvérového rizika, zafadi Skupina finan¢ni aktivum do stupné 2

a vykaze k datu ucetni zavérky opravné polozky odpovidajici
ocekdvanym ztratdm za celou dobu trvani finanéniho aktiva.
Pokud finan¢ni aktivum spini definici selhani, prefadi ho Skupina
do stupné 3 a vykaze opravné polozky odpovidajici o¢ekdvanym
ztrdtdm za celou dobu trvani finanéniho aktiva.

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 2019 and 2018

in this category.

Derivatives are classified in the FVPL category provided they
do not qualify for hedge accounting. During the financial
years 2019 and 2018, the Group did not have any assets

in this category.

2.10.2 Impairment

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.

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 1
and 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.
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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
financéni 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 nasledujiciho vzorce:

Ocekdvané uveérové ztraty (ECL) = pravdépodobnost selhani
(PD) x ztratovost ze selhani (LGD) x expozice v selhani (EAD)

Zjednoduseny pfFistup ke znehodnoceni

Zjednoduseny pristup umoznuje ucetnim jednotkam vykazovat
ocCekavané uveérové 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, vykaze ucetni jednotka opravnou
polozku na o¢ekdvané uvérové ztraty za dobu trvani (tj. ucetni
jednotka musi vzdy aplikovat tzv. zjednoduseny pfistup).

U ostatnich obchodnich pohledavek, ostatnich smluvnich
aktiv, pohledavek z operativniho leasingu a pohledavek

z financ¢niho leasingu si Ize zvolit ucetni politiku, kterd bude
samostatné aplikovana na jednotlivé typy aktiv (avSak ktera

se vztahuje na vSechna aktiva daného typu). Vyznamny

prvek financovani existuje tehdy, pokud z nacasovani

Uhrad odsouhlasenych smluvnimi stranami (explicitné nebo
implicitné) plyne zdkaznikovi nebo uUcetni jednotce vyznamny
prospéch spocivajici ve financovani prevodu zbozi nebo sluzeb
na zdkaznika.

Aplikace zjednodusSeného pFistupu pomoci matice
znehodnoceni

U obchodnich pohledavek bez vyznamného prvku financovani
Skupina stanovi vysi opravnych polozek pomoci matice
znehodnoceni. Matice znehodnoceni je zalozena na aplikaci
prislusné miry ztrat na neuhrazené zUstatky obchodnich
pohledavek (tj. vékova analyza pohledavek).

Pri stanoveni vySe opravnych polozek zjednodusenym
pristupem Skupina postupuje v nasledujicich krocich.

Skupina nejprve rozdéli své jednotlivé obchodni pohledavky
do urcitych skupin pohledavek s obdobnou charakteristikou
uvéroveého rizika. Skupina pfitom identifikuje nejvyznamnéjsi
faktory, které uvérové 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 Ucetni obdobi. V dalsSim
kroku Skupina urci miru o¢ekavanych ztrat pro kazdou skupinu
pohledavek, ktera je dale rozdélena do dil¢ich kategorii podle
poctu dni po splatnosti. Pfi stanoveni miry ocekavanych ztrat
Skupina pfihlizi k tomu, zda miry historickych ztrat vznikly

za ekonomickych podminek, které odpovidaji o¢ekavanym
podminkam béhem obdobi expozice daného portfolia
pohledavek k datu ucetni zavérky. V poslednim kroku Skupina
vycisli vysi opravné polozky na zakladé aktudlni hrubé vyse
pohledavek vyndsobené mirou ocekavanych ztrat.

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).

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.
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K pohledavkam, které jsou vyhodnoceny jako nedobytné, je
tvorena 100% opravna polozka. Odpis takovych pohledavek

je vykdzan ve vykazu zisku a ztraty v raddku Ostatni provozni
naklady. V pripadech, kdy jiz pohledavky nelze vymahat u soudu
(napfiklad: pohledavka byla promlicena, na zakladé rozhodnuti

z dlvodu nedostatku aktiv Upadce, dluznik pfestal existovat

bez pravniho nastupce, apod.), tyto pohledavky jsou odepsany
proti opravné polozce.

2.10.3 Oductovani

Finan¢ni aktiva jsou oductovana z vykazu finanéni pozice,
jestlize pravo obdrzet penézni toky z financ¢nich aktiv vyprselo
nebo bylo prevedeno a Skupina prevedla v podstaté veskerad
rizika a odmény plynouci z vilastnictvi.

2.11 SpotFebni dan

Spotfebni dan obsazena v hodnoté nakoupenych kolkl je
primarné vykazana v kategorii ,,Ostatni nefinan¢ni aktiva“

a odpovidajici zadvazek v kategorii ,,Ostatni dafnové zavazky“.
Aktivum zanikd 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 spotrebni dan.

Spotrebni dan ma urcité charakteristiky dané z prodeje, zatimco
urcité aspekty danového systému v Ceské republice jsou spise
povahy dané vyrobni. Vedeni analyzovalo vsechny znaky
systému spotiebni dané v Ceské republice a dospélo k zavéru,
ze vlastnosti dané z prodeje prevazuji. Z tohoto divodu neni
spotfebni dan vykdzana v trzbach a provoznich nakladech

v konsolidovaném vykazu Uplného vysledku Skupiny.

2.12 Penézni prostredky a penézni ekvivalenty

Penézni prostredky a penézni ekvivalenty zahrnuji finan¢ni
hotovost, inkasovatelné bankovni vklady, ostatni vysoce likvidni
kratkodobé investice s plvodni dobou splatnosti tfi mésice

a méné, debetni zUstatky na bankovnich G¢tech (kontokorentni
Ucty) nebo jiné puljcky splatné na pozadani. V konsolidovaném
vykazu finanéni pozice jsou debetni zlstatky na bankovnich
uctech (kontokorentni ucty) a jiné pajcky splatné na pozadani
vykazany v polozce ,Prijaté pajcky“ v kratkodobych zavazcich.

2.13 Obchodni a finanéni zavazky

Obchodni zavazky se prvotné vykazuji v redlné hodnoté

a nasledné jsou ocenovany zustatkovou hodnotou na zakladé
metody efektivni Urokové miry.

Skupina pristupuje k oduc¢tovani finanénich zavazkd pouze

v situaci, kdy jsou povinnosti Skupiny splnény, zruseny nebo
kdyz skonci jejich platnost. Rozdil mezi Uc¢etni hodnotou
oductovaného finan¢niho zdvazku a ¢astky bud zaplacené, nebo
splatné, je zauctovan do zisku nebo ztraty.

2.14 OdloZend dan z pFijmu

Odlozena dan je vypoctena s pouzitim zavazkové metody
uplatnéné na vsechny prechodné rozdily vzniklé mezi danovou
hodnotou aktiv a zédvazkd a jejich Ucetni hodnotou vykazovanou
v konsolidované ucetni zavérce. Pokud vSak 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 ptijmU 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 uc¢inné v obdobi, ve kterém bude

If the trade receivable is evaluated as irrecoverable,

an allowance of 100% is created. Write-offs are recognized

in profit or loss under Other operating expenses. In cases
where receivables can no longer be recovered from

the court (for example, the receivable was time-barred,
based on the results of the resolutions due to lack of assets
of the bankrupt, the debtor ceased without a legal successor,
etc.), receivables are written off against the allowance.

2.10.3 Derecognition

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.

2.11 Excise tax

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.

2.12 Cash and cash equivalents

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

2.13 Trade Payables and Financial Liabilities

Trade payables are 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.

2.14 Deferred income tax

Deferred income taxation is calculated using the liability
method applied to all temporary differences arising between
the tax base of assets and liabilities and their carrying
amounts in the consolidated financial statements. However,
if the deferred income tax arises from initial recognition

of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither
the accounting nor taxable profit nor loss, it is not accounted
for. Deferred income tax is determined using tax rates (and
laws) that have been enacted or substantially enacted

by the balance sheet date and are expected to apply when
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prislusnd danova pohledavka 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 uzakonény z vétsi ¢asti.

Odlozené danové pohledavky se vykazuji v rozsahu, v némz je
pravdépodobné, ze bude v budoucnosti dosazeno zdanitelného
zisku, ktery umozni uplatnéni téchto pfechodnych rozdild.

Odlozena dan je zauctovdna do zisku nebo ztraty, s vyjimkou
pripadd, kdy se vztahuje k polozkdm uc¢tovanym do ostatniho
Uplného vysledku. V takovych pfipadech je také uctovana

do ostatniho uplného vysledku.

2.15 Zaméstnanecké poZitky

a) Duchodové pojisténi a penzijni pFipojisténi

Skupina hradi pravidelné odvody do statniho rozpoctu

k financovéni statniho didchodového pojisténi a prispévku

na statni politiku zaméstnanosti v sazbach platnych pro dané
obdobi z vyplacenych hrubych mezd. Nad rédmec téchto
zadkonnych odvodUl nejsou od Skupiny vyzadovany zadné jiné
dodatecné odvody. Naklady souvisejici s odvody jsou zuctovany
do zisku nebo ztraty ve stejném obdobi jako vyplata mezd

a platl, ke kterym se vztahuiji.

Skupina také poskytuje svym zaméstnanclm penzijni
pripojisténi formou plateb nezéavislym penzijnim fonddm v rdmci
platného prispévkové definovaného penzijniho planu. Tyto
naklady jsou Uc¢tovany do zisku nebo ztraty v roce, se kterym
¢asové souviseji. Nad rdmec téchto zdkonnych odvodd nejsou
od Skupiny vyzadovany zadné jiné dodatecné odvody.

b) Odstupné a pozZitky pFi pFedcasném ukonceni pracovniho
poméru
Odstupné a pozitky pfi predc¢asném ukonceni pracovniho
poméru se vyplaceji v pfipadé, Zze je pracovni pomér ukoncen
pfed normalnim odchodem do dlchodu nebo pred uplynutim
pracovni smlouvy. Skupina vykazuje pozitky z pred¢asného
ukonc&eni pracovniho poméru, pokud je zavadzana k ukonceni
pracovniho poméru vybranych zaméstnanct v souladu se
schvalenym detailnim planem bez redlné moznosti od tohoto
planu odstoupit.

c) Uhrady vézané na akcie

PMI poskytuje urcité plany uhrad vazanych na akcie pro vedouci
zameéstnance vsech spole¢nosti v ramci skupiny PMI. Tyto plany
se vztahuji k akciim spole¢nosti PMI a predstavuji Uhrady vdzané
na akcie vyporadané kapitalovymi nastroji. Na zakladé 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 naroku a nabyti akcii zaméstnanci
dochézeji po uplynuti zaméstnaneckého poméru tri let od data
poskytnuti ndroku (rozhodné obdobi). Hodnota nakladl sluzeb
zaméstnancl vykazanych jako protihodnota za pridélené
naroky na akcie je ur¢ena na zakladé realné hodnoty narokt

k datu poskytnuti. Naklady jsou do zisku nebo ztraty (ndklady
na zameéstnance a zaméstnanecké pozitky a sluzby) zuctovany
rovnomeérné béhem rozhodného obdobi se souvztaznym
zapisem do vlastniho kapitalu. Hodnota nakladd vykazanych
jako protihodnota za pridélené naroky v letech 2019 a 2018 byla
nevyznamna.

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.

2.15 Employee benefits

a) Pension obligations

Contributions are made to the Government’s retirement
benefit and unemployment schemes at the statutory rates
applicable during the year and are based on gross salary
payments. The Group has no further payment obligations

once the contributions have been paid. The expense for

the contributions is charged to profit or loss in the same period
as the related salary expense.

The Group also makes contributions to defined contribution
schemes operated by external pension companies. These
contributions are charged to profit or loss in the year to which
the contributions relate. The Group has no further payment
obligations once the contributions have been paid.

b) Redundancy and termination benefits

Redundancy and termination benefits are payable when
employment is terminated before the normal retirement

or contract expiry date. The Group 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.

c) Share-based payments

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

which eligible employees receive deferred stock awards
representing long-term equity compensation that delivers
shares of PMI after a three-year service period (the vesting
period). The compensation cost for deferred stock awards

is determined by using fair value of the equity instruments
awarded as at the grant date. Compensation cost is 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 2019 and 2018 were immaterial.
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2.16 Rezervy

Skupina tvofi rezervy, pokud ma soucasny pravni nebo
mimosmluvni zavazek, ktery je vysledkem minulych udalosti,

je pravdépodobné, Zze k vyporadani tohoto zavazku bude
nezbytné odcerpani prostredkd, a mize byt proveden spolehlivy
odhad vyse zavazku. Rezervy se nevytvareji na budouci
provozni ztraty.

Rezervy jsou ocenény v soucasné hodnoté nejlepsiho
odhadu vydajd potfebnych k vyrovnani sou¢asného zavazku
k rozvahovému dni.

2.17 Vykazovani vynosi a nakladd

Veskeré smlouvy se zakazniky jsou v prvni fazi zanalyzovany

s cilem identifikovat veskera plnéni vic¢i zakaznikovi. Nasledné je
urcena transakeni cena, kterd je v pripadé vice identifikovanych
plnéni alokovana podle relevantniho klice. V navaznosti na to

je pro jednotliva plnéni uznan vynos v prislusné vysi bud

k urc¢itému okamziku, nebo je s vyuzitim néastrojd ¢asového
rozliSeni alokovan do vice obdobi.

Vynosy z prodeje zbozZi jsou vykazany v okamziku pfechodu
veskerych prav, resp. kontroly na kupujici protistranu v zavislosti
na konkrétnim znéni smluvnich podminek, pficemz castka
vynosu je dohodnuta nebo je spolehlivé urcitelna a pfijeti
Uhrady je pravdépodobné. To obecné odpovidd okamziku,

kdy je zbozi poskytnuto prodejctim, nebo v okamziku jejich
poskytnuti kone¢nym zakazniklim v pripadé pfimych prodeju.

Vynosy a naklady jsou vykazovany nasledujicimi zpUsoby:

a) Prodej zbozi

Vynosy z prodeje zbozi se vykazuji, pokud Skupina prevedla
na kupujiciho kontrolu nad aktivem. O vynosu je u¢tovdno

v okamziku vyskladnéni zbozi.

b) Prodej sluzeb

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 nasledné nenakupuje hotové tabakoveé vyrobky
a neprodava je na trzich v Ceské republice a na Slovensku.

c) Naklady na prodané zbozi

Soucasti nakladl na prodané zbozi jsou variabilni a fixni vyrobni
naklady, porizovaci cena nakoupeného zbozi a licenéni poplatky
placené za prodané zbozi. Tyto ndklady jsou pfed prodejem
zbozi zachyceny v hodnoté zasob.

d) Odbytové naklady

Odbytové naklady vyplyvaji z odbytové ¢innosti, a kromeé
personalnich a rezijnich nakladd zahrnuji také odpisy majetku
v oblasti prodeje, ndklady spojené s expedici, naklady

na propagaci, podporu prodeje, prlzkum trhu a sluzby
zakaznikdm. Tyto naklady nevstupuji do ocenéni zésob.

e) Administrativni néklady
Administrativni ndklady zahrnuji personalni a rezijni naklady
a odpisy majetku ve spravni oblasti.

2.16 Provisions

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.

2.17 Reporting of revenues and expenses

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:

a) Sales of goods

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.

b) Sales of services

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.

c) Cost of goods sold

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.

d) Distribution expenses

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.

e) Administrative expenses

Administrative expenses include personnel costs and overheads
as well as depreciation and amortization applicable to

the administrative functions.
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2.18 Vynosy z urokd
Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody
efektivni Urokové miry a zohlednénim vyse nesplacené jistiny.

2.19 Vyplata dividend

Vyplata dividend akciondfiim Spole¢nosti se vykazuje

v konsolidované uUcetni zavérce Skupiny jako zadvazek v obdobi,
ve kterém jsou dividendy schvaleny akcionari Spolec¢nosti.

3. Rizeni finanénich rizik

3.1 Faktory financniho rizika

Z ¢innosti 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, ocenuje a zajistuje finanéni riziko v Uzké spolupraci
se Skupinou. Rizeni rizik provadi centralni oddéleni Treasury
skupiny PMI v souladu s pravidly schvalenymi predstavenstvem
Skupiny, ktera vychazeji z PMI politik pro fizeni finan¢niho rizika.

a) TrzZni riziko

Skupina pUsobi na mezindrodnim trhu a je vystavena ménovému
riziku vztahujicimu se k rznym ménam. Ménové riziko vyplyva
zejména z titulu budoucich ndkupt a prodejd, a pohledavek

a zavazk( v cizich ménach. Pro Fizeni ménového rizika Skupina
prilezitostné nakupuje ménové opce prostiednictvim PMI
Treasury. Skupina neaplikovala zajistovaci Ucetnictvi. V letech
2019 a 2018 Skupina neméla zadné ménové opce.

2.18 Interest income

Interest income is accrued on a time basis, by reference
to the principal outstanding and the effective interest rate
applicable.

2.19 Dividend distribution

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.

3. Financial risk management

3.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks:
market risk, credit risk and liquidity risk. Market and liquidity
risks are managed under approved policies by the central
Treasury department of PMI group in Lausanne. Credit risk

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

a) Market risk

The Group operates internationally and is exposed to foreign
exchange risk arising from various currency exposures. Foreign
exchange risk arises from future purchase and sale transactions
and from assets and liabilities recognized in foreign currencies.

To hedge part of this exposure, the Group occasionally uses
currency option derivative instruments, transacted by PMI
Treasury. The Group did not apply hedge accounting. No currency
options were used by the Group in 2019 and 2018.
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The split of financial assets by currencies is as follows
(in CZK million):

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

Uéetni hodnota

k 31.12. 2019 CZK EUR USD CHF Ostatni Celkem T S

Pohledavky as at December 31,
za tfetimi stranami - 1220 215 0 0 0 1435 2019 CHF  Other
domaci Receivables from

Pohledavky third parties - 1220 215 - - 1435
za tietimi stranami - 0 1 0 0 0 1 domestic
zahranicni Receivables from ) 1 ) ) 1
Pohledavky third parties - foreign

za spolecnostmi 28 54 o 1 o 83 Receivables from PMI

skupiny PMI entities 28 54 1 - 83
Ucty v bance 1229 a7 (] (] (] 1276 Cash at banks 1229 47 - - 1276
Kratkodobé pujcky On-demand deposits

PR h 5096 59 0] [0} [0} 5155 P - -

spfizneénym stranam with related parties 5096 59 5155
Dlouhodoba ostatni Other long term

! L X 107 1 o 0] 108 9 - -
financni aktiva financial assets 107 ! 108
Celkem 7 680 377 o 1 O 8058 Total 7 680 377 1 - 8058

Ucetni hodnota

Carrying amount

k 31.12. 2018 CHF Ostatni Celkem as at December 31,
Pohledavky 2018 Other
za tretimi stranami - 1196 192 0 0 ¢} 1388 Receivables from
doméci third parties - 1196 192 - - 1388
Pohledavky domestic
za spole¢nostmi 343 378 ¢} 0 1 722 Receivables from PMI
skupiny PMI entities 343 378 ) o722
Uéty v bance 2124 37 (0] 0 (0] 2161 Cash at banks 2124 37 - - 2161
Kratkodobé pljcky On-demand deposits

e . 3409 [0} (¢] (¢] (¢] 3409 - - -
spfiznénym stranam with related parties 3409 3409
Dlouhodoba ostatni Other long term
: L - 106 1 (¢] (6] (¢] 107 - -
financni aktiva financial assets 106 ! 107
Celkem 7178 608 (o) (o) 1 7787 Total 7178 608 o 1 7787

Rozdéleni finanénich zavazkl podle mén (v milionech K¢&):

Uéetni hodnota
k 31.12. 2019 CZK EUR

Zavazky vUci tretim

uUsD CHF Ostatni Celkem

Carrying amount

as at December 31,

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

stranam - domaci 832 207 0 0 0 1039 2019 Other
Zavazky vUci tretim Payables to third 832 207 ) - 1039
strandm - zahraniéni 26 158 2 ! 9 196 parties - domestic
Zévaz'ky vUC&i Paya_bles to tI_'nrd 26 158 1 9 196
spole¢nostem 621 375 6 60 10 1072 parties - foreign
skupiny PMI

piny Payables to PMI 621 375 60 10 1072
Celkem 1479 740 8 61 19 2307 entities

Total 1479 740 61 19 2307

Uéetni hodnota
k 31.12. 2018 (¥4 ¢ EUR

Zavazky vaci tretim

uUsD CHF Ostatni Celkem

Carrying amount

as at December 31,

strandm - domaci 551 184 0 0 0 735 2018 Other Total
Zavazky vagi tretim Payables to third 551 184 B, - 735
strandm - zahrani&ni 23 172 3 0 19 217 parties - domestic
Zavazky vOei Payables to third 23 172 - 19 217
spole¢nostem 52 27 6 45 7 137 parties - foreign
skupiny PMI

piny Payables to PMI 52 27 45 2 137
Celkem 626 383 9 45 26 1089 entities

Total 626 383 45 26 1089
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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 spoleénostmi 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 Spolecnosti (Ceska koruna) k rozvahovému dni,
kdy jsou pohledavky a zdvazky 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 méri dopad z prepoctu

t&chto polozek k rozvahovému dni kurzem Ceské narodni
banky k 31.12. 2019. Skupina povazuje za mozny pohyb
ménovych kurzd vici ¢eské koruné v nasledujicim obdobi +5%
(zhodnoceni ¢eské koruny) a -5% (znehodnoceni ceské koruny).

Analyza citlivosti na zmény kurzu je pripravena po jednotlivych
meénach za predpokladu, ze kurzy ostatnich mén jsou
beze zmény.

Nasledujici tabulka predstavuje dopad na zisk pred zdanénim
pfi ocekdvaném zhodnoceni +5% nebo znehodnoceni -5%
Ceské koruny vUc¢i cizim ménam (v milionech K&) v roce 2019
(2018: +5%, -5 %):

2019 -5% znehodnoceni CZK

Ména EUR uUsD CHF
Zvyseni (+) / snizeni (-) zisku -18 (e} -3
Ména EUR UsD CHF
Zvyseni (+) / snizeni (-) zisku 18 (e} 3
2018 -5% znehodnoceni CZK

Ména EUR uUsD CHF
Zvyseni (+) / snizeni (-) zisku 10 (0] -2

+5% zhodnoceni CZK

Ména EUR UsD CHF
Zvyseni (+) / snizeni (-) zisku -10 0] 2

Citlivost na zmény urokové miry

Skupina je vystavena urokovému riziku zejména v souvislosti

s poskytovanim kratkodobych pujcek se stanovenou dobou
splatnosti a kratkodobych pUj¢ek splatnych na pozadani
spole¢nostem ve skupiné PMI a Skupina je také vystavena
urokovému riziku v souvislosti s faktoringovymi transakcemi

s pohledavkami. Skupina predpokladd mozny pohyb vynosové
kFivky v nasledujicim obdobi +100/-25 bazickych bodu.

Pro poskytnuté kratkodobé pUjcky a kratkodobé pujeky splatné
na pozadani poskytnuté spole¢nostem ve skupiné PMI je dopad
na zisk pred zdanénim stanoven na zakladé specifikované
zmeény Urokové miry, kterd by nastala na zacatku ucetniho
obdobi, a za predpokladu, ze by nedoslo k zddné jiné zméné
Urokovych sazeb v prabéhu celého Ucetniho obdobi. Ostatni
financ¢ni aktiva a zavazky nejsou povazovany za Urokoveé 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, 2019. 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 2019 (2018: +5%, -5%):

2019 CZK depreciation by 5%

Currency EUR UsD CHF
Increase / (decrease) in profit or loss 8) - 3
Currency EUR UsD CHF
Increase / (decrease) in profit or loss 18 - 3

2018 CZK depreciation by 5%

Currency EUR UsD CHF
Increase / (decrease) in profit or loss 10 - (2)
CZK appreciation by 5%
Currency EUR uUsD CHF
Increase / (decrease) in profit or loss (10) - 2

Sensitivity to interest rates

The Group is exposed to interest rate risk mainly in relation to
short-term borrowings and short-term on-demand deposits
with PMI| companies, and as well the Group is exposed to
interest rate risk in relation to factoring transactions with
receivables. The Group assumes the possible movements

of the yield curve in the following period by +100/-25 basis
points.

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

in the interest rate, which would have arisen at the beginning
of the accounting period and based on the assumption that no
other changes in the interest rate occurred during the entire
accounting period. Other financial assets and liabilities are not
considered to be sensitive to interest rate movements.
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Nasledujici tabulka predstavuje mozny dopad na zisk pred
zdanénim pfi o¢ekdvaném nardstu (+100 bazickych bodd)
nebo poklesu (-25 bazickych bod() urokovych sazeb

(v milionech K¢&):

Narast urokové miry

Pokles urokové miry

0 100 baz. bod 0 25 baz. bodu

Zvyseni (+) / snizeni

() zisku 47 12

Pokles urokové miry
0 25 baz. bodu

Narust urokové miry

0 100 baz. bodu

Zvyseni (+) / snizeni

(-) zisku 31 -8

b)  Uvérové riziko

Skupina ma stanovena pravidla, kterd zajistuji, ze prodej zbozi

s odlozenou splatnosti je realizovan 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.

Pripadna platebni neschopnost odbératele mize vést

k bezprostrednim ztradtdm s nezaddoucim vlivem na hospodareni
Skupiny. Z tohoto ddvodu podléhd schvalovani obchodnich
aktivit s novymi odbérateli standardizovanym kontrolam

a postuplm pfislusnych oddéleni Skupiny. Angazovanost
Skupiny vuci odbérateldm je Fizena také prostfednictvim
stanoveni Uvérovych limitd. Vyse 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 prostrednictvim bezregresniho
faktoringu.

Zajisténi pohledavek

Pohledavky z obchodnich vztahU jsou rozdéleny z hlediska
strategie zajisténi na pohledavky za tuzemskymi odbérateli
a spole¢nostmi skupiny PMI.

K zajisténi pohledavek za tuzemskymi odbérateli jsou

v urcitych pfipadech vyuzivany bankovni zaruky. Povinnym
preventivnim nastrojem v pisemném smluvnim vztahu je
sankéni Urok z prodleni uhrad. Pohledavky z obchodnich vztahl
za tuzemskymi odbérateli jsou rozdéleny do dvou skupin:
pohledavky zajisténé bankovnimi zarukami a nezajisténé
pohledavky za odbérateli, ktefi splnuji podminky poskytnuti
nezajisténého uvéru. Vyse nezajisténého uvéru zavisi

na celkovém a finan¢nim 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

2019 by 100 basis points

Increase / (decrease)

in profit or loss 47 a2)

Interest rate decreased
by 25 basis points

Interest rate increased

2018 by 100 basis points

Increase / (decrease)

in profit or loss 31 ®

b) Credit risk

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

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

The financial insolvency of counterparty may result

in immediate losses to the Group with an adverse impact

on the Group’s financial position. Therefore, the acceptance
of new business is reliant on standard approval controls and
procedures through the relevant departments of the Group.
The Group’s involvement with counterparties is managed

by means of credit limits that are monitored and re-evaluated
on a regular basis.

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

Receivables security

With respect to the security strategy of trade receivables,
trade receivables are separated into receivables from domestic
customers 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.
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Uéetni hodnota

k 31.12. 2019
(v milionech K¢)

Pohledavky za tretimi

Individudlné
neznehodnocena
finan¢ni aktiva
do splatnosti

Individudlné
neznehodnocena
finan¢ni aktiva
po splatnosti

stranami - domaci 1427 8 1435
v nabéhlé hodnoté

Pohledavky za tretimi

stranami - zahrani¢ni 1 (o] 1
v nabéhlé hodnoté

Pohledavky

za spole¢nostmi 73 10 83
skupiny PMI

Uéty v bance 1276 0 1276
Kratkodobe plijcky 5155 0 5155
spFiznénym stranam

Dlouhoqobg ostatni 108 0 108
finan¢ni aktiva

Celkem 8 040 18 8 058

Uéetni hodnota

k 31.12. 2018.
(v milionech K¢)

Pohledavky za tretimi

Individudlné
neznehodnocena
finan¢ni aktiva
do splatnosti

Individudlné
neznehodnocena
finan¢ni aktiva

po splatnosti Celkem

stranami - domaci 1384 4 1388
v nabéhlé hodnoté

Pohledavky

za spole¢nostmi 690 32 722
skupiny PMI

Uéty v bance 2161 0 2161
Kratkodobeé plijcky 3409 0 3409
spFiznénym stranam

D_Iouf]oc}iobg ostatni 107 o 107
finanéni aktiva

Celkem 7 751 36 7 787

Koncentrace tvérového rizika obchodnich pohledavek
Skupina sleduje koncentraci uvérového rizika obchodnich

pohledavek podle odbytovych regiona.

Rozdéleni obchodnich pohledavek podle odbytovych regiona:

Ucetni hodnota

k 31.12. 2019 Ceska Slovenska

(v milionech K¢) republika republika Ostatni Celkem
Pohledavky za tretimi 1220 215 0 1435
stranami - domaci

Pohleda_vky za tl’e.tvlm’l 0 o 1 1
stranami - zahrani¢ni

Pohledavky

za spole¢nostmi 0] [0} 83 83
skupiny PMI

Celkem 1220 215 84 1519

Ucetni hodnota

k 31.12. 2018
(v milionech K¢)

Pohledavky za tretimi

Ceska
republika

Slovenska
republika

Ostatni  Celkem

. . 1196 192 [0) 1388
stranami - domaci
Pohledavky
za spole¢nostmi 0] (e] 722 722
skupiny PMI
Celkem 1196 192 722 2110

Carrying amount

as at December 31,
2019 (in CZK million)

Receivables from

Unimpaired
financial assets
not yet due

Unimpaired
financial assets

past due

Total

third parties - 1427 8 1435
domestic

Receivables from 1 ) 1
third parties - foreign

Regglvables from PMI 73 10 83
entities

Cash at banks 1276 - 1276
On-demand deposits

with related parties 5155 . 5155
cher'long—term 108 ) 108
financial assets

Total 8 040 18 8 058

Carrying amount
as at December 31,

2018
(in CZK million)

Receivables from

Unimpaired
financial assets
not yet due

Unimpaired
financial assets

past due

third parties - 1384 4 1388
domestic

Rec_e_ivables from PMI 690 22 722
entities

Cash at banks 2161 - 2161
Op-demand dep<_35|ts 2409 R 3409
with related parties

C_)therAIong-term 107 R 107
financial assets

Total 7 751 36 7 787

Credit risk concentration of trade receivables

The Group monitors the concentration of credit risk of trade
receivables by distribution regions.

Classification of trade receivables by distribution regions:

Carrying amount

as at December 31, 2019
(in CZK million)

Receivables from third
parties - domestic

Czech
Republic

Slovak

Republic

Receivables from third
parties - foreign

Receivables from PMI
entities

Total

Carrying amount

as at December 31, 2018
(in CZK million)

Receivables from third

Czech
Republic

Slovak

Republic

83
84

83
1519

- B 1196 192 - 1388
parties - domestic
Rec_e_lvables from PMI ) R 722 722
entities
Total 1196 192 722 2110
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Uvérova bonita finanénich aktiv v nabéhlé hodnoté

Pfi stanoveni ratingu financ¢nich aktiv pouziva Skupina

nasledujici kritéria:

¢ Ve tridé bonity 1jsou zarazeny pohledavky
s pravdépodobnosti selhani do 0,1%.

* Ve tridé bonity 2 jsou zafazeny pohledavky
s pravdépodobnosti selhani do 2%.

* Ve tridé bonity 3 jsou zarazeny pohledavky
s pravdépodobnosti selhani nad 2 %.

¢ Pohledavky za spole¢nostmi skupiny PMI a kratkodobé
pujcky poskytnuté v ramci skupiny PMI jsou v roce 2019
zarazeny do tfidy bonity 1 (podle PMI ratingu Standard &
Poor’s A-2 (2018: A-2)).

¢ Hotovost v bankach je zarfazena podle hodnoceni
dlouhodobych depozit prostfednictvim agentury Moody’s.
Jako banky a finanéni instituce pouzivané Skupinou jsou
akceptovany pouze ty s hodnocenim A-3 nebo vyssim
(2018: A-3), (bonita 1).

Opravné polozky na o¢ekavané uvéroveé ztraty (ECL)

Stupén
Stupen 2
celozivotni Stupen 3
ECL*- celozivotni Celozivotni
bez indi- ECL* - in- ECL* dle
Stav Stupen 1 viduélniho dividualné matice
k 31.12. 2019 12mésiéni znehod- znehod- znehod-
(v milionech K¢&) ECL* noceni nocené noceni
PUjcky
spole¢nostem 1 ) 0] 0] o o
ve skupiné PMI
Ostatni
pohledavky 1 0] 0] 0] o o
a finan¢ni aktiva
2 ) 0] (0] o o
Pohledavky
z obchodnich
vztahU 1 0 0] 0] o o
Vv nabéhlé
hodnoté
2 (6} ) 0] o o
3 [0} 0] 0] o o
Celkem (o] (o] (o] o o

Matice znehodnoceni pro pohledavky z obchodnich vztaht
v nabéhlé hodnoté

Stav Od data splatnosti uplynulo:

k 31.12. 2019 Do 1 1-3 Vice nez

(v milionech KE) Ve splatnosti mésice mésice 3 mésice Celkem
Ocekavané 001% 002% 005% 010% -
ztraty (v %)

Hruba dcetni 1501 4 1 3 1519
hodnota

Opravna 0 0 0 0 0
polozka

The creditworthiness of financial assets at amortized cost

The Group uses the following criteria when determining

the creditworthiness:

¢ Rating 1includes receivables with a probability of default
of up to 0.1%.

¢ Rating 2 includes receivables with a probability of default
of up to 2%.

¢ Rating 3 includes receivables with a probability of default
above 2%.

¢ Receivables from PMI companies and short-term loans
provided within the PMI Group are classified as rating 1
(according to Standard & Poor’s A-2 (2018: A-2)) in 2019.

¢ Cash in banks is ranked according to Moody’s long-term
deposit ratings. Banks and financial institutions used
by the Group are only eligible for A-3 or higher (2018: A-3)
(rating 1.

Allowance for expected credit losses (ECL)

@ Stage

1]

£

<

5 St 2 life Lifetime

o age -
Ba'anc‘;as at 2 time ECL* - Stage 3 life- ECL*
December 31, 5 Stage 1 without time ECL* - according
2019 Q@  12-month individual individually to matrix of
(in CZK million) © ECL* impairment impaired impairment
Loans to
companies in 1 - - - - -
the PMI group
Other

receivables and 1 - - - - -
financial assets

2 - - - - -
Trade
receivables at 1 - - - - -
amortized cost

2 - - - - -

3 - - - - -

Total - - - - -

Balance as at

December 31, Less More
2019 than 1-3 than

(in CZK million) Before due 1month month 3 months

Expected losses

X 0.01% 0.02% 0.05% 0.10% -
(in %)

Gross book 1501 4 m 3 1519
value
Allowance - - - - -
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Opravné poloZky na o¢ekavané uvérové ztraty (ECL)

Stupén
Stupen 2
celozivotni Stupen 3
ECL* - celozivotni  CelozZivotni
bez indi- ECL* - in- ECL* dle
Stav Stupefi1  vidudlniho  dividuaing matice
k 31.12. 2018 12mésiéni znehod- znehod- znehod-
(v milionech K¢) ECL* noceni nocené noceni
Pljcky
spole¢nostem 1 0] 0] 0 O o
ve skupiné PMI
Ostatni
pohledavky 1 (0] 0] 0] (O o]
a finan¢ni aktiva
2 0 6] 0] (O o]
Pohledavky
z obchodnich
vztahd 1 0 0 0 o o
v nabéhlé
hodnoté
o] ] 0] (O o]
3 (6] 6] ] (O o]
Celkem o (o] (o] [o B ¢]

Matice znehodnoceni pro pohledavky z obchodnich vztahi
v nabéhlé hodnoté

Allowance for expected credit losses (ECL)

Stage

Stage 2 life- Lifetime

time ECL* - Stage 3 life- ECL*

Stage 1 without time ECL* - according
12-month individual individually to matrix of
ECL* impairment impaired impairment

Balance as at
December 31,
2018

(in CZK million)
Loans to
companies in
the PMI group
Other
receivables and 1 - - - - -
financial assets

Creditworthiness

2 - - - - -
Trade
receivables at 1 - - - - -
amortized cost
2 - - - - -
3 - - - - -

Total o = = 5 o

From the due date:

Balance as at

December 31, (=133 More
Stav Od data splatnosti uplynulo: 2018 than 1-3 than
Kk 31.12. 2018 Do 1 1-3  Vice nez (in CZK million) Before due 1month month 3 months
(v milionech K&) Ve splatnosti mésice mésice 3 mésice Celkem Exr;;e;:ted losses 0.01% 0.02% 0.05% 010% R
Ocekavané 001% 002% 005% 010% - — 2
. o s , , }
ztraty (v %) \(farlc;s; book 2074 26 B B 2110
Hruba ucetni
hodnota 2074 36 © ° 2mo Allowance - - - - -
Opravvna o 0 0 0 o
polozka

c) Riziko likvidity

Obezretné fizeni rizika likvidity predpokladdd udrzovani
dostateéné Urovné hotovosti. Rizeni likvidity Skupiny provadi
centrdlné oddéleni PMI Treasury prostfednictvim domaciho

a mezinarodniho systému ,,cash pool“. V souladu s pravidly PMI
pripravuje Skupina tydenni vyhled penézniho toku na nasledujici
mésic a mési¢ni vyhled penéznich tokd na nasledujicich

12 mésicd.

Analyza splatnosti smluvnich zdvazkd (nediskontovanych
penéznich tokl)

Stav k 31. 12. 2019 (v milionech K¢&) Do 3 mésicl

Zavazky z obchodnich vztahl vgéi tretim stranam

a spole¢nostem skupiny PMI 2045
Nevyplacené dividendy 5
Ostatni finanéni zavazky 257

Stav k 31. 12. 2018 (v milionech K&) Do 3 mésicu

Zavazky z obchodnich vztahl vci tretim stranam
- . 1084
a spole¢nostem skupiny PMI

Nevyplacené dividendy 5

Pro zmirnéni rizika a zlepseni Fizeni penéznich prostfedkd

a likvidity Skupina odprodala ¢ast pohledavek finan¢ni instituci
v roce 2019. Ze vSech téchto transakci pro Skupinu nevyplyva
zadny Urok ze spoluulcasti. Financni instituce neuplatiuje postih
v pfipadé opominuti véasné uhrady dluznikem.

c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient
cash. Liquidity of the Group is managed and controlled

by the central Treasury department of PMI group via domestic
and international cash pool arrangements. Based on PMI
policies, the Group prepares a weekly cash flow projection for
the following month and monthly cash flows projections for

the following 12 months.

Contractual maturity analysis of liabilities (undiscounted
cash flows)

Balance as at December 31, 2019 (in CZK million) Less than 3 months

Trade payables to third parties and PMI entities 2 045
Dividend payable 5
Other financial liabilities 257

Balance as at December 31, 2018 (in CZK million) Less than 3 months
1084
Dividend payable 5

Trade payables to third parties and PMI entities

To mitigate the risk and enhance cash and liquidity
management, the Group sold a portion of its trade receivables
to a financial institution in 2019. In all those transactions,

the Group retained no participating interests. The financial
institution has no recourse for failure of debtors to pay

when due.
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3.2 Rizeni kapitélu

Cilem Skupiny pfri fizeni kapitalu je zajisténi nepretrzité

¢innosti s cilem poskytovat akcionardm navratnost vliozenych
prostiedkd. K udrzeni nebo Upravé kapitalové struktury Skupina
mUze upravit vysi dividendy, vydat nové akcie nebo prodat svUj
majetek za ucelem snizeni dluhu.

Kapitalem Spolecnosti a jeji Dcefiné spole¢nosti pro potrebu
fizeni kapitadlu se rozumi vlastni kapital Skupiny vykazany
v konsolidovaném vykazu financ¢ni pozice.

3.3 Odhad realné hodnoty

Redlnd hodnota financnich nastrojd obchodovanych

na aktivnich trzich je stanovena na zakladé kotovanych trznich
cen platnych k rozvahovému dni. Pro stanoveni redlné hodnoty
finan¢nich nastrojd, které nejsou obchodovany na aktivnim
trhu, se pouzivaji techniky ocenovani. Skupina ¢ini predpoklady,
pfi nichz vychazi z trznich podminek existujicich ke kazdému
rozvahovému dni. ZUstatkovéd hodnota kratkodobych finan¢nich
aktiv a kratkodobych finan¢nich zavazkd se blizi jejich redlné
hodnoté.

ZUstatkova hodnota ostatnich dlouhodobych finan¢nich aktiv
se také blizi jejich redlné hodnoté, ktera byla stanovena jako
souc¢asna hodnota budoucich penéznich tokl na zakladé trznich
urokovych sazeb k rozvahovému dni a ktera splhuje podminky
pro stupen 2 dle IFRS 13.

4. Informace o segmentech

Provoznim segmentem je slozka Skupiny, kterd generuje
vynosy a které vznikaji naklady a jejiz finan¢ni vysledky jsou
pravidelné vyhodnocovany subjektem s rozhodovaci pravomoci
za Ucelem alokace zdrojl a posouzeni vykonnosti. Jako subjekt
s rozhodovaci pravomoci byl identifikovdn management tym
Skupiny.

Management tym Skupiny sledoval vykonnost Skupiny

na zakladé geografickych oblasti pokrytych ¢innosti Skupiny.
Po zméné provozniho modelu ve vyrobé od 1. ledna 2015
management tym Skupiny zacal sledovat vykonnost na zdkladé
typUl provozni ¢innosti v kombinaci s geografickou oblasti.

Od roku 2015 jsou v souladu s touto zménou samostatné
vykazovany cinnosti spojené s vyrobni sluzbou a samostatné
¢innosti spojené s distribuci tabakovych vyrobkd na domécich
trzich, a to v Ceské republice a ve Slovenské republice.

Pro Ucely rozhodovani a alokace zdroj management tym
Skupiny analyzuje manazersky provozni zisk. Manazersky
provozni zisk v informacich o segmentech nezahrnuje ostatni
nealokovatelné vynosy/néklady, urokovy vynos/naklad ani dan
z pfijm0, jelikoz jsou Fizené centralné na Urovni PMI, tudiz tyto
polozky nejsou vykazovany podle segmentd, protoze v této
strukture nejsou pravidelné poskytovdny management tymu
Skupiny.

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

3.2 Capital management

The Group’s objectives when managing capital are to safeguard
the Group’s ability to continue as a going concern in order to
provide returns for shareholders. In order to maintain or adjust
the capital structure, the Group may adjust the amount

of dividends paid to shareholders, issue new shares or sell
assets to reduce debt.

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

3.3 Fair value estimation

The fair value of financial instruments traded in active markets
is based on quoted market prices as at the balance sheet

date. The fair value of financial instruments that are not traded
in an active market is determined by using valuation techniques.
The Group makes assumptions that are based on market
conditions existing as at each balance sheet date. The carrying
amounts of current financial assets and current financial
liabilities are assumed to approximate their fair values.

The 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.

4. Segment reporting

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

The Group’s management team monitored performance

of the Group with reference to the geographical areas
covered by the Group’s operations. Following the operating
model change in Production as of January 1, 2015 the Group’s
management started to monitor performance with reference
to the type of business activity in combination with

the geographical area. In line with this change the Group’s
reportable segments as of 2015 are the Manufacturing Service
related activities and the Distribution related activities further
allocated by markets to Czech Republic and Slovak Republic.

For the decision making and resource allocation purposes

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

Information about total assets by segment is not disclosed
because such information is not reported to or used
by the Group’s management team.
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Vysledky segmentd za rok koncici 31. 12. 2019 maji tuto
strukturu:

Ceska
republika
(distribuce)

Slovenska
republika
(distribuce)

Vyrobni
sluzby

(v milionech K¢)

The segment results for the period ended December 31, 2019
are as follows:

Hrubé trzby 12 685 4530 0 17215
Mezi-

segmentové -2 550 (¢] 0 -2 550
trzby

Poskytované 76 0 2351 2427
sluzby

Externi trzby 10 211 4 530 2 351 17 092
Manazersky 6 233 2899 1762 10 894
hruby zisk

Manazersky 3057 1553 388 4998

provozni zisk

Vysledky segmentd za rok koncici 31. 12. 2018 maji tuto
strukturu:

Ceska Slovenska

republika republika Vyrobni
(v milionech K¢) (distribuce) (distribuce) sluzby
Hrubé trzby 10 355 3753 0] 14 108
Mezi-
segmentové -2 371 (¢] 0 -2 371
trzby
Poskytované 64 0 2281 2345
sluzby
Externi trzby 8 048 3753 2 281 14 082
Manazersky 5762 2624 1726 10112
hruby zisk
Manazersky 2892 1477 438 4807

provozni zisk

Odsouhlaseni manazerského hrubého zisku na celkovy hruby
zisk je nasleduijici:

(v milionech K¢) 31.12. 2019 31.12. 2018
Manazersky hruby zisk 10 894 10 112
Licencni poplatky -728 -712
Fixni vyrobni ndklady -1457 -1397
Hruby zisk 8 709 8 003

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

Czech Slovak

Republic Republic Manufactur-
(in CZK million) (Distribution) (Distribution) ing Service Total
Total gross
segment 12 685 4 530 - 17 215
revenues
Inter-segment (2 550) _ - (2550)
revenues
services 76 - 2351 2427
provided
Satemal 10 21 4530 2351 17092
revenues
Management 6233 2899 1762 10 894
gross profit
Management
profit from 3057 1553 388 4 998
operations

The segment results for the period ended December 31, 2018
are as follows:

Czech Slovak

Republic Republic Manufactur-
(in CZK million) (Distribution) (Distribution) ing Service
Total gross
segment 10 355 3753 - 14 108
revenues
Inter-segment 237 _ - @371
revenues
services 64 - 2281 2345
provided
Satsmal 8 048 3753 2281 14082
revenues
Management 5762 2624 1726 1012
gross profit
Management
profit from 2892 1477 438 4 807
operations

A reconciliation of management gross profit to gross profit is
provided as follows:

(in CZK million) December 31, 2019 December 31, 2018

Management gross profit 10 894 10 112
Royalties (728) (712)
Fixed manufacturing expenses (1457) (1397)
Gross profit 8 709 8 003

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.
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Odsouhlaseni manazerského provozniho zisku na celkovy zisk
pred zdanénim je nasledujici:

(v milionech K¢) 31.12. 2019 31.12. 2018
Manazersky provozni zisk 4 998 4 807
2§‘t22t|'évynosy (+) / ndklady 13 a8
Urokové vynosy 98 29
Urokové naklady -42 -18
Zisk pred zdanénim 5067 4 800

Odpisy, amortizaci a snizeni hodnoty zahrnuté v manazerském
provoznim zisku lze rozdélit do jednotlivych segmentl
v roce 2019 a 2018 nasledovné:

Ceska Slovenska
republika republika  Vyrobni
(v milionech K¢) (distribuce) (distribuce) sluzby Celkem
2019 60 34 846 940
2018 18 8 784 810

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

(v milionech K¢&) 31.12. 2019 31.12. 2018
Prodej zbozi 14 665 n737
Prodej sluzeb 2427 2 345
Celkem 17 092 14 082
Analyza trzeb podle okamziku vykazani:

(v milionech K¢) 31.12. 2019 31.12. 2018
Trzby Yykazane v okamziku 14 665 11737
dodani

Trzby vykazané v prlbéhu ¢asu 2427 2 345
Celkem 17 092 14 082

Skupina klasifikuje trzby podle okamziku vykazani podle IFRS 15
od roku 2018.

Trzby od zdkaznikd nebo skupin zdkaznikd pod spole¢nou
kontrolou prevysujici 10 % celkovych trzeb Skupiny: trzby

ve vysi 5188 miliont K& (2018: 4 027 miliond K&) z prodeje
jednomu zékaznikovi jsou zahrnuty v segmentu Ceska
republika (distribuce) a trzby ve vysi 2 351 milion K&

(2018: 2 281 milion’ K&) z prodeje spole¢nostem ve skupiné PM|
jsou zahrnuty v segmentu Vyrobni sluzby.

Hodnota dlouhodobych aktiv, jinych nez odlozena danova
pohledavka a ostatni finanéni aktiva, umisténych v Ceské
republice je 3 843 milionl K¢&, z ¢ehoz ¢astka 3 643 miliond K&
se vyuziva k podpore aktivit souvisejicich s vyrobnimi
sluzbami (k 31.12. 2018: 4 137 miliond K&) a 200 miliond K&

k podpore aktivit souvisejicich s distribuci zbozi (k 31.12. 2018:
28 miliond K¢&) a hodnota téchto aktiv, podporujicich pouze
aktivity souvisejici s distribuci zbozi, umisténych ve Slovenské
republice, je 104 miliont K& (k 31.12. 2018: 17 miliond K&).

A reconciliation of management profit from operations to profit
before income tax is provided as follows:

(in CZK million)
Management profit from

December 31, 2019 December 31, 2018

operation 4 998 4 807
Qe opsrato ncome/ :
Interest income 98 29
Interest expense 42) 18)
Profit before tax 5 067 4 800

Depreciation, amortization and impairment charge included
in management profit from operations allocated to individual
segments in 2019 and 2018 is as follows:

Czech Slovak
Republic Republic Manufactur-
(in CZK million) (Distribution) (Distribution) ing Service
2019 60 34 846 940
2018 18 8 784 810

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

(in CZK million) December 31, 2019 December 31, 2018

Sales of merchandise 14 665 n737
Sales of services 2427 2 345
Total 17 092 14 082
Revenue analysis by timing of revenue recognition:

(CZK million) 31.12. 2019 31.12. 2018
Sales' reported at time 14 665 1737
of shipment

Revenues reported over time 2427 2 345
Total 17 092 14 082

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 5188 million (2018: CZK 4 027 million)
derived from one customer is included in segment Czech
Republic (distribution) and revenue of CZK 2 351 million
(2018: CZK 2 281 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 3 843 million from which CZK 3 643 million

is used to support Manufacturing service related activities

(at December 31, 2018: CZK 4 137 million) and CZK 200 million
to support Distribution related activities (at December 31,

2018: CZK 28 million) and those located in Slovak Republic
supporting only Distribution activities is CZK 104 million

(at December 31, 2018: CZK 17 million).
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5. Pozemky, budovy a zaFizeni

Pozemky,
budovy
a stavby

(v milionech K¢)

K11 2018

Dopravni
prostiedky,
stroje

a zarfizeni

Inventar
a vybaveni

Poftizeni
aktiv

a poskyt-
nuté
zalohy

Celkem

5. Property, plant and equipment

Property,
Buildings
& Const-

(in CZK million) ructions

As at January 1, 2018

Vehicles &
Machinery
Equipment

Furniture
& Fixtures

Const-
ructions

in progress
& Advances
paid

Total

Pofizovaci cena 2145 7 009 52 497 9703 Cost 2145 7 009 52 497 9703
Opravky Accumulated
a snizeni -1591 -3 812 -44 O -5447 depreciation 591 (3812) 44) - (5447)
hodnoty and impairment
AELUST 554 3197 8 497 4256 Net carrying 554 3197 8 497 4256
hodnota amount
Rok koncici 31. 12. 2018 Year ended December 31, 2018
Pocatec¢ni Opening
zUstatkova 554 3197 8 497 4 256 net carrying 554 3197 8 497 4 256
hodnota amount
PFirlstky Additions cost 36 349 15 351 751
V porizovaci 36 349 15 351 751 Disposal
cene net carrying - (134) - - (134)
Vyrazeni amount
\% sttatkové (e] -134 0] (¢] -134 Transfers* 14 328 1 (343) -
hodnoté o iati
epreciation
Prevody” 14 328 1 -343 0O crrge (89)  (603) @ - (696)
Odpisy -89 -603 -4 0  -696 Al
Koneéna carrying 515 3137 20 505 4177
zustatkova 515 3137 20 505 4177 amount
ol As at December 31, 2018
K 31. 12. 2018 Cost 2194 7248 64 505 10 OM
Pofizovaci cena 2194 7248 64 505 100M Accumulated
Opravky depreciation (1679) “@nn 44) - (5834)
a snizeni -1679 -4 -44 O -5834 and impairment
hodnoty :
ZUstatkova :;::flirtrymg =D F1k/ Ao ela b
(e e 515 3137 20 505 4177
Year ended December 31, 2019
Rok konéici 31. 12. 2019 Opening
Pocatecni net carrying 515 3137 20 505 4177
zUstatkova 515 3137 20 505 4177 amount
hodnota Additions cost 27 327 L 25 390
PFirGstky Disposal
v potizovaci 27 327 m 25 390 net carrying . 237 . - @3
cene amount
Vyfazeni Transfers* 14 366 2 (382) -
v zUstatkové 0 -237 (e} 0 -237 b —
hodnoté Cfaprgeec'at'm (85)  (640) (6) - (73D
Prevody* 14 366 2 -382 o N
- Closing net
Odpisy -85 640 -6 Y -731 carrying an 2953 27 148 3599
Konecna amount
zhstatkova 47 2953 27 148 3599 ¢ .ipecember 31, 2019
hodnota
Cost 2226 7168 67 148 9609
K 31.12. 2019
= - Accumulated
Porizovaci cena 2 226 7 168 67 148 9 609 depreciation (1755) (4 215) 40) - (6 010)
Opravky and impairment
a snizeni -1755 -4 215 -40 O -6010 =
hodnoty Rlet carrving 471 2953 27 148 3599
Zustatkova
hodnota 4n LR 27 Lol cht) * Transfers represent capitalization of PP&E from construction in progress

* Prevody pfedstavuji zafazeni pofizeného dlouhodobého hmotného
majetku a poskytnutych zaloh do pouzivani.

Béhem sledovaného obdobi Skupina vyradila nékteré stroje
a zarizeni, které identifikovala jako dale nepotfebné, a schvalila
jejich vyfazeni v hodnoté 96 miliond K& (2018: 103 milionl K&).

Veskeré vydaje na porizeni dlouhodobych aktiv byly
financovany z vlastnich zdrojd Skupiny.

and advances paid.

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 96 million (2018: CZK 103 million).

All investments in property, plant and equipment were financed
by the Group’s own resources.
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6. Snizeni hodnoty pozemku, budov a zafizeni

V roce 2019 Skupina provéfila zlstatkovou hodnotu zafizeni.

V dUsledku této revize nebylo vykdzano zadné snizeni hodnoty
dlouhodobych aktiv. V roce 2018 nebylo vykazano zadné snizeni
hodnoty dlouhodobych aktiv.

6. Impairment of property, plant and equipment

In 2019 the Group revised the net book value of equipment.
As a result of this revision, there was no impairment loss
recognized in 2019. There was no impairment loss recognized
in 2018.

7. Zasoby 7. Inventories

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31, 2019 December 31, 2018
Material 81 122 Materials 81 122
Zbozi 1593 1003 Merchandise 1593 1003
Celkem 1674 1125 Total 1674 1125

Porizovaci ndklady na zasoby vykazané v konsolidovaném

vykazu Uplného vysledku roku 2019 jako ndklad a zahrnuté
v polozce Naklady na prodané zbozi ¢inily 6 198 milionl K&
(2018: 3 970 milionl K&).

8. Obchodni a ostatni financni pohledavky
a ostatni nefinanéni aktiva

The cost of inventories recognized as an expense

in Consolidated statement of comprehensive income

in 2019 and included in costs of goods sold amounted to
CZK 6 198 million (2018: CZK 3 970 million).

8. Trade and other financial receivables
and other non-financial assets

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Obchodni a ostatni finanéni pohledavky Trade and other financial receivables

Treti strany v nabéhlé hodnoté 1436 1388 Third parties at amortized cost 1436 1388
Spfiznéné strany 83 722 Related parties 83 722
Celkem 1519 2110 Total 1519 2110
Ostatni nefinan¢ni aktiva Other non-financial assets

Ostatni aktiva - spotfebni dan 2 645 2792 Other assets - excise tax 2 645 2792
Placené zalohy 26 35 Prepayments 26 35
Celkem 2671 2827 Total 2671 2827
Ostatni dlouhodoba financni aktiva Other non-current financial assets

Ostatni finan¢ni aktiva 108 107 Other financial assets 108 107
Celkem 108 107 Total 108 107

9. Penézni prostfedky a penézni ekvivalenty

9. Cash and cash equivalents

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Uéty v bance 1276 2161 Cash at banks 1276 2161
Kratkodobé pljcky spFiznénym On-demand deposits with 5155 2409
strandm splatné na pozadani 5155 3409 related parties (see Note 26)

(viz bod 26) Total 6 431 5570
Celkem 6 431 5570

Kratkodobé pujcky spfiznénym strandm splatné na pozadani
predstavuji Urocené kratkodobé pujcky. Analyza kratkodobych
pohledavek za spfiznénymi stranami je uvedena v bodé 25.

On-demand deposits with related parties are interest bearing
short-term loans - see Note 25 for the analysis of short-term
receivables from related parties.
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Penézni prostfedky a penézni ekvivalenty a debetni zUstatky
na bankovnich uc¢tech pro ucely sestaveni konsolidovaného
vykazu penéznich tokd jsou nasledujici:

(v milionech K¢) 31.12. 2019 31.12. 2018
Pen'eznl prostfedky a penézni 6 431 5570
ekvivalenty

Celkem 6 431 5570

10. Zakladni kapital

Zakladni kapital Spole¢nosti pfedstavuje 2 745 386 kusU akcii
v nominalni hodnoté 1 000 K¢ a je plné splacen. V pribéhu
predchazejicich dvou let nedoslo k zadnym zméndm

v zdkladnim kapitdlu a poctu nebo druhu akcii.

Zakladni kapitadl Spolec¢nosti je rozvrzen na:

Pocet akcii Hodnota v K&

Neregistrované kmenové listinné

. e 831688 831688 000
akcie na jméno
Registrované kmenove 1913698 1913 698 000
zaknihované akcie na jméno
Akcie celkem 2 745 386 2 745 386 000

Identifikacni oznaceni akcii Spole¢nosti podle mezinarodniho
systému cCislovani je ISIN: CS0008418869.

Prava a povinnosti akcionard stanovi pravni predpisy a stanovy
Spolec¢nosti, pricemz vSem akciim prislusi stejna prava
a povinnosti.

Opravnéni viastnici akcii maji pravo podilet se na rozhodovani
na valné hromadé. Na valné hromadé maji akcionari pravo
hlasovat, pravo pozadovat a dostat vysvétleni ohledné
zalezitosti tykajicich se Spole¢nosti i zalezitosti tykajicich se
osob ovladanych Spolec¢nosti a uplatinovat navrhy a protindvrhy.

Hlasovaci prava jsou spojena se vSemi akciemi vydanymi
Spole¢nosti a mohou byt omezena nebo vyloucena pouze

v pfipadech stanovenych zakonem. Spole¢nost si neni védoma
zadného omezeni nebo vylouceni hlasovacich prav k akciim,
které emitovala, nad rdmec omezeni a vylouceni hlasovacich
prav stanovenych zakonem.

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

Pri zruseni Spolecnosti s likvidaci maji akcionari pravo na podil
na likvida¢nim zUstatku.

Akcionari jsou povinni splatit emisni kurz a pripadné emisni azio
jimi upsanych akcii.

Spole¢nost nevydala zadné cenné papiry se zvIastnimi pravy,
pouze kmenové akcie zminéné vyse.

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

December 31, 2019 December 31, 2018
6 431 5570
6 431 5570

(in CZK million)
Cash and cash equivalents
Total

10. Registered capital

The Company’s registered capital of 2 745 386 shares has

a nominal value of CZK 1 000 per share and is fully paid.

No changes in the registered capital or the number and type
of shares have occurred during the last two years.

The registered capital is allocated as follows:

Number of shares Value in CZK

Unregistered ordinary shares

certificated 831688 831688 000
Reglstergd‘ordlnary shares 1913 698 1913 698 000
dematerialized

Total ordinary shares 2 745 386 2 745 386 000

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

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 liguidation estate.

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

The Company has not issued any securities with special rights
excluding ordinary shares described above.
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Akcie Spolec¢nosti jsou prijaty k obchodovani na verejném trhu
organizovaném Burzou cennych papird Praha, a.s., a spole¢nosti
RM-SYSTEM, ¢eskd burza cennych papir a.s. Vefejnosti bylo

k 31.12. 2019 drzeno 2 745 386 kusU akcii, z toho 77,6 % bylo
drzeno spolec¢nosti Philip Morris Holland Holdings B.V.

711. Obchodni a ostatni finanéni zavazky a ostatni

nefinanéni zavazky
(v milionech K¢) 31.12. 2019 31.12. 2018
Obchodni a ostatni finanéni zavazky
Treti strany 221 233
Ostatni spriznéné strany 1072 137
Dohadné ucty pasivni 752 714
Nevyplacené dividendy 5 5
Ostatni finan¢ni zavazky 257 [0}
Celkem 2307 1089
Ostatni nefinanéni zavazky
Zavazky vuci zaméstnancim 163 130
Zavazky ze socidlniho
zabezpeceni a zdravotniho 76 62
pojisténi
Prijaté zalohy [0} 17
Vynosy pristich obdobi 10 15
Ostatni zavazky 1 1
Celkem 250 225

Zavazky vyplyvajici z transakci mezi spfiznénymi stranami jsou
popsany v bodé 25.

12. Zapocteni financnich aktiv a financnich
zavazkd

Obchodni
a ostatni financni
pohledavky

Obchodni
a ostatni financni
zavazky

Ucetni hodnota k 31. 12. 2019
(v milionech K¢)

Brutto hodnota vykazanych

finan&nich aktiv/pasiv 1888 2676
Brutto hodnota vykazanych

finan¢nich pasiv/aktiv -369 -369
zapoctenych v rozvaze

Net_to hod,nota, finanénich aktiv/ 1519 2307
pasiv vykdzanych v rozvaze

Netto hodnota 1519 2307

Obchodni
a ostatni finan¢ni
pohledavky

Obchodni
a ostatni financni
zavazky

Uéetni hodnota k 31. 12. 2018
(v milionech K¢)

Brutto hodnota vykazanych

finan¢nich aktiv/pasiv 2336 1315

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,
Ceskd burza cennych papirl a.s. As at December 31, 2019,

2 745 386 shares were publicly held, out of which 77.6% were
held by the company Philip Morris Holland Holdings B.V.

11. Trade and other financial liabilities and other
non-financial liabilities

(in CZK million) December 31, 2019 December 31, 2018
Trade and other financial liabilities

Third parties 221 233
Other related parties 1072 137
Accrued expenses 752 714
Dividends payable 5 5
Other financial liabilities 257 -
Total 2 307 1089
Other non-financial liabilities

Amounts due to employees 163 130
ﬁgﬁlra;nsceecurlty and health 76 62
Received deposits - 17
Deferred revenues 10 15
Other liabilities 1 1
Total 250 225

Trade payables to related parties are disclosed in Note 25.

12. Offsetting financial assets and financial
liabilities
Trade and

other financial
receivables

Carrying amount

as at December 31, 2019
(in CZK million)

Gross amounts of recognized

Trade and other
financial payables

financial assets / liabilities 1888 2676
Gross amounts of recognized

financial liabilities / assets set (369) (369)
off in the balance sheet

Net amounts of financial

assets / liabilities presented 1519 2 307
in the balance sheet

Net amount 1519 2307

Trade and
other financial
receivables

Carrying amount

as at December 31, 2018
(in CZK million)

Gross amounts of recognized

Trade and other
financial payables

Brutto hodnota vykazanych
financnich pasiv/aktiv -226 -226
zapoctenych v rozvaze

Netto hodnota finanénich aktiv/
pasiv vykadzanych v rozvaze

Netto hodnota

2110 1089

2110 1089

financial assets / liabilities 2336 1315
Gross amounts of recognized

financial liabilities / assets set (226) (226)
off in the balance sheet

Net amounts of financial

assets / liabilities presented 210 1089
in the balance sheet

Net amount 2110 1089
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13. Ostatni danové zavazky

13. Other tax liabilities

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31, 2019 December 31, 2018
Dan z pridané hodnoty 358 230 VAT 358 230
Spotrebni dan 3247 4179 Excise tax 3247 4179
Ostatni dané 20 17 Other taxes 20 17
Celkem 3625 4 426 Total 3625 4 426

14. OdlozZend dan z pFijmu

Odlozené danové pohleddvky a zavazky jsou vzajemné
kompenzovany, pokud existuje ze zakona vymahatelné pravo
kompenzace splatnych danovych pohledavek proti splathnym
danovym zavazkdm a pokud se odlozena dan vztahuje

ke stejnému finan¢nimu Uradu.

Kompenzované ¢astky jsou nasledujici:

(v milionech K¢&) 31.12. 2019 31.12. 2018
Odlozena danova' pohledavka - 44 35
nekompenzovana
OdloZena danova pohledavka 44 35
Odlozena danova pohledavka -

- 58 61
ke kompenzaci
Odlozeny danovy zavazek -288 -291
OdloZeny daiiovy zavazek - -230 -230

kompenzovany

OdlozZena danova pohledavka

- Odlozena danova pohledavka
s oCekavanou realizaci 100 89
do 12 mésicu

- Odlozena danova pohledavka

s oCekavanou realizaci za vice 2 7
nez 12 mésicu
Odlozena danova pohledavka 102 96
celkem

OdlozZeny danovy zavazek

- Odlozeny danovy zavazek, ktery

ma byt vyrovnan za vice nez -288 -291
12 mésicu
OdlozZeny danovy zavazek 288 -201
celkem

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

(v milionech K¢) 2019 2018
K,1' 1. - Odlozeny cCisty danovy 195 164
zavazek

Zauctovani do zisku nebo ztraty 9 -31

K 31. 12. - OdloZeny ¢Cisty

dafiovy zavazek gl=s AEE

14. Deferred income tax

Deferred income tax assets and liabilities are offset when there
is a legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred income taxes relate
to the same fiscal authority.

The offset amounts are as follows:

(in CZK million) December 31,2019 December 31, 2018

Deferred tax assets not offset 44 35
Deferred tax assets 44 35
Deferred tax assets offset 58 61
Deferred tax liabilities (288) (291
Deferred tax liability net (230) (230)
Deferred tax assets
- Deferred tax assets to be
recovered within 12 months 100 89
- Deferred tax asset to be
recovered after more than 2 7
12 months
Total deferred tax assets 102 96
Deferred tax liabilities
- Deferred tax liabilities to be
recovered after more than (288) (291
12 months
Total deferred tax liabilities (288) (291)

The gross movement in the deferred income tax is as follows:

(in CZK million) 2019 2018
January 1 - Deferred tax

liability net 195 a4
Charge to profit or loss 9 3D
December 31 - Deferred tax

liability net a8e) (195)
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Zmény odlozenych danovych pohledavek a zavazkU (pred
kompenzaci zlstatkd v rémci téze danové jurisdikce) v daném
obdobi byly nasledujici:

Odlozeny danovy zavazek (v milionech K¢)

Zrychlené danové odpisy

K1.1. 2018 -262

Zauctovani do zisku nebo ztraty -29

K 31.12. 2018 =291

Zauctovani do zisku nebo ztraty 3

K 31.12. 2019 -288
S " Eliminace

Odlozer,‘a danova Snizeni nerealizo-

pohledavka hodnoty Uhrady vaného

(v milionech K¢&) zésob akciemi zisku Ostatni Celkem

K1.1.2018 28 8 18 44 98

Zauctovani

do zisku nebo o] 0] -5 3 -2

ztraty

K 31.12. 2018 28 8 13 47 96

Zauctovani

do zisku nebo -8 2 -2 14 6

ztraty

K 31.12. 2019 20 10 n 61 102

S U¢innosti od 1. 1. 2010 plati v Ceské republice sazba 19%
pro stanoveni splatné i odlozené dané.

S Ucinnosti od 1. 1. 2017 plati ve Slovenské republice sazba 21%
pro stanoveni splatné i odlozené dané.

15. Druhové &lenéni ndgkladu - doplriujici informace

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

Deferred tax liabilities (in CZK million) Accelerated tax depreciation

As at January 1, 2018 (262)
Charge to profit or loss 29
As at December 31, 2018 (291)
Charge to profit or loss 3
As at December 31, 2019 (288)

Provisions Share- Unrealized
Deferred tax assets for based profit
(in CZK million) inventories payments elimination Other Total
As at January 1,
2018 28 8 18 44 98
Credit to profit
or loss ® 3 @
As at December 31,
2018 28 8 13 47 96
Credit to profit
or 10ss (8) 2 (@) 14 6
As at December 31, 20 10 n 61 102

2019

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

Effective from January 1, 2017, the rate of 21% is used for

calculation of corporate income tax and deferred tax
in the Slovak Republic.

15. Expenses by nature - additional information

(v milionech K¢) 2019 2018
Zmeény stavu zasob 821 380
Aktivace 1 a1 (in CZK million) 2019 2018
Spotieba materidlu, energie Changes in inventories
a%rodané 7bo3i 9 5172 3412 of merchandise 821 380
Sluzby 2854 2635 Own work capitalized (¢)) m
Licenéni poplatky 728 712 Raw materials, cons_umables 5172 3412
NaKlad sot used and merchandise sold
aklady na zaméstnance -

a zaméstnanecké pozitky 1362 1225 Services 2854 2635
Odpisy, amortizace a snizeni 940 810 Royalties 728 712
hodnoty Employee benefits expense 1362 1225
Ostatni 203 102 Depreciation, amortization and

h ) h 940 810
Néklady na prodané zbozi, impairment charge
odbytové a administrativni 12 079 9 275 Other 203 102

naklady

Costs of goods sold,
distribution and
administrative expenses

12 079 9 275
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16. Naklady na zaméstnance a zaméstnanecké
poZitky

(v milionech K¢) 2019 2018

Mzdové naklady, véetné

nakladl souvisejicich

s ukoncenim pracovniho 984 878
poméru ve vysi 59 miliond K&

(2018: 36 miliont K&)

Naklady na socidlni zabezpeceni

a zdravotni pojisténi ns ns
Penzijni néklady - plany

definovanych prispévki 202 180
Uhrady védzané na akcie 8 7
Ostatni socidlni naklady 50 47
Celkem 1362 1225

K 31.12. 2019 méla Skupina 1 367 zaméstnancU, z toho
147 zaméstnancUl pracujicich ve Philip Morris Slovakia s.r.o.
ve Slovenské republice (2018: 1 353, ve Slovenské republice 135).

Na zakladé zakona Skupina odvadi prispévky na socialni

a dichodové zabezpeceni, zdravotni pojisténi a prispévek
na statni politiku zaméstnanosti. Prispévky za rok 2019
Cinily pramérné 33% (2018: 33%) z objemu hrubych mezd.
Skupina neni povinna platit dalsi pfispévky nad rédmec
zadkonnych odvodu.

Skupina dale poskytuje svym zaméstnancim doplnkové penzijni
pripojisténi formou pfispévkd nezavislym penzijnim fonddm
na zakladé schvaleného penzijniho planu Skupiny.

Principy zaméstnanosti a odménovani jsou feseny kolektivni
smlouvou. Pfi kolektivnim vyjednavani probiha kontrola
dodrzovani pracovné pravnich predpist ve Skupiné.

17. Rezervy na kratkodobé zavazky

K 31.12. 2019 ani 31. 12. 2018 vedeni Skupiny neidentifikovalo
zadné plany tykajici se organizacni restrukturalizace.

K 31.12. 2019 Skupina vytvofila rezervu na odmeénu pri
pracovnich a zZivotnich vyrocich a na odménu pfi odchodu

do dlchodu ve vysi 14 milionl K& (2018: 15 miliont K¢&). Narok
na tyto odmeény vyplyva z platné kolektivni smlouvy.

16. Employee benefits expense

(in CZK million) 2019 2018

Wages and salaries, including
termination benefits of CZK 59 984 878
million (2018: CZK 36 million)

Social security and health

; 18 n3
insurance

Pen5|_on c_osts - defined 202 180
contribution plans

Share-based payments 8 7
Other employee-related costs 50 47
Total 1362 1225

As at December 31, 2019, the Group employed 1367 employees,
out of which 147 were employed by Philip Morris Slovakia s.r.o0.
in the Slovak Republic (2018: 1 353, in the Slovak Republic 135).

The Group is legally required to make contributions to
government health, pension and unemployment schemes.
During 2019, the Group paid contributions at an average rate

of 33% of gross salaries (2018: 33%) 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.

17. Provisions for current liabilities

As at December 31, 2019 and December 31, 2018 Management
of the Company did not identify any plans related to
the organizational restructuring.

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 14 million as at December 31, 2019 (2018: CZK 15 million).
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18. Ostatni provozni vynosy

(v milionech K¢) 2019 2018

18. Other operating income

(in CZK million) 2019 2018

Kurzové zisky 72 83 Foreign exchange rate gains 72 83
Zisk} prc?deje pozemkdl, budov 40 4 Gains on sale of PP&E 40 4
a zarizeni Gain on sale of material 1 -
Zisk z prodeje materialu 1 0 Other income - 3
Ostatni vynosy Y 3 Total 13 920
Celkem 13 90

19. Ostatni provozni naklady

19. Other operating expense

(in CZK million) 2019 plo)t:
(v milionech K¢&) 2019 2018 Foreign exchange rate losses 80 83
Kurzové ztraty 80 83 Bank charges 7 12
Bankovni poplatky 7 12 Loss on sales of PP&E 3 -
Ztréta z prodeje pozemk, 3 0 Other expense 10 13
budov a zafizeni Total 100 108
Ostatni naklady 10 13
Celkem 100 108

20. Net profits and losses from financial
<. .. . , .. . ‘o instruments
20. Cisté zisky a ztraty z finanénich nastroju
— 2019 Cash
2019 Penézni (in CZK million)  Receivables equivalents Payables Total
(v milionech K¢) Pohledavky ekvivalenty Zavazky Celkem .
- Foreign 13 9 50 72

Kurzové zisky 13 9 50 72 exchange gain
Urokovy vynos 8 97 o 97 Interest income - 97 - 97
Kurzové ztrat -16 -18 -46 -80 i
o 2y Foreign ) a8) “46)  (80)
Urokovy naklad 0 -42 0 -42 exchange losses
Cisté zi Interest expense - 42 — 42
Cls!:e zisky (+) / 3 46 4 47 t p (42) 42)
ztraty (-) Net gain / (loss) 3) 46 4 47
2018 Penézni 2018 Cash
(v milionech K&)  Pohledavky ekvivalenty Zavazky Celkem (in CZK million)  Receivables equivalents Payables Total
Kurzové zisk 18 4 61 83 i
: - 25 Foreign = 18 4 61 83
Urokovy vynos 0 29 0 29 exchange gain
Kurzové ztraty 17 -5 -61 -83 - 29 - 29
Urokovy naklad 0 -18 0 -18 Foreign
= . exchange losses an ® 6D (83)
Cisté zisky (+) / 1 10 o n
ztraty (-) Interest expense - 8) - 18)

Net gain / (loss) 1 10 - n

21. Dan z pFijma 21. Income tax expense

(v milionech K¢) 2019 ployt:} (in CZK million) 2019 2018
Splatna dan -1054 -933 Current tax (1054) (933)
Odlozena dan (viz bod 14) 10 -31 Deferred tax (Note 14) 10 3N
Celkem -1044 -964 Total (1044) (964)

Sazba dané z pfijm@ v Ceské republice pro rok 2019 a 2018 byla
zdkonem stanovena ve vysSi 19 %.

Sazba dané z pfijmU ve Slovenské republice pro rok 2019 a 2018
byla zakonem stanovena ve vysi 21%.

The statutory income tax rate in the Czech Republic for
the 2019 and 2018 assessment periods was 19 %.

The statutory income tax rate in the Slovak Republic for
the 2019 and 2018 assessment period was 21%.

~
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Dan ze zisku Skupiny pred zdanénim se liSi od teoretické ¢astky,
kterd by vznikla pouzitim pfislusnych danovych sazeb na zisky
Skupiny, takto:

The tax on the Group’s profit before taxes differs from
the theoretical amount that would arise upon using the tax rate
applicable to profits of the Group as follows:

(v milionech K¢) 2019 plo)t:] (in CZK million) 2019 plo)t:]
Ucetni zisk pred zdanénim 5 065 4 800 Profit before tax 5 065 4 800
Platna sazba dané z pFijma 19% 19% Applicable tax rate 19% 19%
Teoreticka daii z ti€etniho zisku -962 -912 Tax calculated at local tax
pied zdanénim rate applicable to profit (962) (912)
Naklady neodpogitatelné pro before tax
LT =77 -46 .

danové ucely Expenses not deductible for

t 77) 46)
Danové upravy pfedchoziho 4 o ax purposes
roku Tax adjustment of prior year 4) -
Ostatni -1 -6 Other m ®)
Daii z pFijmu celkem -1044 -964 Tax charge (1044) (964)

22. Zisk na akcii

Zakladni a zfredény ukazatel zisku na akcii je vypocteny
jako podil zisku pripadajiciho na osoby drzici vliastni kapital
Spolec¢nosti k poctu kmenovych akcii v ob&hu béhem roku.

2019 2018

Zisk pripadajici akcionaram

22. Earnings per share

Basic and diluted earnings per share are calculated by dividing
the net profit attributable to shareholders of the Company
by the number of ordinary shares in issue during the year.

2019 2018

Income attributable to

(v milionech K&) 4020 3835 shareholders (in CZK million) 4020 3835
Pocet akcii v obéhu za dané Number of ordinary shares

obdobi (v tisicich kusti) 2745 2745 i lissue (in thousands) 2745 2745
Zisk na akcii v K& 1464 1397 Basic earnings per share 1464 1397

23. Rozdéleni zisku

Valnd hromada akcionard Spole¢nosti schvalila v dubnu 2019
a v dubnu 2018 vyplatu dividend ve vysi 4 393 miliond K&
(1 600 K¢ na akcii), respektive 2 965 milionl K& (1 080KE na akcii).

Kromé dividend vyplacenych spole¢nosti Philip Morris

CR a.s. vyplatila spoleénost Philip Morris Slovakia s.r.o.
vlastnikovi mensinového podilu dividendu ve vysi 1T milionu K¢
(2018: 0,6 milionu K¢&).

O tom, zda a v jaké vysi bude vyplacena dividenda za Ucetni
obdobi 2019, rozhodnou akcionafi na rddné valné hromade,
kterd se kona dne 24. 4. 2020.

24. Potencialni zavazky

Skupina neni Uc¢astna zadnych soudnich, spravnich nebo
rozhodcich fizeni, kterd by méla nebo mohla mit vyznamny vliv
na finanéni situaci Skupiny.

Finan¢ni Urad proved| danové kontroly vSsech zdanovacich
obdobi az do roku 2008 veéetné v Ceské republice a az

do roku 2005 vcetneé ve Slovenské republice. Financni

urady mohou provést danovou kontrolu do tfi let od konce
pfislusného zdanovaciho obdobi v Ceské republice a do péti let
ve Slovenskeé republice a mohou domérit danovou povinnost

a prislusné penale. Vedeni Skupiny si neni védomo zadnych
skutecnosti, které by v tomto ohledu mohly vést k dodate¢nému
vyznamnému danovému zavazku Skupiny.

in CZK

23. Profit distribution

The dividends approved by the Annual General Meeting

in April 2019 and April 2018 were CZK 4 393 million (CZK 1600
per share) and CZK 2 965 million (CZK 1 080 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 1 million (2018: CZK 0.6 million).

Disbursement of dividends from the 2019 results will be decided
at the Annual General Meeting scheduled for April 24, 2020.

24. Contingent liabilities

The Group does not have any pending legal, administrative
or arbitration proceedings that had or might have a substantial
effect on the financial situation of the Group.

The tax authorities have carried out full-scope tax audits

of the Group up to the year 2008 in the Czech Republic and

up to the year 2005 in the Slovak Republic. The tax authorities
may at any time inspect the books and records within 3 years
subsequent to the reported tax year in the Czech Republic

and within 5 years in the Slovak Republic, and may impose
additional tax assessments and penalties. The Group’s
management is not aware of any circumstances which may give
rise to a potential material liability in this respect.
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25. Transakce se spFiznénymi stranami

Spfiznénymi stranami se rozumi Matefska spolec¢nost a ostatni
spolec¢nosti skupiny PMI (,,Ostatni spriznéné strany®), ¢lenové
predstavenstva, ¢lenové dozordéi rady a osoby blizké témto
Elentm.

Mezi spfiznénymi stranami byly uskute¢nény nasledujici
transakce:

a) Prodej zbozi a sluzeb spolecnostem skupiny PMI

(v milionech K¢g) 2019 2018
Prodej zbozi

Ostatni spfiznéné strany 47 (e}
Prodej materidlu

Ostatni spfiznéné strany 2 2
Prodej pozemkd, budov, zafizeni

Ostatni spfiznéné strany 192 31
Prodej sluzeb

Ostatni spfiznéné strany 2427 2 345
Prefakturace

Ostatni sptiznéné strany 12 24
Urokovy pFijem

Ostatni spfiznéné strany 88 26
Celkem 2768 2428
b)  Nakup zbozi a sluzeb od spoleénosti skupiny PMI

(v milionech K¢g) 2019 2018
Nékup zbozi a materidlu

Ostatni spfiznéné strany 6 130 3888
Nakup pozemkd, budov, zafizeni a nehmotnych aktiv

Ostatni spfiznéné strany 13 195
Nékup sluzeb

Ostatni spfiznéné strany 816 760
Licencni poplatky placené

Ostatni spfiznéné strany 728 712
Celkem 7 687 5555

c) Dividendy

Spolec¢nost v roce 2019 vyplatila spole¢nosti Philip Morris
Holland Holdings B.V. ¢astku v celkové vysi 3 408 miliond K&.
Dividendy vyplacené spole¢nosti Philip Morris Holland
Holdings B.V. v roce 2018 ¢inily 2 300 miliond K¢.

Kromé vyplacenych dividend Skupina neméla v prabéhu
predchozich dvou let zadné jiné transakce s Materskou

spolec¢nosti.

d)  Zustatky se spoleénostmi skupiny PMI

(v milionech K¢g) 31.12. 2019 31.12. 2018
Pohledavky za spriznénymi stranami

Ostatni spfiznéné strany 83 722
Zavazky vacéi spfiznénym stranam

Ostatni spfiznéné strany 1072 137
PUjcky poskytnuté

Ostatni spfiznéné strany 5155 3409

25. Related party transactions

The Group considers Parent company and other companies
of the PMI group of companies (“Other related parties™),
members of its Board of Directors, Supervisory Board and
parties close to such members of management to be related
parties.

The following transactions were carried out with related parties:

a) Sales of goods, merchandise and services to affiliates

within PMI
(in CZK million) 2019 po)t:]
Sales of merchandise
Other related parties 47 -
Sales of materials
Other related parties 2 2
Sales of PP&E
Other related parties 192 31
Sales of services
Other related parties 2427 2 345
Recharges
Other related parties 12 24
Interest Income
Other related parties 88 26
Total 2768 2428

b) Purchases of merchandise and services from affiliates
within PM/

(in CZK million) 2019 2018
Purchases of merchandise and materials

Other related parties 6 130 3888
Purchases of PP&E and intangible assets

Other related parties 13 195
Purchases of services

Other related parties 816 760
Royalties paid

Other related parties 728 712
Total 7 687 5555

c) Dividends

In 2019 Company paid to Philip Morris Holland Holdings B.V.
the total amount of CZK 3 408 million. The dividends paid
to Philip Morris Holland Holdings B.V. in 2018 amounted to
CZK 2 300 million.

Except for dividends there were no other transactions with
the Parent company during the last two years.
d) Balances with affiliates within PMI

(in CZK million)
Receivables from related parties

December 31, 2019 December 31, 2018

Other related parties 83 722

Payables to related parties

Other related parties 1072 137
Loans and deposits
Other related parties 5155 3409
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Pajcky spfiznénym strandm zahrnuji Uro¢ené kratkodobé
pujcky splatné na pozadani (cash pool) ve vysi 5 155 miliond K&
poskytnuté spole¢nosti Philip Morris Finance S.A. (2018:

3 409 milion K&). Véechny kratkodobé pUjcky jsou

v konsolidovaném vykazu finan¢ni pozice Skupiny k 31.12. 2019
a k 31.12. 2018 vykazany jako soucast penéznich prostiredkt

a penéznich ekvivalentd.

Bézna vyse Urokové miry z kratkodobé pujcky je stanovena
jako tydenni PRIBOR plus/minus marze odpovidajici trznim
podminkdm u puaj¢ek 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 pujc¢ek s obdobnou
délkou vkladu a likviditou.

Skutecna vyse Urokové miry zavisi na aktualni situaci

na penéznim trhu a druhu pUjéky. Pramérna vyse efektivni
Urokové miry z kratkodobych pulj¢ek v roce 2019 ¢&ini

1,5% p. a. (2018: 0,62% p. a.) v Ceské republice a 0,08% p. a.
(2018: 0,25% p. a.) ve Slovenskeé republice.

e) Odmény kli¢ovych é&lent vedeni

Odmény klicovych &lenl vedeni zahrnuji odmény &lenl
predstavenstva a dozorci rady za vykon funkce dle smlouvy

o vykonu funkce ¢lena predstavenstva, respektive dozorci rady.

Odmény ¢lenl vedeni, ktefi jsou zaméstnanci Skupiny nebo
spolec¢nosti skupiny PMI, se skladaji z odmény za vykon
funkce c¢lena predstavenstva, respektive dozorci rady, roéniho
platu, bonusu podle individudlniho vykonu, Uhrad akciemi

a ostatnich nepenézitych prijmu, jako jsou pouzivani firemniho
automobilu, prispévky na zavodni stravovani a prispévky

na penzijni pripojisténi, zivotni a Urazoveé pojisténi a pozitky
spojené s ukonc¢enim pracovniho pomeéru, jak je uvedeno nize.
Soucasti nepenéznich prijmua ¢lenl pfedstavenstva, respektive
dozorci rady, ktefi jsou zaméstnanci spole¢nosti Philip Morris
Services S.A. nebo jiné spolec¢nosti skupiny PMI, je navic uhrada
najemného a skolného.

Pozitky spojené s ukoncenim pracovniho poméru ¢lent
vedeni zaméstnanych Skupinou, kterym byla ddna vypovéd

z organizacnich nebo zdravotnich divodd podle § 52 pism.

a) az e) Zakoniku prace nebo s kterymi byl rozvazan pracovni
pomér dohodou z tychz ddvodd, zahrnuji odstupné dle
Redukéniho programu, jenz je specifikovan v Kolektivni smlouve.
Pozitky spojené s ukoncenim pracovniho poméru ¢lent 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.

Loans and deposits with related parties include interest-bearing
on-demand deposits (cash pool) of CZK 5 155 million with Philip
Morris Finance S.A. (2018: CZK 3 409 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, 2019 and as at December 31, 2018.

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 2019 was 1.5%
p.a. (2018: 0.62% p.a.) in the Czech Republic and 0.08% p.a.
(2018: 0.25% p.a.) in the Slovak Republic.

e) Key management compensation

Key management compensation includes the remuneration

of members of the Board of Directors and Supervisory Board
for the performance of the office according to the agreements
on performance of the office of a member of the Board

of Directors 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.

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.
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(v milionech K¢) 2019 plo)t:] (in CZK million) 2019 2018
II;/Igidi)t/ki ostatni kratkodobé 40 21 ziqlzrli:;é:?:r:esf?tzrt—term 40 21
Uhrady vézané na akcie 7 6 Share-based payments 7 6
Nepenézni pfijmy 8 9 Income in-kind 8 9
Celkem 55 46 Total 55 46

V roce 2019 a 2018 nebyly vykazany zadné pozitky spojené
s ukonc¢enim pracovniho poméru ¢lend predstavenstva
a dozordci rady.

Funkéni obdobi ¢lend predstavenstva a dozoréi rady je tfi roky.

f) Informace o poétu akcii vydanych Spoleénosti élenim
vedeni a orgdanu

Z4dna osoba s Fidici pravomoci, definovanou v §2 odst. 1 pism.

b) zdkona ¢&. 256/2004 Sb., o podnikani na kapitalovém trhu,

v platném znéni ani ¢lenové dozorci rady nevlastnili akcie Philip

Morris CR a.s. k 31.12. 2019 ani k 31. 12. 2018.

g)  Smluvni a jiné budouci zavazky se spFiznénymi stranami
Smluvnimi a jinymi budoucimi zavazky vyplyvajicimi

z transakci se spfiznénymi stranami, které nejsou vykazany

v konsolidovanych ucetnich vykazech, se rozumi zavazky

k budouci sméné zdroju dle zdvaznych smluv.

K 31.12. 2019 Skupina neméla vyznamné smluvni ani jiné
budouci zavazky vyplyvajici z transakci se spfiznénymi stranami,
kromé budoucich zdvazkl z titulu ndkupu sluzeb v souhrnné
odhadované hodnoté 326 miliont K¢ (hodnota budoucich
zavazkl k 31.12. 2018: 283 milionl K&).

Skupina v minulosti uzavrela nékolik zdvaznych smluv o nadkupu
sluzeb, u kterych jesté nebylo vyporddano povinné plnéni. Tyto
smlouvy maji vétsinou dvou az $estimési¢ni vypovédni Ihdtu.
Celkovad odhadovana hodnota vyporadani sluzeb dle téchto
zavaznych smluv je zverejnéna vyse.

Dle smluv s vlastniky ochrannych znamek, Philip Morris

Global Brands Inc., Philip Morris Products S.A. a CTPM
International S.A., musi Skupina platit licen¢ni poplatky

za tabakové produkty prodané v Ceské a Slovenské

republice. Za rok 2019 dosahly ndklady za licenéni poplatky
vyse 728 miliond K& (2018: 712 miliond K&). Tyto smlouvy

jsou uzavfeny na dobu neurcitou a mohou byt vypovézeny
kteroukoliv ze smluvnich stran. V roce 2020 oc¢ekava vedeni
Skupiny naklady za licen¢ni poplatky v priblizné stejné vysi jako
v roce 2019.

There was no termination benefit for Board of Directors and
Supervisory Board members recognized in 2019 and 2018.

The term of office for Board of Directors and Supervisory Board
members is three years.

f) Information on the number of shares issued

by the Company to Executives and Statutory

bodies members
Neither the persons with executive powers as defined by
Section 2 par. 1 letter b) of Act No. 256/2004 Coll. on Capital
Market Undertakings, as amended, nor Members of the
Supervisory Board owned any shares of Philip Morris CR a.s.
at December 31, 2019 and December 31, 2018.

9) Contractual and other commitments to related parties
Contractual and other commitments to related parties that
are not recorded in the consolidated financial statements are
considered as obligations to exchange resources in the future
under binding agreements.

As at December 31, 2019, 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 326 million (commitment value as at December 31, 2018:
CZK 283 million).

The Group entered in the past into a number of binding service
agreements, under which some performance obligations are
yet to be delivered. Those agreements mostly have two or six
month termination notice. The total estimated value of services
to be purchased under these agreements during their
respective termination terms is disclosed above.

According to the agreements with trademark owners, Philip
Morris Global Brands Inc., Philip Morris Products S.A. and CTPM
International S.A., the Group has to pay royalties in respect

of tobacco products sold in the Czech and Slovak Republic.
During the 2019, the Group incurred under these agreements
royalties expense of CZK 728 million (2018: CZK 712 million).
These agreements shall continue indefinitely until terminated
by either party. Management expects the royalty expense

in 2020 to be at approximately similar level as in 2019.
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26. Nasledné udalosti

Na pocatku roku 2020 byla potvrzena existence nového
koronaviru (Covid-19), kterd se rozsifila v Ciné i mimo ni,

véetné Ceska, a zpUsobila naruseni mnoha podnikatelskych

a hospodarskych aktivit. Skupina povazuje vypuknuti této
epidemie za naslednou udalost, kterd nevede k Upravé Ucetnich
vykazU. Protoze je situace nestabilni a rychle se vyviji, neni
mozné ucinit odhad potencidlniho dopadu na Skupinu. Pfipadny
dopad epidemie na makroekonomické progndzy, nasi pozici

a vysledky zahrneme do odhadd opravnych polozek a rezerv

v roce 2020.

Schvdleni konsolidované ucetni zavérky

Konsolidovana ucetni zavérka byla schvédlena ke zverejnéni
predstavenstvem a byla z jeho povéreni podepsana.
Konsolidovana ucetni zavérka je schvalovana akcionari na valné
hromadé. Do této doby mUze byt konsolidovana ucetni zavérka
na zékladé rozhodnuti akcionard pozménéna.

V Kutné Hore dne 23. bfezna 2020

T

Petr Sedivec
¢len predstavenstva

Andrea Gontkovicova
predsedkyné
predstavenstva

26. Subsequent events

The existence of novel coronavirus (COVID-19) was confirmed
in early 2020 and has spread across mainland China and
beyond, including Czechia, causing disruptions to businesses
and economic activity. The Group considers this outbreak to
be a non-adjusting post balance sheet event. As the situation
is fluid and rapidly evolving, we do not consider it practicable
to provide a quantitative estimate of the potential impact

of this outbreak on the Group. The impact of this outbreak
on the macroeconomic forecasts, our position and results, if
any, will be incorporated into our estimates of asset impairment
and other provisions in 2020.

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 Kutnd Hora on March 23, 2020

T

Petr Sedivec
Member
of the Board of Directors

Andrea Gontkovicova
Chairwoman
of the Board of Directors
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Samostatny vykaz financni pozice
k 31. 12. 2019 (v milionech K¢)

AKTIVA Bod 31.12. 2019 31.12. 2018
Pozemky, budovy a zarizeni 4 3580 4161
Pravo k uzivani aktiva 2 262 [0}
Nehmotna aktiva 1 4
Investice v dcefiné spole¢nosti 1 19 19
Ostatni finan¢ni aktiva 7 108 107
Dlouhodoba aktiva 3970 4 291
Zasoby 6 1255 789
Obchodni a ostatni finan¢ni pohledavky 7 1488 2101
Ostatni nefinan¢ni aktiva 7 2 561 2702
Penézni prostfredky a penézni ekvivalenty 8 6 325 5566
Kratkodoba aktiva 1629 11158
Aktiva celkem 15 599 15 449
VLASTNI KAPITAL A ZAVAZKY Bod 31.12. 2019 31.12. 2018
Zakladni kapital 9 2745 2745
Emisni &zio a ostatni pfispévky akcionaf 2 381 2 374
Nerozdéleny zisk 4 284 4643
Vlastni kapital celkem 9 410 9762
Odlozeny danovy zavazek 13 230 230
Zavazek z leasingu 2 173 [0}
Dlouhodobé zavazky 403 230
Obchodni a ostatni finanéni zavazky 10 1822 844
Ostatni nefinanc¢ni zavazky 10 201 184
Dan z pfijmU splatnad 147 146
Ostatni danové zavazky 12 3480 4 251
Rezervy na kratkodobé zavazky 16 46 32
Zavazek z leasingu 2 90 (e}
Kratkodobé zavazky 5786 5457
Zavazky celkem 6 189 5687
Vlastni kapital a zadvazky celkem 15 599 15 449

Priloha tvofi nedilnou soucast této Ucetni zavérky.




SEPARATE FINANCIAL STATEMENTS

Separate Statement of Financial Position
at December 31, 2019 (in CZK million)

ASSETS Note December 31, 2019 December 31, 2018
Property, plant and equipment (“PP&E”) 4 3580 4161
Right-of-use assets 2 262 -
Intangible assets 1 4
Investments in subsidiary 1 19 19
Other financial assets 7 108 107
Non-current assets 3970 4 291
Inventories 6 1255 789
Trade and other financial receivables 7 1488 2101
Other non-financial assets 7 2 561 2702
Cash and cash equivalents 8 6 325 5566
Current assets 1629 11158
Total assets 15 599 15 449
EQUITY & LIABILITIES Note December 31, 2019 December 31, 2018
Registered capital 9 2745 2745
Share premium and other shareholders’ contributions 2 381 2 374
Retained earnings 4 284 4643
Equity 9 410 9762
Deferred tax liability 13 230 230
Lease liabilities 2 173 -
Non-current liabilities 403 230
Trade and other financial liabilities 10 1822 844
Other non-financial liabilities 10 201 184
Current income tax liabilities 147 146
Other tax liabilities 12 3480 4 251
Provisions for current liabilities 16 46 32
Lease liabilities 2 90 -
Current liabilities 5786 5457
Total liabilities 6189 5687
Total equity & liabilities 15 599 15 449

The accompanying notes form an integral part of the financial statements.
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Samostatny vykaz uplného vysledku
za rok koncici 31. 12. 2019 (v milionech K¢)

Bod 2019 2018
Trzby 17 15 217 12771
Naklady na prodané zbozi 14 -7 590 -5742
Hruby zisk 7 627 7 029
Odbytové naklady 14 -1734 -1530
Administrativni naklady 14 -1027 -862
Ostatni vynosy 99 63
Ostatni provozni vynosy 18 12 86
Ostatni provozni naklady 19 -94 -104
Provozni zisk 4 983 4 682
Financ¢ni vynosy 97 29
Financ¢ni naklady 20 -41 -18
Zisk pfed zdanénim 5039 4 693
Dan z prijmu 21 -1007 -916
Cisty zisk 4032 3777
Uplny vysledek za rok celkem 4 032 3777
Zisk na akcii zdkladni a zfedény (K&/akcie) 22 1469 1376

Priloha tvori nedilnou soucast této ucetni zavérky.

Samostatny vykaz zmén viastniho kapitalu
za rok koncici 31. 12. 2019 (v milionech K¢)

Vztahujici se k vlastnimu kapitalu

Emisni azio
a ostatni pFispévky Vlastni kapital
Zakladni kapital akcionafl Nerozdéleny zisk celkem
Stav k 1. 1. 2018 2745 2 373 3827 8 945
Uplny vysledek celkem 22 0 0 3777 3777
Transakce s vlastniky
Rozdéleni zisku 23 o] (o] -2 965 -2 965
Zaméstnanecké akcie o] 1 0] 1
Nevybrané dividendy 0] 0 4 4
Stav k 31. 12. 2018 2745 2374 4 643 9762
Uplny vysledek celkem 22 0 0 4032 4032
Transakce s viastniky
Rozdéleni zisku 23 0] 0] -4 393 -4 393
Zaméstnaneckeé akcie 0] 7 ) 7
Nevybrané dividendy 0] 0] 2 2
Stav k 31. 12. 2019 2745 2 381 4284 9 410

Priloha tvoFi nedilnou soucast této Ucetni zavérky.
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Separate Statement of Comprehensive Income
for the year ended December 31, 2019 (in CZK million)

Note 2019 plo)t:]
Revenues 17 15 217 12771
Cost of goods sold 14 (7 590) (5742)
Gross profit 7 627 7 029
Distribution expenses 14 (1734) (1530)
Administrative expenses 14 (1027) (862)
Other income 99 63
Other operating income 18 12 86
Other operating expense 19 (94) (104)
Profit from operations 4 983 4 682
Financial income 97 29
Financial expense 20 41) a8)
Profit before income tax 5039 4 693
Income tax expense 21 (1007) (916)
Net profit for the year 4 032 3777
Total comprehensive income for the year 4 032 3777
Earnings per share basic and diluted (CZK/share) 22 1469 1376

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

Separate Statement of Changes in Equity
for the year ended December 31, 2019 (in CZK million)

Attributable to equity holders of the Company

Share premium and
other share holders’

Registered capital contributions Retained earnings Total equity
Balance as at January 1, 2018 2745 2 373 3827 8 945
Total comprehensive income 22 - - 3777 3777
Transactions with owners
Profit distribution 23 - - (2 965) (2 965)
Share based payments - 1 - 1
Forfeited dividends - - 4 4
Balance as at December 31, 2018 2745 2 374 4 643 9762
Total comprehensive income 22 - - 4 032 4 032
Transactions with owners
Profit distribution 23 - - (4 393) (4 393)
Share based payments - 7 - 7
Forfeited dividends - - 2 2
Balance as at December 31, 2019 2745 2 381 4 284 9 410

The accompanying notes form an integral part of the financial statements.
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Samostatny vykaz penézZnich toku

za rok koncici 31. 12. 2019 (v milionech K¢)

Bod 2019 2018
Penézni toky z provozni ¢innosti
Zisk pfed zdanénim 5039 4 693
Odpisy dlouhodobych aktiv (véetné nehmotného majetku) 14 669 667
Snizeni hodnoty a vyfazeni majetku 4,14 237 134
Cisté urokové vynosy (-) / ndklady (+) -57 -1
Pfijaté dividendy 25 -99 -63
Zisk z prodeje pozemkd, budov a zatizeni 18 -39 -3
Zména stavu rezerv 14 18
Ostatni nepenézni Upravy - Cisté (o] 2
Penézni toky z provozni ¢innosti pfed zménami pracovniho kapitalu 5764 5437
Zména stavu:
Obchodnich a ostatnich financnich pohledavek a ostatnich nefinancnich aktiv 763 -1728
Obchodnich a ostatnich finanénich zavazkU a ostatnich nefinanénich zavazkud 213 -498
Zasob -466 -322
Penézni toky z provozu 6 274 2 889
Zaplacené uroky -40 -18
Zaplacena dan z pFijmu -1004 -932
Cisté penézni toky z provozni éinnosti 5230 1939
Penézni toky z investicni ¢innosti
Vydaje na pofizeni pozemkd, budov a zafizeni 4 -381 -736
PFijmy z prodeje pozemkd, budov a zafizeni 201 33
Vydaje na porizeni nehmotnych aktiv -1 -1
Prijaté uroky 97 29
Ptijaté dividendy 25 99 63
Cisté penézni toky z investiéni &innosti 15 -612
Penézni toky z financovani
Vyplacené dividendy 23 -4 393 -2 965
Uhradly jistiny zdvazku z leasingu -93 0
Cisty penézni tok z financovani -4 486 -2 965
Cisté snizeni/zvyseni penéznich prostfedki 759 -1638
Stav penéznich prostfedkl a penéznich ekvivalentil na zaéatku roku 5566 7 204
Stav penéznich prostfedkl a penéznich ekvivalenti na konci roku 8 6 325 5 566

Priloha tvofi nedilnou soucast této Ucetni zavérky.
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Separate Statement of Cash Flow

for the year ended December 31, 2019 (in CZK million)

Note 2019 plo)t:]
Cash flow from operating activities
Profit before tax 5039 4 693
Depreciation and amortisation expense, including intangibles 14 669 667
Impairment and disposal of PPE 4,14 237 134
Net interest (income) / expense (57) an
Dividend income 25 (99) (63)
Gain on disposal of PP&E 18 (39) 3
Change in provisions 14 18
Other non-cash transactions, net - 2
Operating cash flows before working capital changes 5764 5437
Changes in:
Trade and other financial receivables and other non-financial assets 763 (1728)
Trade and other financial liabilities and other non-financial liabilities 213 (498)
Inventories (466) (322)
Cash generated from operations 6 274 2 889
Interest paid (40) 18)
Income tax paid (1004) (932)
Net cash generated from operating activities 5 230 1939
Cash flow from investing activities
Purchase of PP&E 4 (381) (736)
Proceeds from sale of PP&E 201 33
Purchase of intangible assets m m
Interest received 97 29
Dividends received 25 99 63
Net cash used by investing activities 15 (612)
Cash flow from financing activities
Dividends paid 23 (4 393) (2 965)
Repayments of principle portion of lease liability 93) -
Net cash used by financing activities (4 486) (2 965)
Net increase in cash and cash equivalents 759 (1638)
Cash and cash equivalents as at the beginning of the year 5566 7 204
Cash and cash equivalents as at the end of the year 8 6 325 5 566

The accompanying notes form an integral part of the financial statements.
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PFiloha k samostatné ucetni zavérce za rok konéici 31. 12. 2019
Notes to the Separate Financial Statements for the year ended December 31, 2019

1. Obecné udaje

1.1 Popis spolecnosti

Philip Morris CR a.s. (,Spole&nost®) je akciova spole&nost
registrovand v Ceské republice. Zabyva se zejména vyrobou,
prodejem, distribuci a marketingem tabakovych vyrobka.

Do obchodniho rejstriku byla Spoleénost zapsana 28. 3. 1991
a jeji registrované sidlo je v Kutné Hore, Vitézna 1, Ceska
republika. Vedeni Spolec¢nosti sidli v Praze a vyrobni zavod se
nachazi v Kutné Hore.

Philip Morris CR a.s. je spole¢nosti ve skupiné Philip Morris
International Inc. (,,PMI“). K 31.12. 2019 byla PMI vrcholovou
ovladajici spole¢nosti Spole¢nosti.

K 31.12. 2019 byl jedinym subjektem primo vlastnicim vice
nez 20% podil na zdkladnim kapitalu Spole¢nosti Philip Morris
Holland Holdings B.V. (,,Materska spole¢nost®) vlastnici 77,6 %
zakladniho kapitalu.

Clenové predstavenstva a dozoré&i rady Spole¢nosti k 31.12. 2019
byli:

Predstavenstvo

1. General information

1.1  Company description

Philip Morris CR a.s. (the “Company”) is a joint-stock company
registered in the Czech Republic and its main business is

the production, sale, distribution and marketing of tobacco
products. The Company was incorporated on March 28, 1991 and
its registered address is Kutna Hora, Vitézna 1, Czech Republic.
Its headquarters is in Prague and its manufacturing facility is

in Kutna Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International
Inc. (“PMI”). As at December 31, 2019, PMI is the ultimate
controlling party of the Company.

As at December 31, 2019, the only entity holding more than
20% of the registered capital of the Company was Philip Morris
Holland Holdings B.V. (the “Parent company”), which held 77.6%
of the registered capital.

Members of the Board of Directors and the Supervisory Board
as at December 31, 2019 were:

Board of Directors

Andrea antkoviéové - predsedkyné
nahradila Arpada Koénye k 1. 10. 2019

Andrea Gontkovicova - Chairwoman
Replaced Arpad Kénye as of October 1, 2019

Peter Piroch

Piotr Cerek nahradil Istvdna Boruse
nahradil Zarinu Maizel k 23. 9. 2019 K 26. 4. 2019

Peter Piroch
Replaced Istvan Borus
as of April 26, 2019

Piotr Cerek
Replaced Zarina Maizel
as of September 23, 2019

Tomas Korko$ Petr Sedivec

Tomas Korko$ Petr Sedivec

Dozorci rada

Supervisory Board

Stefan Bauer - predseda
nahradil Johannese Franciscuse
Gerarduse Vroemena k 23.9.2019

Alena Zemplinerova

Sergio Colarusso Stanislava Jurikova

Tomas Hilgard

Clenové predstavenstva a dozoréi rady Spole¢nosti k 31.12. 2018
byli:

Predstavenstvo

Arpad Kénye - predseda

Zarina Maizel Istvan Borus
nahradila Martijna Pietera Laheija

k 19.11. 2018

Petr Sedivec Tomas Korko$
nahradil Stanislavu Jurikovou

k 27.4.2018

Stefan Bauer - Chairman
Replaced Johannes Franciscus
Gerardus Vroemen

as of September 23, 2019

Alena Zemplinerova

Sergio Colarusso Stanislava Jurikova

Tomas Hilgard

Members of the Board of Directors and the Supervisory Board
as at December 31, 2018 were:

Board of Directors

Arpad Kénye - Chairman

Zarina Maizel Istvdn Borus
Replaced Martijn Pieter Laheij

as of November 19, 2018

Petr Sedivec Tomas Korko$
Replaced Stanislava Jurikova

as of April 27, 2018
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Dozorci rada

Supervisory Board

Johannes Franciscus Gerardus

. Alena Zemplinerova
Vroemen - predseda P

Johannes Franciscus Gerardus

; Alena Zemplinerova
Vroemen - Chairman P

Sergio Colarusso
nahradil Imara Johanna
Adalaria Van Lieshouta
k 24.9. 2018

Stanislava Jurikova
nahradila Vaclava Beranka
k 27. 4. 2018

Sergio Colarusso

Replaced Imarus Johannes
Adalarius Van Lieshout

as of September 24, 2018

Stanislava Jurikova
Replaced Vaclav Beranek
as of April 27, 2018

Spolec¢nost vlastni 99% podil ve spolec¢nosti Philip Morris
Slovakia s.r.o., Galvaniho 15/A, Bratislava, Slovensko. Zakladni
kapitdl Philip Morris Slovakia s.r.o. k 31.12. 2019 a 31. 12. 2018 cCinil
763 tisic eur, ekvivalent 19 miliont K¢ v historické hodnoté.

Zisk po zdanéni Philip Morris Slovakia s.r.o. za rok 2019 cinil

3,3 milionu eur, ekvivalent 83 miliont K¢ (2018: 3,8 milionu eur,
ekvivalent 96 miliont K¢&). Celkovy vlastni kapital Philip Morris
Slovakia s.r.o. k 31.12. 2019 ¢inil 3,4 milionu eur, ekvivalent

87 miliont K¢ (2018: 4,0 milionu eur, ekvivalent 103 miliond K¢&).

Spole¢nost neuzavrela ovladaci smlouvu nebo smlouvu
o prevodu zisku se spole¢nosti Philip Morris Slovakia s.r.o.

Akcie Spole¢nosti jsou obchodovany na Burze cennych papirC
Praha, a.s., od 13. 7. 1993.

Tato samostatna ucetni zavérka byla schvalena predstavenstvem
ke zverejnéni dne 23. 3. 2020.

2. Shrnutivyznamnych uéetnich zasad

2.1 Zakladni zésady sestaveni samostatné

ucetni zavérky
U&etni zavérka Philip Morris CR a.s. k 31. 12. 2019 je samostatnou
Ucetni zavérkou Spolecnosti, kterad 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. 2019. Tuto samostatnou Ucetni zavérku je treba
posuzovat spolu s konsolidovanou ucetni zavérkou, aby bylo
mozno plné porozumét vysledku hospodareni a finanéni
situaci Skupiny.

Tato samostatna ucetni zavérka je sestavena v souladu
s Mezinarodnimi standardy uUcetniho vykaznictvi ve znéni
prijatém Evropskou unii (,IFRS™).

Samostatna ucetni zavérka byla sestavena na principu
historickych potizovacich cen, s vyjimkou finanénich derivatd,
které jsou prvotné vykazany v redlné hodnoté a nasledné
precenovany v souladu s IFRS 9, jak je dale popsano

v zdkladnich zdsadach sestaveni samostatné ucetni zavérky.

The Company has a 99% interest in Philip Morris Slovakia s.r.0.,
Galvaniho 15/A, Bratislava, Slovakia. Registered share capital
of Philip Morris Slovakia s.r.o. as at December 31, 2019 and

as at December 31, 2018 was EUR 763 thousands (equivalent
of CZK 19 million at historical cost).

In 2019, the profit after tax of Philip Morris Slovakia s.r.o.
was EUR 3.3 million, equivalent of CZK 83 million (2018:
EUR 3.8 million, equivalent of CZK 96 million). Total

equity of Philip Morris Slovakia s.r.o. was EUR 3.4 million

as at December 31, 2019, equivalent of CZK 87 million (2018:
EUR 4.0 million, equivalent of CZK 103 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 papirt 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 23, 2020.

1.2 Translation note

The separate financial statements have been prepared in Czech
and in English. In all matters of interpretation of information,
views or opinions, the Czech version of these separate financial
statements takes precedence over the English version.

2.  Summary of significant accounting policies

2.1 Basis of preparation of separate financial
statements

These financial statements of Philip Morris CR a.s.

as at December 31, 2019 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, 2019. 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 IFRS 9 as disclosed
in the accounting policies below.
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Sestaveni samostatné ucetni zavérky v souladu s IFRS
vyZzaduje uplatiovani urcitych zasadnich ucetnich odhadd.
Vyzaduje rovnéz, aby vedeni vyuzivalo svUj Usudek v procesu
aplikace Ucetnich pravidel Spole¢nosti. Spole¢nost ¢ini odhady
a predpoklady tykajici se budoucnosti. Z toho vznikajici ucetni
odhady ze samotné povahy své definice pouze zridkakdy
odpovidaji pfislusnym skute¢nym vysledkam.

Samostatna ucetni zavérka byla sestavena na zakladé
pozadavkl vykazovani a ocenovani stanovenych IFRS a vyklady
IFRIC v rozsahu, v jakém byly prijaty Evropskou komisi v dobé
sestaveni této Uucetni zavérky. Zakladni ucetni pravidla pouzitad
pfi sestaveni Ucetni zavérky jsou popsana nize. Tato pravidla
byla aplikovana na vSechna obdobi obsazena v této ucetni
zavérce, pokud neni uvedeno jinak.

2.2 Zmény v ucetnich zasadach a smérnicich

a) Nové standardy, novely, interpretace a zdokonaleni
existujicich standardu platné pro ucetni obdobi poéinajici
1. 1. 2019

Spole¢nost prvotné aplikovala novy standard IFRS 16 Leasingy
k 1. 1. 2019. Nékolik dalsich novych standard(, které nemaji
vyznamny dopad na ucetni zavérku Spole&nosti, nabylo
ucinnosti od 1. 1. 2019.

IFRS 16 Leasingy

IFRS 16 - zaved!| jednotny uc¢etni rozvahovy model pro najemce.
V dlsledku toho Spole¢nost, jako ndjemce, uznala aktivum -
pravo k uzivani aktiva - predstavujici jeji prava na vyuziti
podkladovych aktiv a zavazek z leasingu predstavujici jeji
zavazek hradit leasingové platby. Na strané pronajimatele je
vykazovani obdobné s predchozimi ucetnimi postupy.

Spolec¢nost si pronajima predevsim kancelarské prostory,
sklady, automobily, vypocetni techniku a kanceldrské vybaveni.
Automobily jsou vétSinou pronajaty na dobu 4 let.

Drive Spolec¢nost klasifikovala tyto leasingy jako operativni
leasingy podle standardu IAS 17.

Popis politiky:

V postaveni ndjemce Spolec¢nost vykaze ke dni zahdjeni aktivum
z prava k uzivani a zdvazek z leasingu.

Aktivum z prava k uzivani se prvotné ocenuje v porizovacich
nakladech a ndsledné se ocenuje porizovacimi naklady
snizenymi o kumulované odpisy a ztraty ze znehodnoceni
upravenymi o jakékoliv precenéni zavazku z leasingu.
Aktivum z prava k uzivani se odepisuje rovhomérné po dobu
pouzitelnosti aktiva, nebo do konce doby trvani leasingu,
nastane-li drive.

Zavazek z leasingu se prvotné ocenuje souc¢asnou hodnotou
leasingovych plateb neuhrazenych ke dni zahajeni,
diskontovanych s pouzitim implicitni Urokové miry leasingu
nebo, pokud tuto miru nelze snadno urcit, pfirdstkovou
vypUjéni urokovou mirou Spole¢nosti. Spole¢nost obecné
pouziva odhadovany nadklad dluhu spole&nosti pred zdanénim
zohlednujici riziko dané zemé a dluhovou prémii skupiny PMI
jako diskontni sazbu.

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.

2.2 Changes in accounting policies and procedures

a) New standards, amendments, interpretations and
improvements to existing standards mandatory for
accounting periods beginning on or after January 1, 2019

The Company has initially adopted IFRS 16 Leases from
January 1, 2019. A number of other new standards are effective
from January 1, 2019 but they do not have a material effect

on the Company’s financial statements.

IFRS 16 Leases

IFRS 16 - introduced a single, on-balance sheet accounting
model for lessees. As a result, the Company, as a lessee, has
recognised right-of-use assets representing its rights to use
the underlying assets and lease liabilities representing its
obligation to make lease payments. Lessor accounting remains
similar to previous accounting policies.

The Company leases mainly office space, warehouses, cars and
IT and office equipment. Cars are leased mostly for a period
of 4 years.

Previously, the Company classified all of these leases
as operating leases under IAS 17.

Policy description:

As a lessee the Company recognises a right-of-use asset and
a lease liability at the lease commencement date.

The right-of-use asset is initially measured at cost, and
subsequently at cost less any accumulated depreciation and
impairment losses, and adjusted for certain remeasurements
of the lease liability. The right-of-use asset is depreciated
over the shorter of the asset’s useful life and the lease term
on a straight-line basis.

The lease liability is initially measured at the present value

of the lease payments that are not paid at the commencement
date, discounted using the interest rate implicit in the lease

or, if that rate cannot be readily determined, the Company’s
incremental borrowing rate. Generally, the Company uses

the estimated pre-tax cost of debt of the Company which
reflects country-specific risk and the premium of the PMI group
as the discount rate.
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Zavazek z leasingu se nasledné zvysuje o Urokovy ndklad

ze zdvazku z leasingu a ponizuje o provedené leasingové
platby. Je precenén v pripade, kdy dojde ke zméné budoucich
leasingovych plateb v dUsledku zmény indexu nebo sazby,
zmeéné odhadu ¢astky ocekavané k uhradé ze zaruky zbytkoveé
hodnoty nebo pfi zméné posouzeni, zdali je dostatecné jisté
vyuziti opce na ndkup nebo prodlouzeni nebo nevyuziti opce
na ukonceni.

Spole¢nost provadi Usudky pri stanoveni doby trvani leasingu

u leasingovych smluy, u kterych je ndjemcem a které obsahuiji
opce na obnoveni nebo ukonéeni leasingl. Posouzeni toho, zdali
si je Spole¢nost dostatecné jistd, Zze vyuzije takové opce, ma vliv
na dobu trvani leasingu, ktera ovliviiuje hodnoty vykazanych
zavazkUl z leasingu a aktiv z prava k uzivani.

Spolec¢nost se rozhodla pouzit vyjimku z vykazovani umoznénou
standardem nevykazovat aktiva z prava k uzivani a zavazky

z leasingu u kratkodobych leasingl a leasingu, jejichz
podkladové aktivum ma nizkou hodnotu. Kratkodobé leasingy
jsou leasingy s dobou trvani leasingu 12 mésict nebo méné.
Leasingy s podkladovym aktivem nizké hodnoty zahrnuji
predevsim leasingy vypocetni techniky a kanceldrského
vybaveni.

Spolec¢nost se také rozhodla pouzit praktické zjednoduseni
neoddélovat neleasingové komponenty od leasingovych
komponent, a namisto toho je uctovat jako jedinou leasingovou
komponentu. Toto zjednodus$eni neni aplikovano u leasingl aut.

Popis pFechodu:

Spolec¢nost pfi aplikaci IFRS 16 vyuzila modifikovany
retrospektivni pristup, v rdmci kterého je kumulativni
dopad prvotni aplikace standardu vykazan v nerozdéleném
zisku minulych let k 1. 1. 2019. Proto srovnavaci informace
prezentované za obdobi koncici 31. 12. 2018 nebyly
prepracovany - tj. jsou prezentovany tak, jak byly plvodné
vykazany v souladu se standardem IAS 17 a souvisejicimi
interpretacemi.

PFi pfechodu byl zadvazek z leasingu u leasing klasifikovanych
jako operativni leasingy podle standardu IAS 17 ocenén
soucasnou hodnotou neuhrazenych leasingovych plateb
diskontovanych prirtstkovou vypUjéni Urokovou mirou
Spolec¢nosti k 1. 1. 2019. Vazeny prdmér prirlstkové vypujéni
urokové miry Spolec¢nosti k 1. 1. 2019 byl 3,62 %.

Aktiva z prava k uzivani byly ocenény ve vysi zdvazku
z leasingu, upravenou o ¢astku zalohovych nebo casoveé
rozliSenych leasingovych plateb.

Spole¢nost pouzila nasledujici prakticka zjednoduseni

pfi aplikaci IFRS 16 na leasingy dfive klasifikované jako

operativni leasingy podle IAS 17.

* Aplikovala vyjimku nevykazovat aktiva z prava k uzivani
a zdvazky z leasingu u leasingU, jejichz doba trvani kon&i
do 12 mésicl ode dne prvotni aplikace.

* Vyloucila pocatecni primé naklady z ocefnovani aktiva z prava
k uzivani ke dni prvotni aplikace.

e Pouzila zpétny pohled pfi uré¢ovani doby trvani leasingu,
pokud smlouva obsahovala opce na prodlouzeni nebo
ukonceni leasingu.

¢ Spolehla se na sva predchozi posouzeni toho, zda jsou
leasingy nevyhodné.

The lease liability is subsequently increased by the interest
cost on the lease liability and decreased by lease payment
made. It is remeasured when there is a change in future lease
payments arising from a change in an index or rate, a change
in the estimate of the amount expected to be payable under

a residual value guarantee, or as appropriate, changes

in the assessment of whether a purchase or extension option
is reasonably certain to be exercised or a termination option is
reasonably certain not to be exercised.

The Company applies judgement to determine the lease term
for some lease contracts in which it is a lessee that include
renewal or termination options. The assessment of whether
the Company is reasonably certain to exercise such options
impacts the lease term, which significantly affects the amount
of lease liabilities and right-of-use assets recognised.

The Company has elected to apply a recognition exemption
allowed by the standard not to recognise right-of-use assets
and lease liabilities for short-term leases and leases for which
the underlying asset is of low-value. Short-term leases are
leases with a lease term of 12 months or less. Low-value leases
comprise mainly IT and office equipment.

The Company has also elected to apply allowed practical
expedient not to separate non-lease components from lease
components, and instead to account for them as a single lease
component. This expedient is not applied in case of car leases.

Transition:

The Company has applied IFRS 16 using the modified
retrospective approach, under which the cumulative effect

of initial application is recognised in retained earnings

at 1 January 2019. Accordingly, the comparative information
presented for 2018 has not been restated - i.e. it is presented,
as previously reported, under IAS 17 and related interpretations.

At transition, for leases classified as operating leases

under IAS 17, lease liabilities were measured at the present

value of the remaining lease payments, discounted using

the Company’s incremental borrowing rate as of January 1, 2019.
The Company’s weighted average incremental borrowing rate
on January 1, 2019 was 3,62%.

Right-of-use assets were measured at an amount equal to
the lease liability, adjusted by the amount of any prepaid
or accrued lease payments.

The Company used the following practical expedients when
applying IFRS 16 to leases previously classified as operating
leases under IAS 17.

*  Applied the exemption not to recognise right-of-use assets
and lease liabilities for leases for which the lease term ends
within 12 months of the date of initial application.

¢ Excluded initial direct costs from measuring the right-of-use
asset at the date of initial application.

¢ Used hindsight when determining the lease term
if the contract contained options to extend or terminate
the lease.

¢ Relied on previous assessments on whether leases are
onerous.
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Pri prechodu na IFRS 16 Spole¢nost nové vykdzala aktiva
z prava k uzivani a zdvazky z leasingu a oductovala ¢asové
rozliSené leasingové platby a leasingové pobidky. Dopad
prechodu je shrnut nize:

1. 1. 2019
Aktiva z prava k uzivani 316

(v milionech K¢)

On transition to IFRS 16, the Company recognised additional
right-of-use assets and additional lease liabilities and
derecognised lease prepayments and incentives. The impact
on transition is summarised below.

(in CZK million) January 1, 2019
Right-of-use assets 316

Casové rozlisené leasingové platby a pobidky
zahrnuté v Ostatnich nefinan¢nich aktivech -4
a Ostatnich nefinan¢nich zavazcich

Zavazek z leasingu -312

Vykazana aktiva z prava k uzivani se vztahuji k nasledujicim
typUdm aktiv:

(v milionech K¢) 31.12. 2019 1.1. 2019
Kancelarské plochy a sklady 198 246
Automobily 27 30
Prodejny 29 25
Byty pro zaméstnance 8 15
Aktivum z prava k uZivani celkem 262 316

Zavazky z operativniho leasingu zverejnéné k 31.12. 2018 mohou
byt sesouhlaseny se zadvazkem z leasingu k 1. 1. 2019 nasledovné:

Lease prepayments and incentives included @

in Other non-financial assets and liabilities
Lease liabilities (312)

The recognised right-of-use assets relate to following types
of assets:

(in CZK million) December 31, 2019 January 1, 2019

Office space and warehouse 198 246
Cars 27 30
Store 29 25
Employee flats 8 15
Total right-of-use assets 262 316

Operating lease commitments disclosed as at December 31,
2018 could be reconciled to lease liabilities as of January 1, 2019
as follows:

(v milionech K¢) 1. 1. 2019 (in CZK million) January 1, 2019
Zavazky z operativniho leasingu k 31.12. 2018 Operating lease commitments at December 31, 2018

B DTN . . 319 ) - s - ;
zverejnéné v samostatné ucetni zavérce Spole¢nosti as disclosed in the Company’s separate financial 319
Diskontované s pouZitim ptirtistkové vypljéni 204 statements
urokové miry k 1. 1. 2019 Discounted using the incremental borrowing rate 294
Plus: Upravy z titulu rozdilného pfistupu k opcim 5 at January 1, 2019
na prodlouzeni nebo ukoncéeni leasingu Add: adjustments as a result of a different treatment 51
Minus: dosud nezahdajené leasingy, ke kterym se a8 of extension and termination options
Spole¢nost zavazala Less: committed leases not yet commenced 8)
Minus: kratkodobé leasingy vykazané rovnomérné 2 Less: short-term leases recognised on a straight-line @
jako naklad basis as expense
Minus: leasingy s podkladovym aktivem nizké 5 Less: low-value leases recognised on a straight-line 5)
hodnoty vykazané rovhomeérné jako naklad basis as expense
Ostatni -8 Other (€))
Zavazek z leasingu vykazany k 1. 1. 2019 312 Lease liabilities recognised as at January 1, 2019 312
Z kterych jsou: Of which are:
Kratkodobé zavazky z leasingu 93 Current lease liabilities 93
Dlouhodobé zavazky z leasingu 219 Non-current lease liabilities 219

2.3 Transakce v cizich ménach

a) Funkéni ména a ména vykazovani

Polozky, které jsou soucasti samostatné ucetni zavérky
Spolec¢nosti, jsou ocenovany za pouziti mény primarniho
ekonomického prostredi, ve kterém Spole¢nost pUsobi
(,funkéni ména“).

Samostatna ucetni zavérka je prezentovana v ¢eskych korunach,
které jsou pro Spole¢nost jak ménou funkéni, tak ménou
vykazovani.

2.3 Foreign currency transactions

a) Functional and presentation currency

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.
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b) Transakce a zlstatky

Transakce v cizi méné se prepocitavaji do funkéni mény

na zakladé sménnych kurzd platnych k datdm transakci. Kurzové
zisky a ztraty vyplyvajici z téchto transakci a z prepoctu
penéznich aktiv a zadvazkl vyjadfenych v cizich ménach
smeénnym kurzem platnym ke konci uc¢etniho obdobi se uctuji
do zisku nebo ztraty.

2.4 Pozemky, budovy a zaFizeni

Pozemky, budovy a zafizeni jsou prvotné vykdzany v pofizovaci
cené a jsou, s vyjimkou pozemkUl, odepisovany a vykazovany

v zUstatkové hodnoté. Zlstatkova hodnota zahrnuje i pfipadné
snizeni hodnoty aktiva. Pozemky jsou nasledné vykazany

Vv pofizovaci cené snizené o ¢astku vyjadrujici pfipadné snizeni
hodnoty. Pofizovaci cena zahrnuje vydaje, které jsou pfimo
priraditelné k pofizeni daného aktiva.

Vypuj¢ni naklady vztahujici se pfimo k pofizeni, vystavbé

nebo produkci daného aktiva jsou zahrnuty do ucetni hodnoty
prislusného aktiva. Takové vypUj¢ni naklady jsou aktivovany

do ucetni hodnoty aktiva, jestlize je pravdépodobné, ze budouci
ekonomicky prospéch spojeny s danou polozkou Spole¢nost
ziskd a porizovaci cena polozky je spolehlivé méritelna.

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

s danou polozkou Spolec¢nost ziskd a porizovaci cena polozky je
spolehlivé méritelna. Veskeré opravy a udrzba jsou zauctovany
do zisku nebo ztraty v rdmci ucetniho 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 zdvérce jsou nasledujici:

b) Transactions and balances

Foreign currency transactions are translated into the functional
currency using the exchange rate prevailing as at the date

of the transactions. Foreign exchange gains and losses
resulting from the settlement of such transactions and from
the translation at the year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are
recognized in profit or loss.

2.4 Property, plant and equipment

All property, plant and equipment is initially recorded

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

Borrowing costs that are directly attributable to the acquisition,
construction or production of a qualifying asset are included

in the cost of that asset. Such borrowing costs are 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:

Budovy a stavby 15-40 Buildings and constructions 15-40
Stroje, pristroje a zafizeni 8-15 Machinery and equipment 8-15
Zarizeni pro zpracovani dat 3-5 IT equipment 3-5
Dopravni prostfedky 3-8 Vehicles 3-8
Inventar a vybaveni 5-10 Furniture and fixtures 5-10

Pozemky nejsou odepisovany.

ZUstatkova hodnota aktiv a jejich Zivotnost jsou posuzovany
a v pripadé potreby upraveny ke kazdému rozvahovému

dni. V pripadé, Ze je ucetni hodnota aktiva vyssi, nez je jeho
realizovatelna hodnota, snizi se Uc¢etni hodnota tohoto aktiva
okamzité na jeho realizovatelnou hodnotu (viz bod 2.7).

Pozemky, budovy a zafizeni, které se jiz nepouzivaji nebo jsou

z jinych dGvodU vyfazeny, se ze samostatného vykazu finanéni
pozice vyradi spolu s opravkami vztahujicimi se k pfislusSnému
aktivu. Veskeré vynosy ¢i ztraty vzniklé v souvislosti s vyrazenim
jsou uctovany do vysledku z bézné ¢innosti.

Land is not depreciated.

The assets’ residual values and useful lives are reviewed,

and adjusted if appropriate, as at each balance sheet date.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater
than its estimated recoverable amount (see Note 2.7).

Property, plant and equipment that is retired, or otherwise
disposed of, is eliminated from the separate statement

of financial position, along with the corresponding accumulated
depreciation. Any gain or loss arising from retirement

or disposal is included in net operating income.
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2.5 Dlouhodoby nehmotny majetek

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni
pocitacl. Licence pofizené k pocitatovému softwaru jsou
aktivovany na zakladé vydajd vynalozenych na pofizeni
konkrétniho softwaru a jeho uvedeni do pouzivani. Tyto naklady
jsou odepisovany po dobu jejich predpokladané zivotnosti

(tri az pét let).

Vydaje spojené s vyvojem nebo udrzbou pocitacovych
softwarovych programu jsou vykazany jako naklady v okamziku
jejich vynalozeni. Vydaje, které pfimo souviseji s vytvorenim
pfesné definovanych a jedineé¢nych softwarovych produktt
kontrolovanych Spolec¢nosti, které pravdépodobné pfinesou
budouci ekonomicky prospéch prevysujici pofizovaci naklady
po dobu del$i nez jeden rok, se vykazuji jako nehmotna aktiva.
Primé naklady zahrnuji osobni naklady pracovnikd podilejicich
se na vyvoji softwaru a odpovidajici podil pfislusné rezie.

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

2.6 Investice v dceFiné spole¢nosti
Podil ve spole¢nosti Philip Morris Slovakia s.r.o. je vykdzan
v historické porizovaci cené.

2.7 Snizeni hodnoty nefinancnich aktiv

Pozemky, budovy a zafizeni, investice v dcefiné spoleénosti

a ostatni nefinanéni aktiva, véetné nehmotnych aktiv, jsou
posuzovany z hlediska snizeni hodnoty, kdykoli urcité udalosti
nebo zmény okolnosti naznacuji, ze jejich U¢etni hodnota
nemusi byt realizovatelna.

Ztrata ze snizeni hodnoty je zauctovana ve vysi ¢astky, o kterou
Ucetni hodnota aktiva prevysuje jeho realizovatelnou hodnotu.
Realizovatelnd hodnota predstavuje redlnou hodnotu snizenou
o naklady prodeje nebo hodnotu z uzivani, je-li vyssi. Za ucelem
urovnich, pro které existuji samostatné identifikovatelné penézni
toky (penézotvorné jednotky).

2.8 Zasoby

Z3asoby se vykazuji v pofizovacich cenach nebo v Cisté
realizovatelné hodnoté, je-li nizsi. Pofizovaci cena zahrnuje cenu
pofizeni a vedlejsi naklady spojené s porizenim zasob (doprava,
clo apod.). Ocenéni zboZi je na zdkladé metody FIFO. Material,
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.

2.5 Intangible assets

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).

2.6 Investment in subsidiary
The holding in Philip Morris Slovakia s.r.o. is recorded
at historical cost.

2.7 Impairment of assets

Property, plant and equipment, investments in subsidiary and
other non-financial assets, including intangible assets, are
reviewed for impairment losses whenever events or changes

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

An impairment loss is 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).

2.8 Inventories

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.
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2.9 Financni aktiva

2.9.1 Klasifikace a ocenéni

Spole¢nost provadi klasifikaci svych financ¢nich aktiv v dobé
porizeni a pfi prvotnim vykazani financniho aktiva. Spole¢nost
klasifikuje sva financéni aktiva v ramci dluhovych financnich
nastroja.

Dluhovym nastrojem se rozumi jakdkoliv smlouva, na zakladé
které vznika finanéni aktivum jedné strané a finan¢ni zavazek
druhé strané. Finan¢ni aktiva v ramci dluhovych nastrojd jsou
klasifikovana v zavislosti na obchodnim modelu Spole¢nosti

a na vlastnostech smluvnich penéznich tokd daného finanéniho
aktiva. V rdmci testu obchodniho modelu Spole¢nost ovéfuje,
zda je cilem drzby finan¢niho aktiva inkaso veskerych penéznich
tokd z néj plynoucich (model ,drzet do splatnosti®), anebo

zda je cilem drzet finanéni aktivum a prodat ho (model , drzet

a prodat®). Dale Spole¢nost zkouma a urcuje, zda smluvni
podminky spojené s pradvem 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
zapujcenim jistiny po dané obdobi.

V rdmci dluhovych néstroji Spole¢nost klasifikuje sva finanéni

aktiva do nasledujicich kategorii:

a) Finanéni aktiva nasledné ocenéna nabéhlou hodnotou
zjisténou metodou efektivni urokové miry (financéni aktiva
v nabéhlé hodnoté)

b) Finan¢ni aktiva nasledné ocenéna redlnou hodnotou
zahrnutou do zisku nebo ztraty (finanéni aktiva v readlné
hodnoté proti zisku nebo ztrate)

Financéni aktiva v nabéhlé hodnoté (portfolio AC)

V této kategorii Spole¢nost vykazuje dluhové nastroje, které
jsou drzeny v rémci obchodniho modelu, jehoz cilem je
inkasovat veskeré smluvni penézni toky, a které maji zaroven
smluvni penézni toky predstavujici vyhradné uhrady jistiny

a urokl z nesplacené hodnoty jistiny. Nasledné se ocenuji
zUstatkovou hodnotou zjisténou metodou efektivni Urokové
miry (dale jen nabéhla hodnota). BEéhem ucetnich obdobi 2019
a 2018 méla Spolec¢nost v této skupiné pouze pohledavky

z obchodnich vztah( drzené do splatnosti a pljcky a ulozky

v rdmci skupiny PMI. PUj¢ky a ulozky jsou zahrnuty v ostatnich
finan¢nich aktivech.

Financ¢ni aktiva v redIlné hodnoté proti zisku nebo ztraté
(portfolio FVPL)

V rdmci této kategorie klasifikuje Spole¢nost veskeré dalsi
dluhové nastroje, které nelze klasifikovat do vysSe uvedenych
kategorii. Tato financéni aktiva jsou drzend za ucelem
obchodovani, popt. jejich smluvni penézni toky nepredstavujici
vyhradné Uhrady jistiny a Grokd z nesplacené hodnoty jistiny.
Nasledné se ocenuji redlnou hodnotou vykadzanou do zisku nebo
ztraty. V rdmci dluhovych nastrojd méla Spole¢nost béhem
Ucetnich obdobi 2019 a 2018 v této kategorii pouze pohledavky
z obchodnich vztah( uréené k prodeji do faktoringu.

Derivaty jsou zarazeny do kategorie FVPL za predpokladu, ze
nespliuji podminky pro zajistovaci ucetnictvi. B€éhem ucetnich
obdobi 2019 a 2018 neméla Spole¢nost v této kategorii

zadna aktiva.

2.9 Financial assets

2.9.1 Classification and measurement

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.

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 2019 and 2018, 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 2019 and 2018
in this category.

Derivatives are classified in the FVPL category provided they
do not qualify for hedge accounting. During the financial
years 2019 and 2018, the Company did not have any assets
in this category.
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2.9.2 Znehodnoceni

Spolec¢nost zavedla k 1. lednu 2018 novy model znehodnoceni,
podle néhoz se vykaze opravna polozka drive, nez vznikne
Uvérova ztrata. Jedna se o novy model snizeni hodnoty

dle IFRS 9 odrazejici ocekdvané uvéroveé ztraty (ECL).

S vyjimkou pohledavek z obchodnich vztahd Spole¢nost
aplikuje na prislusna finan¢ni aktiva (dluhové nastroje
vykazované v nabéhlé hodnoté - v portfoliu AC) tzv. obecny
pfistup ke znehodnoceni. U pohledavek z obchodnich vztaht
Spole¢nost vyuzila moznost aplikovat zjednodusSeny pristup
pomoci matice znehodnoceni.

Obecny pfistup ke znehodnoceni

Podle obecného pristupu vykaze ucetni jednotka opravnou
polozku na oc¢ekdvané uveérové ztraty (ECL) za dobu trvani
finan¢niho nastroje v pripadé, ze dojde k vyznamnému zvyseni
uvérového rizika (ocenéného pomoci pravdépodobnosti selhani
po dobu trvani) od prvotniho vykazani financ¢niho aktiva. Pokud
se k datu ucetni zavérky uvérové riziko souvisejici s finanénim
nastrojem od prvotniho vykazani vyznamné nezvysilo, vykaze
Ucetni jednotka opravnou polozku ve vysi 12. mési¢ni ocekavané
uvérové ztraty. Pritom ocekdvana Uvérova ztrata za dobu trvani
oznacuje ocekavané Uvérové ztraty, jez vznikaji v dUsledku
vSech potencidlnich selhdni béhem ocekavané doby trvani
finan¢niho nastroje. 12. mési¢ni ocekdvana Uvérova ztrata je
Casti ocekavanych uvérovych ztrat za dobu trvani, jez vznikaji

v dUsledku selhani finan¢niho nastroje, které mize nastat
bé&hem 12 mésict po datu Ucetni zavérky.

Spole¢nost vyuziva tristupnovy model ECL. PFi prvnim vykazani
finan¢niho aktiva, pokud neexistuje dikaz o selhani, zafadi
Spolec¢nost finan¢ni aktivum do stupné 1 a vykaze opravné
polozky odpovidajici ocekdvanym ztratam v nasledujicich

12 mésicich. Pokud se od data prvotniho vykazani uvérové riziko
souvisejici s financnim nastrojem vyznamné nezvysilo, finanéni
aktivum zGstdva ve stupni 1 a opravna polozka je k datu Gcetni
zavérky vycislena ve vysi 12. mésicni ocekavané Uvérové ztraty.
Pokud doslo od data prvotniho vykazani k vyraznému nardstu
uvérového rizika, zaradi Spolec¢nost finan¢ni aktivum do stupné
2 a vykdze k datu ucetni zavérky opravné polozky odpovidajici
ocCekdvanym ztratdm za celou dobu trvani finanéniho aktiva.
Pokud financ¢ni aktivum splni definici selhani, prefadi ho
Spole¢nost do stupné 3 a vykaze opravné polozky odpovidajici
ocCekdvanym ztratdm za celou dobu trvani finanéniho aktiva.

Za potencidlni selhdni povazuje Spolec¢nost 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
financni restrukturalizace, nedodrzeni splatnosti nebo prodleni
ve splatnosti zavazku.

Pro zvolené budouci scénafe mozného vyvoje
Spole¢nost vypoclte oc¢ekdvanou uvérovou ztratu

a rovnéz pravdépodobnostné vazené vysledky pomoci
nasledujiciho vzorce:

Ocekavané uveérové ztraty (EDL) = pravdépodobnost selhani
(PD) x ztratovost ze selhani (LGD) x expozice v selhani (EAD)

2.9.2 Impairment

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 and debt instruments in the FVOCI
portfolio). For trade receivables, the Company 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.

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
1 and 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)
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Zjednoduseny pfFistup ke znehodnoceni

Zjednoduseny pristup umoznuje ucetnim jednotkam vykazovat
ocekavané uveérové 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, vykaze ucetni jednotka opravnou
polozku na o¢ekdvané uvérové ztraty za dobu trvani (tj. ucetni
jednotka musi vzdy aplikovat tzv. zjednoduseny pfistup).

U ostatnich obchodnich pohledavek, ostatnich smluvnich

aktiv, pohledavek z operativniho leasingu a pohledavek

z financ¢niho leasingu si Ize zvolit ucetni politiku, kterd bude
samostatné aplikovana na jednotlivé typy aktiv (avSak ktera

se vztahuje na vSechna aktiva daného typu). Vyznamny

prvek financovani existuje tehdy, pokud z nacasovani

Uhrad odsouhlasenych smluvnimi stranami (explicitné nebo
implicitné) plyne zdkaznikovi nebo uUcetni jednotce vyznamny
prospéch spocivajici ve financovani prevodu zbozi nebo sluzeb
na zdkaznika.

Aplikace zjednoduseného prFistupu pomoci matice
znehodnoceni

U obchodnich pohledavek bez vyznamného prvku financovani
Spole¢nost stanovi vysi opravnych polozek pomoci matice
znehodnoceni. Matice znehodnoceni je zalozena na aplikaci
prislusné miry ztrat na neuhrazené zUstatky obchodnich
pohledavek (tj. vékova analyza pohledavek).

Pri stanoveni vySe opravnych polozek zjednodusenym
pristupem Spole¢nost postupuje v nasledujicich krocich.
Spole¢nost nejprve rozdéli své jednotlivé obchodni pohledavky
do urcitych skupin pohledavek s obdobnou charakteristikou
uvéroveého rizika. Spolecnost pritom identifikuje nejvyznamnéjsi
faktory, které uvérové riziko kazdé skupiny ovliviuji. V druhém
kroku Spole¢nost stanovi pro kazdou skupinu s obdobnou
charakteristikou Uvérového rizika miru historickych ztrat. Tato
mira se stanovi za 3 po sobé jdouci Ucetni obdobi. V dalsSim
kroku Spole¢nost urci miru ocekdvanych ztrat pro kazdou
skupinu pohledavek, ktera je dale rozdélena do dil¢ich kategorii
podle poctu dni po splatnosti. PFfi stanoveni miry o¢ekavanych
ztrat Spolec¢nost prihlizi k tomu, zda miry historickych

ztrat vznikly za ekonomickych podminek, které odpovidaji
ocekavanym podminkdm béhem obdobi expozice daného
portfolia pohledavek k datu Ucetni zavérky. V poslednim kroku
Spolec¢nost vycisli vysi opravné polozky na zakladé aktudlni
hrubé vyse pohledavek vynasobené mirou ocekavanych ztrat.

K pohledavkam, které jsou vyhodnoceny jako nedobytné, je
tvorena 100% opravna polozka. Odpis takovych pohledavek

je vykdzadn ve vykazu zisku a ztraty v radku Ostatni provozni
naklady. V pfipadech, kdy jiz pohledavky nelze vymahat u soudu
(naptriklad, pohledavka byla promlic¢ena, na zdkladé rozhodnuti

z ddvodu nedostatku aktiv Upadce, dluznik pfestal existovat

bez pravniho nastupce, apod.), tyto pohledavky jsou odepsany
proti opravné polozce.

2.9.3 Oductovani

Finanéni aktiva jsou oduc¢tovana z vykazu finanéni pozice,
jestlize pravo obdrzet penézni toky z finan¢nich aktiv vyprselo
nebo bylo prevedeno a Spole¢nost prevedla v podstaté veskera
rizika a odmény plynouci z viastnictvi.

Simplified approach to impairment

Simplified approach enables entities to report expected credit
losses over a 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 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 (e.g. loss rates for non-past
due receivables, loss rates for receivables 1-30 days overdue,
losses for receivables 31-60 days overdue, etc.). 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.

If the trade receivable is evaluated as irrecoverable,

an allowance of 100% is created. Write-offs are recognized

in profit or loss under Other operating expenses. In cases where
receivables can no longer be recovered from the court (for
example, the receivable was time-barred, based on the results
of the resolutions due to lack of assets of the bankrupt,

the debtor ceased without a legal successor, etc.), receivables
are written off against the allowance.

2.9.3 Derecognition

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.
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2.10 SpotFebni dan

Spotfebni dan obsazena v hodnoté nakoupenych kolkt je
primarné vykazana v kategorii ,,Ostatni nefinan¢ni aktiva“

a odpovidajici zadvazek v kategorii ,,Ostatni dafové zavazky*“.
Aktivum zanika a stava se soucasti obchodnich pohledavek

v okamziku prodeje zbozi, které je predmeétem 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 danového systému v Ceské republice jsou spise
povahy dané vyrobni. Vedeni analyzovalo vsechny znaky
systému spotiebni dané v Ceské republice a dospélo k zavéru,
ze vlastnosti dané z prodeje prevazuji. Z tohoto dlvodu neni
spotfebni dan vykdzana v trzbach a provoznich nakladech

v samostatném vykazu Uplného vysledku Spole¢nosti.

2.11 Penézni prostFedky a penézZni ekvivalenty

Penézni prostredky a penézni ekvivalenty zahrnuji finan¢ni
hotovost, inkasovatelné bankovni vklady, ostatni vysoce likvidni
kratkodobé investice s plvodni dobou splatnosti tfi mésice

a méné, debetni zUstatky na bankovnich G¢tech (kontokorentni
ucty) nebo jiné pUjcky splatné na pozadani. V samostatném
vykazu finanéni pozice jsou debetni zUstatky na bankovnich
uc¢tech (kontokorentni Ucty) a jiné pajcky splatné na pozadani
vykazany v polozce ,Prijaté pUjcky“ v kratkodobych zavazcich.

2.12 Obchodni a financni zavazky

Obchodni zavazky se prvotné vykazuji v redlné hodnoté

a nasledné jsou ocenovany zlstatkovou hodnotou na zdkladé
metody efektivni Urokové miry.

Spole¢nost pristupuje k oduétovani finanénich zavazkd pouze

v situaci, kdy jsou povinnosti Spole¢nosti splnény, zruseny

nebo kdy skonci jejich platnost. Rozdil mezi Ucetni hodnotou
oductovaného finan¢niho zdvazku a ¢astky bud zaplacené, nebo
splatné je zauctovan do zisku nebo ztraty.

2.13 OdlozZena darn z pFijmu

Odlozena dan je vypoctena s pouzitim zavazkové metody
uplatnéné na vsechny prechodné rozdily vzniklé mezi danovou
hodnotou aktiv a zavazkUl a jejich u¢etni hodnotou vykazovanou
v samostatné ucetni zavérce. Pokud vsak odlozend 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 pFijmu se stanovi za pouziti
danové sazby (a danovych zdkonu), které byly schvaleny nebo
je proces jejich schvalovani v podstaté dokoncen a o kterych
se predpoklada, ze budou uc¢inné v obdobi, ve kterém bude
prislusnad danova pohledavka realizovdna nebo zavazek
odlozené dané z prijmU vyrovnan. Zmény v odlozené dani
vyplyvajici ze zmén danovych sazeb jsou vykazany v obdobi,
ve kterém jsou zmeény uzakonény nebo uzakonény z vétsi ¢asti.

Odlozené danové pohledavky se vykazuji v rozsahu, v némz je
pravdépodobné, ze bude v budoucnosti dosazeno zdanitelného
zisku, ktery umozni uplatnéni téchto pfechodnych rozdild.

Odlozena dan je zauctovana do zisku nebo ztraty, s vyjimkou
pfipady, kdy se vztahuje k polozkdm u¢tovanym do ostatniho
uplného vysledku. V takovych pfipadech je také uctovana

do ostatniho Uplného vysledku.

2.10 Excise tax

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.

2.11 Cash and cash equivalents

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

2.12 Trade payables and financial liabilities

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.

2.13 Deferred income tax

Deferred income taxation is calculated using the liability
method applied to all temporary differences arising between
the tax base of assets and liabilities and their carrying amounts
in the separate financial statements. However, if the deferred
income tax arises from initial recognition of an asset or liability
in a transaction other than a business combination that

at the time of the transaction affects neither the accounting nor
taxable profit nor loss, it is not accounted for. Deferred income
tax is determined using tax rates (and laws) that have been
enacted or substantially enacted by the balance sheet date and
are expected to apply when the related deferred income tax
asset is 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.
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2.14 Zaméstnanecké poZitky

a) Duichodové pojisténi a penzijni pFipojisténi

Spolec¢nost hradi pravidelné odvody do statniho rozpoctu

k financovani statniho ddchodového pojisténi a prispévku

na statni politiku zaméstnanosti v sazbach platnych pro dané
obdobi z vyplacenych hrubych mezd. Nad rédmec téchto
zadkonnych odvodd nejsou vyzadovany od Spole¢nosti zadné
jiné dodatecné odvody. Naklady souvisejici s odvody jsou
zUctovany do zisku nebo ztraty ve stejném obdobi jako vyplata
mezd a platd, ke kterym se vztahuiji.

Spole¢nost také poskytuje svym zaméstnanctm penzijni
pripojisténi formou plateb nezavislym penzijnim fondim v rdmci
platného prispévkoveé definovaného penzijniho planu. Tyto
naklady jsou uc¢tovany do zisku nebo ztraty v roce, se kterym
¢asoveé souviseji. Nad rdmec téchto zakonnych odvodd nejsou
vyzadovany od Spolec¢nosti zddné jiné dodatec¢né odvody.

b) Odstupné a pozitky pFi pfedéasném ukonceni pracovniho
poméru
Odstupné a pozitky pfi predc¢asném ukonceni pracovniho
poméru se vyplaceji v pfipadé, Zze je pracovni pomér ukoncen
pfed normalnim odchodem do dichodu nebo pred uplynutim
pracovni smlouvy. Spole¢nost vykazuje pozitky z predcasného
ukonc&eni pracovniho poméru, pokud je zavazana k ukonceni
pracovniho poméru vybranych zaméstnanct v souladu se
schvalenym detailnim planem bez redlné moznosti od tohoto
planu odstoupit.

c) Uhrady vézané na akcie

PMI poskytuje urcité plany uhrad vazanych na akcie pro vedouci
zameéstnance vsSech spolec¢nosti v rdmci skupiny PMI. Tyto plany
se vztahuji k akciim spole¢nosti PMI a predstavuji uhrady vdzané
na akcie vyporadané kapitalovymi nastroji. Na zakladé pravidel
stanovenych ,Performance Incentive Plans“ je vybranym
zaméstnancdm poskytovéna dlouhodobd odména v podobé
naroku na akcie PMI, které by jim mély byt v budoucnosti
pridéleny. K realizaci ndroku a nabyti akcii zameéstnanci

dochazi po uplynuti zaméstnaneckého poméru tfi let od data
poskytnuti ndroku (rozhodné obdobi). Hodnota nakladl sluzeb
zaméstnancl vykazanych jako protihodnota za pridélené
naroky na akcie je uréena na zakladé readlné hodnoty narokd

k datu poskytnuti. Naklady jsou do zisku nebo ztraty (ndklady
na zaméstnance a zaméstnanecké pozitky a sluzby) zuctovany
rovnomeérné béhem rozhodného obdobi se souvztaznym
zapisem do vlastniho kapitalu. Hodnota nakladd vykazanych
jako protihodnota za pridélené naroky v letech 2019 a 2018 byla
nevyznamna.

2.15 Rezervy

Spolec¢nost tvofi rezervy. Pokud ma soucasny pravni nebo
mimosmluvni zavazek, ktery je vysledkem minulych udalosti,

je pravdépodobné, ze k vyporadani tohoto zavazku bude
nezbytné odcéerpani prostredkd, a mize byt proveden spolehlivy
odhad vyse zavazku. Rezervy se nevytvareji na budouci
provozni ztraty.

Rezervy jsou ocenény v soucasné hodnoté nejlepsiho
odhadu vydajl potfebnych k vyrovnani sou¢asného zavazku
k rozvahovému dni.

2.14 Employee benefits

a) Pension obligations

Contributions are made to the Government’s retirement
benefit and unemployment schemes at the statutory rates
applicable during the year and are based on gross salary
payments. The Company has no further payment obligations
once the contributions have been paid. The expense for

the contributions is charged to profit or loss in the same period
as the related salary expense.

The Company also makes contributions to defined contribution
schemes operated by external pension companies. These
contributions are charged to profit or loss in the year to which
the contributions relate. The Company has no further payment
obligations once the contributions have been paid.

b) Redundancy and termination benefits

Redundancy and termination benefits are payable when
employment is terminated before the normal retirement

or contract expiry date. The Company 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.

c) Share-based payments

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

which eligible employees receive deferred stock awards
representing long-term equity compensation that delivers
shares of PMI after a three-year service period (the vesting
period). The compensation cost for deferred stock awards

is determined by using fair value of the equity instruments
awarded as at the grant date. Compensation cost is 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 2019 and 2018 were immaterial.

2.15 Provisions

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.
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2.16 Vykazovani vynosi a nakladd

Veskeré smlouvy se zakazniky jsou v prvni fazi zanalyzovany

s cilem identifikovat veskera plnéni vic¢i zakaznikovi. Nasledné je
urcena transakeni cena, kterd je v pripadé vice identifikovanych
plnéni alokovana podle relevantniho klice. V navaznosti na to

je pro jednotliva plnéni uznan vynos v prislusné vysi bud

k urcitému okamziku, nebo je s vyuzitim néastrojd ¢asového
rozliSeni alokovan do vice obdobi.

Vynosy z prodeje zbozZi jsou vykdzany v okamziku prechodu
veskerych pray, resp. kontroly na kupujici protistranu v zavislosti
na konkrétnim znéni smluvnich podminek, pricemz castka
vynosu je dohodnuta nebo je spolehlivé urcitelna a pfijeti
Uhrady je pravdépodobné. To obecné odpovidd okamziku,

kdy je zbozi poskytnuto prodejctim, nebo v okamziku jejich
poskytnuti kone¢nym zakazniklim v pripadé pfimych prodeju.

Vynosy a naklady jsou vykazovany nasledujicimi zpUsoby:

a) Prodej zbozi

Vynosy z prodeje zbozi se vykazuji, pokud Spole¢nost prevedla
na kupujiciho kontrolu nad aktivem. O vynosu je Uuc¢tovdno

v okamziku vyskladnéni jak v pfipadé domacich prodejd, tak
exportu.

b) Prodej sluzeb

Vynosy z poskytovani sluzeb se vykazuiji, jestlize dojde

k poskytnuti sluzby a Spole¢nost ma pravo na zaplaceni
protihodnoty. Jedna se zejména o zpracovatelské sluzby, kdy
Spole¢nost nasledné nenakupuje hotové tabdkové vyrobky

a neproddva je na trzich v Ceské republice a na Slovensku.

c) Néklady na prodané zbozi

Soucasti ndkladl na prodané zbozi jsou variabilni a fixni vyrobni
naklady, porizovaci cena nakoupeného zbozi a licenéni poplatky
placené za prodané zbozi. Tyto ndklady jsou pfed prodejem
zbozi zachyceny v hodnoté zasob.

d) Odbytové naklady

Odbytové naklady vyplyvaji z odbytové ¢innosti, a kromé
personalnich a rezijnich ndkladd zahrnuji také odpisy majetku
v oblasti prodeje, naklady spojené s expedici, ndklady

na propagaci, podporu prodeje, prazkum trhu a sluzby
zakaznikdm. Tyto naklady nevstupuji do ocenéni zédsob.

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

2.17 Vynosy z dividend
Vynos z dividend se vykazuje tehdy, kdyz vznikne pravo
akcionare na prijeti platby.

2.16 Reporting of revenues and expenses

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:

a) Sale of goods

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.

b) Sales of services

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.

c) Cost of goods sold

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.

d) Distribution expenses

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.

e) Administrative expenses

Administrative expenses include personnel costs and overheads
as well as depreciation and amortization applicable to

the administrative functions.

2.17 Dividend income
Dividend income is recognized when the shareholder’s right to
receive payment is established.
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2.18 Vynosy z urokd
Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody
efektivni Urokové miry a zohlednénim vyse nesplacené jistiny.

2.19 Vyplata dividend

Vyplata dividend akcionardm Spole¢nosti se vykazuje

v samostatné ucetni zavérce Spolec¢nosti jako zdvazek v obdobi,
ve kterém jsou dividendy schvaleny akcionari Spolec¢nosti.

3. Rizeni finanénich rizik

3.1 Faktory financniho rizika

Z ¢innosti Spolec¢nosti vyplyva fada financénich 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 Spolecnosti.
PMI Treasury identifikuje, ocenuje a zajistuje finanéni riziko

v Uzké spoluprdci se Spoleénosti. Rizeni rizik provadi centralni
oddéleni Treasury skupiny PMI v souladu s pravidly schvalenymi
predstavenstvem Spolecnosti, kterd vychazi z PMI politik

pro Fizeni finan¢niho rizika.

a) Trzni riziko

Spole¢nost plsobi na mezindrodnim trhu a je vystavena
ménovému riziku vztahujicimu se k rdznym ménam. Ménové
riziko vyplyva zejména z titulu budoucich nakupl a prodejl

a pohledavek a zavazkl v cizich ménach. Pro Fizeni ménového
rizika Spolecnost prilezitostné nakupuje ménové opce
prostrednictvim PMI Treasury. Spole¢nost neaplikovala
zajistovaci Ucetnictvi. V letech 2019 a 2018 Spole¢nost neméla
zadné ménové opce.

2.18 Interest income

Interest income is accrued on a time basis, by reference
to the principal outstanding and the effective interest rate
applicable.

2.19 Dividend distribution

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.

3. Financial risk management

3.1 Financial risk factors

The Company’s activities expose it to a variety of financial risks:
market risk, credit risk and liquidity risk. Market and liquidity
risks are managed under approved policies by the central
Treasury department of PMI group in Lausanne. Credit risk

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

a) Market risk

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

uses currency option derivative instruments, transacted by PMI
Treasury. The Company did not apply hedge accounting.

No currency options were used by the Company in 2019

and 2018.
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The split of financial assets by currencies is as follows
(in CZK million):

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

Uéetni hodnota

k 31.12. 2019 CZK EUR USD CHF Ostatni Celkem T S
Pohledavky as at December 31,
za tfetimi stranami - 1220 0 0 0 0 1220 2019 CHF  Other
domaci Receivables from
Pohledavky third parties - 1220 - - - - 1220
za tietimi stranami - 0 1 0 0 0 1 domestic
zahranicni Receivables from ) 1 ) ) ) 1
Pohledavky third parties - foreign
za spolecnostmi 28 238 o 1 o 267 Receivables from PMI
skupiny PM| entitios 28 238 - 1 - 267
Ucty v bance 1229 0 0 0 0 1229 Cash at banks 1229 - - - - 1229
Kratkodobé pujcky Short-term deposits

PR h 5096 0] [0} [0} (0] 5096 P - - - -
spfizneénym stranam with related parties 5096 5096
Dlouhodoba ostatni Other long-term
X L X 107 1 [0} 0] 108 9 - - -
financni aktiva financial assets 107 ! 108
Celkem 7 680 240 o 1 o 7 921 Total 7 680 240 - 1 - 7921

Ucetni hodnota

Carrying amount

k 31.12. 2018 CHF Ostatni Celkem as at December 31,
Pohledavky 2018 (e]4,1-13
za tretimi stranami - 1196 ¢} 0 0 0 1196 Receivables from
doméci third parties - 1196 - - - - 1196
Pohledavky domestic
za spole¢nostmi 343 561 ¢} 0 1 905 Receivables from PMI
skupiny PMI entities 343 561 ) ) 1905
Uty v bance 2124 (0] (0] ¢} (0] 2124 Cash at banks 2124 - - - - 2124
Kratkodobé pljcky Short-term deposits

e . 3442 [0} [0} (6} [0} 3442 - - - -
spfiznénym stranam with related parties 3442 3442
Dlouhodoba ostatni Other long-term
O 106 1 o] 0 o] 107 9 - - _
financni aktiva financial assets 106 ! 107
Celkem 721 562 (o) (o) 1 7774 Total 721 562 a o 1 7774

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

Uéetni hodnota

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

k 31.12. 2019 CZK EUR UsD CHF Ostatni Celkem
< O X Rt Carrying amount
Zavazky vUci tretim
stranén)w/ _ domaci 832 o 0o 0o o 832 as at December 31,
Zavazky vOdi treti 2019 Other
avazky vUci tretim ;
stranam - zahraniéni 0 137 ! ! 4 143 Payables to third 832 - - - - 832
- — parties - domestic
Zavazky vUci -
spole¢nostem 621 168 6 48 4 847 Payables to third - 137 1 1 4 143
skupiny PMI parties - foreign
Celkem 1453 305 7 49 8 1822 Payables to PMI 621 168 6 48 4 847
entities
Total 1453 305 7 49 8 1822

Ucetni hodnota

k 31.12. 2018 (¥4 ¢ EUR USD CHF Ostatni Celkem
. o xi gy Lo Carrying amount
Z3avazky vUci tretim
stranén)\/ - domaci 551 3 0 o 0 554 as at December 31,
Zavazky v tretl 2018 Other
avazky vUci tretim .
stranam - zahraniéni ! 156 2 0 4 173 Payables to third 551 3 - - . 554
- P parties - domestic
Zavazky vuci -
spole&nostem 52 18 6 36 5 1V Payables to third 1 156 2 . 14 173
skupiny PMI parties - foreign
Celkem 604 177 8 36 19 844 Payables to PMI 52 18 6 36 5 17
entities
Total 604 177 8 36 19 844
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Analyzy citlivosti

Citlivost na zmény ménového kurzu

Spolec¢nost je vystavena ménovému riziku vyplyvajicimu
zejména z transakci se spole¢nostmi se sidlem v Evropské unii,
vcetné své slovenské dceriné 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 zavazky
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 méri dopad z prepoctu

téchto polozek k rozvahovému dni kurzem Ceské narodni
banky k 31.12. 2019. Spole¢nost povazuje za mozny pohyb
ménovych kurz( vici ¢eské koruné v nasledujicim obdobi +5%
(zhodnoceni ¢eské koruny) a -5% (znehodnoceni ceské koruny).

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

Nasledujici tabulka predstavuje dopad na zisk pred zdanénim
pfi o¢ekdvaném zhodnoceni +5% nebo znehodnoceni -5%
Ceské koruny vUci cizim ménam (v milionech K&) v roce 2019
(2018: +5%, -5 %):

2019 -5% znehodnoceni CZK
Ména EUR uUsD CHF

Zvyseni (+) / snizeni (-) zisku -

3 [¢] -2
+5% zhodnoceni CZK

Ména EUR usD CHF
Zvyseni (+) / snizeni (-) zisku 3 0 2
Ména EUR uUsD CHF
Zvyseni (+) / snizeni (-) zisku 20 0 -2
+5% zhodnoceni CZK
Ména EUR uUsD CHF
Zvyseni (+) / snizeni (-) zisku -20 0 2

Citlivost na zmény urokové miry

Spolec¢nost je vystavena Urokovému riziku zejména v souvislosti
s poskytovanim kratkodobych pujcek se stanovenou dobou
splatnosti a kratkodobych pUj¢ek splatnych na pozadani
spole¢nostem ve skupiné PMI a Spolec¢nost je také

vystavena urokovému riziku v souvislosti s faktoringovymi
transakcemi s pohledavkami. Spolec¢nost predpoklada

mozny pohyb vynosové krivky v nasledujicim obdobi

+100/-25 bazickych bodu.

Pro poskytnuté kratkodobé pUjcky a kratkodobé pujcky splatné
na pozadani poskytnuté spole¢nostem ve skupiné PMI je dopad
na zisk pred zdanénim stanoven na zakladé specifikované
zmeény Urokové miry, kterd by nastala na za¢atku ucetniho
obdobi, a za predpokladu, ze by nedoslo k zadné jiné zméné
Urokovych sazeb v prabéhu celého Ucetniho obdobi. Ostatni
financ¢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 (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, 2019. 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 2019 (2018: +5%, -5%):

2019 CZK depreciation by 5%

Currency EUR UsbD CHF
Increase / (decrease) in profit or loss 3 - 2)
CZK appreciation by 5%
Currency EUR UsD CHF
Increase / (decrease) in profit or loss 3 - 2
Currency EUR UsbD CHF
Increase / (decrease) in profit or loss 20 - )
CZK appreciation by 5%
Currency EUR usD CHF
Increase / (decrease) in profit or loss (20) - 2

Sensitivity to interest rates

The Company is exposed to interest rate risk mainly in relation
to short-term borrowings and short-term on-demand deposits
with PMI| companies, and as well the Company is exposed

to interest rate risk in relation to factoring transactions

with receivables. The Company assumes the possible
movements of the yield curve in the following period

by +100/-25 basis points.

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

in the interest rate, which would have arisen at the beginning
of the accounting period and based on the assumption that

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

Narust urokové miry

Pokles urokové miry
0 25 baz. bodu

0 100 baz. bodl

Zvyseni (+) / snizeni

(-) zisku 46 12

The following table presents the possible impact on profit
or loss before tax of an expected increase (+100 basis points)
or decrease (-25 basis points) of interest rates (in CZK million):

Interest rate increased Interest rate decreased
2019 by 100 basis points by 25 basis points

Increase / (decrease)

in profit or loss 46 a2)

Narust urokové miry Pokles urokové miry

0 25 baz. bodu

0 100 baz. bodl

Zvyseni (+) / snizeni

(-) zisku 3 8

Interest rate increased Interest rate decreased
2018 by 100 basis points by 25 basis points

Increase / (decrease)

in profit or loss 31 ®

b)  Uvérové riziko

Spole¢nost ma stanovena pravidla, ktera zajistuji, ze prodej
zbozi s odlozenou splatnosti je realizovan pouze s odbérateli,
ktefi splnuji podminky pro Uvérovy prodej a maji prislusnou
uvérovou historii.

Vyraznou podporu v této oblasti poskytuji Spolec¢nosti
odbornici z PMI Treasury v Lausanne. Kromé PMI Treasury
Spole¢nost vyuziva k analyze protistran také sluzeb externich
ratingovych agentur.

Pripadna platebni neschopnost odbératele mize vést

k bezprostrednim ztradtdm s nezaddoucim vlivem na hospodareni
Spolec¢nosti. Z tohoto ddvodu podléha schvalovani obchodnich
aktivit s novymi odbérateli standardizovanym kontrolam

a postuplm pfislusnych oddéleni Spole¢nosti. Angazovanost
Spolec¢nosti vic¢i odbératellim je Fizena také prostfednictvim
stanoveni Uvérovych limitd. Vyse téchto limitd je pravidelné
monitorovana a vyhodnocovana.

Soucasti Fizeni Uveérového rizika je aktivni sprava a fizeni
pohledavek, kde se ke snizeni rizik pouzivaji standardni nastroje
finan¢nich trhd, jako jsou bankovni zaruky, platby pfedem

a postoupeni pohledavek prostrednictvim bezregresniho
faktoringu.

Zajisténi pohledavek

Pohledavky z obchodnich vztahU jsou rozdéleny z hlediska
strategie zajisténi na pohledavky za tuzemskymi odbérateli
a spole¢nostmi skupiny PMI.

K zajisténi pohledavek za tuzemskymi odbérateli jsou

v urcitych pfipadech vyuzivany bankovni zaruky. Povinnym
preventivnim nastrojem v pisemném smluvnim vztahu je
sankéni Urok z prodleni uhrad. Pohledavky z obchodnich vztahl
za tuzemskymi odbérateli jsou rozdéleny do dvou skupin:
pohledavky zajisténé bankovnimi zarukami a nezajisténé
pohledavky za odbérateli, ktefi splnuji podminky poskytnuti
nezajisténého uvéru. Vyse nezajisténého uvéru zavisi

na celkovém a finan¢nim 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.

b) Credit risk

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.
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Uéetni hodnota

k 31.12. 2019
(v milionech K¢)

Pohledavky za tretimi

Individudlné
neznehodnocena
finan¢ni aktiva
do splatnosti

Individudlné
neznehodnocena
finan¢ni aktiva
po splatnosti

Carrying amount

as at December 31,
2019 (in CZK million)

Receivables from

Unimpaired
financial assets
not yet due

Unimpaired
financial assets
past due

stranami - domaci 1217 3 1220
v nabéhlé hodnoté

Pohledavky za tretimi

stranami - zahrani¢ni 0 1 1
v nabéhlé hodnoté

Pohledavky

za spole¢nostmi 260 7 267
skupiny PMI

Uty v bance 1229 0 1229
Kratkodobé pujcky 5096 0 5096
spFiznénym stranam

Dlouhoqobg ostatni 108 ) 108
finan¢ni aktiva

Celkem 7 910 1 7 921

Uéetni hodnota

k 31.12. 2018
(v milionech K¢)

Pohledavky za tretimi

Individudlné
neznehodnocena
finan¢ni aktiva
do splatnosti

Individudlné
neznehodnocena
finanéni aktiva

po splatnosti Celkem

third parties - 1217 3 1220
domestic

Receivables from R 1 1
third parties - foreign

Regglvables from PMI 260 7 267
entities

Cash at banks 1229 - 1229
Short-term loans and

deposits with related 5096 - 5 096
parties

cher'long—term 108 ) 108
financial assets

Total 7 910 1 7 921

Carrying amount

as at December 31,
2018 (in CZK million)

Receivables from

Unimpaired
financial assets
not yet due

Unimpaired
financial assets
past due

stranami - domaci 1194 2 1196
v nabéhlé hodnoté

Pohledavky

za spole¢nostmi 875 30 905
skupiny PMI

Uéty v bance 2124 0 2124
Kratkodobeé plijcky 3442 0 3442
spfiznénym stranam

D_Iouf]oc}iobg ostatni 107 o 107
finanéni aktiva

Celkem 7 742 32 7774

Koncentrace tvérového rizika obchodnich pohledavek
Spolec¢nost sleduje koncentraci uvérového rizika obchodnich

pohledavek podle odbytovych regiona.

Rozdéleni obchodnich pohledavek podle odbytovych regiona:

Ucetni hodnota

k 31.12. 2019 Ceska Slovenska

(v milionech K¢) republika republika Ostatni Celkem
Pohleda_vky za treFlml 1220 o 0 1220
stranami - domaci

Pohleda_vky za tl’e.tvlm’l 0 o 1 1
stranami - zahrani¢ni

Pohledavky

za spole¢nostmi skupiny 0] 187 80 267
PMI

Celkem 1220 187 81 1488

Ucetni hodnota

k 31.12. 2018
(v milionech K¢)

Pohledavky za tretimi

Ceska
republika

Slovenska
republika

Ostatni  Celkem

. . 1196 0] [0) 1196
stranami - domaci
Pohledavky
za spole¢nostmi skupiny 0] 187 718 905
PMI
Celkem 1196 187 718 2101

third parties - 1194 2 1196
domestic

Rec_e_lvables from PMI 875 20 905
entities

Cash at banks 2124 - 2124
Short-term loans and

deposits with related 3442 - 3442
parties

C_)therAIong-term 107 R 107
financial assets

Total 7 742 32 7774

Credit risk concentration of trade receivables
The Company monitors the concentration of credit risk of trade
receivables by distribution regions.

Classification of trade receivables by distribution regions:

Carrying amount

as at December 31, 2019
(in CZK million)

Receivables from third
parties - domestic

Czech
Republic

Slovak

Republic

1220

Receivables from third
parties - foreign

Receivables from PMI
entities

Total

Carrying amount

as at December 31, 2018
(in CZK million)

Receivables from third

Czech
Republic

187 80
187 81

Slovak

Republic

267
1488

parties - domestic 1196 B ) 1196
Rec_e_lvables from PMI ) 187 718 905
entities

Total 1196 187 718 2101
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Uvérova bonita finanénich aktiv v nabéhlé hodnoté

Pfi stanoveni ratingu financ¢nich aktiv pouziva Skupina

nasledujici kritéria:

¢ Ve tridé bonity 1jsou zarazeny pohledavky
s pravdépodobnosti selhani do 0,1%.

* Ve tridé bonity 2 jsou zafazeny pohledavky
s pravdépodobnosti selhani do 2%.

* Ve tridé bonity 3 jsou zarazeny pohledavky
s pravdépodobnosti selhani nad 2 %.

¢ Pohledavky za spole¢nostmi skupiny PMI a kratkodobé
pujcky poskytnuté v ramci skupiny PMI jsou v roce 2019
zarazeny do tfidy bonity 1 (podle PMI ratingu Standard &
Poor’s A-2 (2018: A-2)).

¢ Hotovost v bankach je zarfazena podle hodnoceni
dlouhodobych depozit prostfednictvim agentury Moody’s.
Jako banky a finanéni instituce pouzivané Skupinou jsou
akceptovany pouze ty s hodnocenim A-3 nebo vyssim
(2018: A-3) (bonita 1).

Opravné polozky na o¢ekavané uvéroveé ztraty (ECL)

Stupén
Stupen 2
celozivotni Stupen 3
ECL*- celozivotni Celozivotni
bez indi- ECL* - in- ECL* dle
Stav Stupen 1 viduélniho dividualné matice
k 31.12. 2019 12meésicni znehod- znehod- znehod-
(v milionech K¢&) ECL* noceni nocené noceni
PUjcky
spole¢nostem 1 ) 0] 0] o o
ve skupiné PMI
Ostatni
pohledavky 1 0] 0] 0] o o
a finan¢ni aktiva
) ) 0] o o
Pohledavky
z obchodnich
vztahU 1 ) ) (0] o o
v nabéhlé
hodnoté
0] 0] 0] o o
3 (6} 0] 0] o o
Celkem (o] (o] (o] o o

Matice znehodnoceni pro pohledavky z obchodnich vztaht
v nabéhlé hodnoté

Stav Od data splatnosti uplynulo:

k 31.12. 2019 Do 1 1-3 Vice nez

(v milionech KE) Ve splatnosti mésice mésice 3 mésice Celkem
Ocekavané 001% 002% 005% 010% -
ztraty (v%)

Hruba ucetni 1477 0 9 2 1488
hodnota

Opravna 0 ) 0 0 0
polozka

The creditworthiness of financial assets at amortized cost

The Group uses the following criteria when determining

the creditworthiness:

¢ Rating 1includes receivables with a probability of default
of up to 0.1%.

¢ Rating 2 includes receivables with a probability of default
of up to 2%.

¢ Rating 3 includes receivables with a probability of default
above 2%.

¢ Receivables from PMI companies and short-term loans
provided within the PMI group are classified as rating 1
(according to Standard & Poor’s A-2 (2018: A-2)) in 2019.

¢ Cash in banks is ranked according to Moody’s long-term
deposit ratings. Banks and financial institutions used
by the Group are only eligible for A-3 or higher (2018: A-3)
(rating 1.

Allowance for expected credit losses (ECL)

@ Stage

1]

£

<

5 St 2 life Lifetime

o age -
Ba'anc‘;as at 2 time ECL* - Stage 3 life- ECL*
December 31, 5 Stage 1 without time ECL* - according
2019 Q@  12-month individual individually to matrix of
(in CZK million) © ECL* impairment impaired impairment
Loans to
companies in 1 - - - - -
the PMI group
Other

receivables and 1 - - - - -
financial assets

2 - - - - -
Trade
receivables at 1 - - - - -
amortized cost

2 - - - - -

3 - - - - -

Total - - - - -

Matrix of impairment for trade receivables at amortized cost

From the due date:

Balance as at
December 31, Less More

2019 than 1-3 than
(in CZK million) Before due 1month month 3 months

Expected losses

o, o, 0, o, -
R 001% 002% 0.05% 010%
Gross book 1477 - 9 2 1ass
value
Allowance - - - - -

106



SEPARATE FINANCIAL STATEMENTS

Opravné poloZky na o¢ekavané uvérové ztraty (ECL) Allowance for expected credit losses (ECL)
Stupén 9 Stage
Stupen 2 g
celozivotni Stupeii 3 g
ECL* - celozivotni  CelozZivotni = . e
bezindi-  ECL* ~in- ECL" dle Balanceiasiat s st:rangeeEzclll_f‘e— Stage 3 life- Llfeltzlg:_(i
Stav £  Stupefil vidudlniho  dividualng matice December 31, 2 Sese hout tims ECL: =
k 31.12. 2018 12mésiéni znehod- znehod- znehod- T B . Without —time BECE = according
il h K& e ) ’ , 2018 @ 12-month individual individually to matrix of
(v milionech K¢&) C QOcE focenc focens (in CZK million) © ECL* impairment impaired impairment
PUjky L
Y oans to
spole¢nostem 1 0] 0] 0 O o companies in 1 _ _ _ o
ve skupiné PMI the PMI group
Ostatni Other

pohledavky 1 (0] 0] 0] (O o]
a finan¢ni aktiva

receivables and 1 - - - - -
financial assets

0 o 0 0o o 5 B B B o
e
A receivables at 1 - - - - -
vztaht L Y o 0 0 o amortized cost
v nabéhlé
hodnoté - - - I
0 0 0 ) 3 - - - - -
3 0 0 0 0 o Total - - - - -
Celkem (o] o o [o I o]
Matrix of impairment for trade receivables at amortized cost
o From the due date:
Matice znehodnoceni pro pohledavky z obchodnich vztahi Balance as at

December 31, Less More

v nabéhlé hodnoté 2018 than 1-3 than

(in CZK million) Before due 1month month 3 months

Stav Od data splatnosti uplynulo:

k 31.12. 2018 Do 1 1-3 Vice nez E_XpeCted losses 0.01% 0.02% 0.05% 010% -
(v milionech K&) Ve splatnosti meésice mésice 3 mésice Celkem (in %)
Ocekavané Gross book - -
atraty (v%) 001% 002% 005% 00 % - value 2069 32 2101
Eglékr)]ao;cetm 2069 2 0 o 2101 Allowance
e 0 0 0 0 0 o Liquidity risk
Prudent liquidity risk management implies maintaining sufficient
cash. Liquidity of the Company is managed and controlled
c) Riziko likvidity by the central Treasury department of PMI group via domestic
Obezretné fizeni rizika likvidity predpokladd udrzovani and international cash pool arrangements. Based on PMI
dostateéné Urovné hotovosti. Rizeni likvidity Spole&nosti policies, the Company prepares a weekly cash flow projection
provadi centradlné oddéleni PMI Treasury prostfednictvim for the following month and monthly cash flow projections for
domaciho a mezinarodniho systému ,cash pool“. V souladu the following 12 months.
s pravidly PMI pfipravuje Spole¢nost tydenni vyhled penézniho
toku na nasledujici mésic a mésiéni vyhled penéznich tokd Contractual maturity analysis of liabilities (undiscounted
na nasledujicich 12 mésica. cash flows)

, . . . o . . Balance as at December 31, 2019 (in CZK million) Less than 3 months
Analyza splatnosti smluvnich zavazki (nediskontovanych ( )

penéznich tok) Trade payables to third parties and PMI entities 1560

— - — Dividend payable 5
Stav k 31.12. 2019 ( m|||oneh ) -~ : Do 3 mésicu Other financial liabilities 257
Zavazky z obchodnich vztahl vaci tretim strandm 1560 Total 1822

a spole¢nostem skupiny PMI

Nevyplacené dividendy 5
P PV Balance as at December 31, 2018 (in CZK million) Less than 3 months
Ostatni financni zavazky 257 ) . o
Celkem 1822 Trade payables to third parties and PMI entities 839
Dividend payable 5

Stav k 31. 12. 2018 (v milionech K&) Do 3 mésict LGl Ll

Zavazky z obchodnich vztahl vici tfetim stranam

a spole¢nostem skupiny PMI 839
Nevyplacené dividendy 5
Celkem 844
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Pro zmirnéni rizika a zlepseni fizeni penéznich prostredkd

a likvidity Spole¢nost odprodala ¢ast pohledavek finan¢ni
instituci v préibéhu roku 2019. K 31.12. 2019 i 31. 12. 2018
Spole¢nost neméla zadné prodané pohledavky. Ze vsech téchto
transakci Spole¢nosti nevyplyva zadny urok ze spoluucasti.
Finan¢ni instituce neuplatniuje postih v pfipadé opominuti
vcasné Uhrady dluznikem.

3.2 Rizeni kapitdlu

Cilem Spolecnosti pfi tizeni kapitalu je zajisténi nepretrzité
¢innosti s cilem poskytovat akciondafim navratnost viozenych
prostfedkl. K udrzeni nebo Upravé kapitadlové struktury
Spole¢nost mUze upravit vysi dividendy, vydat nové akcie nebo
prodat sv(j majetek za ucelem snizeni dluhu.

Za kapital Spolecnosti pro potfebu Fizeni kapitadlu se rozumi
vlastni kapital vykazany v samostatném vykazu financni pozice.

3.3 Odhad redalné hodnoty

Realnd hodnota finan¢nich nastrojd obchodovanych

na aktivnich trzich je stanovena na zakladé kotovanych trznich
cen platnych k rozvahovému dni. Pro stanoveni redlné hodnoty
finan¢nich nastrojd, které nejsou obchodovany na aktivnim trhu,
se pouzivaji techniky ocenovani. Spolec¢nost ¢ini predpoklady,
pfi nichz vychazi z trznich podminek existujicich ke kazdému
rozvahovému dni. ZUstatkova hodnota kratkodobych finanénich
aktiv a kratkodobych finanénich zavazkud se blizi jejich redlné
hodnoté.

ZUstatkova hodnota ostatnich dlouhodobych finanénich aktiv
se také blizi jejich redlné hodnoté, ktera byla stanovena jako
soucasna hodnota budoucich penéznich tokl na zakladé trznich
urokovych sazeb k rozvahovému dni a ktera spliuje podminky
pro stupen 2 dle IFRS 13.

To mitigate the risk and enhance cash and liquidity management,
the Company sold a portion of its trade receivables to a financial
institution during 2019. As at December 31, 2019 and December
31, 2018 no receivables were sold to a financial institution. In all
those transactions, the Company retained no participating
interests. The financial institution has no recourse for failure

of debtors to pay when due.

3.2 Capital management

The Company’s objectives when managing capital are to
safeguard the Company’s ability to continue as a going concern
in order to provide returns for shareholders. In order to maintain
or adjust the capital structure, the Company may adjust

the amount of dividends paid to shareholders, issue new shares
or sell assets to reduce debt.

Equity as presented in these separate financial statements
is considered as capital of the Company for the capital
management purposes.

3.3 Fair value estimation

The fair value of financial instruments traded in active markets
is based on quoted market prices as at the balance sheet

date. The fair value of financial instruments that are not traded
in an active market is determined by using valuation techniques.
The 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.
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4. Pozemky, budovy a zaFizeni

Poftizeni

Dopravni aktiv

Pozemky, prostredky, a poskyt-
budovy stroje Inventar nuté
a stavby a zafizeni a vybaveni zalohy

(v milionech K¢) Celkem

4. Property, plant and equipment

Const-
Property, ructions
Buildings Vehicles & in progress
& Const- Machinery Furniture & Advances

ructions Equipment & Fixtures paid

(in CZK million)

K1 1 2018 As at January 1, 2018
Pofizovaci cena 2143 6 972 47 496 9 658 Cost 2143 6 972 47 496 9658
Opravky Accumulated
a snizeni -1589 -3781 -40 O -5410 depreciation (1589) (3780 40) - (5410)
hodnoty and impairment
AELUST 554 3191 7 496 4248 Net carrying 554 3191 7 496 4248
hodnota amount
Rok koncici 31. 12. 2018 Year ended December 31, 2018
Pocatec¢ni Opening
zUstatkova 554 3191 7 496 4 248 net carrying 554 3191 7 496 4248
hodnota amount
PFirlstky Additions cost 29 347 8 352 736
vV porizovaci 29 347 8 352 736 Disposal
cene net carrying - (134) - - (134)
Vyrazeni amount
\% sttatkové (e] -134 0] (e] -134 Transfers* 14 328 1 (343) -
hodnoté D ot
epreciation
Prevody” 14 328 1 -343 0O crge ®8)  (598) ® - (689)
Odpisy -88 -598 -3 (0] -689 Closing net
Koneéna carrying 509 3134 13 505 4 161
zustatkova 509 3134 13 505 4161 amount
hodnota As at December 31, 2018
K 31. 12. 2018 Cost 2185 7216 53 505 9959
Porizovaci cena 2185 7 216 53 505 9 959 Accumulated
Opravky depreciation (1676) (4 082) (40) - (5798)
a snizeni -1676 -4 082 -40 O -5798 and impairment
hodnoty :
Zistatkovs Nlet carrying 509 3134 13 505 4161
hodnota 509 3134 13 505 4161
Year ended December 31, 2019
Rok konéici 31. 12. 2019 Opening
Pocatecni net carrying 509 3134 13 505 4161
zUstatkova 509 3134 13 505 4161 amount
hodnota Additions cost 22 328 7 25 382
PFirGstky Disposal
v pq?izovaci 22 328 7 25 382 net carrying _ 237) _ _ 237)
cene amount
Vyfazeni Transfers* 14 366 2 (382) -
v zUstatkové 0 -237 (e} 0] -237 b —
hodnoteé Cfaprgeec'at'm (84) (638) (4) - (726)
Prevody* 14 366 2 -382 o N
- Closing net
Odpisy -84 638 -4 Y -726 carrying 461 2953 18 148 3580
Konecna amount
zhstatkova 461 2953 18 148 3580 ¢ .t pecember 31, 2019
hodnota
Cost 2212 7147 52 148 9559

K 31.12. 2019

- - Accumulated
Pofizovaci cena 2212 7147 52 148 9 559 depreciation a7sn (4194) (34) - (5979)
Opravky and impairment
a snizeni -1751 -4194 -34 O -5979 =
hodnoty Nlet carrving 461 2953 18 148 3580
Zustatkova
hodnota Ll LR L Lol Hetly * Transfers represent capitalization of PP&E from construction in progress

* Prevody pfedstavuji zafazeni pofizeného dlouhodobého hmotného
majetku a poskytnutych zaloh do pouzivani.

Béhem sledovaného obdobi Spole¢nost vyradila nékteré stroje
a zarizeni, které identifikovala jako dale nepotfebné, a schvalila
jejich vyfazeni, v hodnoté 76 miliond K& (2018: 103 miliond K&).

Veskeré vydaje na porizeni dlouhodobych aktiv byly
financovany z vlastnich zdroji Spole¢nosti.

and advances paid.

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 76 million
(2018: CZK 103 million).

All investments in property, plant & equipment were financed
by the Company’s own resources.
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5.  SniZeni hodnoty pozemkd, budov a zaFizeni

V roce 2019 Spole¢nost provéfila zlstatkovou hodnotu zafizeni.
V dUsledku této revize nebylo vykdzano zadné snizeni hodnoty

dlouhodobych aktiv. V roce 2018 nebylo vykazano zadné snizeni
hodnoty dlouhodobych aktiv.

5. Impairment of property, plant and equipment

In 2019 Company revised the net book value of equipment.
As a result of this revision, there was no impairment loss
recognized in 2019. There was no impairment loss recognized
in 2018.

6. Zasoby 6. Inventories

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Material 81 122 Materials 81 122
Zbozi 1174 667 Merchandise 1174 667
Celkem 1255 789 Total 1255 789

Porizovaci ndklady na zasoby vykazané v samostatném
vykazu Uplného vysledku jako ndklad a zahrnuté v roce 2019
v polozce Naklady na prodané zbozi ¢inily 5 407 milion K&
(2018: 3 640 milionl K&).

7. Obchodni a ostatni financni pohledavky
a ostatni nefinanéni aktiva

The cost of inventories recognized as an expense in Separate
statement of comprehensive income in 2019 and included

in costs of goods sold amounted to CZK 5 407 million (2018:
CZK 3 640 million).

7. Trade and other financial receivables and
other non-financial assets

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Obchodni a ostatni finanéni pohledavky Trade and other financial receivables

Treti strany v nabéhlé hodnoté 1221 1196 Third parties at amortized cost 1221 1196
Dcefina spolec¢nost 187 187 Subsidiary 187 187
Ostatni spfiznéné strany 80 718 Other related parties 80 718
Celkem 1488 2101 Total 1488 2101
Ostatni nefinan¢ni aktiva Other non-financial assets

Ostatni aktiva - spotfebni dan 2547 2683 Other assets - excise tax 2547 2683
Placené zalohy 14 19 Prepayments 14 19
Celkem 2 561 2702 Total 2 561 2702
Ostatni dlouhodoba financni aktiva Other non-current financial assets

Ostatni finan¢ni aktiva 108 107 Other financial assets 108 107
Celkem 108 107 Total 108 107

8. Penézni prostfedky a penézni ekvivalenty

8. Cash and cash equivalents

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Ucty v bance 1229 2124 Cash at banks 1229 2124
Kratkodobé puljcky spFiznéné On-demand deposits

strané splatné na pozadani 5096 3442 with related parties 5 096 3442
(viz bod 25) (see Note 25)

Celkem 6 325 5566 Total 6 325 5566

Kratkodobé pujcky splatné na pozadani poskytnuté spfiznénym
stranam predstavuji Uro¢ené kratkodobé pUjcky. Analyza
kratkodobych pohledavek za spfiznénymi stranami je uvedena
v bodé 25.

On-demand deposits with related parties are interest-bearing
short-term loans - see Note 25 for the analysis of short-term
receivables from related parties.
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Penézni prostfedky a penézni ekvivalenty a debetni zUstatky
na bankovnich uUc¢tech pro ucely sestaveni samostatného vykazu
penéznich tokd jsou nasledujici:

(v milionech K¢) 31.12. 2019 31.12. 2018
Pen'eznl prostfedky a penézni 6 325 5566
ekvivalenty

Celkem 6 325 5566

9. Zakladni kapital

Zakladni kapital Spole¢nosti pfedstavuje 2 745 386 kusU akcii
v nominalni hodnoté 1 000 K¢ a je plné splacen. V pribéhu
predchazejicich dvou let nedoslo k zadnym zméndm

v zdkladnim kapitdlu a poctu nebo druhu akcii.

Zakladni kapitadl Spolec¢nosti je rozvrzen na:

Pocet akcii Hodnota v K&

Neregistrované kmenové listinné

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

(in CZK million)
Cash and cash equivalents
Total

December 31,2019 December 31, 2018
6 325 5566
6 325 5566

9. Registered capital

The Company’s registered capital of 2 745 386 shares has

a nominal value of CZK 1 000 per share and is fully paid.

No changes in the registered capital or the number and type
of shares have occurred during the last two years.

The registered capital is allocated as follows:

Number of shares Value in CZK

Unregistered ordinary shares

. e 831688 831688 000 2 831688 831688 000
akcie na jméno certificated
Registrované kmenove 1913698 1913698000  Redistered ordinary shares 1913 698 1913 698 000
zaknihované akcie na jméno dematerialized
Akcie celkem 2 745 386 2 745 386 000 Total ordinary shares 2 745 386 2 745 386 000

Identifikacni oznaceni akcii Spole¢nosti podle mezinarodniho
systému cislovani ISIN je CS00084188609.

Prava a povinnosti akcionard stanovi pravni predpisy a stanovy
Spolec¢nosti, pricemz vSem akciim prislusi stejna prava
a povinnosti.

Opravnéni viastnici akcii maji pravo podilet se na rozhodovani
na valné hromadé. Na valné hromadé maji akcionari pravo
hlasovat, prdvo pozadovat a dostat vysvétleni v zalezitostech
tykajicich se Spole¢nosti i osob ovlddanych Spole¢nosti

a uplatnovat navrhy a protindvrhy.

Hlasovaci prava jsou spojena se vSemi akciemi vydanymi
Spole¢nosti a mohou byt omezena nebo vyloucena pouze

v pfipadech stanovenych zakonem. Spole¢nost si neni védoma
zadného omezeni nebo vylouceni hlasovacich prav k akciim,
které emitovala, nad rdmec omezeni a vylouceni hlasovacich
prav stanovenych zakonem.

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

Pri zruseni Spolecnosti s likvidaci maji akcionari pravo na podil
na likvida¢nim zUstatku.

Akcionari jsou povinni splatit emisni kurz a pripadné emisni azio
jimi upsanych akcii.

Spole¢nost nevydala zadné cenné papiry se zvIastnimi pravy,
pouze kmenové akcie zminéné vyse.

The identification mark of the Company’s shares according to
the international numbering system ISIN is CSO008418869.

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.

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 liguidation estate.

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

The Company has not issued any securities with special rights
excluding ordinary shares described above.
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Akcie Spolec¢nosti jsou prijaty k obchodovani na verejném trhu
organizovaném Burzou cennych papird Praha, a.s., a spole¢nosti
RM-SYSTEM, ¢eskd burza cennych papir a.s. Vefejnosti bylo

k 31.12. 2019 drzeno 2 745 386 kusU akcii, z toho 77,6 % bylo
drzeno spolec¢nosti Philip Morris Holland Holdings B.V.

710. Obchodni a ostatni finanéni zavazky a ostatni

nefinanéni zavazky
(v milionech K¢) 31.12. 2019 31.12. 2018
Obchodni a ostatni finanéni zavazky
Treti strany 144 184
Ostatni spriznéné strany 847 nz
Dohadné ucty pasivni 569 538
Nevyplacené dividendy 5 5
Ostatni finan¢ni zavazky 257 [0}
Celkem 1822 844
Ostatni nefinanéni zavazky
Zavazky vuci zaméstnancim 135 109
Zavazky ze socidlniho
zabezpeceni a zdravotniho 65 52
pojisténi
Prijaté zalohy [0} 17
Vynosy pristich obdobi [0} 1
Ostatni zavazky 1 5
Celkem 201 184

Zavazky vyplyvajici z transakci mezi spfiznénymi stranami jsou
popsany v bodé 25.

11. Zapoéteni finané&nich aktiv a finanénich zévazku

Obchodni
a ostatni finan¢ni
pohledavky

Obchodni
a ostatni finan¢ni
zavazky

Ucetni hodnota k 31. 12. 2019
(v milionech K¢)

Brutto hodnota vykazanych

finanénich aktiv/pasiv 1857 219

Brutto hodnota vykazanych
finan¢nich pasiv/aktiv -369 -369
zapoctenych v rozvaze

Netto hodnota finanénich aktiv/
pasiv vykadzanych v rozvaze

Netto hodnota

1488 1822

1488 1822

Obchodni
a ostatni finanéni
pohledavky

Obchodni
a ostatni finan¢ni
zavazky

Uéetni hodnota k 31. 12. 2018
(v milionech K¢)

Brutto hodnota vykazanych

financnich aktiv/pasiv 2327

1070

Brutto hodnota vykazanych
financnich pasiv/aktiv -226 -226
zapoctenych v rozvaze

Netto hodnota finan&nich aktiv/
pasiv vykadzanych v rozvaze

Netto hodnota

2101 844
2101 844

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,
Ceskd burza cennych papirl a.s. As at December 31, 2019,

2 745 386 shares were publicly held, out of which 77.6% were
held by the company Philip Morris Holland Holdings B.V.

10. Trade and other financial liabilities and other
non-financial liabilities

(in CZK million) December 31, 2019 December 31, 2018
Trade and other financial liabilities

Third parties 144 184
Other related parties 847 n7z
Accrued expenses 569 538
Dividends payable 5 5
Other financial liabilities 257 -
Total 1822 844

Other non-financial liabilities

Amounts due to employees 135 109
ﬁgﬁlra;nsceecurlty and health 65 59
Advances received - 17
Deferred revenues - 1
Other liabilities 1 5
Total 201 184

Trade payables to related parties are disclosed in Note 25.

11.  Offsetting financial assets and financial liabilities

Trade and
other financial
receivables

Carrying amount

as at December 31, 2019
(in CZK million)

Gross amounts of recognized

Trade and other
financial payables

financial assets / liabilities 1857 2191
Gross amounts of recognized

financial liabilities / assets set (369) (369)
off in the balance sheet

Net amounts of financial

assets / liabilities presented 1488 1822
in the balance sheet

Net amount 1488 1822

Trade and
other financial
receivables

Carrying amount

as at December 31, 2018
(in CZK million)

Gross amounts of recognized

Trade and other
financial payables

financial assets / liabilities 2327 1070
Gross amounts of recognized
financial liabilities / assets set (226) (226)

off in the balance sheet

Net amounts of financial
assets / liabilities presented 2101 844
in the balance sheet

Net amount 2101 844
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12. Ostatni danové zavazky

12. Other tax liabilities

(v milionech K¢) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Dan z pridané hodnoty 285 151 VAT 285 151
Spotrebni dan 3177 4 084 Excise tax 3177 4 084
Ostatni dané 18 16 Other taxes 18 16
Celkem 3480 4 251 Total 3480 4 251

13. OdlozZend dan z pFijmu

Odlozené danové pohleddvky a zavazky jsou vzajemné
kompenzovany, pokud existuje ze zakona vymahatelné pravo
kompenzace splatnych danovych pohledavek proti splathnym
danovym zavazkdm a pokud se odlozena dan vztahuje

ke stejnému finan¢nimu Uradu.

Kompenzované ¢astky jsou nasledujici:

(v milionech K¢&) 31.12. 2019 31.12. 2018
Odlozena danova pohledavka 58 61
Odlozeny danovy zavazek -288 -291
OdlozZeny cisty danovy zavazek -230 -230

OdlozZena danova pohledavka

- Odlozend danova pohledavka
s o¢ekavanou realizaci 56 55
do 12 mésicl

- Odlozena danova pohledavka
s o¢ekdvanou realizaci za vice
nez 12 mésicu

OdlozZena danova pohledavka

celkem = e

OdlozZeny danovy zavazek

- Odlozeny danovy zavazek, ktery
ma byt vyrovnan za vice nez 12 -288 -291
mésicl
OdlozZeny danovy zavazek 288 -291
celkem

Brutto pohyb na U¢tu odlozené dané z prijmu je nasledujici:

(v milionech K¢) 2019 2018
K,1' 1. - OdlozZeny cisty danovy -230 205
zavazek

Zauctovani do zisku nebo ztraty (o] -25

K 31. 12. - OdloZeny ¢Cisty

dafiovy zavazek 220

-230

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.

The offset amounts are as follows:

(in CZK million) December 31,2019 December 31, 2018

Deferred tax assets 58 61
Deferred tax liabilities (288) (291
Deferred tax liability net (230) (230)
Deferred tax assets
- Deferred tax assets to be 56 55
recovered within 12 months
- Deferred tax assets to be
recovered after more than 2 6
12 months
Total deferred tax assets 58 61
Deferred tax liabilities
- Deferred tax liabilities to be
recovered after more than (288) (291
12 months
Total deferred tax liabilities (288) (291)

The gross movement in the deferred income tax is as follows:

(in CZK million) 2019 2018
January 1 - Deferred tax

liability net (230) (205)
Charge to profit or loss - (25)
December 31 - Deferred tax

liability net (230 (230

13
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Zmény odlozenych danovych pohledavek a zavazkU (pred
kompenzaci zlstatkd) v daném obdobi byly nasledujici:

Zrychlené danové odpisy

Odlozeny danovy zavazek (v milionech K¢)

K1.1. 2018 -262
Zauctovani do zisku nebo ztraty -29
K 31.12. 2018 -291
Zauctovani do zisku nebo ztraty 3
K 31.12. 2019 -288
Odlozena darnova Snizeni .

pohledavka hodnoty Uhrady

(v milionech K¢) zasob  akciemi Ostatni

K1.1. 2018 27 7 23 57
Zagctovanl do zisku nebo 0 o 4 4
ztraty

K 31.12. 2018 27 7 27 61
ZaL’fétovénf do zisku nebo 9 1 5 3
ztraty

K 31.12. 2019 18 8 32 58

S ucinnosti od 1. 1. 2010 plati sazba 19% pro stanoveni splatné
i odlozené dané.

14. Druhové Elenéni nakladu - doplriujici informace

(v milionech K¢) 2019 2018
Aktivace -1 -1
Spotreba’matevr!alu, energie 5095 2370
a prodané zbozi

Sluzby 2 259 210
Licenéni poplatky 730 708
Naklaqy na zamgstnavr)ce 1179 1067
a zaméstnanecké pozitky

Odpisy, amortizace a snizeni 206 801
hodnoty

Ostatni 183 79
Naklady na prodané zbozi,

odbytové a administrativni 10 351 8134

naklady

15. Naklady na zaméstnance a zameéstnanecké
pozZitky

(v milionech K¢) 2019 2018

Mzdové naklady, véetné

nakladl souvisejicich

s ukonc¢enim pracovniho 856 773
poméru ve vysi 50 miliond K&

(2018: 34 miliond K&)

Naklady na socidlni zabezpeceni

a zdravotni pojisténi %8 95
Gefinovanih prispavk 77 158
Uhrady vézané na akcie 6 5
Ostatni socidlni naklady 42 36
Celkem 1179 1067

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) Accelerated tax depreciation

As at January 1, 2018
Charge to profit or loss
As at December 31, 2018
Charge to profit or loss
As at December 31, 2019

Provisions

Deferred tax assets for

(in CZK million) inventories
As at January 1, 2018 27

Credit / (charge)
to profit or loss

As at December 31, 2018 27

Credit / (charge) ©)
to profit or loss

As at December 31, 2019 18

Effective from January 1, 2010, the rate of 19% is used for

Share
based
payments

32

calculation of corporate income tax and deferred tax.

(262)
(29)
(291)
3
(288)

57

61
3
58

14. Expenses by nature - additional information

(in CZK million) 2019 2018
Own work capitalized m m
Raw materials, consumables

used and merchandise sold 5095 3370
Services 2 259 210
Royalties 730 708
Employee benefits expense 1179 1067
peprgmahon, amortization and 906 801
impairment

Other 183 79
Costs of goods sold,

distribution and 10 351 8134
administrative expenses

15. Employee benefits expense

(in CZK million) 2019 2018
Wages and salaries,

including termination

benefits of CZK 50 million 856 773
(2018: CZK 34 million)

SOC|aI security and health 98 95
insurance

Pen5|_on gosts - defined 177 158
contribution plans

Share-based payments 6 5
Other employee related costs 42 36
Total 1179 1067
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K 31.12. 2019 méla Spole¢nost 1220 zaméstnancd (2018: 1 218).

Na zdkladé zdkona Spole¢nost odvadi prispévky na socialni

a dichodové zabezpeceni, zdravotni pojisténi a prispévek

na statni politiku zaméstnanosti. Prispévky za rok 2019 Cinily
prdmeérné 32% (2018: 33 %) z objemu hrubych mezd. Spole¢nost
neni povinna platit dalsi pfispévky nad rdmec zakonnych
odvodu.

Spole¢nost déle poskytuje svym zaméstnancim doplikové
penzijni pripojisténi formou prispévkl nezavislym penzijnim
fonddm na zékladé schvaleného penzijniho planu Spole&nosti.

Principy zaméstnanosti a odménovani jsou reseny kolektivni
smlouvou. PFi kolektivnim vyjednavani probiha kontrola
dodrzovani pracovné pravnich predpist ve Spoleé¢nosti.

16. Rezervy na kratkodobé zavazky

K 31.12. 2019 ani 31. 12. 2018 vedeni Spolec¢nosti neidentifikovalo
zadné plany tykajici se organizacni restrukturalizace.

K 31.12. 2019 Spole¢nost vytvorila rezervu na odménu

pfi pracovnich a zivotnich vyrocich a na odménu pfi odchodu
do dlchodu ve vysi 14 miliond K& (2018: 15 miliond K&). Narok
na tyto odmény vyplyva z platné kolektivni smlouvy.

17. Trzby

(v milionech K¢) 2019 2018
Prodej zbozi 12 721 10 356
Prodej sluzeb 2 496 2 415
Celkem 15 217 12771
Analyza trzeb podle okamziku vykazani:

(v milionech K¢) 2019 2018
Trzby Yykazane v okamziku 12 721 10 356
dodani

Trzby vykdzané v pribéhu ¢asu 2 496 2 415
Celkem 15 217 12771

Spolec¢nost klasifikuje trzby podle okamziku vykdzani podle
IFRS 15 od roku 2018.

As at December 31, 2019, the number of employees was 1220
(2018: 1 218).

The Company is legally required to make contributions to
government health, pension and unemployment schemes.
During 2019, the Company paid contributions at an average rate
of 32% of gross salaries (2018: 33%) 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. Provisions for current liabilities

As at December 31, 2019 and December 31, 2018 Management
of the Company 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 14 million as at December 31, 2019 (2018: CZK 15 million).

17. Revenues

(in CZK million) 2019 2018
Sales of merchandise 12 721 10 356
Sales of services 2 496 2 415
Total 15 217 12771
Revenue analysis by timing of revenue recognition:

(CZK million) 2019 2018
Sales_ reported at time 12 721 10 356
of shipment

Revenues reported over time 2 496 2 415
Total 15 217 12771

The Company classifies revenues by timing of revenue
recognition according to IFRS 15 as of 2018.
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18. Ostatni provozni vynosy

(v milionech K¢) 2019 2018

18. Other operating income

(in CZK million) 2019 2018

Kurzové zisky 70 82 Foreign exchange rate gains 70 82
Zisk z prodeje materialu 2 (e} Gains on sale of material 2
Zisk} prgdeje pozemkd, budov 39 3 Gains on sale of PP&E 39 3
a zarizeni Other income 1
Ostatni vynosy 1 1 Total 12 86
Celkem 112 86
19. Other operating expense
19. Ostatni provozni naklady
(in CZK million) 2019 2018
Foreign exchange rate losses 77 80
Kurzové ztraty 77 80 Bank charges 7 12
Bankovni poplatky 7 12 Other expense 10 12
Ostatni ndklady 10 12 Total 94 104
Celkem 94 104

20. Cisté zisky a ztraty z finanénich ndstroju

20. Net profits and losses from financial

instruments
2019 Penézni 2019 Cash
(v milionech K&)  Pohledavky  ekvivalenty Zavazky  Celkem (in CZK million)  Receivables equivalents Payables Total
Kurzové zisky 13 9 48 70 :
; - Foreign 13 9 48 70
Urokovy pfijem [0} 97 0] 97 exchange gain
Kurzové ztraty -16 -18 -43 =77 Interest income - 97 - 97
Urokovy naklad (6] -40 (6] -40 Forﬁlgn | ae) as) 43) an
Cisté zisky (+) -3 48 5 50 exchange losses
Interest expense - 40) - (40)
2018 Penazni Net gain 3) 48 5 50
(v milionech K¢) Pohledavky ekvivalenty Zavazky Celkem
Kurzové zisky 18 4 60 82 2018 Cash
Urokovy pfijem 0 29 0 29 (in CZK million) Receivables equivalents Payables Total
Kurzové ztraty -17 -5 -58 -80 Foreign ) 18 4 60 82
" — exchange gain
Urokovy naklad (0] -18 (¢] -18 -
—— Interest income - 29 - 29
Cisté zisky (+) / 1 10 2 13 Forei
Ztraty (- oreign
i exchange losses an ® (58 (80
Interest expense - a8) - (18)
. o Net gain / (loss) 1 10 2 13
21. Dan z pfijmu
(v milionech K¢) 2019 2018 27 /
Splatna dan -1007 -89 - Income tax expense
Odlozena dan (viz bod 13) [o) -25 . —
Celkem 1007 -916 (in CZK million) 2019 2018
Current tax (1007) (891
Sazba dané z pFijmU pro rok 2019 a 2018 byla zakonem Deferred tax (see Note 13) - (25
Total (1007) (916)

stanovena ve vysi 19 %.

The statutory income tax rate for the 2019 and 2018 assessment
periods was stipulated by the law in 19%.

_
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Dan ze zisku Spolec¢nosti pred zdanénim se |isi od teoretické
castky, kterd by vznikla pouzitim prislusnych danovych sazeb
na zisky Spolecnosti, takto:

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:

(v milionech K¢&) 2019 plo)t:] (in CZK million) 2019 plo)t:]
Ucetni zisk pred zdanénim 5039 4 692 Profit before tax 5039 4 692
Platna sazba dané z pFijma 19% 19% Applicable tax rate 19% 19%
Teoreticka daii z ucetniho zisku -957 -891 Tax calculated at local tax
pfed zdanénim rate applicable to profit (957) (891)
Naklady neodpocitatelné before tax
A -67 -34 .

pro danové ucely Expenses not deductible for

t (67) 34)
PFjmy nepodléhajici dani 19 12 ax purposes
Danové Upravy predchoziho 2 o Income not subject to tax 19 12
roku Tax adjustment of prior year (2) -
Ostatni (o] -3 Other - 3
Dai z pFijmt celkem -1007 -916 Tax charge (1007) (916)

22. Zisk na akcii

Zakladni a zfedény ukazatel zisku na akcii je vypocteny
jako podil zisku pripadajiciho na osoby drzici vliastni kapital
Spolec¢nosti k poctu kmenovych akcii v ob&hu béhem roku.

2019 2018

Zisk ptipadajici akcionafam

22. Earnings per share

Basic and diluted earnings per share are calculated by dividing
the net profit attributable to shareholders of the Company
by the number of ordinary shares in issue during the year.

2019 2018

Income attributable to

(v milionech K¢) 4032 3777 shareholders (in CZK million) 4032 3777
Pocet akcii v obéhu za dané Number of ordinary shares

obdobi (v tisicich kusl) 2745 2745 in issue (in thousands) 2745 2745
Zisk na akcii v K& 1469 1376 Basic earnings per share in CZK 1469 1376

23. Rozdéleni zisku

Valnd hromada akcionard Spole¢nosti schvalila v dubnu 2019
vyplatu dividend ve vysi 4 393 miliont K& (1 600 K& na akcii)
a v dubnu 2018 vyplatu dividend ve vysi 2 965 milionl K&

(1 080 K¢ na akcii).

O tom, zda a v jaké vysi bude vyplacena dividenda za uUcetni
obdobi 2019, rozhodnou akcionafi na radné valné hromadé,
ktera se kona dne 24. 4. 2020.

24. Potencidlni zavazky

Spole¢nost neni Uc¢astna zadnych soudnich, spravnich nebo
rozhodcich Fizeni, ktera by méla nebo mohla mit vyznamny vliv
na finan¢ni situaci Spole¢nosti.

Finan¢ni urad proved| danové kontroly vsech zdanovacich
obdobi az do roku 2008 vcetné. Finanéni Ufady mohou provést
danovou kontrolu do tfi let od konce prislusného zdanovaciho
obdobi a mohou domérit danovou povinnost a prislusné penale.
Vedeni Spolec¢nosti si neni védomo zadnych skutec¢nosti, které
by v tomto ohledu mohly vést k dodate¢nému vyznamnému
danovému zavazku Spolecnosti.

23. Profit distribution

The dividends approved by the Annual General Meeting

in April 2019 and April 2018 were CZK 4 393 million (CZK 1600
per share) and CZK 2 965 million (CZK 1 080 per share),
respectively.

Disbursement of dividends from the 2019 results will be decided
at the Annual General Meeting scheduled for April 24, 2020.

24. Contingent liabilities

The Company does not have any pending legal, administrative
or arbitration proceedings that had or might have a substantial
effect on the financial situation of the Company.

The tax authorities have carried out full-scope tax audits

of the Company up to the year 2008. The tax authorities may
at any time inspect the books and records within 3 years
subsequent to the reported tax year, and may impose additional
tax assessments and penalties. The Company’s management

is not aware of any circumstances which may give rise to

a potential material liability in this respect.
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25. Transakce se spFiznénymi stranami

Spriznénymi stranami se rozumi Matefrska spole¢nost, Dcefina
spolec¢nost a ostatni spole¢nosti skupiny PMI (,,Ostatni
spriznéné strany*), ¢lenové predstavenstva Spolecnosti, clenové
dozoré&i rady Spole¢nosti a osoby blizké témto clentm.

Mezi spfiznénymi stranami byly uskute¢nény nasledujici
transakce:

a) Prodej zbozi a sluzeb spolecnostem skupiny PMI

25. Related party transactions

The Company considers Parent company, Subsidiary and other
companies of the PMI group of companies (“Other related
parties”), members of its Board of Directors, Supervisory Board
and parties close to such members of management to be
related parties.

The following transactions were carried out with related parties:

a) Sales of merchandise and services to affiliates within PMI|

(v milionech K¢&) 2019 2018 (in CZK million) 2019 2018
Prodej zbozi Sales of merchandise
Dcefina spolec¢nost 2550 2371 Subsidiary 2550 2371
Ostatni spfiznéné strany 36 (e} Other related parties 36 -
Prodej pozemkd, budov a zafizeni Sales of PP&E
Ostatni spfiznéné strany 192 31 Other related parties 192 31
Prodej materidlu Sales of materials
Ostatni spfiznéné strany 2 2 Other related parties 2 2
Prodej sluzeb Sales of services
Dcefina spolec¢nost 74 74 Subsidiary 74 74
Ostatni spriznéné strany 2 316 2 341 Other related parties 2 316 2 341
Prefakturace Recharges
Dcefina spolec¢nost 1 2 Subsidiary 1 2
Ostatni spriznéné strany 2 24 Other related parties 2 24
PFijmy z urokd Interest received
Ostatni spriznéné strany 88 26 Other related parties 88 26
Celkem 5 261 4 871 Total 5 261 4 871
b) Nékup zboZi a sluzeb od spolecnosti skupiny PMI b) Purchases of merchandise and services from affiliates
(v milionech K&) 2019 2018 within PMI
Nékup zboZzi a materidlu (in CZK million) 2019 2018
Dcefina spole¢nost 17 16 Purchases of merchandise and materials
Ostatni spFiznéné strany 5209 3310 Subsidiary 17 16
Nékup pozemkd, budov, zafizeni @ nehmotnych aktiv Other related parties 5209 3 310
Ostatni sptiznéné strany 13 195 Purchases of PP&E and intangible assets
Nékup sluzeb Other related parties 13 195
Dcefina spole¢nost 5 3 Purchases of services
Ostatni spFiznéné strany 689 641 Subsidiary 5 3
Licenéni poplatky placené Other related parties 689 641
Ostatni sptiznéné strany 730 708 Royalties paid
Celkem 6 663 4 873 Other related parties 730 708
Total 6 663 4 873

c) Dividendy
V roce 2019 Spolecnost prijala dividendy od Philip Morris
Slovakia s.r.o. ve vysi 99 milionl K& (2018: 63 miliond K&).

Dividendy vyplacené spolecnosti Philip Morris Holland
Holdings B.V. v roce 2019 ¢&inily 3 408 miliond K&
(2018: 2 300 milionl K&).

Kromé vyplacenych dividend Spole¢nost neméla v prabé&hu
predchozich dvou let Zadné jiné transakce s Materskou
spolecnosti.

c) Dividends
Dividends received from Philip Morris Slovakia s.r.o. in 2019
amounted to CZK 99 million (2018: CZK 63 million).

In 2019 Company paid to Philip Morris Holland
Holdings B.V. the total amount of CZK 3 408 million
(2018: CZK 2 300 million).

Except for dividends there were no other transactions with
the Parent company during the last two years.
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d) Zustatky se spoleénostmi skupiny PMI

d) Balances with affiliates within PMI

(v milionech K¢&) 31.12. 2019 31.12. 2018 (in CZK million) December 31,2019 December 31, 2018
Pohledavky za spFfiznénymi stranami Receivables from related parties

Dcefina spole¢nost 187 187 Subsidiary 187 187

Ostatni spriznéné strany 80 718 Other related parties 80 718
Celkem 267 905 Total 267 905
Zavazky vaci spfiznénym stranam Payables to related parties

Ostatni spriznéné strany 847 nz Other related parties 847 nz
PUjcky poskytnuté Loans and deposits

Ostatni spriznéné strany 5096 3442 Other related parties 5096 3442

Paj¢ky spfiznénym strandm zahrnuji Uro¢ené kratkodobé puajcky
splatné na pozadani (cash pool) ve vysi 5 096 milioni K&
poskytnuté spole¢nosti Philip Morris Finance S.A.

(2018: 3 442 miliond K¢&). Véechny kratkodobé pUjcky jsou

v samostatném vykazu finanéni pozice Spole¢nosti k 31. 12. 2019
a 31.12. 2018 vykazany jako soucast penéznich prostredkl

a penéznich ekvivalenta.

Bézna vyse Urokové miry z krdtkodobé puijcky je stanovena
jako tydenni PRIBOR plus/minus marze odpovidajici trznim
podminkdm u puljcek 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 + noéni PRIBID)/2) plus/minus
marze odpovidajici trznim podminkdm u pujcek s obdobnou
délkou vkladu a likviditou.

Skutec¢nd vyse Urokové miry zavisi na aktualni situaci

na penéznim trhu a druhu pUj¢ky. Pramérna vyse efektivni
Urokové miry z kratkodobych pujcek v roce 2019 ¢&ini 1,5% p. a.
(2018: 0,62% p. a.).

e) Odmény kli¢ovych é&lent vedeni

Odmény klicovych ¢lenl vedeni zahrnuji odmény &lenl
predstavenstva a dozorci rady za vykon funkce dle smlouvy

o vykonu funkce ¢lena predstavenstva, respektive dozorci rady.

Odmény ¢lenl vedeni, ktefi jsou zaméstnanci Spole¢nosti
nebo spole¢nosti skupiny PMI, se skladaji z odmény za vykon
funkce c¢lena predstavenstva, respektive dozorci rady, ro¢niho
platu, bonusu podle individudlniho vykonu, Uhrad akciemi

a ostatnich nepenézitych prijmu, jako jsou pouzivani firemniho
automobilu, prispévky na zadvodni stravovani a prispévky

na penzijni pripojisténi, zivotni a Urazoveé pojisténi a pozitky
spojené s ukonc¢enim pracovniho pomeéru, jak je uvedeno nize.
Soucasti nepenéznich prijmua ¢lenl predstavenstva, respektive
dozorci rady, ktefi jsou zaméstnanci spole¢nosti Philip Morris
Services S.A. nebo jiné spolec¢nosti skupiny PMI, je navic uhrada
najemného a skolného.

Loans and deposits with related parties include interest-
bearing on-demand deposits (cash pool) of CZK 5 096 million
with Philip Morris Finance S.A. (2018: CZK 3 442 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, 2019 and as at December 31, 2018.

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 2019 was
1.5% p.a. (2018: 0.62% p.a.).

e) Key management compensation

Key management compensation includes the remuneration

of members of the Board of Directors and Supervisory Board
for the performance of the office according to the agreements
on performance of the office of a member of the Board

of Directors, Supervisory Board respectively.

The compensation of the members of management who are
employees of the Company or an entity within the PMI group
comprises the remuneration for the performance of the office
of a member of the Board of Directors, Supervisory Board
respectively, as mentioned above, an annual base salary,
bonuses based on individual performance, share-based
payments and other income in-kind such as cars for use, lunch
allowances, pension contributions, life and accident insurance
and termination benefits as described below. In addition to
this, the members of the Board of Directors, Supervisory Board
respectively, who are employees of Philip Morris Services S.A.
or other PMI entities also have other income in-kind such

as the payment of rent and school fees.
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Pozitky spojené s ukoncenim pracovniho poméru ¢lend
vedeni zaméstnanych Spolec¢nosti, kterym byla dana vypovéd
z organizacnich nebo zdravotnich dlvodd podle § 52

pism. a) az e) Zakoniku prace nebo s kterymi byl rozvdzan
pracovni pomér dohodou z tychz ddvodd, zahrnuji odstupné
dle Redukéniho programu, jenz je specifikovan v Kolektivni
smlouvé. Pozitky spojené s ukonéenim pracovninho poméru
¢lenl 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¢) 2019 2018
:)/Iggi{kz; ostatni kratkodobé 40 21
Uhrady vazané na akcie 7 6
Nepenézni pfijmy 8 9
Celkem 55 46

V roce 2019 a 2018 nebyly vykazany zadné pozitky spojené
s ukonc&enim pracovniho poméru ¢lenl predstavenstva
a dozordci rady.

Funkéni obdobi ¢lend predstavenstva a dozoréi rady je tfi roky.

f) Informace o poctu akcii vydanych Spole¢nosti

&lenim vedeni a organu
Z4dna osoba s Fidici pravomoci, definovanou v §2 odst. 1 pism.
b) zdkona ¢&. 256/2004 Sb., o podnikani na kapitalovém trhu,
v platném znéni ani ¢lenové dozorci rady nevlastnili akcie Philip
Morris CR a.s. k 31.12. 2019 ani k 31. 12. 2018.

g)  Smluvni a jiné budouci zavazky se spFiznénymi stranami
Smluvnimi a jinymi budoucimi zavazky vyplyvajicimi z transakci
se spfiznénymi stranami, které nejsou vykazany v samostatnych
ucetnich vykazech, se rozumi zdvazky k budouci sméné zdrojl
dle zavaznych smiuv.

K 31.12. 2019 Spole¢nost neméla vyznamné smluvni ani jiné
budouci zavazky vyplyvajici z transakci se spfiznénymi stranami,
kromé budoucich zdvazkl z titulu ndkupu sluzeb v souhrnné
odhadované hodnoté 276 miliont K& (hodnota budoucich
zavazkl k 31.12. 2018: 264 miliond K¢&).

Spole¢nost v minulosti uzavrela nékolik zavaznych smluv

o nakupu sluzeb, u kterych jesté nebylo vyporadano povinné
plnéni. Tyto smlouvy maji vétSinou dvou az Sestimeési¢ni
vypovédni IhGtu. Celkovd odhadovand hodnota vyporadani
sluzeb dle téchto zavaznych smluv je zverejnéna vyse.

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) 2019 2018
e ot e s s
Share-based payments 7 6
Income in-kind 8 9
Total 55 46

There was no termination benefit for Board of Directors and
Supervisory Board members recognized in 2019 and 2018.

The term of office for Board of Directors and Supervisory Board
members is three years.

f) Information on the number of shares issued

by the Company to Executives and Statutory

bodies members
Neither the persons with executive powers as defined by
Section 2 par. 1 letter b) of Act No. 256/2004 Coll. on Capital
Market Undertakings, as amended, nor Members of the
Supervisory Board owned any shares of Philip Morris CR a.s.
at December 31, 2019 and December 31, 2018.

) Contractual and other commitments to related parties
Contractual and other commitments to related parties that
are not recorded in the separate financial statements are
considered as obligations to exchange resources in the future
under binding agreements.

As at December 31, 2019, 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 276 million (commitment value as at December 31, 2018:
CZK 264 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.
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Dle smluv s vlastniky ochrannych znamek, Philip Morris

Global Brands Inc., Philip Morris Products S.A. a CTPM
International S.A., musi Spole¢nost platit licenéni poplatky

za tabakové produkty prodané v Ceské a Slovenské

republice. Za rok 2019 dosahly naklady za licenéni poplatky
vys$i 730 milionG K& (2018: 708 milionl K¢&). Tyto smlouvy

jsou uzavfeny na dobu neurcitou a mohou byt vypovézeny
kteroukoliv ze smluvnich stran. V roce 2020 oc¢ekava vedeni
Spolec¢nosti naklady za licen¢ni poplatky v priblizné stejné vysi
jako v roce 2019.

26. Nasledné udalosti

Na pocatku roku 2020 byla potvrzena existence nového
koronaviru (Covid-19), ktera se rozsitila v Ciné i mimo ni,
véetné Ceska, a zplsobila naruseni mnoha podnikatelskych

a hospodarskych aktivit. Spole¢nost povazuje vypuknuti této
epidemie za naslednou udalost, kterd nevede k Uprave ucetnich
vykazU. Protoze je situace nestabilni a rychle se vyviji, neni
mozné ucinit odhad potencidlniho dopadu na Spole¢nost.
Pripadny dopad epidemie na makroekonomické progndzy, nasi
pozici a vysledky zahrneme do odhadd opravnych polozek

a rezerv v roce 2020.

Schvaleni tcetni zavérky

Samostatna ucetni zavérka byla schvdlena ke zverejnéni
predstavenstvem a byla z jeho povéreni podepsana. Samostatna
Ucetni zavérka je schvalovana akcionafi na valné hromadé.

Do této doby mUze byt samostatna ucetni zavérka na zékladé
rozhodnuti akcionafrl pozménéna.

V Kutné Hore dne 23. bfezna 2020

T

Petr Sedivec
Clen predstavenstva

Andrea Gontkovicova
predsedkyné
predstavenstva

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 2019, the Company incurred under these agreements
royalties expense of CZK 730 million (2018: CZK 708 million).
These agreements shall continue indefinitely until terminated

by either party. Management expects the royalty expense

in 2020 to be at approximately similar level as in 2019.

26. Subsequent events

The existence of novel coronavirus (COVID-19) was confirmed
in early 2020 and has spread across mainland China and
beyond, including Czechia, causing disruptions to businesses
and economic activity. The Company considers this outbreak to
be a non-adjusting post balance sheet event. As the situation

is fluid and rapidly evolving, we do not consider it practicable
to provide a quantitative estimate of the potential impact

of this outbreak on the Company. The impact of this outbreak
on the macroeconomic forecasts, our position and results, if
any, will be incorporated into our estimates of asset impairment
and other provisions in 2020.

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 Kutnd Hora on March 23, 2020

T

Petr Sedivec
Member
of the Board of Directors

Andrea Gontkovicova
Chairwoman
of the Board of Directors
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ZPRAVA O VZTAZICH

Zprava o vztazich mezi ovladajici osobou a osobou oviadanou
a mezi oviadanou osobou a osobami ovladanymi stejnou
ovladajici osobou (dale jen ,,Zprava o vztazich®)

za ucetni obdobi kalendarFniho roku 2019

Report on Relations between Controlling Entity and Controlled Entity,
and between Controlled Entity and Entities Controlled
by the same Controlling Entity (the “Report on Relations”)

for the 2019 Calendar Year Accounting Period

Nasledujici dopliujici informace vztahujici se k u¢etnimu
obdobi roku 2019 jsou poskytovany dle § 82 zdkona ¢. 90/2012
Sb., o0 obchodnich spole¢nostech a druzstvech (,,zakon

o obchodnich korporacich®).

(a) Struktura vztahud
Ovladana osoba:
Ovladajici osoba:

Philip Morris CR a.s.
Philip Morris Holland Holdings B.V.

Osoby ovladané stejnou ovladajici osobou (dale jen
,spoluovladané osoby“): spole¢nosti pfimo ¢i nepfimo
ovladané spolec¢nosti Philip Morris Holland Holdings B.V., jakoz
i spole¢nosti Philip Morris International Inc., ktera je konec¢nou
ovladajici spolec¢nosti Skupiny (,,skupina PMI®).

Philip Morris CR a.s. (dale také ,Spole¢nost®) je ovladana
spolecnosti Philip Morris Holland Holdings B.V. (vlastnici 77,6 %
akcif), kterd je ovlddana spolec¢nosti Philip Morris Brands Sarl
(vlastnici 100 % akcii), ktera je ovladana spolecnosti Philip Morris
Global Brands Inc. (vlastnici 100 % akcii), ktera je ovladana
spolec¢nosti Philip Morris International Inc. (vlastnici 100 % akcii).

(b) Uloha oviddané osoby ve skupiné PMI

Spole&nost Philip Morris CR a.s. je pfednim vyrobcem

a prodejcem tabdkovych vyrobkl a rovnéz distributorem
bezdymnych tabakovych vyrobkd HEETS, zatizeni /IQOS

a souvisejicich doplikl v Ceské republice a prostrednictvim
svého 99% podilu ve spole¢nosti Philip Morris Slovakia s.r.o.
vyViji své aktivity i na Slovensku. V rdmci spoluprace mezi
jednotlivymi spoleé¢nostmi skupiny PMI se Philip Morris CR a.s.
podili na distribuci, marketingu a prodeji tabdkovych vyrobk{
domacich znacek, jakoz i dalsich znacek z portfolia skupiny
PMI, které jsou prodavany tietim osobam v Ceské republice,
Slovenské republice nebo ostatnim spolec¢nostem nalezicim
do skupiny PMI.

(c) Zpusob a prostiedky oviadani

Spole¢nost Philip Morris Holland Holdings B.V. se
prostrednictvim svych akcionarskych prav podili na Fizeni
Philip Morris CR a.s., zejména vykonem hlasovacich prav

na valné hromadé. Jako soucast skupiny ovladané (fizené)
na nejvyssi Urovni spolec¢nosti Philip Morris International Inc.
postupuje Philip Morris CR a.s. ve svych aktivitach v souladu
s globalné vytvarenymi a zameérenymi podnikatelskymi,
finan¢nimi, investi¢nimi, popf. dalSimi plany skupiny PMI. Pokud
jde o rozhodovani o kazdodennich ¢innostech a podnikani
Philip Morris CR a.s. (napt. rozpocty, marketing, personalni

The following additional disclosures are provided for

the 2019 accounting period in accordance with Section 82
of Act No. 90/2012 Coll., on Corporations and Cooperatives
(the “Business Corporations Act”).

(a) Structure of relations
Controlled Entity:Philip Morris CR a.s.
Controlling Entity:Philip Morris Holland Holdings B.V.

Entities controlled by the same controlling entity (the “jointly
controlled entities”): Companies controlled directly or indirectly
by Philip Morris Holland Holdings B.V. as well as by Philip Morris
International Inc., which is the ultimate managing entity of this
group (“PMI group™).

Philip Morris CR a.s. (the “Company”) is controlled by Philip
Morris Holland Holdings B.V. (holding 77.6% shares), which is
controlled by Philip Morris Brands Sarl (holding 100% shares),
which is controlled by Philip Morris Global Brands Inc. (holding
100% shares), which is controlled by Philip Morris International
Inc. (holding 100% shares).

(b) Role of the controlled entity in the PMI group

Philip Morris CR a.s. is the leading manufacturer and seller

of tobacco products and is also a distributor of smoke-free
tobacco products HEETS, /IQOS 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.o. As part
of the cooperation among the individual members of the PMI
group, Philip Morris CR a.s. is also involved in the distribution,
marketing and sale of tobacco products of Czech and other
brands from the portfolio of the PMI group, which are sold to
third parties in the Czech Republic, Slovak Republic or other
companies within the PMI group.

(c) Form and means of control

Philip Morris Holland Holdings B.V. participates

in the management of Philip Morris CR a.s. through its
shareholding rights, especially by exercising of its voting rights
at general meeting. 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
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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 spoleéném podniku
(joint-venture), smlouva o vykonu hlasovacich prav ¢i jind
podobna smlouva, kterd by se dotykala Philip Morris CR a.s.,
uzavrena nebyla.

(d) Prehled jednani u¢inénych v ucetnim obdobi kalendarniho
roku 2019, ktera byla u¢inéna na popud nebo v zdjmu
ovladajici osoby nebo ji oviddanych osob, pokud se
takovéto jedndni tykalo majetku, ktery presahuje 10 %
viastniho kapitalu ovladané osoby zjisténého podle ucetni
zavérky za rok 2019

Béhem rozhodného obdobi ucinila spole¢nost Philip Morris

CR a.s. na popud ovladajici osoby nebo ji ovlddanych osob

nize uvedenad pravni jednani a ostatni opatreni, ktera se tykala

majetku presahujiciho 10 % vlastniho kapitalu spolecnosti Philip

Morris CR a.s., tj. pfedstavujiciho ¢astku ve vysi 941 miliond K¢,

zjisténého podle posledni ucetni zavérky k 31.12. 2019:

e poskytnuti vyrobnich sluzeb spole¢nosti Philip Morris
International Management S.A. a Philip Morris Products S.A.
v cené ve vysi 2 351 miliond K¢,

e nakup zbozi za Ucelem dalsiho prodeje od spolec¢nosti
Philip Morris International Management S.A. v cené ve vysSi
513 miliond K¢,

e nakup zbozi za Ucelem dalsiho prodeje od spolec¢nosti Philip
Morris Products S.A. v cené ve vysi 5 268 miliond K¢,

e prodej zbozi spole¢nosti Philip Morris Slovakia s.r.o. v cené
ve vys$i 2 550 miliond K¢,

« vyplata dividend spolec¢nosti Philip Morris Holland Holdings
B.V. v celkové vysi 3 408 miliond K&

S ucinnosti od 1. dubna 2019 se spole¢nost Philip Morris
International Management SA a jeji sesterska spolecnost Philip
Morris Products S.A. sloucily do jedné pravnické osoby formou
fuze slouc¢enim. V dUsledku fuze je nastupnickou spole¢nosti
Philip Morris Products S.A. a zanikajici spole¢nosti Philip Morris
International Management SA.

Kromé vyse uvedeného nebyla v prabéhu uc¢etniho obdobi

v z&jmu nebo na popud ovladajici osoby nebo osob ovlddanych
stejnou ovladajici osobou prFijata zadna jind opatreni, ktera by se
tykala majetku presahujiciho 10 % vlastniho kapitalu spolecnosti
Philip Morris CR a.s. zjisténého podle posledni Ucetni zavérky.

Spolec¢nost (tj. predstavenstvo jakoz i jeji dalsi odpovédné
osoby) s uc¢innosti od 01.10.2019 posuzovala uzavreni transakci
i s ohledem na zdkonné pozadavky & 121s a nasl. zakona ¢.
256/2004 Sb., o podnikani na kapitadlovém trhu, v platném
znéni (,zédkon o podnikani na kapitalovém trhu®). Transakce
byly uzavieny v rdmci bézného obchodniho styku a za béznych
trznich podminek, tudiz v souladu s ustanovenimi zakona

o podnikani na kapitdlovém trhu tykajicimi se posuzovani
vyznamnych transakci se spfiznénymi stranami, zejména pak

§ 121v odst. 1 tohoto zdkona.

the PMI group’s global policy. No holding agreement, joint-
venture agreement, agreement on the exercise of voting rights,
nor any other similar agreement concerning Philip Morris CR a.s.
was entered into.

(d) Overview of actions taken during the 2019 calendar year
accounting period at the initiative, or in the interest,
of the controlling entity or entities controlled by such
controlling entity where such actions related to assets
in excess of 10% of the controlled entity’s equity
as reported in the 2019 financial statements
During the relevant period, Philip Morris CR a.s. made
the following legal acts and other measures at the initiative
of the controlling entity or other entities controlled
by the controlling entity, which would involve assets exceeding
in value 10% of the equity of Philip Morris CR a.s. represented
by the amount of CZK 941 million reported in the latest financial
statements as at 31 December 2019:

* Provision of production services to Philip Morris International
Management S.A. and Philip Morris Products S.A.
in the amount of CZK 2 351 million.

¢ Purchase of goods for resale from Philip Morris International
Management S.A. in the amount of CZK 513 million.

¢ Purchase of goods for resale from Philip Morris Products S.A.
in the amount of CZK 5 268 million.

e Sale of goods to Philip Morris Slovakia s.r.o. in the amount
of CZK 2 550 million.

* Dividend payment to Philip Morris Holland Holdings B.V.
in the total amount of CZK 3 408 million.

Effective April 1, 2019 Philip Morris International Management
SA and its sister company Philip Morris Products S.A. merged
into a single legal entity by means of a merger by absorption.
As a consequence of the merger, Philip Morris Products S.A.
was the surviving entity and Philip Morris International
Management SA was dissolved.

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.

The Company (i.e. Board of Directors as well as other
responsible persons) with the effectiveness from 1 October
2019 assessed the conclusion of transactions also with regard
to the legal requirements of Section 121s et seq. of the Act No.
256/2004 Coll., in business activities on the capital market,

as amended (the “Act on Business Activities on the Capital
Market”). The transactions were concluded within the ordinary
course of business and under the standard market conditions,
thus in accordance with the provisions of the Act on Business
Activities on the Capital Market relating to the assessment

of the significant transactions with related parties, in particular
with Section 121v (1) thereof.
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(e) Prehled vzdjemnych smluv a dodatku k existujicim
smlouvam uzavrenych mezi osobou oviddanou a osobou
ovlddajici nebo spoluoviddanymi osobami v pribéhu

(e) Overview of agreements and amendments to existing
agreements entered into between the controlled entity
and the controlling entity or jointly controlled entities

roku 2019 during 2019
Spolec¢nost Smiouva Datum Company Contract Date
Prodej zbozZi a sluzeb Sales of goods and services
Ph|l|_p Morris (Pakistan) Smlouva o prodeji 1.12. 2019 P.h'“.p Morris (Pakistan) Selling Agreement December 1, 2019
Limited Limited
Nakup zbozi a sluzeb Purchase of goods and services
Philip Morris Products S.A. Dodatek ¢. 1 1.1.2019 Philip Morris Products S.A. Amendment No. Tt0 ;. 51 1 2019

k Distribu¢ni Smlouvé

Distribution Agreement

Ostatni plnéni a protiplnéni, uvedend v priloze k samostatné
Ucetni zavérce v bodé 25, byla realizovdna na zakladé smluv
uzavienych v predchozich ucetnich obdobich a vzdjemnych
dohod a objedndvek, bez uzavreni pisemnych smluv.

Ovladana osoba méla v roce 2019 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.

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.

fé Cigarettenfabrik GmbH & Co. KG

Philip Morris Korea Inc.

UAB Philip Morris Lietuva

Charles Stewart & Co 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 o.o.

Philip Morris International IT Service Center Sarl
Philip Morris International Insurance (lreland) Limited

Veskeré vysSe uvedené spole¢nosti jsou na nejvyssi Urovni
ovladany spolecnosti Philip Morris International Inc.

(f)  Posouzeni vzniku ujmy ovladané osoby a jejiho vyrovnani
Spole&nosti Philip Morris CR a.s. nevznikla z vy3e uvedenych
poskytnutych plnéni, smluyv, ostatnich jednani, jinych opatfreni
nebo z jinych prijatych nebo poskytnutych plnéni (kterd byla
uskutecnéna v zdjmu nebo na popud ostatnich osob ze skupiny
PMI) zadna ujma. Transakce uskute¢néné mezi ovladajici osobou
a spoluovlddanymi osobami jsou podrobné uvedeny v priloze

k samostatné ucetni zaverce v bodé 25.

Other performances and counter-performances as specified

in the Notes to separate financial statements, Note 25, were
fulfilled based on contracts concluded in prior accounting
periods, and on negotiated offers and purchase orders without
having concluded written contracts.

The controlled entity carried out transactions with
the controlling entity and the following jointly controlled
entities in 2019

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.

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 & Co. KG

Philip Morris Korea Inc.

UAB Philip Morris Lietuva

Charles Stewart & Co 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 o0.0.

Philip Morris International IT Service Center Sarl
Philip Morris International Insurance (lreland) Limited

All the above mentioned companies are ultimately controlled
by Philip Morris International Inc.

(f) Assessment of the damage incurred by the controlled
entity and of its settlement
Philip Morris CR a.s. incurred no damage from the above-listed
performances, contracts, other acts, other measures, or from
any other performances received or provided (which were
provided in the interest or at the initiative of the other members
of the PMI group). Transactions between the controlling entity
and the jointly controlled entities are detailed in the Notes to
separate financial statements, Note 25.
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(9) Hodnoceni vyhod a nevyhod plynoucich ze vztahu mezi

osobou ovladanou, oviddajici a spoluovladanymi osobami
Spole¢nosti Philip Morris CR a.s. vyplyva z U¢asti ve skupiné PMI
fada vyhod.

Skupina PMI je prednim svétovym vyrobcem a distributorem

s Sirokym portfoliem zavedenych mezinarodnich znacek
cigaret a se silnym financnim zazemim, z ¢ehoz tézi spolecnost
Philip Morris CR a.s. zejména pFi uzavirdni obchod( se svymi
obchodnimi partnery a pfi vyjednavani s bankami a jinymi
poskytovateli Gvéra.

Spole&nosti Philip Morris CR a.s. nevyplyvaji z U¢asti ve skupiné
PMI zadné nevyhody.

Ze vztahU v rdmci skupiny PMI neplynou pro spole¢nost Philip
Morris CR a.s. zadna rizika.

(h) Popis pFijatych opatFeni proti zneuziti kontroly
Spole&nost Philip Morris CR a.s. nepfijala zadna zvlastni
opatreni proti zneuziti kontroly ze strany hlavniho akcionare -
Philip Morris Holland Holdings B.V. Proti zneuziti kontroly

a rozhodujiciho vlivu ovladajici osoby vyuziva spolec¢nost Philip
Morris CR a.s. zdkonem dané instrumenty, zejména:

(O} povinnost vypracovat zpravu o vztazich mezi ovladajici
osobou a osobou ovladanou a mezi ovlddanou osobou
a osobami ovlddanymi stejnou ovladajici osobou;

(ii)  rovné zachdazeni se vSemi akcionari ze strany spolec¢nosti
Philip Morris CR a.s.;

(iii) zdkaz zneuziti vétsiny hlast ve spolec¢nosti Philip
Morris CR a.s.;

(iv) povinnost ovlddajici osoby nahradit spole¢nosti
zpUsobenou Ujmu; a

(v) ruceni ¢lent statutdrniho organu ovladajici osoby
a spole¢nosti Philip Morris CR a.s.

V Kutné Hore dne 23. brezna 2020

T

Petr Sedivec
¢len predstavenstva

Andrea Gontkovicova
predsedkyné
predstavenstva

(9) Assessment of advantages and disadvantages arising
from the relations between the controlled entity,
controlling entity and jointly controlled entities

Various advantages arise to Philip Morris CR a.s. from its

membership in the PMI group.

The PMI group is the leading global producer and distributor
with wide portfolio of established brands of cigarettes having
a strong financial background, which is beneficial for Philip
Morris CR a.s. particularly when making transactions with its
business partners and negotiating with banks and other facility
providers.

No disadvantages arise to Philip Morris CR a.s. from its
membership in the PMI group.

No risks arise to Philip Morris CR a.s. from the relations within
the PMI group.

(h) Description of the measures taken against abuse

of control
Philip Morris CR a.s. has not taken any special measures
against abuse of control by the main shareholder - Philip
Morris Holland Holdings B.V. Philip Morris CR a.s. uses statutory
instruments against abuse of control and decisive influence
of the controlling entity, in particular:

(i)  the obligation to draw up a report on relations between
the controlling entity and controlled entity and between
controlled entity and entities controlled by the same
controlling entity;

(i) equal treatment of all shareholders of Philip Morris CR a.s;

(iii) the prohibition of abuse of a majority of votes in Philip
Morris CR a.s;

(iv) the obligation of the controlling entity to compensate
for harm caused to Philip Morris CR a.s; and

(v)  (v)the liability of statutory body of the controlling entity
and Philip Morris CR a.s.

In Kutna Hora on March 23, 2020

T

Petr Sedivec
Member
of the Board of Directors

Andrea Gontkovicova
Chairwoman
of the Board of Directors
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Zprava nezavislého auditora
akcionarum spoleénosti
Philip Morris CR a.s.

Zprava o auditu konsolidované a samostatné
ucéetni zavérky

Vyrok auditora
Podle naseho nazoru:

prilozena konsolidovana ucetni zavérka podava vérny

a poctivy obraz konsolidované financni pozice spolecnosti
Philip Morris CR a.s., se sidlem Vitézna 1, Kutna Hora
(,Spole¢nost”) a jeji dcefiné spole¢nosti (dohromady
»Skupina“) k 31. prosinci 2019, jeji konsolidované finanéni
vykonnosti a jejich konsolidovanych penéznich tokl

za rok koncici 31. prosince 2019 v souladu s Mezindrodnimi
standardy ucetniho vykaznictvi ve znéni prijatém Evropskou
unii (,EU™).

prilozend samostatnd ucetni zavérka podava vérny

a poctivy obraz finanéni pozice samotné Spole¢nosti

k 31. prosinci 2019, jeji finan¢ni vykonnosti a jejich
penéznich tokd za rok konéici 31. prosince 2019 v souladu
s Mezinarodnimi standardy ucetniho vykaznictvi ve znéni
prijatém EU.

Pfedmét auditu
Konsolidovana ucetni zavérka Skupiny se sklada z:

konsolidovaného vykazu finanéni pozice k 31. prosinci 2019,
konsolidovaného vykazu Uuplného vysledku za rok koncici
31. prosince 2019,

konsolidovaného vykazu zmén vlastniho kapitdlu za rok
kongici 31. prosince 2019,

konsolidovaného vykazu penéznich tokl za rok koncici

31. prosince 2019,

prilohy konsolidované ucetni zavérky, ktera obsahuje
podstatné ucetni metody a dalsi vysveétlujici informace.

Samostatna ucetni zavérka Spolecnosti se sklada z:

vykazu finanéni pozice k 31. prosinci 2019,

vykazu Uplného vysledku za rok koncici 31. prosince 2019,
vykazu zmeén vlastniho kapitalu za rok koncici

31. prosince 2019,

vykazu penéznich tokd za rok koncici 31. prosince 2019,
prilohy samostatné ucetni zavérky, ktera obsahuje podstatné
Ucetni metody a dalsi vysvétlujici informace.

Independent auditor’s report
to the sharehojders of company
Philip Morris CR a.s.

Report on the audit of the consolidated
and separate financial statements

Our opinion
In our opinion:

the accompanying consolidated financial statements give

a true and fair view of the consolidated financial position

of Philip Morris CR a.s., with its registered office at Vitézna 1,
Kutna Hora (,,the Company*) and its subsidiary (together
“the Group”) as at 31 December 2019, of their consolidated
financial performance and their consolidated cash flows

for the year ended 31 December 2019 in accordance with
International Financial Reporting Standards as adopted

by the European Union (“EU").

the accompanying separate financial statements give a true
and fair view of the financial position of the Company
standing alone as at 31 December 2019, of its financial
performance and its cash flows for the year ended

31 December 2019 in accordance with International Financial
Reporting Standards as adopted by the EU.

What we have audited
The Group’s consolidated financial statements comprise:

the consolidated statements of financial position

as at 31 December 2019;

the consolidated statement of comprehensive income

for the year ended 31 December 2019;

the consolidated statement of changes in equity for the year
ended 31 December 2019;

the consolidated statement of cash flow for the year ended
31 December 2019; 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 statements of financial position as at 31 December 2019;
the statement of comprehensive income for the year ended
31 December 2019;

the statement of changes in equity for the year ended

31 December 2019;

the statement of cash flow for the year ended

31 December 2019; and

the notes to the separate financial statements, which include
significant accounting policies and other explanatory
information.

PricewaterhouseCoopers Audit, s.r.o., Hvézdova 1734/2c, 140 00 Praha 4, Ceska republika, T: +420 251151 111, F: +420 252 156 111, www.pwc.com/cz
PricewaterhouseCoopers Audit, s.r.o., se sidlem Hvézdova 1734/2c, 140 00 Praha 4, IC: 40765521, zapsana v obchodnim rejstiiku vedeném Méstskym soudem v Praze,
oddil C, vlozka 3637 a v seznamu auditorskych spole¢nosti u Komory auditort Ceské republiky pod evidenénim ¢&islem 021.
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Zaklad pro vyrok

Audit jsme provedli v souladu se zakonem o auditorech,
nafizenim Evropského parlamentu a Rady (EU) &. 537/2014
(,,nafizeni EU®) a auditorskymi standardy Komory auditort
Ceské republiky, kterymi jsou Mezinarodni standardy auditu
(ISA) doplnéné a upravené souvisejicimi aplikacnimi dolozkami
(spole¢né ,auditorské predpisy”). Nase odpovédnost stanovena
témito predpisy je podrobnéji popsana v oddilu. Odpovédnost
auditora za audit Ucetnich zavérek. Domnivame se, ze dikazni
informace, které jsme shromazdili, poskytuji dostatecny

a vhodny zaklad pro vyjadreni naseho vyroku.

Nezavislost

V souladu se zakonem o auditorech, s nafizenim EU a s Radou
pro mezinarodni etické standardy ucetnich, vydanym
Komorou auditort Ceské republiky pFijatym Etickym kodexem
pro auditory a ucetni odborniky (spole¢né ,etické predpisy”),
jsme na Skupiné a Spolec¢nosti nezavisli a splnili jsme i dalsi
etické povinnosti vyplyvajici z etickych predpisu.

PFistup k auditu
Prehled

Hladina vyznamnosti

¢ Celkova hladina vyznamnosti pro konsolidovanou ucetni
zavérku Skupiny a samostatnou uUcetni zaveérku Spolecnosti:
250 miliond K¢, coz predstavuje 5% zisku pred zdanénim
Skupiny i Spole¢nosti.

Rozsah auditu

¢ Obé ucetni jednotky Skupiny byly predmétem auditu
spolec¢nostmi patricimi do sité PwC. Nase auditni prace
pokryla 100 % vynosU Skupiny a Spole¢nosti a 98 % zisku
pred zdanénim Skupiny a 100 % zisku pred zdanénim
Spole¢nosti.

Hlavni zalezitosti auditu

«  PFiméfenost/vhodnost vykazani, stanoveni vyse a zvefejnéni
leasingl a zverejnéni z titulu prvotniho pouziti standardu
IFRS 16 - Leasing.

Pfi planovani auditu jsme si stanovili hladinu vyznamnosti

a vyhodnotili rizika vyskytu vyznamné nespravnosti

v konsolidované a samostatné ucetni zavérce (dohromady
Lucetni zavérky*). Konkrétné jsme urcili oblasti, ve kterych
vedeni uplatnilo svUj Usudek, napft. v pfipadé vyznamnych

Ucetnich odhadd, které zahrnuji stanoveni predpokladd

a posouzeni budoucich skutec¢nosti, které jsou z podstaty

nejisté.

Zamérili jsme se také na rizika obchdzeni vnitinich kontrol
vedenim, a to véetné vyhodnoceni toho, zda nebyla zjisténa
predpojatost, jez by vytvarela riziko vyskytu vyznamné
nespravnosti z ddvodu podvodu.

pwc

Basis for opinion

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 (together “Audit regulations”). These standards
consist of International Standards on Auditing (ISAs)

as supplemented and modified by related application guidance.
Our responsibilities under those standards are further described
in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We believe that the audit
evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Independence

We are independent of the Group and the Company

in accordance with the Act on Auditors, EU Regulation

and International Ethics Standards Board for Accountants’

Code of Ethics for Professional Accountants accepted by

the Chamber of Auditors of the Czech Republic (together “Ethic
regulations”), and we fulfilled our other ethical responsibilities

in accordance with the Ethic regulations.

Our audit approach
Overview

Materiality

¢ Overall materiality for both the consolidated financial
statements of the Group and the separate financial
statements of the Company: CZK 250 million, which
represents 5% of the Group’s and the Company’s profit
before tax.

Audit scope

« 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

*  Appropriateness of recognition, measurement, presentation
and disclosure of leases and disclosures of the initial
application of IFRS 16 - Leases.

As part of designing our audit, we determined the materiality
and assessed the risks of material misstatement

in the consolidated and separate financial statements (together
the “financial statements”). In particular, we considered where
management 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.

127



ZPRAVA NEZAVISLEHO AUDITORA

pwc

Hladina vyznamnosti

Rozsah naseho auditu byl ovlivnén pouzitou hladinou
vyznamnosti. Audit je planovan tak, abychom ziskali primérenou
jistotu, ze Ucetni zavérky neobsahuji vyznamnou nespravnost
zplsobenou podvodem nebo chybou. Nespravnosti jsou
povazovany za vyznamné, pokud |ze redlné predpokladat,

ze by jednotlivé nebo v souhrnu mohly ovlivnit ekonomicka
rozhodnuti, ktera uzivatelé ucetnich zavérek na jejich zdkladé
pfijmou.

Na zdkladé naseho odborného uUsudku jsme stanovili urcité
kvantitativni hladiny vyznamnosti, véetné celkovych hladin
vyznamnosti vztahujicich se ke kazdé ucetni zaveérce jako
celku (viz tabulku nize). Na jejich zdkladé jsme, spole¢né

s kvalitativnim posouzenim, urcili rozsah naseho auditu, véetné
povahy, na¢asovani a rozsahu auditnich postupt, a vyhodnotili
dopad zjisténych nespravnosti individudlné i v souhrnu

na kazdou ucetni zavérku.

Materiality

The scope of our audit was influenced by our application

of materiality. An audit is designed to obtain reasonable
assurance as to 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.

Based on our professional judgement, we determined certain
guantitative thresholds for materiality, including the overall
materiality for each set of 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 financial statements.

250 miliont K&
(380 miliont K¢ v predchozim obdobi)

Celkova hladina
vyznamnosti pro Skupinu

CZK 250 million
(CZK 380 million for the previous period)

Overall Group materiality

250 miliont K¢
(380 milionl K¢ v predchozim obdobi)

Celkova hladina
vyznamnosti pro samotnou
Spolec¢nost

CZK 250 million
(CZK 380 million for the previous period)

Overall materiality for
the Company standing
alone

Jak byla stanovena Hladina vyznamnosti pro Skupinu
i Spole¢nost byla stanovena jako 5%
z konsolidovaného a samostatného zisku

pred zdanénim.

Materiality for the Group and

the Company was determined as 5%
of the consolidated and separate profit
before tax

How we determined it

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
vykonnosti Spole¢nosti, a je bézné
akceptovan jako vybrana veli¢ina. Vybrali
jsme 5%, protoze na zadkladé naseho
odborného usudku toto procento spada
mezi prijatelné a bézné pouzivané
veli¢iny pro stanoveni kvantitativni
urovné vyznamnosti.

Zdavodnéni pouzitého
zakladu pro stanoveni
vyznamnosti

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. We chose 5%
because, based on our professional
judgment, this percentage is among

the acceptable and commonly used
parameter for specified quantitative level
of materiality.

Rationale for
the materiality benchmark
applied

Hlavni zalezitosti auditu

Hlavni zdlezitosti auditu jsou zalezitosti, které byly podle
naseho odborného usudku pfi auditu Ucetnich zavérek za bézné
obdobi nejvyznamnéjsi. Témito zalezitostmi jsme se zabyvali

v kontextu auditu kazdé ucetni zavérky jako celku a v souvislosti
s utvarenim nazoru na kazdou tuto Ucetni zaverku. Samostatny
vyrok k témto zalezitostem nevyjadfujeme.

Key audit matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the financial
statements of the current period. These matters were addressed
in the context of our audit of each set of financial statements

as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters.
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Hlavni zalezitost auditu

Priméfenost/vhodnost vykazani,
stanoveni vyse a zverejnéni
leasingl a zverejnéni z titulu
prvotniho pouziti standardu
IFRS 16 - Leasing

Viz poznamka 2.2

ke konsolidované a samostatné
Ucetni zavérce tykajici se dopadu
prvotniho pouziti nového
standardu pro vykazovani leasingl
,Mezinarodni standard ucetniho
vykaznictvi 16 - Leasing” (dale jen

Jak audit pracoval s hlavni

zalezitosti auditu

Nase procedury zahrnovaly:

¢ Posouzeni analyzy dopadu,
kterou vypracovalo vedeni
pro rdzné druhy leasingl.

* Posouzeni vhodnosti metod
pouzitych k urceni ocekavaného
dopadu prvotniho pouziti
IFRS 16.

¢ Testovani dopadu z titulu
prechodu na IFRS 16 k 1. lednu
2019 vypocteném vedenim
na vybraném vzorku, za ucelem

Key audit matter

Appropriateness of recognition,
measurement, presentation
and disclosure of leases

and disclosures of the initial
application of IFRS 16 - Leases

See note 2.2 to the consolidated
and separate financial statements
for management’s disclosure

on the impact of initial application
of the new standard “International
Financial Reporting Standard

16 - Leases” (“IFRS 16”) for further

1
|
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How our audit addressed
the key audit matter

Our procedures included:

¢ Assessing the impact analysis
prepared by management
for different types of leases.

* Assessing the appropriateness
of the methods used to
determine the expected
impact of the initial application
of IFRS 16.

¢ Testing, on a sample basis,
of the IFRS 16 adjustment
as of 1 January 2019 calculated

LIFRS 16%). ovéreni spravnosti a Uplnosti
na zdrojové dokumenty.

« Cteni a posouzeni pfimérenosti
a uplnosti zverejnéni tykajici
se IFRS 16 v konsolidované
a samostatné ucetni zavérce.

Jak jsme stanovili rozsah auditu?

Rozsah auditu jsme stanovili tak, abychom ziskali dostate¢né
informace, které ndam umozni vyjadrit vyrok ke kazdé ucetni
zavérce jako celku. Vzali jsme v Uvahu strukturu Skupiny,

jeji ucetni procesy a kontroly, podil jednotlivych spoleénosti
na finan¢ni pozici a vysledcich Skupiny a specifika odveétvi,
ve kterém Skupina a Spole¢nost podnikaiji.

Skupinu tvori Spole¢nost a jeji dcefina spole¢nost. Nase auditni
prace pokryla 100 % vynosu Skupiny a Spole¢nosti a 98 %

zisku pred zdanénim Skupiny a 100 % zisku pred zdanénim
Spole¢nosti.

Ostatni informace

Ostatnimi informacemi jsou v souladu s & 2 pism. b) zakona
o auditorech informace uvedené ve vyroéni zpravé mimo obé
Ucetni zavérky a nasi zpravu auditora. Za ostatni informace
odpovida predstavenstvo Spolecnosti.

Na&s vyrok k u¢etnim zavérkam se k ostatnim informacim
nevztahuje. Presto je vSak soucasti nasich povinnosti
souvisejicich s auditem ucetnich zavérek sezndmeni se

s ostatnimi informacemi a posouzeni, zda ostatni informace
nejsou ve vyznamném nesouladu s Ucetnimi zavérkami

¢i s nasimi znalostmi o Skupiné a Spolec¢nosti ziskanymi béhem
auditu nebo zda se jinak tyto informace nejevi jako vyznamné
nespravné. Také jsme posoudili, zda ostatni informace byly

ve vSech vyznamnych ohledech vypracovany v souladu

s prislusnymi pravnimi predpisy. Timto posouzenim se rozumi,
zda ostatni informace spliuji pozadavky pravnich predpist

na formalni nalezitosti a postup vypracovani ostatnich informaci
v kontextu vyznamnosti, tj. zda pfipadné nedodrzeni uvedenych
pozadavkdl by bylo zpUsobilé ovlivnit Usudek ¢inény na zakladé
ostatnich informaci.

information. by management for accuracy
and completeness to source
documents.

¢ Reading and assessment
of adequacy and completeness
of the IFRS 16 disclosures
in the consolidated and separate
financial statements.

How we tailored our audit scope

We tailored the scope of our audit in order to perform sufficient
work to enable us to provide an opinion on each set of financial
statements as a whole, taking into account the structure

of the Group and the Company, the accounting processes

and controls, the share of individual subsidiaries 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.

Other information

In compliance with Section 2 (b) of the Act on Auditors,

the other information comprises the Annual Report but it does
not include both of the financial statements and our auditor’s
report thereon. The Board of Directors of the Company is
responsible for the other information.

Our opinion on the financial statements does not cover

the other information. In connection with our audit

of the financial statements, our responsibility is to read

the other information and, in doing so, consider whether

the other information is materially inconsistent with

the financial statements or our knowledge about the Group and
the Company obtained in the audit or otherwise appears to be
materially misstated. In addition, we assess whether the other
information has been prepared, in all material respects,

in accordance with applicable law and regulation, in particular,
whether the other information complies with law and regulation
in terms of formal requirements and procedure for preparing
the other information in the context of materiality, i.e. whether
any non-compliance with these requirements could influence
judgments made on the basis of the other information.
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Na zakladé provedenych postupd, do miry, jiz dokdzeme

posoudit, dle naseho nazoru:

e jsou ostatni informace, které popisuji skute¢nosti, jez jsou
téz predmétem zobrazeni v Ucetnich zavérkach, ve vsech
vyznamnych ohledech v souladu s U¢etnimi zavérkami a

e jsou ostatni informace vypracovany v souladu se zdkonem
o Ucetnictvi.

Dale jsme povinni uvést, zda na zakladé poznatkd a povédomi
o Skupiné a Spolec¢nosti, k nimz jsme dospéli pfi provadéni
auditu, ostatni informace neobsahuji vyznamné vécné
nespravnosti. V ramci uvedenych postupl jsme v obdrzenych
ostatnich informacich zadné vyznamné vécné nespravnosti
nezjistili.

Odpovédnost pfedstavenstva, dozorci rady a vyboru
pro audit Spole¢nosti za uc¢etni zaverky
Predstavenstvo Spole¢nosti odpovida za sestaveni Ucetnich
zavérek podavajicich vérny a poctivy obraz v souladu

s Mezinarodnimi standardy ucetniho vykaznictvi ve znéni
pfijatém EU, a za takovy vnitfni kontrolni systém, ktery
povazuje za nezbytny pro sestaveni Ucetnich zavérek tak, aby
neobsahovaly vyznamné nespravnosti zplsobené podvodem
nebo chybou.

Pri sestavovani ucetnich zavérek je predstavenstvo Spolecnosti
povinno posoudit, zda jsou Skupina a Spolecnost schopny
nepretrzité trvat, a pokud je to relevantni, popsat v prilohach
ucCetnich zaveérek zalezitosti tykajici se jejich nepretrzitého
trvani a pouziti predpokladu nepretrzitého trvani pri sestaveni
ucetnich zavérek, s vyjimkou pfipadd, kdy pfedstavenstvo
planuje zruseni Skupiny nebo Spole¢nosti nebo ukonceni jejich
cinnosti, resp. kdy nema jinou redlnou moznost nez tak ucinit.

Za dohled nad procesem uc¢etniho vykaznictvi odpovida dozorci
rada Spolecnosti.

Za sledovani postupu sestavovani obou Ucetnich zavérek je
odpovedny vybor pro audit Spole¢nosti.

Odpovédnost auditora za audit ucetnich zavérek

Nasim cilem je ziskat primérenou jistotu, Ze Ucetni zavérky

jako celek neobsahuji vyznamnou nespravnost zplsobenou
podvodem nebo chybou a vydat zpravu auditora obsahujici nas
vyrok. Pfimérend mira jistoty je velkd mira jistoty, nicméné neni
zdrukou, ze audit provedeny v souladu s auditorskymi predpisy
ve vsech pripadech v ucetnich zavérkach odhali pfipadnou
existujici vyznamnou nespravnost. Nespravnosti mohou vznikat
v disledku podvodl nebo chyb a povazuji se za vyznamné,
pokud lze redlné predpokladat, ze by jednotlivé nebo v souhrnu
mohly ovlivnit ekonomicka rozhodnuti, kterd uzivatelé ucetnich
zavérek na jejich zakladé prijmou.

Based on the procedures performed, to the extent we are able

to assess it, in our opinion:

* 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

e the other information is prepared in compliance with
the Act on Accounting.

In addition, our responsibility is to report, based

on the knowledge and understanding of the Group and

the Company obtained in the audit, on whether the other
information contains any material misstatement of fact. Based
on the procedures we have performed on the other information
obtained, we have not identified any material misstatement

of fact.

Responsibilities of the board of directors, supervisory
board and audit committee of the Company

for the financial statements

The Board of Directors of the Company is responsible for

the preparation and fair presentation of the financial statements
in accordance with International Financial Reporting Standards
as adopted by the EU 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 of the Company is responsible
for overseeing the financial reporting process.

The Audit Committee of the Company is responsible
for monitoring of the financial statements preparation process.

Auditor’s responsibilities for the audit

of the financial statements

Our objectives are to obtain reasonable assurance about
whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with the Audit
regulations will always detect a material misstatement when
it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial
statements.
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PFi provadéni auditu v souladu s vyse uvedenymi predpisy je
nasi povinnosti uplatfiovat béhem celého auditu odborny Usudek
a zachovavat profesni skepticismus. Dale je nasi povinnosti:

« |dentifikovat a vyhodnotit rizika vyznamné nespravnosti
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 zédkladé mohli vyjadfit vyrok. Riziko,
ze neodhalime vyznamnou nespravnost, k niz doslo
v dasledku podvodu, je vétsi nez riziko neodhaleni vyznamné
nespravnosti zplsobené chybou, protoze soucasti podvodu
mohou byt tajné dohody, falSovani, itmyslnd opomenuti,
nepravdiva prohlaseni nebo obchazeni vnitfnich kontrol.

*  Seznamit se s vnitfnimi kontrolnimi systémy Skupiny
a Spolec¢nosti relevantnimi pro audit v takovém rozsahu,
abychom mohli navrhnout auditorské postupy vhodné
s ohledem na dané okolnosti, nikoli abychom mohli vyjadFit
nazor na ucinnost jejich vnitfnich kontrolnich systéma.

¢ Posoudit vhodnost pouzitych Ucetnich pravidel, primérenost
provedenych Ucetnich odhadl a informace, které v této
souvislosti predstavenstvo Spole¢nosti uvedlo v prilohach
Ucetnich zavérek.

¢ Posoudit vhodnost pouziti predpokladu nepretrzitého
trvani pri sestaveni Ucetnich zavérek predstavenstvem,

a to, zda s ohledem na shromazdéné dikazni informace
existuje vyznamna nejistota vyplyvajici z udalosti nebo
podminek, které mohou vyznamneé zpochybnit schopnost
Skupiny a Spole¢nosti trvat nepretrzité. Jestlize dojdeme

k zavéru, Ze takova vyznamna nejistota existuje, je nasi
povinnosti upozornit v nasi zpravé na informace uvedené

v této souvislosti v prilohdch ucetnich zavérek, a pokud tyto
informace nejsou dostatecné, vyjadrit modifikovany vyrok.
Nase zavery tykajici se schopnosti Skupiny a Spole¢nosti
trvat nepretrzité vychéazeji z dlkaznich informaci, které jsme
ziskali do data nasi zpravy. Nicméné budouci udalosti nebo
podminky mohou vést k tomu, ze Skupina nebo Spole¢nost
ztrati schopnost trvat nepretrzité.

* Vyhodnotit celkovou prezentaci, ¢lenéni a obsah uUcetnich
zavérek, vcetné priloh, a dale to, zda Ucetni zavérky zobrazuji
podkladové transakce a udalosti zplsobem, ktery vede
k vérnému zobrazeni.

e Shromazdit dostatec¢né a vhodné dikazni informace
o financ¢nich informacich tykajicich se spole¢nosti nebo
podnikatelskych ¢innosti v ramci Skupiny, abychom mohli
vyjadrit vyrok ke konsolidované Ucetni zavérce. Jsme
odpoveédni za fizeni auditu Skupiny, za dohled nad nim
a jeho provedeni. Vyjadreni vyroku zUstava nasi vyhradni
odpovednosti.

Nasi povinnosti je informovat predstavenstvo, dozorci radu

a vybor pro audit mimo jiné o planovaném rozsahu a nacasovani
auditu a o vyznamnych zjisténich, ktera jsme v jeho pribéhu
ucinili, véetné zjisténych vyznamnych nedostatkd ve vnitfnich
kontrolnich systémech.

Nasi povinnosti je rovnéz poskytnout vyboru pro audit prohlaseni
o tom, Ze jsme splnili prislusné etické pozadavky tykajici se
nezadvislosti, a informovat je o veskerych vztazich a dalSich
zalezitostech, u nichz se Ize redlné domnivat, ze by mohly mit vliv
na nasi nezavislost, a pripadnych souvisejicich opatfenich.

pwc

As part of an audit in accordance with the Audit regulations,
we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

« identify 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.

e 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.

We also provide the Audit Committee with a statement showing
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.
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Déle je nasi povinnosti vybrat na zdkladé zalezitosti, o nichz
jsme informovali dozoré&i radu a vybor pro audit, ty, které jsou

z hlediska auditu Ucetnich zavérek za bézny rok nejvyznamnéjsi,
a které tudiz predstavuji hlavni zdlezitosti auditu, a tyto
zalezitosti popsat v této zpravé. Tato povinnost neplati, kdyz
pravni predpisy zakazuji zverejnéni takové zalezitosti nebo
pokud ve zcela vyjimecném pripadé usoudime, Ze bychom

o dané zalezitosti neméli v nasi zpraveé informovat, protoze Ize
redlné ocekavat, Ze mozné negativni dopady zverejnéni prevazi
nad prinosem z hlediska verejného zajmu.

Zprava o jinych pozZadavcich stanovenych
pravnimi predpisy

V souladu s ¢lankem 10 odst. 2 nafizeni EU uvadime
nasledujici informace vyzadované nad rémec Mezinarodnich
standardd auditu:

Soulad vyroku s dodatecnou zpravou vyboru pro audit
Potvrzujeme, Ze nds vyrok auditora je v souladu s dodate¢nou
zpravou pro vybor pro audit Spole¢nosti, kterou jsme vyhotovili
dle ¢lanku 11 nafizeni EU.

Urceni auditora a délka provadéni auditu

Auditorem Skupiny a Spolec¢nosti pro rok 2019 nas dne

26. dubna 2019 jmenovala valnd hromada Spole¢nosti.
Auditorem Skupiny a Spolec¢nosti jsme nepretrzité 26 let.
Poskytnuté neauditorské sluzby

Poskytnuté neauditorské sluzby jsou uvedeny v ¢asti Ostatni
informace pro akcionare vyrocni zpravy.

Sit PwC neposkytla zakdzané sluzby uvedené v ¢lanku 5
nafizeni EU.

24. brezna 2020

Precsnk A (copq  Aedl;

zastoupena partnerkou

L

Ing. Véra Vytvarova
statutdrni auditorka, evidenéni &. 1930

<o,

From the matters communicated with the Supervisory Board and
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.

Report on other legal and regulatory
requirements

In compliance with Article 10(2) of the EU Regulation, we
provide the following information, which is required in addition
to the requirements of International Standards on Auditing:

Consistency of the audit 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 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 year 2019 by the General Meeting

of Shareholders of the Company on 26 April 2019. Our
uninterrupted engagement as auditors of the Group and
the Company has lasted for 26 years.

Provided non-audit services
The non-audit services are disclosed in Section Other
Information for Shareholders of the Annual Report.

PwC Network did not provide prohibited services referred
to in the Article 5 of the EU Regulation.

24 March 2020

Preccn A (oopuq Add;

represented by Partner

N

Véra Vytvarova
Statutory Auditor, Licence No. 1930

<o,

Note: Our report has been prepared in the Czech language and in English. In all
matters of interpretation of information, views or opinions, the Czech version
of our report takes precedence over the English version.
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Ostatni informace pro akcionare za ucetni obdobi kalendéiniho roku 2019
Other Information for Shareholders for the 2019 calendar Year Accounting Period

1. Informace o pFijmech, které byly za ucetni
obdobi kalendarFniho roku 2019 pFijaty
vedoucimi osobami a ¢leny dozoréi rady

Zakon ¢. 256/2004 Sb., o podnikani na kapitalovém trhu (déle jen
,zakon o podnikani na kapitalovém trhu®), & 118 odst. 4 pism. f)
az h), stanovi povinnost uvadét informace o vSech penézitych

a nepenézitych prijmech, které prijaly za ucetni obdobi osoby

s Fidici pravomoci od Philip Morris CR a.s. (,Spole¢nost®)

a od osob ovladanych Spole¢nosti. Do skupiny osob s fidici
pravomoci patfi ¢lenové predstavenstva Spolecnosti, ktefi jsou
soucasné vedoucimi osobami, a dale ¢lenové dozorci rady
Spolec¢nosti.

Skupina Philip Morris International Inc. (,,PMI*), do které
Spolec¢nost patfi, ma jiz nékolik let stanovenou politiku
odmeénovani (pro vylouceni pochybnosti se uvadi, Ze se nejedna
o politiku odménovani podle & 121k a nasl. zakona o podnikani
na kapitalovém trhu), na jejiz tvorbé a schvalovani se podili
valna hromada Spolec¢nosti, predstavenstvo Spole¢nosti, dozorci
rada Spolec¢nosti, dalsi vnitfni organy Spole¢nosti a Komise pro
odménovani a rozvoj vedoucich zaméstnancl PMI (,Komise*).

Skupina PMI zavadi programy odmeénovani a ocenéni, které
podporuji obchodni a finan¢ni cile a motivuji k lepSim
vysledktim PMI, pfic¢emz soucasné zajistuji rovné zachazeni
a externi konkurenceschopnost. Komise stanovi vykonnostni
cile, reviduje a schvaluje koncepci celkového odménovani
v rdmci skupiny PMI, doporucuje managementu PMI
politiku odménovani a ukazatele, na zakladé kterych jsou
odmeény vyplaceny. Komise se sklada z nezavislych osob
ve smyslu standardd Newyorské burzy cennych papir(,

jeji slozeni a odpovédnost je blize popsana v Charté
Komise pro odménovani a rozvoj vedoucich zaméstnancd,
kterd je bezplatné k dispozici na internetovych strankach
www.pmi.com/governance.

Odménovani ¢lenl vedeni Spole¢nosti a dozoréi rady, ktefi

jsou zaméstnanci Spolec¢nosti, zahrnuje tfi zakladni slozky,
kterymi jsou ro¢ni mzda, ro¢ni variabilni odména zalozena

na vykonu a Uhrady akciemi spole¢nosti PMI a ostatni nepenézni
zaméstnanecké vyhody, jako jsou podnikova auta, pfispévek

na stravovani, penzijni pojisténi a zZivotni a Urazové pojisténi

a pozitky spojené s ukonc¢enim pracovniho poméru.

1.  Information on remuneration received
by the Executives and Supervisory Board
members during the 2019 calendar year
accounting period

Section 118, Subsection 4 (f) to (h) of Act No. 256/2004 Coll.,
on business activities on the capital market (the “Capital
Markets Undertakings Act”), 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 group of Philip Morris International Inc. (“PMI™), to which
the Company belongs, has for several years established

the remuneration policy (for avoidance of doubt this is not

a remuneration policy under Section 121k et seq. of the Capital
Markets Undertakings Act), in the creation and approval

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 PMI group 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 within the PMI group,
and recommends to PMI’s management remuneration

plans and factors based on which the remuneration is

to be paid. The Committee is composed of independent
persons 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 www.pmi.com/governance.

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.
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Odmeéna zalozena na vykonu (Incentive Compensation), ktera
je vyplacena zaméstnancim Spolecnosti, spole¢nosti Philip
Morris Services S.A. nebo jinych spole¢nosti ve skupiné PMI, je
jednordzova ro¢ni vykonnostni finanéni odména poskytovana
nad rdmec roc¢ni zakladni mzdy. Tato odména je vyjadrena

jako procento roé¢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 individuadlni

a odviji se od hodnoceni vykonu ¢lena vedeni a jeho mzdové
tridy. Odména muize odhadem dosahovat vyse az 23 % roéni
fixni mzdy. Koncem roku 2019 Komise sledovala a hodnotila
vykon skupiny PMI za rok 2019 oproti planovanym cildm. Kritéria
hodnoceni stanovenych cilG maji kvantitativni charakter, jako
jsou plnéni provozniho zisku, penéznich tokd, objem prodejd

a podil na trhu, a také kvalitativni charakter, jako jsou fizeni
portfolia, inovativni ptistup, dodrzovani internich pravidel

a postupd, diverzita a rozvoj fidicich schopnosti. Generalni
feditel Spole¢nosti navrhuje vysi bonusu jednotlivym ¢lendm
vedeni Spole¢nosti a prezident regionu EU navrhuje vysi bonusu
generalnimu fediteli Spole¢nosti. Tyto navrhy jsou potvrzeny

a schvaleny dvéma uUrovnémi vedeni (nadfizeny ¢lena vedeni
Spolec¢nosti a nadrizeny nadtizeného ¢lena vedeni Spole¢nosti).

Clenové vedeni, ktefi nejsou zaméstnanci Spoleénosti, jsou
zameéstnanci Philip Morris Services S.A. nebo jinych spole&nosti
ve skupiné PMI a jsou témito spolec¢nostmi také odménovani.
Od Spolec¢nosti dostavaji k uzivani pouze podnikova auta,
sluzebni laptop a telefon. Odména ¢lent dozoréi rady, ktefi
nejsou zaméstnanci Spolec¢nosti nebo jinych spole¢nosti

ve skupiné PMI, predstavuje jednordazovou ro¢ni odménu

za vykon funkce dle smlouvy o vykonu funkce ¢lena dozorci
rady. Veskeré smlouvy o vykonu funkce jednotlivych ¢lent
dozorci rady jsou schvalovany valnou hromadou Spolec¢nosti.

Prijmy ¢lend vedeni Spole¢nosti a dozoréi rady, ktefi jsou
zameéstnanci Spolec¢nosti nebo jiné spolec¢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
Spolec¢nosti.

V roce 2019 nebyly u zadného ¢lena predstavenstva ani
u zadného ¢&lena dozoréi rady zjistény jakékoliv skuteénosti,
které by vedly ke stfetu zajma.

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 2019 was reviewed and evaluated against the objectives

by the Committee towards the end of the year 2019. 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,
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 2019, 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.
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Informace o penézitych a naturdlnich pfijmech, které prijali
za Ucetni obdobi ¢lenové vedeni a clenové dozorci rady
od Spolec¢nosti:

PFijmy vedoucich osob a élenti dozoréi rady od emitenta

Penézity Naturdlni

Penézity Naturdlni

(v milionech K¢) pFijem pFijem pFijem pFijem
Predstavenstvo

;i;aér?uestnaneckeho o 5 o
- za vykon funkce o [0} 0] (e}
Dozor¢i rada

éi;aéTfstnaneckeho 3 o ) o
- za vykon funkce 1 o 1 (e}
Celkem pFijmy 8 (o] 6 o

Clenové predstavenstva neuplatiiovali v roce 2019 narok
na odmeénu (penézity a naturdlni prijem) z titulu vykonu funkce,
resp. této odmény za rok 2019 se vzdali.

Clenové dozoréi rady uplatnovali v roce 2019 narok na odménu
(penézity a naturdini prijem) z titulu vykonu funkce v celkové
vySi 1 milion KE.

Clenové predstavenstva a dozoré&i rady nepfijali v roce 2019
zadné penézité a naturalni pfijmy od osob ovlddanych
Spolec¢nosti.

Clenové predstavenstva a dozoréi rady nevlastnili k 31. 12. 2019
zadné akcie Spolecnosti.

2. O0dmény auditorium

V roce 2019 Uctované odmény za auditorské a souvisejici sluzby
poskytnuté v rdmci Skupiny byly nasledujici:
Odmeény za auditorské a souvisejici sluzby

(v milionech K¢) 2019 2018
Audit ro¢ni ucetni zavérky 8 7

Jiné ovérovaci sluzby

Danové poradenstvi

® O|~|O

(o]
1
Jiné neauditorské sluzby (o]
Celkem odmény 9

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

Income
in Kind

Monetary
Income

Income Monetary

(in CZK million)
Board of Directors

in Kind Income

- employment agreement 4 - 5 -

- performance of the office - - - -

Supervisory Board

- employment agreement 3 - - -

-y
'
—_
'

- performance of the office
Total remuneration 8 - 6 -

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 2019, i.e. they have
waived this entitlement for 2019.

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 1 million in 2019.

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 2019.

2. Auditor’s Fees

In 2019, 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) 2019 2018
Audit of the annual financial

8 7
statements

Other verification services - -

Tax consultancy 1 1

Other non-audit-related services - -
Total fees 9 8
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3. Investice

V roce 2019 Spolecnost investovala zejména do vyrobniho
zarizeni za Ucelem rozsifeni vyrobniho portfolia a zvysSeni
efektivity vyrobniho procesu. Spole¢nost v roce 2019
investovala pouze na Uzemi Ceské republiky.

Investice (v pofizovaci hodnoté)

3. Investments

In 2019, 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 2019 were implemented in the Czech Republic.

Investments (in acquisition value)

(v milionech K¢) 2019 plo)t:] (in CZK million) 2019 plo)t:]
i/r;\:’isé;ce do rozsifeni portfolia 220 606 :Ezarees;rsr;e(r:;;;rliiswpment to 220 606
Ostatni projekty 210 152 Other projects 210 151
Investice do softwaru 1 1 Investments in software 1 2
Celkem investice 431 759 Total investments 431 759

Veskery dlouhodoby nehmotny a hmotny majetek byl
financovan z vlastnich zdrojd Spole&nosti.

V roce 2020 Spolec¢nost planuje celkovou hodnotu investice
ve vysi 367 miliond K&, z ¢ehoz k ndkupu v hodnoté

80 milionl K¢ se jiz Spole¢nost k 31.12. 2019 zavéazala. Plan
investic Spole¢nost pravidelné kontroluje, skuteé¢né naklady se
véak mohou od vyse planovanych udaju lisit.

4. Pozemky, budovy a zaFfizeni - dodatecné
informace

Spolec¢nost vlastnila k 31. 12. 2019 pozemky, budovy a stavby
v zUstatkové hodnoté 461 miliont K& (2018: 509 miliond K&),
z ¢ehoz budovy a pozemky tvorily 256 miliond K& (2018:
298 milionl K&).

Budovy a pozemky

(v milionech K¢) Umisténi Vyuziti
Kutnd Hora  Vyrobni hala 139 172
Budovy Kutna Hora Sl:(';ct’g:’e 47 50
(zUstatkova hodnota) - P ,y
Kut’nva _Hora, Ostatni 59 65
Straznice prostory
Celkem budovy 245 287
Vyrobni hala
Poz?mky . Kutna Hora a skladové n n
(porizovaci hodnota)
prostory
Celkem pozemky n n
Celkem budovy 256 208

a pozemky

Spolec¢nost vlastnila k 31. 12. 2019 dopravni prostredky, stroje
a zafizeni v zUstatkové hodnoté 2 953 miliond K& (2018:
3134 milionl K&), z ¢ehoz stroje ke zpracovani tabaku tvofily
163 miliont K¢ (2018: 222 miliont K&) a stroje k vyrobé tvorily
2 471 miliond K& (2018: 2 478 milionl K&).

All investments in intangible and tangible fixed assets were
financed from the Company’s own resources.

In 2020, the Company plans aggregate investments

of CZK 367 million; the Company already committed itself to
the purchases amounting to CZK 80 million of the amount
above as at 31 December 2019. The Company’s investment
programs are subject to periodic reviews, but the actual costs
may differ from the planned estimates.

4. Land plots, buildings and equipment -
additional information

As at 31 December 2019 the Company owned land plots,
buildings and structures in the net carrying amount

of CZK 509 million (2018: CZK 554 million), of which
buildings and land plots represented CZK 298 million
(2018: CZK 334 million).

Buildings and land

(in CZK million) Location Utilization 2019 po)t:]
Kutnd Hora Factory 139 172
Buildings ) Kutna Hora Ware_housmg 47 50
(net carrying premises
amounts) Kutna Hora, Other
. ] 59 65
Straznice premises
Total buildings 245 287
Factory and
Land . Kutna Hora warehousing n n
(acquisition value) .
premises
Total land n n
Total buildings 256 208
and land

As at 31 December 2019 the Company owned vehicles and
machinery equipment in the amount of CZK 2 953 million (2018:
CZK 3134 million), of which the leaf processing equipment
amounted to CZK 163 million (2018: CZK 222 million) and

the equipment for the production of cigarettes amounted

to CZK 2 471 million (2018: CZK 2 478 million).
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Predpokladana doba uzivani u strojniho zafizeni ke zpracovani
tabaku a k vyrobé a baleni cigaret je:

Strojni zaFizeni
Doba
uzivani
(roky)

(v milionech K¢)

Strojni zafizeni ke zpracovani tabaku

(zUstatkova hodnota) 8 7 19
15 156 203
Cellfem strojni za¥izeni ke zpracovani 163 222
tabaku
5 123 92
Strojni zafizeni k vyrobé a baleni cigaret
(zGstatkova hodnota) 8 946 767
15 1402 1619
Celkem strojni zafizeni k vyrobé a baleni 2471 2478

cigaret

Spolec¢nost vlastnila k 31. 12. 2019 ostatni zafizeni v zUstatkové
hodnoté 275 miliont K& (2018: 347 miliont K&), dopravni
prostiedky v zUstatkové hodnoté O milion( K& (2018:

12 milion’ K&) a zafizeni pro zpracovani dat v zUstatkové
hodnoté 44 miliond K& (2018: 75 miliond K&).

5. Pobocka nebo jina ¢ast obchodniho zavodu
v zahranic¢r

Spole¢nost nema zadnou pobocku nebo jinou ¢ast obchodniho
zavodu v zahranici.

6. Ostatnr

V ucetnim obdobi 2019 nedoslo k preruseni podnikatelskych
aktivit Spole¢nosti, které by mélo nebo mohlo mit vyznamny
vliv na finan¢ni situaci Spole¢nosti.

Ochrana zivotniho prostredi je zajistovana v souladu s ¢eskou
legislativou v oblasti ochrany zivotniho prostredi. Spolecnost
dlouhodobé a soustavné usiluje o snizovani dopadd své
¢innosti na zivotni prostredi. Podnika napriklad kroky

ke snizovani spotreby energie a vody, pokud jsou ekonomicky

a technologicky realizovatelné. Zdrojem inovaci v této oblasti
jsou pro kutnohorsky vyrobni zdvod i projekty ostatnich zavodd
skupiny PMI, sdilené prostfednictvim tzv. Knowledge Transfer
Package.

Dalsi nefinanéni informace budou obsazeny v samostatné
zpravé Sustainability Report (Zprava o udrzitelnosti) spole¢nosti
Philip Morris International Inc., kterd bude zverejnéna nejpozdéji
do 30. 6. 2020 a bezplatné pristupna na internetoveé strance
www.pmi.com.

Spole¢nost neni Ucastnikem zadnych soudnich, spravnich nebo
rozhodcich fizeni, kterd by méla nebo mohla mit vyznamny vliv
na finan¢ni situaci Spole¢nosti.

The useful life of the leaf processing and cigarette production
equipment is as follows:

Machinery equipment

Useful

lives
(in CZK million) in years 2019 plo)t:}
Machinery equipment S - -
for the leaf processing 8 7 19
(net carrying amounts) 15 156 203
Total leaf processing equipment 163 222
Machinery equipment 5 123 92
for the production of cigarettes 8 946 767
(net carrying amounts) 15 1402 1619
Total equipment for the production 2471 2478

of cigarettes

As at 31 December 2019 the Company owned other machinery
equipment in the net carrying amount of CZK 275 million
(2018: CZK 347 million), vehicles in the net carrying amount

of CZK O million (2018: CZK 12 million), and equipment for data
processing in the net carrying amount of CZK 44 million (2018:
CZK 75 million).

5. Branch or other part of a business enterprise
abroad

The Company has no branch or other part of a business
enterprise abroad.

6. Miscellaneous

In the 2019 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 has been
consistently striving to reduce the environmental impact of its
activities over the long term period. For example, it is taking
steps for reduction of the energy and water consumption if

it is economically and technologically feasible. The source

of innovation in this area for the Kutna Hora production plant
is also projects of other plants within the PMI group shared
through Knowledge Transfer Package.

Additional non-financial information will be included

in the separate Sustainability Report of Philip Morris
International Inc., which will be published no later than
on 30 June 2020 and freely accessible at www.pmi.com.

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.
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7. Dividendova politika Spolecnosti

Dividendova politika Spolec¢nosti neni stanovena, o rozdéleni
zisku Spole¢nosti rozhoduje svym usnesenim valnd hromada
podle hospodarského vysledku Spole¢nosti, a to na navrh
predstavenstva po prezkumu tohoto navrhu dozorc¢i radou. Podil
na zisku (dividenda) se vyplaci akciondfiim zpravidla ze zisku
Spolec¢nosti za dané ucetni obdobi po odvodech dani a jinych
plnéni obdobné povahy a rozhodne-li o tom valnd hromada
Spolec¢nosti, téz z ¢asti nerozdéleného zisku Spole¢nosti

z minulych let. VysSe podilu na zisku vyplaceného akcionari

se v souladu s ¢ldnkem 6 odst. 6 a ¢ldnkem 23 odst. 5 stanov
Spolec¢nosti uré¢i pomérem akcionarova podilu k zakladnimu
kapitdlu Spole¢nosti.

Podil na zisku Spole¢nosti (dividenda) se vyplaci akcionarim
Spolec¢nosti, a to v pfipadé zaknihovanych akcii tém, ktefi jsou
uvedeni ve vypisu z evidence emise Spolecnosti, tj. v evidenci
zaknihovanych cennych papirl vedené podle zvlastniho
pravniho predpisu k rozhodnému dni pro ucast na valné
hromadé a v pripadé akcii tém, ktefi jsou k rozhodnému dni
pro Ucast na valné hromadé uvedeni v seznamu akcionarud
Spolec¢nosti (ledaze se prokaze, ze zapis v seznamu akcionarud
k tomuto dni neodpovida skutec¢nosti).

8. Clenové sprévnich, Fidicich a dozoré&ich organd
Philip Morris CR a.s. a dal$i osoby uvedené
v bodé 14.1. pFilohy | nafizeni Komise (ES)
¢. 809/2004 ze dne 29. dubna 2004, kterym
se provadi smérnice Evropského parlamentu
a Rady 2003/71/ES (déle jen ,,osoby uvedené
v bodé 14.1. PFilohy | NaFizeni*)

Kromé osob uvedenych v &asti Vyroé&ni zpravy ,Clenové
predstavenstva, dozorci 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 dozoré&ich organt nebo spoleéniky
dalSich spole¢nosti.

Z4&dné z osob uvedenych v bodé 14.1. Ptilohy | Nafizeni nebyla
v predeslych péti letech odsouzena za podvodny trestny ¢in.

Z4&dné z osob uvedenych v bodé 14.1. Ptilohy | Nafizeni nebyla
v predeslych péti letech spojena s konkurznim fizenim, spravami
nebo likvidacemi.

Z4dna z osob uvedenych v bodé 14.1. Piilohy | Nafizeni nebyla
v predeslych péti letech zbavena zpUsobilosti k vykonu funkce
ve spravnich, fidicich nebo dozorcich organech ¢i manazerské
funkce kteréhokoli emitenta.

7. Dividend Policy of the Company

The Company does not have an established dividend policy,
the profit of the Company is distributed in the manner
approved by the General Meeting according to the economic
result of the Company based on the proposal of the Board

of Directors and after the review of the Supervisory Board.

In general, the profit share (dividend) is paid to the Company s
shareholders from the Company s profit for the respective
accounting period remaining after the payment of tax and
other similar liabilities, and if approved by the General Meeting
of the Company, also from a part of the Company 's retained
earnings from prior years. In accordance with Articles 6

(6) and 23 (5) of the Company’s Articles of Association,

the share in the profits of the Company (dividend) paid to

the shareholder is based on the proportion of the shareholders’
share in the registered share capital of the Company.

The share in the Company’s profit (dividend) is paid to

the Company’s shareholders: in case of book-entered shares to
those listed in the listed in the extract from the Issue Register
of the Company, i.e. in the register of book-entered securities
maintained in accordance with a special legal regulation

as at the date decisive for the attendance at the General
Meeting and in case of certificated shares to those listed

in the list of the Company’s shareholders as at the date decisive
for the attendance at the General Meeting (unless it is proven
that the relevant entry in the list of the Company’s shareholders
as at that date fails to reflect the actual state of affairs).

8. Members of the administrative, management
or supervisory bodies of Philip Morris CR a.s.
and other persons described in item 14.1.
of Annex | to Commission Regulation (EC)
No. 809/2004 of 29 April 2004, implementing
Directive 2003/71/EC of the European
Parliament and of the Council (hereinafter
as the “persons described in item 14.1.
of Annex | to Commission Regulation”)

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.

No persons listed in item 14.1. of Annex | to Commission
Regulation were deprived of capability to perform the function
of a member of administrative, management or supervisory
bodies or managing functions of any issuer in the previous

five years.
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Osoby uvedené v bodé 14.1. Prilohy | Nafizeni mezi sebou nemaji
zadny pribuzensky vztah.

Proti zadné z osob uvedenych v bodé 14.1. Prilohy | Natizeni
nebylo v predeslych péti letech vzneseno zadné uredni
verejné obvinéni nebo sankce ze strany statutarnich nebo
regulatornich organda.

9. Clenové pfedstavenstva

Na majetek zadného ¢lena predstavenstva nebyl prohlasen
konkurz, v rdmci insolvenc¢niho fizeni nebyl zadny &len
predstavenstva omezen predbéznym opatfenim v nakladani

se svym majetkem, ani proti zadnému ¢lenovi nebyl podan
insolven¢ni navrh, ktery by byl nasledné zamitnut z ddvodu, ze
jeho majetek nepostacuje k Uhradé nakladd insolvenéniho Fizeni.

Vsichni ¢lenové predstavenstva jsou bezuhonni ve smyslu
zakona ¢. 455/1991 Sb., o Zzivhostenském podnikani, ve znéni
pozdéjsich predpist (,Zivnostensky zakon®), tj. nebyli
pravomocné odsouzeni za trestny ¢in spachany umysiné

v souvislosti s podnikdnim nebo s predmeétem podnikani
Spolec¢nosti, a u zddného z ¢lenl pfedstavenstva nenastala
prekazka provozovani zivnosti, zejména soud ani spravni
organ zadnému z nich neulozil trest zdkazu ¢innosti tykajici se
provozovani jakékoliv zivnosti.

10. Popis pFijatych opatfeni proti zneuZiti
kontroly

Spole¢nost neprijala 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 23. bfezna 2020

T

Petr Sedivec
¢len predstavenstva

Andrea Gontkovicova
predsedkyné
predstavenstva

No persons listed in item 14.1. of Annex | to Commission
Regulation have family relationship between themselves.

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.

9. Members of the Board of Directors

No bankruptcy has been declared in respect of assets of any
member of the Board of Directors. No member of the Board
of Directors has been restricted 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.

10. Description of the measures taken against
abuse of control

The Company has not taken any special measures against
abuse of control by the main shareholder - Philip Morris Holland
Holdings B.V. The Company uses statutory instruments against
abuse of control and decisive influence of the controlling entity.

In Kutna Hora, on March 23, 2020

T

Petr Sedivec
Member
of the Board of Directors

Andrea Gontkovicova
Chairwoman
of the Board of Directors
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A) /
Philip Morris CR a.s.

Souhrnna vysvétlujici zprava predstavenstva spolecnosti

Za ucetni obdobi kalendarniho roku 2019 dle § 118 odst. 9 zédkona ¢. 256/2004 Sb.,
o podnikani na kapitdlovém trhu, ve znéni pozdéjsich pFedpisu (déle jen ,,ZPKT*),
tykajici se zalezZitosti podle & 118 odst. 5 pism. a) aZ k) ZPKT

A) 3
of Philip Morris CR a.s.

Summary Explanatory Report of the Board of Directors

for the 2019 calendar year accounting period pursuant to Section 118, Subsection 9 of Act
No. 256/2004 Coll., on business activities on the capital market, as amended (the “Act

on Business Activities on the Capital Market”), regarding the matters pursuant to Section 118,
Subsection 5 (a) to (k) of the Act on Business Activities on the Capital Market

() Informace o strukture viastniho kapitdlu emitenta, véetné
cennych papird nepfijatych k obchodovéni na evropském
regulovaném trhu a pripadného uréeni riznych druhd akcii nebo
obdobnych cennych papird pfedstavujicich podil na emitentovi
a podilu na zagkladnim kapitdlu kazdého druhu akcii nebo
obdobnych cennych papirl predstavujicich podil na emitentovi:
Vlastni kapital spole¢nosti Philip Morris CR a.s. (déle jen
,Spolec¢nost”) tvori tfi zakladni polozky: zakladni kapital,

emisni azio a ostatni pfispévky akcionart a kumulované
nerozdélené zisky.

(v milionech K¢) 2019 plo)t:]
Zakladni kapital 2745 2 745
5225(.)2’5?0 a ostatni prispévky 2381 2374
Kumulované nerozdélené zisky 4 284 4643
Vlastni kapital celkem 9 410 9762

Zakladni kapital Spole¢nosti predstavuje 2 745 386 kusU
kmenovych akcii na jméno ve jmenovité hodnoté 1 000 K¢
kazda. Akcie Spole¢nosti jsou obchodovany na Burze cennych
papird Praha, a.s., od 13. 7. 1993. K obchodovani na hlavnim trhu
Burzy cennych papird Praha, a.s., bylo prijato 1913 698 kusu
zaknihovanych kmenovych akcii na jméno. Tyto akcie jsou
zaknihovanymi cennymi papiry ve smyslu zdkona ¢. 90/2012 Sb.,
o obchodnich spole¢nostech a druzstvech (zdkona

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
vys$e) nebylo prijato k obchodovani na zddném evropském
regulovaném trhu. Zakladni kapital Spolecnosti je pIné splacen.

(i) Informace o omezeni pfevoditelnosti cennych papird:

K prevodu akcii Spole¢nosti je nutno splnit jen pozadavky
stanovené pravnimi predpisy. Stanovy Spolec¢nosti nijak
neomezuji prevod akcii Spole¢nosti a neni zde zadné jiné
omezeni prevoditelnosti akcii Spole¢nosti, které by spocivalo
na strané Spolec¢nosti.

() 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) 2019 2018
Registered capital 2745 2745
Share premium and other

shareholders’ contributions 2381 2374
Retained earnings 4 284 4643
Total Equity 9 410 9762

The Company’s registered capital comprises 2,745,386
registered ordinary shares with a nominal value of CZK 1,000
each. The Company has been primarily listed on the Prague
Stock Exchange, trading from 13 July 1993. 1,913,698 book-
entry registered ordinary shares have been admitted for
trading on the main market of the Prague Stock Exchange
(Burza cennych papirl 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.
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@iii) Informace o vyznamnych pfimych a nepfimych podilech
na hlasovacich pravech emitenta:

Informace o vyznamnych pfimych podilech na hlasovacich
pravech emitenta k 31.12. 2019 jsou uvedeny v pfiloze k ucetni
zavérce, v bodé 1.1. Popis Spole¢nosti, jakoz i ve zpraveé

o vztazich mezi ovlddajici osobou a osobou ovladanou

a mezi ovlddanou osobou a osobami ovladanymi stejnou
ovladajici osobou (,,Zprava o vztazich”), a to véetné informace
o odpovidajici vysi podilu na zakladnim kapitalu Spole¢nosti.

Struktura vyznamného primého podilu na hlasovacich

pravech Spolecnosti je k 31.12. 2019 Spole¢nosti zndma pouze
u ovladajici osoby, kterou je Philip Morris Holland Holdings B.V.
Tato osoba ma stejnd hlasovaci prava jako ostatni akcionari.

Ostatni akcionari Spolec¢nosti, jejichz podil na zdkladnim
kapitalu Spolec¢nosti, a tim i na hlasovacich pravech Spole¢nosti,
dosahuje v souladu s & 122 ZPKT alespon 1%, jsou fondy
spravované spolec¢nosti:

* Chase Nominees Limited, se sidlem 125 London Wall, Londyn,
EC2Y 5AJ, Spojené kralovstvi Velké Britanie a Severniho
Irska, vyse podilu 1,0 %;

* J. P. Morgan bank, se sidlem 5 RUE Plaetis, Lucemburk 2338
Lucemburské velkovévodstvi, vyse podilu 1,3 %.

Kromé spolec¢nosti Philip Morris Holland Holdings B.V. a fondu
spravovanych Chase Nominees Limited a J. P. Morgan bank
nedisponuje Spole¢nost informaci (i) o dalsich vyznamnych
primych ¢i nepfimych podilech na hlasovacich pravech
Spolec¢nosti nebo (ii) o akcionarich Spolecnosti, jejichz podil
na hlasovacich pravech Spole¢nosti dosahuje alespon 3%.

(iv) Informace o vlastnicich cennych papirl se zviastnimi pravy,
vcetné popisu téchto prav:

Spole¢nost nevydala zadné cenné papiry se zvlastnimi pravy,
pouze kmenové akcie zminéné v bodé (i) vyse.

(v) Informace o omezeni hlasovacich prav:

Hlasovaci prava jsou spojena se vSemi akciemi vydanymi
Spole¢nosti a mohou byt omezena nebo vyloucena pouze

v pfipadech stanovenych zakonem. Spole¢nost si neni védoma
zadného omezeni nebo vylouceni hlasovacich prav k akciim,
které emitovala, nad rdmec omezeni a vylouceni hlasovacich
prav stanovenych zakonem.

(vi) Informace o smlouvach mezi akcionafri nebo obdobnymi
vlastniky cennych papirt predstavujicich podil na emitentovi,
které mohou mit za nasledek ztizeni prevoditelnosti akcii nebo
obdobnych cennych papird pfedstavujicich podil na emitentovi
nebo hlasovacich prav, pokud jsou emitentovi znamy:
Spolec¢nosti nejsou zndmy zadné smlouvy mezi akcionari

nebo obdobnymi vlastniky cennych papird predstavujicich
podil na Spole¢nosti, které mohou mit za nasledek ztizeni
prevoditelnosti akcii nebo obdobnych cennych papirt
predstavujicich podil na Spole¢nosti nebo hlasovacich prav.

@iii) 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 31 December 2019 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.

The composition of significant direct participation

in the Company’s voting rights as at 31 December 2019 is only
known to the Company in the case of the controlling entity,
Philip Morris Holland Holdings B.V. This entity has the same
voting rights the other shareholders.

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:
¢ Chase Nominees Limited, with its registered office
at 125 London Wall, London, EC2Y 5AJ, United Kingdom,
voting rights 1.0 %;
« J. P. Morgan bank, with its registered office at 5 RUE Plaetis,
Luxembourg 2338 Luxembourg, voting rights 1.3 %.

Save for Philip Morris Holland Holdings B.V. and funds
administered by the companies 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 the transferability of the voting rights.
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(vii) Informace o zvilastnich pravidlech urcujicich volbu

a odvolani ¢lend statutdrniho organu a zménu stanov nebo
obdobného dokumentu emitenta:

Clenové predstavenstva Spole¢nosti jsou voleni a odvolavani
valnou hromadou Spole¢nosti. Podminky volitelnosti ¢lent
predstavenstva vyplyvaji ze zdkona a stanov Spolec¢nosti.
Spole¢nost nezavedla zadna zvIastni pravidla upravujici volbu

a odvolani ¢lenl predstavenstva Spolec¢nosti. Spole¢nost rovnéz
nezavedla zadna zvlastni pravidla pro doplnhovani a zmény
stanov.

(viii) Informace o zvlastni pisobnosti statutdrniho organu podle
zakona o obchodnich korporacich:

Clenové predstavenstva Spole&nosti nemaji zadné zvlastni
plsobnosti.

(ix) Informace o vyznamnych smlouvéach, ve kterych je emitent
smluvni stranou a které nabudou ucinnosti, zméni se nebo
zaniknou v pfipadé zmény oviladani emitenta v dusledku nabidky
prevzeti, a o ucincich z nich vyplyvajicich, s vyjimkou takovych
smluv, jejichz uverejnéni by bylo pro emitenta vazné poskozujici;
tim neni omezena jina povinnost uverejnit takovou informaci
podle ZPKT nebo jinych pravnich pfedpisd:

Spole¢nost neuzavrela zadné smlouvy, které nabudou uc¢innosti,
zmeéni se nebo zaniknou v pripadé zmény ovlddani Spole¢nosti
v disledku nabidky prevzeti.

(x) Informace o smlouvach mezi emitentem a c¢leny jeho
statutdrniho organu nebo zaméstnanci, kterymi je emitent
zavazan k plnéni pro pfipad skonceni jejich funkce nebo
zameéstnani v souvislosti s nabidkou prevzeti:

Mezi Spolecnosti a ¢leny jejiho predstavenstva nebo jejimi
zaméstnanci nebyly uzavrieny smlouvy, kterymi by byla
Spole¢nost zavazana k plnéni pro pripad skonceni jejich funkce
nebo zaméstnani v souvislosti s nabidkou prevzeti.

(xi) Informace o pfipadnych programech, na jejichz zakladée
Jje zaméstnancum a ¢lenim statutarniho organu Spole¢nosti
umoznéno nabyvat ucastnické cenné papiry Spolecnosti, opce
na tyto cenné papiry ¢ijina prava k nim za zvyhodnénych
podminek, a o tom, jakym zpusobem jsou prava z téchto
cennych papirt vykonavana:

Pro zaméstnance ¢i ¢leny predstavenstva Spole¢nosti nebyly
vytvoreny zadné programy, na jejichz zakladé by jim bylo
umoznéno nabyvat ucastnické cenné papiry Spole¢nosti, opce
na tyto cenné papiry ¢i jind prava k nim za zvyhodnénych
podminek.

(xii) Nefinan¢ni informace

Spolec¢nost je podle zakona ¢. 563/1991 sb., o Ucetnictvi,
povinna uvadét nefinan¢ni informace. Vzhledem k tomu,

ze nefinanéni informace budou uvedeny v samostatné
zpravé Philip Morris International Inc. (dale jen ,,PMI®),
vyuzila Spole¢nost vyjimky neuvadét nefinancni informace
ve vyroéni zpraveé nebo v konsolidované vyrocni zpravé, anebo
v samostatné zpraveé Spolecnosti. Tento postup vyslovné
umoznuje zakon o Ucetnictvi (§ 32g odst. 7). Nefinan¢ni
informace budou obsazeny v uvedené samostatné zpravée
Sustainability Report spolecnosti PMI, kterd bude zverejnéna
nejpozdéji do 30. ¢ervna 2020 a bezplatné pristupna

na internetové strance www.pmi.com.

(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) 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 “PMI”), 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 PMI, which will be published no later than on 30 June
2020 and freely accessible at www.pmi.com.
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B)
B)

Informace Spoleénosti za ucetni obdobi kalendafniho roku
2019 dle § 118 odst. 4 pism. j) a § 118 odst. 6 ZPKT
Spole¢nost dobrovolné dodrzuje a spliuje hlavni kritéria,
principy a doporuceni Kodexu spravy a fizeni spole¢nosti
zalozeného na principech OECD, ktery byl pfijat v roce 2004
Komisi pro cenné papiry (dale jen ,Kodex"). Do Kodexu

je mozno nahlédnout v sidle Spole¢nosti nebo zplsobem
umoznujicim dalkovy pristup na nasledujici internetové strance:
www.philipmorris.cz. Spole¢nost respektuje a dodrzuje zasady
stanovené Kodexem, které odpovidaji zajmim akcionard
Spolec¢nosti a zpUsobu podnikadni Spole¢nosti, a implementuje
je do svych vnitfnich postupt. V roce 2019 nedoslo k zadnym
zasadnim zménam ve Spolecnosti, které by meély negativni vliv
na standardy spravy a fizeni Spole¢nosti.

Spolec¢nost je odhodlana k udrzeni a rozvoji efektivniho ramce
kontroly a fizeni podnikani Spole¢nosti. Spole¢nost peclivé
dbéa na dodrzovani veskerych prav akcionarl, zejména prava
na rovné zachazeni se vsemi akcionafri v souladu s pfislusnymi
pravnimi predpisy. Spole¢nost si zaklada na transparentnosti,
nejen ve vztahu ke svolavani valné hromady, ale rovnéz

i ve vztahu k informovani o stavu Spolec¢nosti, zvefejnovani
finan¢nich vysledkd podnikatelskych zamérd a vztahd

s propojenymi osobami. Clenové organl Spole&nosti jednaji

s péci radného hospodare, peclivé a informované a pri svém
jednani dodrzuji pravni prislusné predpisy.

Informace Spole¢nosti za ucetni obdobi kalendafniho roku
2019 dle §118 odst. 4 pism. b), c¢), d), e) a ) ZPKT

() Informace o zasadach a postupech vnitini kontroly

a pravidlech pfistupu emitenta a jeho konsolidacniho celku

k rizikim, kterym emitent a jeho konsolidacni celek je nebo
mdéze byt vystaven ve vztahu k procesu ucetniho vykaznictvi:
Spole¢nost je v rdmci své podnikatelské ¢innosti vystavena
fadé externich a internich rizik, ktera jsou popsdna

ve zpraveé predstavenstva a také v priloze k ucetni zavérce

a ke konsolidované ucetni zavérce. Spole¢nost proto vytvorila
postupy a procesy s cilem identifikovat, kvantifikovat a snizit
tato rizika za ucelem jejich predchazeni a efektivniho Fizeni.

Dulezitou soucasti spravy a fizeni Spole¢nosti je oddéleni
interni kontroly, které poskytuje organim Spole¢nosti objektivni
posouzeni pfimérenosti a Ucinnosti vnitfniho kontrolniho
systému Spolec¢nosti. V roce 2019 oddéleni interni kontroly
provedlo fadu auditl v souladu s roénim auditnim planem,
sestavenym na zakladé vyhodnoceni rizik, a s pozadavky organd
Spolec¢nosti.

Informace k uplatnovani pravidel Fizeni a spravy Spolecnosti
Information on Application of the Rules of Corporate Governance

Information about the Company for the 2019 calendar year
accounting period pursuant to Section 118, Subsection 4

(j), and Section 118, Subsection 6, of the Act on Business
Activities on the Capital Market

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 2019, 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 2019 calendar
year accounting period pursuant to section 118 subsection
4 (b), (c), (d), (e) and (I) 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 2019, 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.
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Oddéleni interni kontroly Spole¢nosti hodnoti zejména kontrolni
mechanismy, postupy a systémy za Uucelem zajisténi vérnosti

a poctivosti finan¢nich a provoznich informaci, ochrany

majetku Spolec¢nosti, dodrzovani internich smérnic Spolecnosti
a ucelného a Setrného nakladani se zdroji.

Z ddvodu prevence a v¢asného odhalovani vzniku moznych
chyb a podvodu ve vztahu k procesu Ucetniho vykaznictvi
Spole¢nost zavedla kontroly ve formé vnitfnich smérnic,
pokryvajicich rizikové oblasti (napft. prijmy a vynosy,
dlouhodoby majetek a pronajmy, ocenovani skladovych zasob,
naklady a vydaje apod.), jejichz pfimérenost a ucinnost je
prabézné vyhodnocovana oddélenim interni kontroly.

Oddéleni interni kontroly sdéluje sva zjisténi predstavenstvu,
dozorci radé a vyboru pro audit, poskytuje jim pritom objektivni
hodnoceni kontrolniho systému Spolecnosti a navrhuje

opatfeni k ndpravé nedostatkl, pokud jsou né&jaké zjistény.
Vysledky hodnoceni kontrolniho systému jsou diskutovany také
s externim auditorem Spolec¢nosti.

K odstranéni nedostatkl zjisténych v prabéhu auditl jsou
Spolec¢nosti prijimana odpovidajici ndpravna opatreni. Stav
plnéni ndpravnych opatreni oddéleni interni kontroly pribézné
sleduje a reportuje vedeni Spole¢nosti a organim Spole¢nosti.

Prace oddéleni interni kontroly je rovnéz sledovdna vyborem
pro audit. Vybor pro audit v roce 2019 neshledal zadné
nedostatky, které by mohly podstatné ovlivnit proces ucetniho
vykaznictvi.

(i) Popis postupl rozhodovani a sloZeni statutarniho organu,
dozorci rady ¢i jiného vykonného nebo kontrolniho organu
emitenta, a jsou-li zFizeny, také jejich vybord, véetné informaci
o vyboru pro audit ve smyslu § 44 a nédsl. zékona ¢. 93/2009 Sb.,
o auditorech:

Predstavenstvo Spolec¢nosti je statutarnim orgdnem Spoleénosti,
ktery Fidi jeji ¢innost, jedna za Spole¢nost zplsobem uvedenym
ve stanovach Spolec¢nosti a v obdobi od 1. 1. 2019 do 25. 4. 2019
se sklddalo z péti ¢lenl a s u¢innosti od 26. 4. 2019 se sklada

z Sesti ¢lend, ktefi jsou voleni a odvolavani valnou hromadou.
Clenové predstavenstva voli a odvolavaji ze svych fad predsedu
predstavenstva. Predstavenstvo rozhoduje usnesenim, které se
zpravidla prijima na zasedanich predstavenstva. Pfedstavenstvo
je zpUsobilé se usnaset, je-li pfitomna nadpolovi¢ni vétsina
véech jeho ¢lenl (Pozn.: podle znéni stanov Spole¢nosti
uc¢inného do 25. 4. 2019 bylo predstavenstvo zpUsobilé se
usnaset, byli-li pritomni alespon tfi ¢lenové predstavenstva).

K prijeti usneseni je tfeba souhlasu nadpolovi¢ni vétsSiny
pFitomnych ¢lenl predstavenstva. Kazdy ¢len predstavenstva
ma jeden hlas. V pfipadé rovnosti hlasd je rozhodujici hlas
predsedajiciho.

The internal controls department assesses controls, procedures
and systems in place to ensure reliability and integrity

of financial and operational information, safeguarding of assets,
compliance with Company internal policies and the cost
effective and efficient use of resources.

In order to prevent or promptly detect 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 2019, the Audit Committee did
not ascertain any deficiencies that could materially affect

the financial reporting process.

(i) Description of the composition and decision-making
process of the issuer’s statutory body, supervisory board

or any other executive or controlling body and of the issuer’s
committees if any, as well as information about the Audit
Committee pursuant to Section 44 et seq. of the Act No.
93/2009 Coll., on Auditors:

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. Between 1 January 2019 and 25 April
2019, the Board of Directors consisted of five members

and as of 26 April 2019 the Board of Directors consists

of six 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 a simple majority of its
members is present at a Board of Directors meeting (Note:
According to the Articles of Association effective until 25 April
2019 the Board of Directors was quorate if at least three
members of the Board of Directors were 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.
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Na ndvrh predsedy, ¢i pokud nema predsedu, jiného ¢lena
predstavenstva, mUze pfedstavenstvo pfijimat rozhodnuti

i mimo zasedani predstavenstva, jestlize s tim souhlasi

v$ichni ¢lenové predstavenstva. Pfedstavenstvo je zpUsobilé
usnaset se mimo zasedani predstavenstva, ucastni-li se tohoto
hlasovani nadpolovi¢ni vétsina véech ¢lend predstavenstva
(Pozn.: podle znéni stanov Spolec¢nosti U¢inného do 25. 4. 2019
bylo pfedstavenstvo zplsobilé usnaset se mimo zasedani
predstavenstva, Ucastnila-li se tohoto hlasovani nadpolovi¢ni
vétsina vech ¢lenl predstavenstva). K prijeti usneseni se
vyzaduje nadpolovi¢ni vétsina hlast ¢lenl pfedstavenstva, ktefi
hlasovali mimo zasedani predstavenstva. V pripadé rovnosti
hlast je rozhodujici hlas pfedsedajiciho.

V ucetnim obdobi kalendarnino roku 2019 byli ¢leny

predstavenstva Spole¢nosti:

« pan Arpad Konye (predseda predstavenstva)

(do 30. 9. 2019), ktery mél se Spole¢nosti uzavienou smlouvu
o vykonu funkce (do 30. 9. 2019) a s PMI ma uzavfienou
pracovni smlouvu ze dne 1. 2. 1997;

e pan Tomas Korkos (celé ucetni obdobi 2019,
az do 20. 1. 2020), ktery ma se Spolecnosti uzavienou
smlouvu o vykonu funkce a s Philip Morris Slovakia s.r.o.
pracovni smlouvu ze dne 22. 8. 2006;

e pan Istvan Borus (do 26. 4. 2019), ktery mél se Spole¢nosti
uzavienou smlouvu o vykonu funkce (do 26. 4. 2019) a s PMI
ma uzavienou pracovni smlouvu ze dne 28. 5. 2003;

e pani Andrea Gontkovicova (od 26. 4. 2019), (pfedsedkyné
predstavenstva od 1. 10. 2019), ktera ma se Spole¢nosti
uzavienou smlouvu o vykonu funkce a s PMI pracovni
smlouvu ze dne 1. 5. 1997;

+ pan Petr Sedivec (celé ucetni obdobi), ktery ma se
Spolec¢nosti uzavienou smlouvu o vykonu funkce a pracovni
smlouvu ze dne 1. 10. 2010;

e pan Peter Piroch (od 26. 4. 2019), ktery ma se Spolecnosti
uzavienou smlouvu o vykonu funkce a s Philip Morris
Slovakia s.r.o. pracovni smlouvu ze dne 1. 4. 1993;

* pani Zarina Maizel (do 23. 9. 2019), ktera méla se Spole¢nosti
uzavienou smlouvu o vykonu funkce (do 23. 9. 2019) a se
ZAO Philip Morris Izhora ma uzavienou pracovni smlouvu
ze dne 2. 9. 2013; a

¢ pan Piotr Andrzej Cerek (od 23. 9. 2019, kdy byl v souladu
s ¢lankem 14 odst. 4 stanov Spole¢nosti jmenovan ndhradnim
Clenem predstavenstva az do konani pristi valné hromady),
ktery ma se Spolec¢nosti uzavienou smlouvu o vykonu
funkce a s Philip Morris Polska S.A. pracovni smlouvu ze dne
8. 8.1994.

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 a simple majority of the members
of the Board of Directors participate in such voting (Note:
According to the Articles of Association effective until 25 April
2019 the Board of Directors was quorate for outside-of-meeting
voting if at least three members of the Board of Directors
participated 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.

In the 2019 calendar year accounting period, the Board

of Directors consisted of the following members:

« Mr. Arpad Kdnye (Chairman of the Board of Directors) (until
30 September 2019), who had concluded an Agreement
on the Performance of the Office of Member of the Board
of Directors with the Company (until 30 September 2019),
and has concluded an Employment Agreement dated
1 February 1991 with PMI;

e Mr. Tomas Korko$ (for the whole accounting period, until
20 January 2020), who has concluded an Agreement
on the Performance of the Office of Member of the Board
of Directors with the Company and an Employment
Agreement dated 22 August 2006 with Philip Morris
Slovakia s.r.o.;

e Mr. Istvdn Borus (until 26 April 2019), who had concluded
an Agreement on the Performance of the Office of Member
of the Board of Directors with the Company (until 26 April
2019) and has concluded an Employment Agreement dated
28 May 2003 with PMI;

e Mrs. Andrea Gontkovicova (from 26 April 2019) (Chairwoman
of the Board of Directors from 1 October 2019), who has
concluded an Agreement on the Performance of the Office
of Member of the Board of Directors with the Company and
an Employment Agreement dated 1 May 1997 with PMI;

«  Mr. Petr Sedivec (for the whole accounting period), who has
concluded an Agreement on the Performance of the Office
of Member of the Board of Directors and an Employment
Agreement dated 1 October 2010 with the Company;

e Mr. Peter Piroch (from 26 April 2019), who has concluded
an Agreement on the Performance of the Office of Member
of the Board of Directors with the Company and
an Employment Agreement dated 1 April 1993 with Philip
Morris Slovakia s.r.o.;

e Mrs. Zarina Maizel (until 23 September 2019), who had
concluded an Agreement on the Performance of the Office
of Member of the Board of Directors with the Company (until
23 September 2019) and has concluded an Employment
Agreement dated 2 September 2013 with ZAO Philip Morris
Izhora; and

e Mr. Piotr Andrzej Cerek as of 23 September 2019 as he
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), who has concluded an Agreement
on the Performance of the Office of Member of the Board
of Directors with the Company and an Employment
Agreement dated 8 August 1994 with Philip Morris
Polska S.A.
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Dozorci rada se v obdobi od 1. 1. 2019 do 13. 1. 2019 skladala
ze Ctyr ¢lend, ktefi mohli byt fyzickymi osobami splniujicimi
pozadavky zakona. S uc¢innosti od 14. 1. 2019 se dozorci

rada skladda ze Sesti ¢lenq, ktefi mohou byt fyzickymi nebo
pravnickymi osobami spliujicimi pozadavky zakona. Dva
¢lenové dozorci rady jsou s ucinnosti od 14. 1. 2019 voleni

a odvolavani zaméstnanci Spole¢nosti v souladu se zdkonem
o obchodnich korporacich, zbyvajici Ctyfi ¢lenové valnou
hromadou. Clenové dozoréi rady voli a odvolavaji ze svych
fad predsedu dozorci rady. Dozoréi rada je zpUsobild se
usnaset, je-li pfitomna nadpolovi¢ni vétsina vsech jejich ¢lend.
Kazdy ¢len dozorci rady ma jeden hlas. K pfijeti usneseni

je tfeba souhlasu nadpolovi¢ni vétsiny véech ¢lent dozoréi
rady. O usnaseni dozorcéi rady mimo zasedani plati obdobné
ustanoveni o usnaseni predstavenstva mimo zasedani, s tim,
ze k prijeti takového usneseni se vyzaduje vétsina hlast viech
¢lend dozorci rady. V pripadé rovnosti hlasl je rozhodujici hlas
predsedajiciho.

V ucetnim obdobi kalendafniho roku 2019 byli ¢leny dozorci

rady Spolec¢nosti:

¢ pan Johannes Franciscus Gerardus Vroemen (pfedseda
dozorci rady do 23. 9. 2019), ktery mél se Spolecnosti
uzavienou smlouvu o vykonu funkce (do 23. 9. 2019) a s PMI
ma uzavienou pracovni smlouvu ze dne 1. 5. 1995;

e pan Stefan Bauer (predseda dozorci rady), (od 23. 9. 2019,
kdy byl v souladu s ¢lankem 17 odst. 2 stanov Spolec¢nosti
jmenovan ndhradnim ¢lenem dozorci rady az do konani
pristi valné hromady a v souladu s ¢lankem 17 odst. 3 stanov
Spolec¢nosti zvolen predsedou dozoréi rady), ktery ma se
Spole¢nosti uzavienou smlouvu o vykonu funkce a s PMI
pracovni smlouvu ze dne 17.11. 1997;

e pani prof. Ing. Alena Zemplinerova (celé Ucetni obdobi), kterd
ma se Spolecnosti uzavienou smlouvu o vykonu funkce;

e pan Ondrej Susser (od 15. 2. 2019, kdy byl v souladu
s ¢lankem 17 odst. 1 stanov Spolecnosti zvolen jako zastupce
zaméstnancl do dozoréi rady, do 30. 6. 2019, kdy skoncila
jeho funkce ¢lena dozordi rady v dasledku odstoupeni),
ktery mél se Spolec¢nosti uzavienou smlouvu o vykonu
funkce (do 30. 6. 2019) a pracovni smlouvu ze dne 1. 9. 2011
(do 31. 5. 2019, kdy doslo ke skonceni pracovniho pomeéru);

e pan Tomas Hilgard (od 15. 2. 2019, kdy byl v souladu
s ¢lankem 17 odst. 1 stanov Spolecnosti zvolen jako zastupce
zaméstnancl do dozordi rady), ktery ma se Spole¢nosti
uzavienou smlouvu o vykonu funkce a pracovni smlouvu
ze dne 1. 1. 1993;

¢ pan Richard Vasi¢ek (od 10. 12. 2019, kdy nastoupil na misto
odstoupivsiho Ondreje SUssera, jako zastupce zaméstnancd
v souladu s ¢l. 17 Volebniho tadu pro volbu a odvolani
¢lenl dozorci rady Spoleénosti), ktery ma se Spole¢nosti
uzavienou smlouvu o vykonu funkce a pracovni smlouvu
ze dne 1. 3.1991;

e pani Stanislava Jurikova (celé ucetni obdobi), kterd ma
se Spolec¢nosti uzavienou smlouvu o vykonu funkce a

e pan Sergio Colarusso (celé ucetni obdobi), ktery ma se
Spolec¢nosti uzavienou smlouvu o vykonu funkce a s PMI
pracovni smlouvu ze dne 1. 12. 2002.

Between 1 January 2019 and 13 January 2019, the Supervisory
Board consisted of four members, who may be natural

persons and must 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.

With effectiveness as of 14 January 2019, 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.

In the 2019 calendar year accounting period, the Supervisory

Board consisted of the following members:

e Mr. Johannes Franciscus Gerardus Vroemen (Chairman
of the Supervisory Board until 23 September 2019), who had
concluded an Agreement on the Performance of the Office
of Member of the Supervisory Board with the Company (until
23 September 2019) and has concluded an Employment
Agreement with PMI dated 1 May 1995;

e Mr. Stefan Bauer (Chairman of the Supervisory Board) (from
23 September 2019 as he was, in accordance with Article
17 (2) of the Company’s Articles of Association, appointed
as a substitute member of the Supervisory Board until
the next General Meeting of the Company and in accordance
with article 17 (3) of the Company’s Articles of Association
elected as a Chairman of the Supervisory Board), who has
concluded an Agreement on the Performance of the Office
of Member of the Supervisory Board with the Company and
an Employment Agreement with PMI dated 17 November 1997;

e Mrs. prof. Ing. Alena Zemplinerova (for the whole
accounting period), who has concluded an Agreement
on the Performance of the Office of Member
of the Supervisory Board with the Company;

e Mr. Ondrej Stsser (from 15 February 2019 when he was
elected as the representative of the Company’s employees
as a member of the Supervisory Board in accordance with
Article 17 (1) of the Company’s Articles of Association
until 30 June 2019 when his function of a member
of the Supervisory Board terminated due to resignation),
who had concluded an Agreement on the Performance
of the Office of Member of the Supervisory Board (until
30 June 2019) and an Employment Agreement dated
1 September 2011 with the Company (until 31 May 2019 when
the employment relationship was terminated);

e Mr. Tomas Hilgard (from 15 February 2019 when he was
elected as the representative of the Company’s employees
as a member of the Supervisory Board in accordance with
Article 17 (1) of the Company’s Articles of Association),
who has concluded an Agreement on the Performance
of the Office of Member of the Supervisory Board and
an Employment Agreement dated 1 January 1993 with
the Company;

146



INFORMATION ON APPLICATION OF THE RULES OF CORPORATE GOVERNANCE

Pracovni smlouvy ¢lend pfedstavenstva a dozoréi rady jsou
uzavfeny zpravidla na dobu neurcitou. Pfi ukonceni pracovniho
poméru ¢lenl predstavenstva a dozoréi rady, ktefi jsou
zaméstnanci Spole¢nosti, nalezi témto ¢lendm odstupné

ve vysi podle délky pracovniho pomeéru, minimalné vsak

ve vysi trojndsobku jejich priamérného vydélku podle platnych
pravnich predpist a prislusné kolektivni smlouvy Spole¢nosti.
PFi ukonceni pracovniho poméru ¢lend pfedstavenstva

a dozordi rady, ktefi jsou zameéstnanci PMI nebo ji ovlddanych
spolec¢nosti s vyjimkou Spolec¢nosti (dale jen ,Skupina PMI*),
nalezi témto ¢lendm pozitky spojené s ukoncéenim pracovniho
poméru dle platnych pravnich predpisl prislusné zemé, prip.
dle kolektivni smlouvy nebo interniho predpisu spole¢nosti

ze Skupiny PMI, ktera je zaméstnavatelem daného ¢lena
predstavenstva nebo dozordi rady.

Vybor pro audit se sklada ze tfi ¢lend, ktefi mohou byt fyzickymi
nebo pravnickymi osobami spliujicimi pozadavky pfislusnych
pravnich pfedpist k vykonu této funkce a pro vykon funkce
¢lena dozoré&i rady. Clenové jsou jmenovani a odvoldvani valnou
hromadou. Clenové vyboru pro audit voli a odvoldvaji ze svych
¢lend predsedu. Vybor pro audit je zpUsobily se usnaset, je-li

na jeho zasedani pritomna nadpolovi¢ni vétsina vsech jeho
¢lenl. Kazdy ¢len vyboru pro audit ma jeden hlas. K pfijeti
usneseni vyboru pro audit je tfeba nadpolovi¢ni vétsiny hlasd
vsech ¢lenl vyboru pro audit, pokud stanovy nebo pravni
predpisy nevyzaduji vy$si pocet hlast potfebnych k prijeti
usneseni. O usnaseni vyboru pro audit mimo zasedani plati
obdobné ustanoveni o usnaseni predstavenstva mimo zasedani,
s tim, ze k pfijeti takového usneseni se vyzaduje vétsina hlast
véech ¢lenl vyboru pro audit. V pfipadé rovnosti hlasu je
rozhodujici hlas predsedajiciho.

* Mr. Richard Vasi¢ek (from 10 December 2019
when he replaced Mr. Ondrej Slsser who resigned,
as the representative of the Company s employees
in accordance with article 17 of the Election Rules for
the election and recall of the members of the Supervisory
Board by the Company’s employees), who has concluded
an Agreement on the Performance of the Office of Member
of the Supervisory Board and an Employment Agreement
dated 1 March 1991 with the Company;

e Mrs. Stanislava Jurikova (for the whole accounting period),
who has concluded an Agreement on the Performance
of the Office of Member of the Supervisory Board with
the Company, and

* Mr. Sergio Colarusso (for the whole accounting period),
who has concluded an Agreement on the Performance
of the Office of Member of the Supervisory Board with
the Company and an Employment Agreement with PMI
dated 1 December 2002.

Employment agreements of the Members of the Board

of Directors and the Supervisory Board are usually concluded
for an indefinite period. Upon termination of the employment
of the Board of Directors’ and the Supervisory Board’s
members employed by the Company, such members are
entitled to severance payment subject to the length of their
employment, however at least to three times their average
earnings, as results from applicable legal regulations and
respective Company’s collective labour agreement. Upon
termination of the employment of the Board of Directors’
and the Supervisory Board’s members employed by PMI

or companies other than the Company controlled by PMI (the
“PMI Group”), such members are entitled to severance payment
according to the applicable legal regulation of the respective
country, or according to the collective labour agreement

or internal regulation of a PMI Group company that employed
the Board of Directors’ or the Supervisory Board’s member.

The Audit Committee consists of three members, who may
be individuals or legal entities meeting 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 and recall 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.
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V ucetnim obdobi kalendarniho roku 2019 byli ¢leny vyboru

pro audit Spole¢nosti:

¢ pan Johannes Franciscus Gerardus Vroemen (predseda
vyboru pro audit do 23. 9. 2019);

¢ pan Stefan Bauer (predseda vyboru pro audit od 23. 9. 2019,
kdy byl v souladu s ¢lankem 20 odst. 4 stanov Spole¢nosti
jmenovan ndhradnim ¢lenem vyboru pro audit az do konani
pristi valné hromady a v souladu s ¢lankem 20 odst. 3 stanov
Spolec¢nosti zvolen predsedou vyboru pro audit);

¢ pan Johannis van Capelleveen (celé ucetni obdobi) a

e pani Stanislava Jurikova (celé ucetni obdobi).

@iii) Popis prav a povinnosti spojenych s prislusnym druhem
akcie nebo obdobného cenného papiru predstavujiciho podil

na emitentovi, a to alespor odkazem na zakon o obchodnich
korporacich a stanovy emitenta, pokud se jedna o druh akcie,
nebo na srovnatelny zahrani¢ni pravni pfedpis a stanovam
obdobny dokument emitenta, pokud se jedna o druh
obdobného cenného papiru predstavujiciho podil na emitentovi:
Prava a povinnosti akcionard stanovi pravni predpisy, zejména
zakon o obchodnich korporacich a zakon ¢. 89/2012 Sb.,
obc¢ansky zdkonik a stanovy Spoleénosti.

Opravnéni majitelé akcii maji pravo ucastnit se na rizeni
Spolec¢nosti. Toto pravo uplatiuji akcionadri zdsadné na valné
hromadg, jiz maji pravo se ucastnit. Na valné hromadé maji
akcionari pravo hlasovat, pravo pozadovat a dostat vysvétleni
o zdlezitostech tykajicich se Spole¢nosti i o zalezitostech
tykajicich se osob ovlddanych Spolecnosti, je-li takové
vysvétleni potfebné pro posouzeni obsahu zalezitosti
zarazenych na valnou hromadu nebo pro vykon jeho
akcionarskych prav na ni, a uplathovat navrhy a protinavrhy

k zalezitostem zarfazenym na porad valné hromady.

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

Pri zruseni Spole¢nosti s likvidaci maji akcionari pravo na podil
na likvida¢nim zUstatku.

Akcionari jsou povinni splatit emisni kurz a pripadné emisni azio
jimi upsanych akcii.

(iv) Popis postupt rozhodovani a zakladniho rozsahu
pusobnosti valné hromady emitenta nebo obdobného
shromazdéni viastnikd cennych papirt pfedstavujicich podil
na emitentovi:

Valnd hromada akcionard je nejvyssim orgadnem Spolecnosti.
Rozhoduje o vsech zalezitostech Spole¢nosti, které do jeji
pusobnosti svéruji zdkon nebo stanovy Spole¢nosti.

In the 2019 calendar year accounting period, the Audit

Committee consisted of the following members:

e Mr. Johannes Franciscus Gerardus Vroemen (Chairman
of the Audit Committee until 23 September 2019),

e Mr. Stefan Bauer (from 23 September 2019 as he was,
in accordance with Article 20 (4) of the Company’s
Articles of Association, appointed as a substitute member
of the Audit Committee and in accordance with article
20 (3) of the Company’s Articles of Association elected
as a Chairman of the Audit Committee),

e Mr. Johannis van Capelleveen (for the whole accounting
period) and

e Mrs. Stanislava Jurikova (for the whole 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.

The authorised holders of the shares are entitled to participate
in the Company’s management. This right is in general
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 he / she 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.
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Do plsobnosti valné hromady nalezi zejména rozhodnuti

0 zméné stanov, rozhodovani o zméné vyse zakladniho kapitalu
nebo o povéreni predstavenstva ke zvyseni zakladniho kapitalu,
schvaleni rddné, mimorddné nebo konsolidované ucetni zavérky
a v pripadech, kde jeji vyhotoveni stanovi jiny pravni predpis,

i mezitimni Ucetni zavérky, rozhodnuti o vydani vyménitelnych
nebo prioritnich dluhopisd, rozhodnuti o zruseni Spoleé¢nosti

s likvidaci, rozhodnuti o fuzi, pfevodu jméni na jednoho
akcionare nebo rozdéleni, poptipadé o zméneé pravni formy
Spolec¢nosti.

Do pusobnosti valné hromady dale patfi rozhodovani

o moznosti zapocteni penézité pohledavky vaci Spole¢nosti
proti pohledavce na splaceni emisniho kurzu, volba a odvolani
¢lenl predstavenstva, ¢lend dozorci rady a vyboru pro audit,
rozhodnuti o rozdéleni zisku nebo jinych vlastnich zdrojq,
nebo o uhradé ztraty, rozhodnuti o podani zadosti o prijeti
Ucastnickych cennych papird Spole¢nosti k obchodovani

na evropském regulovaném trhu nebo o vyrazeni téchto
cennych papirl z obchodovani na evropském regulovaném trhu,
jmenovani a odvolani likvidatora, schvalovani smlouvy o vykonu
funkce likvidatora, schvaleni navrhu rozdéleni likvida¢niho
zUstatku, schvaleni pfevodu nebo zastaveni zavodu nebo takové
jeho casti, kterd by znamenala podstatnou zménu dosavadni
struktury zdvodu nebo podstatnou zménu v predmétu
podnikani nebo ¢innosti Spole¢nosti, rozhodnuti o prevzeti
Ucinkd jednani u¢inénych za Spole¢nost pfed jejim vznikem,
schvaleni smlouvy o tichém spolecenstvi, véetné schvaleni
jejich zmén a jejiho zruseni, rozhodovani o schvaleni smlouvy
o vykonu funkce ¢lena predstavenstva, dozorci rady a vyboru
pro audit o jejich odménovani nebo o poskytnuti jakéhokoliv
plnéni v jeho prospéch, na které neplyne narok z pravniho
predpisu nebo ze smlouvy o vykonu funkce schvéalené valnou
hromadou nebo z vnitiniho predpisu schvaleného valnou
hromadou, rozhodnuti o zmeéné prav spojenych s urcitym
druhem akcii, rozhodnuti o zméné druhu a formy akcili,
rozhodnuti o stépeni akcii ¢i spojeni vice akcii do jedné akcie,
rozhodnuti o omezeni prevoditelnosti akcii ¢i jeji zméné,
rozhodnuti o nabyti vlastnich akcii Spolec¢nosti v souladu

s platnymi pravnimi predpisy a rozhodnuti o uréeni auditora
Spolec¢nosti a rozhodnuti o dalSich otdzkach, které zakon nebo
stanovy zahrnuji do pusobnosti valné hromady.

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 member

of the Board of Directors, the Supervisory Board and the Audit
Committee, and on their remuneration or the provision of any
other benefits to which they are not entitled on the basis

of a legal regulation or the agreement on performance of office
approved by the General Meeting or on the basis of an internal
regulation approved by the General Meeting, to resolve

on changes in the rights attached to a certain class of shares,
to resolve on changes in the class and type of shares, to resolve
on share splitting or the merger of a number of shares into one
share, to resolve on the restriction of share transferability or any
change thereto, to resolve on the acquisition by the Company
of its own shares in accordance with the applicable legal rules,
to resolve on the appointment of an auditor of the Company,
and to resolve on any other matters which the law

or these Articles of Association place under the authority

of the General Meeting.
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S kazdou akcii o jmenovité hodnoté 1 000 K¢ je spojen jeden
hlas. Valnd hromada je schopna se usnaset, jsou-li pfitomni
akcionari vlastnici akcie, jejichz jmenovitad hodnota nebo

pocet presahuje 30 % zdkladniho kapitalu spole¢nosti. Valna
hromada rozhoduje nadpolovi¢ni vétsinou hlasd pritomnych
akcionart, pokud zdkon o obchodnich korporacich nebo
stanovy Spole¢nosti nevyzaduji vétsinu jinou. Akcionar nemuUze
vykonavat hlasovaci prava v pripadech stanovenych zakonem.
Na valné hromadé se hlasuje pomoci hlasovacich listkd, které
obdrzi akcionar pri zapisu do listiny pritomnych, nebo jinym
vhodnym zplsobem umoznujicim elektronické hlasovani. Volba
o zpUsobu hlasovani, resp. zda se bude hlasovat hlasovacimi
listky, nebo elektronicky, je ponechdna na rozhodnuti valné
hromady. Nejprve se hlasuje o navrhu predstavenstva nebo
dozorci rady. Neni-li takovy navrh prijat nebo predlozen, hlasuje
se o (proti)nadvrhu akcionare.

(v) Popis politiky rozmanitosti uplatnované na statutarni
organ, dozorci radu, spravni radu &i jiny obdobny organ
emitenta, a to s ohledem napfiklad na kritéria véku, pohlavi
nebo vzdélani a odbornych znalosti a zkusenosti, véetné
informace o cilech této politiky, o tom, jak je politika
rozmanitosti uplatriovana a jaké vysledky jeji uplatnovanr

v pfislusném ucetnim roce pfineslo.

Neuplatnuje-li emitent politiku rozmanitosti, uvede na misto
jejiho popisu zddvodnéni, pro¢ tuto politiku neuplatiuje.

Spole¢nost neuplatiuje na predstavenstvo, dozoréi radu ani
vybor pro audit zadnou specifickou politiku rozmanitosti.
Dlvodem je zejména zpUsob, jakym jsou tyto organy
Spole¢nosti voleny. Cleny predstavenstva, dozoréi rady

a vyboru pro audit voli valnd hromada Spolec¢nosti. DalSim
dlvodem je zachovani zdsad nediskriminace a rovného
zachdazeni se vsemi osobami pfi obsazovani vedoucich pozic

a organul Spolec¢nosti, které se prolinaji vSemi ¢innostmi, které
Spole¢nost vyviji. Spole¢nost dodrzuje tyto zdsady a také
pravidla stanovena pfrislusnymi pravnimi predpisy a zasazuje
se 0 zamezeni nerovnosti, znevyhodnovani ¢i jiné formy
diskriminace, at uz pfimé, nebo nepfimé. Pfi volbé ¢lend organd
Spolec¢nosti jsou tyto principy vzdy dodrzovany. Vzhledem

k vysokym kvalitativnim pozadavkim na ¢leny organt
Spolec¢nosti, specifickému odvétvi, ve kterém Spole¢nost
podnika a respektovani svobodné volby akcionaru, se pri volbé
¢lend predstavenstva, dozoréi rady a vyboru pro audit

na nediskrimina¢nim zakladé zohlednuji zejména profesni
zkusenosti, odborné znalosti a predpoklady pro kvalitni vykon
funkce, bez ohledu na plvod ¢&i vilastnosti kandidata.

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 body 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 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.
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Clenové pFedstavenstva, dozoré&i rady a vyboru pro audit

spoleénosti Philip Morris CR a.s.

k datu zvefejnéni této vyrocni zpravy

Members of Board of Directors, Super\(isory Board
and Audit Committee of Philip Morris CR a.s.

as of the publication date of this annual report

V souladu s ¢lanky 14, 17 a 20 Stanov ¢ini funkéni obdobi
Clena predstavenstva, dozorci rady a vyboru pro audit tfi roky.
Opétovna volba ¢lena téchto organdl spole¢nosti je mozna.

Predstavenstvo

Andrea Gontkovicova, predsedkyné predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO Praha

Pani Gontkovicova byla k 1. Fijnu 2019 jmenovana generalni
feditelkou pro Ceskou republiku, Slovenskou republiku

a Madarsko, a zvolena predsedkyni predstavenstva Philip
Morris CR a.s.

Ve firmé Philip Morris Slovakia s.r.o. zacala pracovat v roce
1997, kde postupné zastavala rlzné funkce, véetné pozic

v oddéleni vnéjsich vztahd. V roce 2004 presla do spole¢nosti
Philip Morris International Inc. ve Svycarsku, kde ziskala
zkusSenosti v oddéleni strategického obchodniho planovani.
Po svém navratu v prosinci 2005 byla jmenovana na misto
feditelky vnéjsich vztaht Philip Morris Slovakia s.r.o. a od roku
2009 nasledné zastavala funkci Feditelky vnéjsich vztahl

a ¢lenky predstavenstva Philip Morris CR a.s. Od roku 2012
byla Feditelkou vnéjsich vztahd pro EU ve spoleénosti Philip
Morris International Inc. ve Svycarsku, na¢ez od roku 2016
presla na pozici feditelky pro komercionalizaci produktd RRP.
Po navratu do Philip Morris CR a.s. roku 2016 byla jmenovéna
feditelkou pro produkty RRP pro Ceskou republiku, Slovensko
a Madarsko. V zari 2018 byla jmenovana do pozice reditelky
Commercial Development pro Ceskou republiku, Slovenskou
republiku a Madarsko. Od 26. dubna 2019 je pani Gontkovicova
¢lenkou predstavenstva Philip Morris CR a.s.

Pani Gontkovicova je drzitelkou univerzitniho titulu
PhDr. v oboru filozofie.

Pani Gontkovic¢ova byla zvolena ¢lenkou predstavenstva
spoleé¢nosti Philip Morris CR a.s. fddnou valnou hromadou

26. 4. 2019 na funkéni obdobi tfi let. Pani Gontkovic¢ova byla

ke dni 1. 10. 2019 zvolena predsedkyni predstavenstva ostatnimi
Cleny predstavenstva spolecnosti.

Pursuant to Articles 14, 17 and 20 of the Articles of Association,
the terms of office of a member of the Board of Directors,

the Supervisory Board and the Audit Committee is three years.
A member of any of these corporate bodies may be re-elected.

Board of Directors

Andrea Gontkovic¢ova, Chairwoman of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo nam. 10,
120 OO0 Prague

Mrs. Gontkovicova was appointed to the position of the General
Manager responsible for the Czech Republic, the Slovak Republic
and Hungary, and elected the Chairwoman of the Board

of Directors Philip Morris CR a.s. with effect from October 1, 2019.

She started working for Philip Morris Slovakia s.r.o. in 1997

and held various positions within the company, including
Corporate Affairs department. In 2004 she was relocated

to Philip Morris International Inc. in Switzerland and she

gained new experiences in the regional Strategic Planning
department. Upon her return in December 2005 she was
appointed as the Head of the Corporate Affairs department

in Philip Morris Slovakia s.r.o. In September 2009 she started

a new role as a Director Corporate Affairs and Member

of the Board of Directors of Philip Morris CR a.s. In 2012 she
was appointed Director Corporate Affairs for EU Region

of Philip Morris International Inc. in Switzerland and in 2016 she
became Director RRP Commercialization. Upon her return to
Philip Morris CR a.s. in 2016 she was appointed to the position
of Director RRP CZ, SK & HU. In September 2018 she was
appointed to the position of Director Commercial Development
CZ, SK, HU at Philip Morris CR a.s. in September 2018. Since
April 26, 2019 Mrs. Andrea Gontkovic¢ova has been a member
of the Board of Directors.

Mrs. Gontkovi¢ova holds a master’s degree in Philosophy.

Mrs. Gontkovicova 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. Mrs Gontkovic¢ova was elected as a Chairwoman

of the Board of Directors by the other members of the Board
of Directors with effect from October 1, 2019.

151



CLENOVE PREDSTAVENSTVA, DOZORCIi RADY A VYBORU PRO AUDIT

Pani Gontkovi¢ova byla v predchozich péti letech a stale
je ¢lenkou spravnich, fidicich nebo dozoréich organd nebo
spolecnici v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spole¢nost zalozeni funkce funkce
Predsedkyné L L= Czech
piedstavenstva Philip Morris CR a.s. Republic 1.10. 2019

In the previous five years Mrs Gontkovi¢ova was and still is
a member of the administrative, management or supervisory
bodies or a partner of the following companies:

Jurisdiction of Date Date
Function Company Name Incorporation Appointed Resigned
Chairwoman Philip Morris CR a.s. Czech Republic 1.10. 2019

of the Board

Petr Sedivec, ¢len piedstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 Praha

Pan Petr Sedivec byl v dubnu 2018 jmenovan do pozice Feditele
financi a IS pro Ceskou republiku, Slovensko a Madarsko.
Svou Kkariéru 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. Pred tim pracoval
tfinact let ve spole¢nosti Procter & Gamble, kde zastaval fadu
pozic v oddéleni Commercial and Customer Finance, Brand,
Accounting, Corporate Audit, Strategic planning pro nékolik
trhd v EU a vychodni Evropé.

Pan Sedivec je drzitelem bakaldfského titulu v oboru Géetnictvi
z Jihoceské univerzity v Ceskych Budéjovicich.

Pan Sedivec byl zvolen ¢lenem predstavenstva spoleénosti
Philip Morris CR a.s. fadnou valnou hromadou 27. 4. 2018
na funkéni obdobi tFi let.

Pan Sedivec byl v pfedchozich péti letech a stéle je ¢lenem
spravnich, fidicich nebo dozorc&ich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonceni
Funkce Spoleénost zalozeni funkce funkce
Clen - o Ceska
predstavenstva Philip Morris CR a.s. republika 27. 4.2018

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
Republic, 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 Budéjovice.

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 of Date Date
Function Company Name Incorporation Appointed Resigned
Member Philip Morris CR a.s. Czech Republic  27. 4. 2018

of the Board

Petr Sebek, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 Praha

Pan Sebek byl jmenovan feditelem vné&jsich vztahl v lednu
2020. Svou profesni drahu ve Philip Morris CR a.s. zacal

v roce 2011 jako manazer regulatornich a fiskalnich zalezitosti

a nadsledné pozici manazera vnéjsich vztahl pro Slovensko

a feditele komunikace pro Ceskou republiku, Slovensko

a Madarsko. Predtim, nez nastoupil do Philip Morris CR a.s.,
zastdval nékolik pozic ve verejném sektoru pro Jihocesky kraj

a Evropsky parlament. Pfed rokem 2000 pracoval pro regionalni
televizni a rozhlasové stanice.

Pan Sebek absolvoval v roce 1997 Jiho&eskou univerzitu
v Ceskych Budégjovicich.

Pan Sebek byl v souladu s &ldnkem 14 odst. 4 Stanov jmenovan
nahradnim ¢lenem predstavenstva spolec¢nosti Philip Morris
CR a.s. ostatnimi ¢leny predstavenstva dne 20. 1. 2020, a to

na obdobi az do konani pfisti valné hromadly.

Petr Sebek, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo ndm. 10,
120 00 Prague

Mr. Sebek was appointed to the position of Director External
Affairs in January 2020. He began his career with Philip Morris
CR a.s. in 2011 as a Manager Regulatory and Fiscal Affairs,
followed by the positions of Manager Corporate Affairs for
Slovakia and Director Communications for the Czech Republic,
Slovakia and Hungary. Prior to joining Philip Morris CR a.s., he
held several positions in public sector at the Region of South
Bohemia and the European Parliament. Before 2000, he worked
for regional TV and radio stations.

Mr. Sebek graduated from South-Bohemian University in Ceské
Budé&jovice in 1997.

Pursuant to Article 14 par. 4 of the Articles of Association,

Mr. Sebek 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 20, 2020 until the next General Meeting.
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Pan Sebek byl v pfedchozich péti letech a stale je ¢lenem
spravnich, fidicich nebo dozorcich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

In the previous five years Mr Sebek was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Jurisdikce Den vzniku Den skonéeni Jurisdiction of Date Date
Funkce Spole¢nost zalozeni funkce funkce Function Company Name Incorporation Appointed Resigned
Clen - o Ceska Member . o )
piedstavenstva Philip Morris CR a.s. republika 20.1.2020 of the Board Philip Morris CR a.s. Czech Republic 20.1.2020
Vykonny feditel  LNilie Morris Slovenska 30.4.2015  26.4.2019 Executive Philip Morris Slovakia 30.4.2015  26.4.2019
Slovakia s.r.o. republika Director Slovakia s.r.o.

Piotr Andrzej Cerek, ¢len predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Vitézna 1,
284 03 Kutna Hora

Pan Cerek byl jmenovan do pozice reditele vyroby spoleénosti
Philip Morris CR a.s. v Fijnu 2019. Svou kariéru ve Philip Morris
zahajil v roce 1994 v Polsku v oddéleni Supply Chain, kde
nastoupil jako praktikant ve vyrobnim oddéleni. Nasledné
zastaval radu manazerskych pozic v provozu. V roce 2006 ziskal
svoji prvni mezinarodni pozici jako vedouci vyroby v tovarné

v Charkové na Ukrajiné a nasledné v nakupnim oddéleni

v Polsku, a dale pozici vyrobniho reditele v Rusku, provozniho
feditele na Ukrajiné a reditele oddéleni Manufacturing
Equipment Engineering ve Svycarsku.

Pan Cerek je drzitelem magisterského titulu v oboru
Engineering z Technologické univerzity v Krakové v Polsku.

Pan Cerek byl v souladu s ¢lankem 14 odst. 4 Stanov jmenovan
nahradnim ¢&lenem predstavenstva spole¢nosti Philip Morris
CR a.s. ostatnimi &leny predstavenstva dne 23. 9. 2019, a to

na obdobi az do konani pristi valné hromadly.

Pan Cerek byl v predchozich péti letech a stale je ¢lenem
spravnich, fidicich nebo dozoré&ich orgadnt nebo spole¢nikem
v nasledujicich spole¢nostech:

Piotr Andrzej Cerek, member of the Board of Directors
Contact address: Philip Morris CR a.s., Vitézna 1,
284 03 Kutna Hora

Mr. Cerek was appointed to the position of Director Operations
of Philip Morris CR a.s in October 2019. He joined Philip Morris
in 1994 in Poland as a trainee in production department.
Subsequently he held a number of managerial positions

in Operations. In 2006 he started his first international
assignment as Production Manager in Kharkov factory

in Ukraine followed by assignments in Supply Chain Poland,
Manufacturing Director in Russia, Operations Director

in Ukraine, followed by the position of Director Manufacturing
Equipment Engineering in Switzerland.

Mr Cerek holds a master’s degree in Engineering from Krakow
Technology University in Poland.

Pursuant to Article 14 par. 4 of the Articles of Association,
Mr. Cerek 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 September 23, 2019 until the next General Meeting.

In the previous five years, Mr. Cerek was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Jurisdikce Den vzniku Den skonéeni Jurisdiction of Date Date
Funkce Spoleé¢nost zalozeni funkce funkce Function Company Name Incorporation Appointed Resigned
Clen . o Ceska Member . ) )
predstavenstva Philip Morris CR a.s. republika 23.9.2019 of the Board Philip Morris CR a.s. Czech Republic 23.9.2019
Clen PMI Engineering . Member PMI Engineering .
predstavenstva  S.A. Svycarsko 1.1.2017 of the Board SA. Switzerland 1.1. 2017
Vykonny feditel ISC PhilipMorris -y on 28.9.2012  29.12.2016 Director PrJsC Philip Morris ) aine 28.9.2012 29.12.2016

Ukraine

Ukraine

Peter Piroch, ¢clen predstavenstva
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 Praha

Pan Piroch byl jmenovan do pozice feditele Commercial
Deployment Philip Morris CR a.s. v kvétnu 2019. K 1. 1. 2020 byla
pozice prejmenovana na reditele Commercial Operations CZ.

Svoji kariéru pan Piroch zahajil v roce 1993 ve Philip Morris
Slovakia s.r.o. a poté vykonaval rizné manazerské pozice

v oddéleni prodeje a marketingu na Slovensku. Plsobil rovnéz
ve spole&nosti Philip Morris International Inc. ve Svycarku

v oddéleni Business Development & Strategy pro Stredni
vychod a Afriku a poté v oddéleni RRP Strategy v Némecku.

Od dubna 2017 plsobil v pozici Vedouciho RRP B2C pro Ceskou
republiku. Od 26. dubna 2019 je ¢lenem predstavenstva

Philip Morris CR a.s.

Peter Piroch, member of the Board of Directors
Contact address: Philip Morris CR a.s., Karlovo ndm. 10,
120 OO0 Prague

Mr. Piroch was appointed to the position of Director Commercial
Deployment of Philip Morris CR a.s. in May 2019. Since January 1,
2020 the position has been renamed to Director Commercial
Operations CZ.

He began his career with Philip Morris Slovakia s.r.o. in 1993.
Subsequently he held a number of managerial positions in Sales
and Marketing in Slovakia, complemented his assignment

in Philip Morris International Inc. in Business Development &
Strategy for Middle East & Africa Hub in Switzerland and then
RRP Strategy in Germany. Since April 2017 he acted as Head

of RRP B2C channel in CZ. Since April 26, 2019 Mr. Peter Piroch
has been a member of the Board of Directors.
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Pan Piroch je drzitelem magisterského titulu v oboru stavebniho
inzenyrstvi.

Pan Piroch byl zvolen ¢lenem predstavenstva spoleénosti Philip
Morris CR a.s. fddnou valnou hromadou 26. 4. 2019 na funkéni
obdobi tFi let.

Pan Piroch byl v pfedchozich péti letech a stale je ¢lenem
spravnich, fidicich nebo dozoré&ich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spolec¢nost zalozeni funkce funkce
Clen . . x Ceska
piedstavenstva Philip Morris CR a.s. republika 26. 4. 2019
Vykonny feditel LNiIIP Morris Slovenska 8.10.2010  16.12. 2016
Slovakia s.r.o. republika

Dozorci rada

Stefan Bauer, predseda dozoréi rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO Praha

Pan Bauer zacal pracovat pro skupinu Philip Morris v roce 1997
v Némecku. Poté zastaval pozici manazera financi ve Velké
Britanii, feditele financi v italské a japonské pobocce, pozici Vice
president Finance and Business Planning pro EEMA a pozdéji
pro oblasti MEA & PMI Duty Free. V soucasné dobé zastava
pozici Vice President EU Finance ve Philip Morris International
Products S.A. a je odpovédny za financni zalezitosti regionu
Evropské unie.

Pan Bauer je drzitelem magisterského titulu v oboru Business
Administration z Augsburg univerzity v Némecku.

Pan Bauer byl v souladu s ¢lankem 17 odst. 2 Stanov jmenovan
nahradnim ¢lenem dozoréi rady a zvolen predsedou dozoréi
rady spole¢nosti Philip Morris CR a.s. ostatnimi ¢leny dozoré&i
rady dne 23. 9. 2019, a to na obdobi az do konani pristi valné
hromady.

Pan Bauer byl v pfedchozich péti letech a stale je clenem
spravnich, fidicich nebo dozoré&ich organt nebo spole¢nikem
v nasledujicich spole¢nostech:

Mr. Piroch holds a master’s degree in Civil Engineering.

Mr. Piroch 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. Piroch was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Jurisdiction of Date Date
Function Company Name Incorporation Appointed Resigned
Member . - .
of the Board Philip Morris CR a.s. Czech Republic 26.4.2019
Executive Philip Morris Slovakia 8.10.2010 16.12.2016
Director Slovakia s.r.o.

Supervisory Board

Stefan Bauer, Chairman of the Supervisory Board
Contact address: Philip Morris CR a.s., Karlovo ndm. 10,
120 00 Prague

Mr. Bauer joined Philip Morris in 1997 in Germany. Subsequently
he worked for Philip Morris as Manager Finance in the United
Kingdom, as Director Finance in the Italian and Japanese
affiliates, and as Vice president Finance and Business Planning
for the EEMA and later the MEA & PMI Duty Free Regions.

He currently holds the position of Vice President EU Finance

in Philip Morris Products S.A., with responsibility for Finance

in the European Union.

Mr. Bauer holds a master’s degree in Business Administration
from Augsburg University in Germany.

Pursuant to Article 17 par. 2 of the Articles of Association, Mr.
Bauer 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 September 23, 2019 until
the next General Meeting.

In the previous five years Mr. Bauer was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Jurisdiction of Date Date
Jurisdikce o Ve [BE & el Function Company Name Incorporation Appointed Resigned
Funkce Spole¢nost zalozeni funkce funkce Supervisory Philip MomslPoIska poland 27.2.2020
~ 1 : Board Member  Spotka Akcyjna
Clen Philip Morris Polska
. . Polsko 27.2.2020 - .
predstavenstva Spotka Akcyjna Member Philip Morris .
. Finland 5.12. 2019
- o : of the Board Finland Oy
Clen Philip Morris Finsko 5.12. 2019
predstavenstva Finland Oy T Director Philip Morris ApS Denmark 2.12. 2019
Reditel Philip Morris A Dénsk 2.12. 201 ili i i
edite | ?p orr!s p-S ansko 019 Director gr:llllp Morris Italia Italy 3.10. 2019
Reditel Philip Morris Italia ;4 3.10. 2019 , -
Sl . Acrin (Tobaccos) United
Director Limited Kinad 1.10. 2019
o Acrin (Tobaccos) Spojené imite fngdom
Reditel S . . 1.10. 2019 - X
Limited kralovstvi . George Dobie & United
Director Son Limited Kinad 1.10. 2019
- George Dobie & Spojené on Limite ingdom
Reditel o A . 1.10. 2019 - .
Son Limited kralovstvi . Godfrey Phillips United
Director Limited Kinad 1.10. 2019
B i Godfrey Phillips Spojené imite ingdom
Reditel o . . 1.10. 2019 .
Limited kralovstvi . Orecla Investments  United
Director Limited Kinad 1.10. 2019
- Orecla Investments ~ Spojené imite ingdom
Reditel Limited kralovstvi 1.10. 2019 United
Director Park (UK) Limited > "¢ 1.10. 2019
< L Spojené Kingdom
Reditel Park (U.K.) Limited . B 1.10. 2019
kralovstvi
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Jurisdikce Den vzniku Den skonéeni Jurisdiction of Date Date
Funkce Spole¢nost zalozeni funkce funkce Function Company Name Incorporation Appointed Resigned
- Park Tobacco Spojené ) Park Tobacco United
Reditel Limited kralovstvi 1.10. 2019 Director Limited Kingdom 1.10. 2019
Philip Morris & Spoiend Philip Morris & United
Reditel Company (UK) p, ) B 1.10. 2019 Director Company (UK) . 1.10. 2019
L kralovstvi L Kingdom
Limited Limited
o Philip Morris Spojené ) Philip Morris United
Reditel Limited Kralovstyi 1.10. 2019 Director Limited Kingdom 1.10. 2019
B United Kingdom Spojené United Kingdom United
Reditel Tobacco Company kr%li)vstvi 1.10. 2019 Director Tobacco Company Kingdom 1.10. 2019
Limited (The) Limited (The) 9
Reditel Nicocigs Limited ~ POIeN€ 1.10. 2019 Director Nicocigs Limited ~ orited 1.10. 2019
kralovstvi Kingdom
Pfedseda . ) Ceska Chairman
dozorci rady Philip Morris CR a.s. republika 23.9.2019 of Supervisory Philip Morris CR a.s. Czech Republic 23.9.2019
Papastratos Board
Clen Cigarettes Recko 16. 9. 2019 Papastratos
Manufacturing Cigarettes
Member . Greece 16. 9. 2019
Company S.A. Manufacturing
™ . T Company S.A.
Reditel Philip Morris Belgicke 15.9. 2019 - -
Benelux BV. kralovstvi . Philip Morris .
- Director Benelux BV, Belgium 15.9. 2019
Clen Philip Morris =
N Norsko 15. 9. 2019 . X
pfedstavenstva Norway AS Member Philip Morris
£ th A Norway 15.9.2019
Clen - ] . of the Board Norway AS
redstavenstva Philip Morris S.A. Svycarsko 15. 9. 2019 Member
P of the Board Philip Morris S.A. Switzerland 15. 9. 2019
Reditel P Tobakk NOrge  Norsko 15.9. 2019 o Tobakk Noraa
Director AS 9 Norway 15. 9. 2019
Likvidator Eirt‘rg\‘f:'g:eurs sar Svycarsko 12.7.2019  15.9.2019 Pan Africa
P Liquidator Switzerland 12.7.2019 15. 9. 2019
I Pan Africa Invest & Entrepreneurs Sarl
Likvidator Company Sarl Svycarsko 28.5.2019 17.10. 2019 Pan Africa Invest
pany Liquidator Company Sarl Switzerland 28.5.2019 17.10. 2019
} Pan Africa Spojené pany
Reditel Entrepreneurs kfélévstvi 14.12. 2017 9.9.2019 Pan Africa United
Limited Director Entrepreneurs ingd 14.12. 2017 9.9.2019
- ” . Limited Kingdom
Clen Philip Morris Svycarsko 5.12.2016  15.9.2019 - :
predstavenstva  Services S.A. Member Philip Morris .
" Switzerland 5.12. 2016 15. 9. 2019
) Spojené of the Board Services S.A.
S, Foreign Investors ) R B
Reditel (FZO) ara_t)§ke 30. 6. 2016 Director Foreign Investors Unl_ted Arab 0. 6. 2016
emiraty (FzZC) Emirates
Clen Pan Africa & Management Pan Africa .
pfedstavenstva Entrepreneurs Sarl Svyearsko 30. 3. 2015 12.7.2019 Board Member  Entrepreneurs Sarl Switzerland 30.3.2015 12.7.2019
Partner Pan Africa Invest &, v arsko 6.3.2015  28.11.2018 Gerant Pan Africa Invest ¢\ itorland 6.3.2015 28.11.2018
Company Sarl Company Sarl
) Philip Morris Misr Philip Morris Misr
Reditel Limited Liability Egypt 1.5.2014 12.12. 2019 Director Limited Liability Egypt 1.5.2014 12.12. 2019
Company Company
Clen Megapolis . Supervisory Megapolis
predstavenstva  Distribution BY. Nizozemsko 12.12. 2013 31.7.2018 Board Member  Distribution BV. Netherlands 12.12. 2013 31.7.2018
- _ Spojené . Emirati Investors - United Arab
Reditel E/;“'('Fa;'é;“’esmrs arabskeé 8.12. 2013 Director TA (FZC) Emirates 8.12. 2013
emiraty Philip Morris SA,
Philip Morris SA, Member Philip Morris
Clen Philip Morris of the Board Sabanci Pazarlama Turkey 22.10. 2013 15.9. 2019
N . Turecko 22.10. 2013 15. 9. 2019 )
predstavenstva  Sabanci Pazarlama ve Satis a.s.
ve Satis a.s. PHILSA
PHILSA Philip Morris
Philip Morris Member Sabanci Sigara
= e Turkey 22.10.2013  15.9.2019
C!en Sabanci Sigara Turecko 22.10. 2013 15. 9. 2019 of the Board ve Tut_unculuk
predstavenstva ve Tutunculuk Sanayi
Sanayi ve Ticaret a.s.
ve Ticaret ass. Philip Morris South
) Philip Morris South Jihoafricka Director Africa (Proprietary) South Africa 1.7.2013  19.9.2019
Reditel Africa (Proprietary) republika 1.7.2013 19. 9. 2019 Limited
Limited Philip Morris South
Philip Morris South . Africa Holdings .
L Africa Holdings Jihoafricka Director (Proprietary) South Africa 1.7.2013  19.9.2019
Reditel ) . 1.7.2013 19. 9. 2019 R
(Proprietary) republika Limited
Limited Leonard Dingler
Leonard Dingler Jihoafricka Director (Proprietary) South Africa 1.7.2013  19.9.2019
Reditel (Proprietary) republika 1.7.2013 19. 9. 2019 Limited
Limited . :
Partner Philip Morris & Sz;gznt E:glgrz%rg:'sl Switzerland 1.7.2018 159, 2019
rezident Exports Sarl Svycarsko 1.7.2013 15. 9. 2019
p P Philip Morris
Philip Morris Director Management Netherlands 1.7.2013 21.5.2018
Reditel Management Nizozemi 1.7.2013 21.5.2018 Services BV.
Services BV.
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Sergio Colarusso, ¢len dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO 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 financ¢nim reditelem pro BeNelLux a pro
Francii v roce 2015. V soucasné dobé pan Colarusso zastava
pozici EU Controller ve spole¢nosti Philip Morris Products S.A.
ve Svycarsku a je odpovédny za region Evropské unie.

Pan Colarusso je drzitelem magisterského titulu v oboru
bankovnictvi a finance z HEC univerzity v Lausanne.

Pan Colarusso byl v souladu s ¢lankem 17 odst. 2 Stanov
jmenovan nahradnim ¢lenem dozorci rady spolec¢nosti Philip
Morris CR a.s. ostatnimi ¢leny dozoré&i rady dne 24. 9. 2018, a to
na obdobi az do konani pfisti valné hromady. Pan Colarusso byl
zvolen ¢lenem dozoréi rady spoleé¢nosti Philip Morris CR a.s.
fadnou valnou hromadou 26. 4. 2019 na funkéni obdobi tFi let.

Pan Colarusso byl v predchozich péti letech a stale je clenem
spravnich, fidicich nebo dozorc¢ich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

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 BeNelLux business in 2012
and for the French business in 2015. Mr. Colarusso currently
holds the position of EU Controller in Philip Morris Products 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 Mr. Colarusso 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 Mr. Colarusso was and still is
a member of the administrative, management or supervisory
bodies or a partner of the following companies:

Jurisdikce Den vzniku Den skonceni

Funkce Spole¢nost zalozZeni funkce funkce T 6 Date Date
Clen dozorc¢i Philip Morris CR a.s. Ceska ) 24.9 2018 Function Company Name Incorporation Appointed Resigned
rady republika Supervisory - o )
] Philip Morris Board Member Philip Morris CR a.s. Czech Republic 24.9.2018
Reditel Mant—l_\gement Nizozemi 1.8.2012 1. 6. 2015 Philip Morris

Services BV. Director Management Netherlands 1.8. 2012 1. 6. 2015
Reditel Dumas B.V. Nizozemi 1.8.2012 1.11. 2015 Services BV.
gz; spravni :Dnrvggtrl::rr]?ss By Nizozemi 182012 111, 2015 Director Dulrrlwas B.V., Netherlands 1.8.2012 1.11. 2015

F—— '\B"sgf‘f;rzri“;er mg;mzr:?: Bv Netherlands 1.8.2012  1.11.2015
Reditel tip Morris Belgie 15. 8. 2012 1.11. 2015 -

Benelux BV.B.A. Philip Morris

Philio Morri Director Benelux BV.B.A Belgium 15. 8. 2012 1.11. 2015
Reditel 1P Morrs Nizozemi 1.8.2012 1.11. 2015 L2

rolanc 2y Director Philip Morris Netherlands 1.8.2012  1.7.2015
B Philip Morris Holland B.V. e T
Reditel Holland Holdings Nizozemi 1.8.2012 1.11. 2015 Philip Morris

BYV. Director Holland Holdings  Netherlands 1.8.2012  1.1.2015

BV.

Stanislava Jurikova, ¢lenka dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 Praha

Pani Stanislava Jurikova zastavala pozici reditelky financi a IS
pro Ceskou republiku, Slovensko a Madarsko ve spole&nosti
Philip Morris CR a.s. od zaFi 2016 do biezna 2018, jako jeji
posledni pozici ve vykonném tymu spolec¢nosti. Pani Jurikova
zahajila svoji kariéru ve spolec¢nosti Philip Morris Slovakia s.r.o.
v roce 1996, kde zastavala rGzné pozice finanéni kontroly
souvisejici s U¢etnictvim, vnitfni kontrolou, vykaznictvim,
kapitalovymi vydaji, rozpocltovanim a planovanim. V roce 2006
presla do spole¢nosti Philip Morris CR a.s. na pozici manazer
planovani a rozvoje podnikani se zodpovédnosti za cesky trh.
Nasledné pusobila ve spole¢nosti Philip Morris International
Inc. ve Svycarsku v oddéleni globalniho finanéniho planovani,
manazerského vykaznictvi a systéma. Od listopadu 2008 fidila
ekonomicko-spravni oddéleni ve spolec¢nosti Philip Morris
Slovakia s.r.o. a vykonavala tuto pozici az do prosince 2011, kdy
byla jmenovéna do pozice feditelky financi a IS pro Ceskou
republiku a Slovensko.

Stanislava Jurikova, member of the Supervisory Board
Contact address: Philip Morris CR a.s., Karlovo ndm. 10,
120 00 Prague

Mrs. Stanislava Jurikova held the position of Director Finance
& IS for the Czech Republic, Slovakia and Hungary in Philip
Morris CR a.s. since September 2016 till March 2018, as her latest
position in the executive team of the company. Mrs. Stanislava
Jurikova began her career with Philip Morris Slovakia s.r.o.

in 1996 and has held various positions overseeing finance
activities related to accounting, internal controls, reporting,
capital expenditure, budgeting and planning. In 2006 she

was relocated to Philip Morris CR a.s. as Manager Planning

& Business Development, responsible for Czech market,
followed by an assignment in Philip Morris International Inc.

in Switzerland in the global Financial Planning, Management
Reporting & Systems department. Since November 2008 she
managed the Finance & Administration department in Philip
Morris Slovakia s.r.o. and she performed the function until

her appointment to the position of Director Finance & IS for
the Czech Republic and Slovakia in December 2011.
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Pani Jurikova je drzitelkou bakaladrského titulu v oboru
management z Univerzity Komenského v Bratislave

a profesionalniho diplomu v oboru management z institutu
Open University Business School, Milton Keynes,

ve Velké Britanii.

Pani Jurikova byla dne 27. 4. 2018 zvolena ¢lenkou dozorci
rady spole&nosti Philip Morris CR a.s. fadnou valnou hromadou
na funkéni obdobi tFi let.

Pani Jurikova byla v predchozich péti letech a stdle je ¢lenkou
spravnich, fidicich nebo dozoréich orgdnl nebo spoleénici
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonéeni

Funkce Spolecnost zalozeni funkce funkce
Clenka dozoré&i 5 1.

. . X Ceska
rady a vyboru Philip Morris CR a.s. . 27.4.2018

h republika
pro audit
Clenka Philip Morris CRas.  CeSK8 27.4.2012  27.4.2018
predstavenstva republika

Prof. Ing. Alena Zemplinerova, CSc., ¢lenka dozor¢i rady
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 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 predndsi na Anglo-americké
vysoké skole v Praze. Ve vyzkumné oblasti Fidila a uc¢astnila
se projektll OECD, EU a Svétové banky zamérenych

na restrukturalizaci podnikd, pfimé zahrani¢ni investice

a evropskou integraci. V obdobi 2004-2006 byla ¢lenkou
Sboru ekonomickych poradct pro soutézni politiku (EAGCP)
Evropské komise, Generalni reditelstvi pro hospodarskou soutéz
(DG Competition).

Prof. Zemplinerova byla zvolena ¢lenkou dozorci rady
spole&nosti Philip Morris CR a.s. fddnou valnou hromadou

26. 4. 2013. Prof. Zemplinerova byla opétovné zvolena ¢lenem
dozoré&i rady spole&nosti Philip Morris CR a.s. fadnou valnou
hromadou 30. 4. 2015 na funkéni obdobi tfi let a dne 27. 4. 2018
byla fadnou valnou hromadou znovu zvolena na funkéni obdobi
dalsich tfi let.

Prof. Zemplinerova byla v pfedchozich péti letech a stéle
je ¢lenkou spravnich, fidicich nebo dozoréich organd nebo
spolec¢nici v nasledujicich spole¢nostech:

Den vzniku Den skonceni
funkce funkce

Jurisdikce
zalozeni
Ceska
republika

Funkce

Spoleénost

Clenka dozoréi

26.4.2013
rady

Philip Morris CR a.s.

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 of Date Date
Incorporation Appointed Resigned

Function

Company Name

Supervisory
Board Member

and Audit Philip Morris CR a.s. Czech Republic 27.4.2018

Committee

Member

Member Philip Morris CR a.s.  Czech Republic ~ 27.4.2012  27.4.2018

of the Board

Prof. Ing. Alena Zemplinerova, CSc.,

member of the Supervisory Board

Contact address: Philip Morris CR a.s., Karlovo ndm. 10,
120 OO0 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. Zemplinerova was and still is
a member of the administrative, management or supervisory
bodies or a partner of the following companies:

Jurisdiction of Date Date
Incorporation Appointed Resigned

Appointment

Type Company Name

Supervisory

Board Member 26.4.2013

Philip Morris CR a.s. Czech Republic
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Tomas Hilgard, ¢len dozorci 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 pusobil na pozicich vedouci prodejniho tymu

v Praze, vedouci tréninkové skupiny, manazera obchodni
komunikace, manazera vnéjsich vztah(, regionalniho
manazera prodeje a manazera tretich stran v oddéleni Prodeje
a Distribuce. V poslednich letech zastava pozici manazera
rozvoje zaméstnancl a partnert v oblasti produktd se
snizenym rizikem.

Pan Hilgard absolvoval gymnazium a elektrotechnickou
pramyslovou $kolu v Praze a v rdmci dal$iho vzdélavani
navstévuje Vysokou Skolu ekonomie a managementu, obor
marketing a PR.

Pan Hilgard byl dne 15. 2. 2019 zvolen zaméstnanci spolecnosti
Philip Morris CR a.s. jako jejich zastupce do dozoréi rady
na obdobi tfi let.

Pan Hilgard byl v pfedchozich péti letech a stéle je ¢lenem
spravnich, fidicich nebo dozorc&ich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

Den vzniku Den skonceni
funkce funkce

Jurisdikce
zalozeni
Ceska
republika

Funkce

Spoleénost

Clen dozoréi

rady Philip Morris CR a.s.

15.2.2019

Richard Vasicek, ¢len dozorci rady
Kontaktni adresa: Philip Morris CR a.s., Vitézna 1,
284 03 Kutna Hora

Pan Vasicek zacal pracovat pro Philip Morris CR a.s. v bfeznu
1991. Po nastupu zastaval pozici mechanika. Postupné pracoval
na pozici sménového mistra udrzby, vedouci udrzby jednotky,
spravce hmotného majetku, vedouci podparného oddéleni.

V soucasné dobé zastava pozici spravce hmotného majetku

v oddéleni vyroby.

Pan Vasi¢ek vystudoval stiedni odbornou $kolu v CKD Kutna
Hora se zamé&renim mechanik stroja a zafizeni.

Pan Vasicek byl dne 10. 12. 2019 zvolen zaméstnanci spole¢nosti
Philip Morris CR a.s. jako jejich zastupce do dozoréi rady
na obdobi tFi let.

Pan Vasicek byl v predchozich péti letech a stale je clenem
spravnich, fidicich nebo dozorcich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonéeni
Funkce Spole¢nost zalozeni funkce funkce
Clendozorel by Morris CRas. Co5K& 10.12. 2019
rady republika

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 Managet,
and 3rd 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.

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:

Jurisdiction of Date Date
Incorporation Appointed Resigned

Appointment

Type Company Name

Supervisory

Board Member Philip Morris CR a.s. Czech Republic

15.2.2019

Richard Vasi¢ek, member of the Supervisory Board
Contact address: Philip Morris CR a.s., Vitézna 1,
284 01 Kutna Hora

Mr. Vasic¢ek joined Philip Morris CR a.s. in March 1991.
Subsequently he worked for the company in the position

of Mechanic, Shift Maintenance Supervisor, Maintenance Unit
Leader, Asset Engineer, Secondary Support Supervisor. He
currently holds the position of Asset Engineer in Secondary.

Mr. Vasi¢ek graduated from the College in CKD Kutnd Hora
where he specialized in machinery and equipment.

Mr. Vasi¢ek 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 December 10, 2019 as their representative for a period

of three years.

In the previous five years Mr. Vasicek was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Appointment Jurisdiction of Date Date
Type Company Name Incorporation Appointed Resigned
Supervisory Philip Morris CR a.s. Czech Republic  10.12. 2019

Board Member
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Vybor pro audit

Stefan Bauer, predseda vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 Praha

Pan Bauer zacal pracovat pro skupinu Philip Morris v roce 1997
v Némecku. Poté zastaval pozici manazera financi ve Velké
Britanii, reditele financi v italské a japonské pobodcce, pozici Vice
president Finance and Business Planning pro EEMA a pozdéji
pro oblasti MEA & PMI Duty Free. V soucasné dobé zastava
pozici Vice President EU Finance ve Philip Morris International
Products S.A. a je odpovédny za finanéni zalezitosti regionu
Evropské unie.

Pan Bauer je drzitelem magisterského titulu v oboru Business
Administration z Augsburg univerzity v Némecku.

Pan Bauer byl v souladu s ¢lankem 10 odst. 4 Stanov jmenovan
nahradnim ¢lenem vyboru pro audit a zvolen predsedou vyboru
pro audit spole¢nosti Philip Morris CR a.s. ostatnimi ¢leny
vyboru pro audit dne 23. 9. 2019, a to na obdobi az do konani
pristi valné hromady.

Pan Bauer byl v pfedchozich péti letech a stéle je ¢lenem
spravnich, fidicich nebo dozorcich orgdnt nebo spole¢nikem
v nasledujicich spole¢nostech:

Audit Committee

Stefan Bauer, Chairman of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo ndm. 10,
120 OO0 Prague

Mr. Bauer joined Philip Morris in 1997 in Germany. Subsequently
he worked for Philip Morris as Manager Finance in the United
Kingdom, as Director Finance in the Italian and Japanese
affiliates, and as Vice president Finance and Business Planning
for the EEMA and later the MEA & PMI Duty Free Regions.

He currently holds the position of Vice President EU Finance

in Philip Morris Products S.A., with responsibility for Finance

in the European Union.

Mr. Bauer holds a master’s degree in Business Administration
from Augsburg University in Germany.

Pursuant to Article 20 par. 4 of the Articles of Association,

Mr. Bauer was appointed as a member and elected as a Chairman
of the Audit Committee of Philip Morris CR a.s. by the other
members of the Audit Committee on September 23, 2019 until
the next General Meeting.

In the previous five years Mr. Bauer was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Jurisdikce Den vzniku Den skonéeni Jurisdiction of Date Date
Funkce Spole¢nost zalozeni funkce Function Company Name Incorporation Appointed Resigned
Clen dozoréi Philip Morris Polska Supervisory Philip Morris Polska
rady Spotka Akcyjna Polsko 27.2.2020 Board Member  Spotka Akcyjna Poland 27.2.2020
Clen Philip Morris . Member Philip Morris .
predstavenstva Finland Oy Finsko 5.12. 2019 of the Board Finland Oy Finland 5.12. 2019
Reditel Philip Morris ApS Déansko 2.12.2019 Director Philip Morris ApS Denmark 2.12. 2019
Reditel philie Morris ttalia i 3.10. 2019 Director philie Morris ftalia g1y 3.10. 2019
P Acrin (Tobaccos) Spojené . Acrin (Tobaccos) United
Reditel Limited kralovstvi 1.10.2019 Director Limited Kingdom 1.10.2019
< George Dobie & Spojené . George Dobie & United
Reditel Son Limited kralovstvi 1.10. 2019 Director Son Limited Kingdom 1.10. 2019
- Godfrey Phillips Spojené . Godfrey Phillips United
Reditel Limited kralovstvi 1.10. 2019 Director Limited Kingdom 1.10. 2019
< Orecla Investments  Spojené . Orecla Investments  United
Reditel Limited Kralovstyi 1.10. 2019 Director Limited Kingdom 1.10. 2019
Reditel Park (UK. Limited ~ POJeNe 1.10. 2019 Director Park (UK. Limited ~ onited 1.10. 2019
kralovstvi Kingdom
- Park Tobacco Spojené . Park Tobacco United
Reditel Limited Kralovstyi 1.10. 2019 Director Limited Kingdom 1.10. 2019
Philip Morris & Spojené Philip Morris & United
Reditel Company (UK) p’ ) . 1.10. 2019 Director Company (UK) X 1.10. 2019
P kralovstvi L Kingdom
Limited Limited
. Philip Morris Spojené . Philip Morris United
Reditel Limited kralovstvi 1.10. 2019 Director Limited Kingdom 1.10.2019
United Kingdom Spoiené United Kingdom United
Reditel Tobacco Company kltoa'li)vstvf 1.10. 2019 Director Tobacco Company Kingdom 1.10. 2019
Limited (The) Limited (The) 9
Reditel Nicocigs Limited ~ JPoeNe 1.10. 2019 Director Nicocigs Limited ~ orited 1.10. 2019
kralovstvi Kingdom
Predseda L ) Ceska Chairman
dozorci rady Philip Morris CR a.s. republika 23.9.2019 of Supervisory Philip Morris CR a.s. Czech Republic 23.9.2019
Board
Papastratos
Clen Cigarettes _ Recko 16.9. 2019 Papastratos
Manufacturing Cigarettes
Member . Greece 16. 9. 2019
Company S.A. Manufacturing
o N T Company S.A.
Reditel Philip Morris Belgicke 15.9. 2019 " -
Benelux BV. kralovstvi . Philip Morris .
Director Belgium 15.9. 2019
” - N Benelux BV.
Clen Philip Morris
M Norsko 15.9.2019 o .
predstavenstva Norway AS Member Philip Morris
Norway 15.9. 2019
Clen N ] . of the Board Norway AS
. Philip Morris S.A. Svycarsko 15. 9. 2019
predstavenstva
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Jurisdikce Den vzniku Den skonéeni Jurisdiction of Date Date
Funkce Spole¢nost zalozeni funkce funkce Function Company Name Incorporation Appointed Resigned
Reditel PMTobakk Norge 5 g0 15. 9. 2019 Member Philip Morris S.A.  Switzerland 15.9. 2019
AS of the Board
Likvidator Pan Africa Svycarsko 12.7.2019  15.9.2019 Director PM Tobakk Norge o rway 15.9. 2019
Entrepreneurs Sarl AS
Likvidator Pan Africa Invest ¢,y ko 28.5.2019  17.10. 2019 Liquidator Pan Africa Switzerland 12.7.2019  15.9.2019
Company Sarl Entrepreneurs Sarl
Pan Africa - P Pan Africa Invest .
Reditel Entrepreneurs EF;I):)?/Z?W 14.12. 2017 9.9.2019 Liquidator Company Sarl Switzerland 28.5.2019  17.10. 2019
Limited .
Pan Africa United
Clen Philip Morris - Director Entrepreneurs . 14.12. 2017 9.9.2019
predstavenstva  Services S.A. Svycarsko 5.12. 2016 15.9. 2019 Limited Kingdom
. Spojené Member Philip Morris .
Reditel (F':O;:')gn Investors arabské 30. 6. 2016 of the Board Services S.A. Switzerland 5.12. 2016 15.9.2019
emiraty . 5
Clen Pan Africa Director (Flgg(ail)gn nvestors g:':itfactjeérab 30.6.2016
predstavenstva Entrepreneurs Sarl Svycarsko 30.3.2015 12.7.2019
Pan Africa Invest & gsgfc‘igfgrennk:er Ei?r:g:::eurs Sarl Switzerland 30.3.2015 12.7.2019
Partner Company Sarl Svycarsko 6. 3. 2015 28.11. 2018
Pan Africa Invest .
] Philip Morris Misr Gerant Company Sarl Switzerland 6.3.2015 28.11.2018
Reditel |(_:Imlted Liability Egypt 1. 5.2014 12.12. 2019 Philip Morris Misr
ompany Director Limited Liability Egypt 1.5.2014  12.12.2019
Clen Megapolis . Company
predstavenstva Distribution B.V. Nizozemsko 12.12. 2013 31.7.2018 Supervisor Megapolis
— P v egapol Netherlands 12.12.2013  31.7.2018
N Spojené Board Member  Distribution BV.
Reditel Emirati Investors = 5 apskeé 8.12. 2013
TA (FZC) irat T Director Emirati Investors - United Arab 8.12. 2013
emiraty TA (FZC) Emirates T
predstavenstva Sabanci Pazarlama Turecko 22.10.2013 15.9.2019 Member Philip M.O"IS Turkey 22.10. 2013 15.9. 2019
) of the Board Sabanci Pazarlama
ve Satis a.s. .
ve Satis a.s.
PHILSA PHILSA
. Philip Morris Philip Morris
Clen Sabanci Sigara Member Sabanci Sigara
pfedstavenstva  ve Tutunculuk Turecko 22.10. 2013 15.9.2019 of the Board ve Tutunculuk Turkey 22.10.2013  15.9.2019
Sanayi Sanayi
ve Ticaret as. ve Ticaret as.
Philip Morris South Jihoafricka Philip Morris South
Reditel Africa (Proprietary) . 1.7.2013 19. 9. 2019 Director Africa (Proprietary) South Africa 1.7.2013 19.9. 2019
- republika -
Limited Limited
Philip Morris South Philip Morris South
Reditel Africa Holdings Jihoafricka 1.7.2013  19.9.2019 Director Africa Holdings South Africa 1.7.2013  19.9.2019
(Proprietary) republika (Proprietary)
Limited Limited
Leonard Dingler Jihoafricka Leonard Dingler
Reditel (Proprietary) . 1.7.2013 19. 9. 2019 Director (Proprietary) South Africa 1.7.2013 19. 9. 2019
L republika I
Limited Limited
Partner Philip Morris & Gerant Philip Morris .
prezident Exports Sarl Svycarsko 1.7.2013 15.9. 2019 President Exports Sarl Switzerland 1.7.2013 15.9. 2019
. Philip Morris Philip Morris
Reditel Management Nizozemsko 1.7.2013 21.5.2018 Director Management Netherlands 1.7.2013 21.5.2018
Services BV. Services BV.

Stanislava Jurikovd, ¢lenka vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 Praha

Pani Stanislava Jurikova svou kariéru zacala ve spolecnosti
Philip Morris Slovakia s.r.o. v roce 1996, kde zastavala rlzné
pozice finan¢ni kontroly souvisejici s Ucetnictvim, vnitrni
kontrolou, vykaznictvim, kapitalovymi vydaji, rozpoctovanim
a pldnovanim. V roce 2006 presla do spolec¢nosti Philip Morris
CR a.s. na pozici manazer planovani a rozvoje podnikani se
zodpovédnosti za ¢esky trh. Nasledné pulsobila ve spole¢nosti
Philip Morris International Inc. ve Svycarsku v oddéleni
globalniho finanéniho planovani, manazerského vykaznictvi

a systému. 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 feditelky financi a IS
pro Ceskou republiku a Slovensko, a od zati 2016 také pro
Madarsko, a tuto funkci vykonavala do brezna 2018.

Stanislava Jurikovd, member of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo nam. 10,
120 OO0 Prague

Mrs. Stanislava Jurikova held the position of Director Finance &

IS for the Czech Republic, Slovakia and Hungary in Philip Morris
CR a.s. since September 2016 till March 2018, as her latest position
in the executive team of the company. Mrs. Stanislava Jurikova
began her career with Philip Morris Slovakia s.r.o. in 1996 and
has held various positions overseeing finance activities related
to accounting, internal controls, reporting, capital expenditure,
budgeting and planning. In 2006 she was relocated to Philip
Morris CR a.s. as Manager Planning & Business Development,
responsible for Czech market, followed by an assignment in Philip
Morris International Inc. in Switzerland in the global Financial
Planning, Management Reporting & Systems department. Since
November 2008 she managed the Finance & Administration
department in Philip Morris Slovakia s.r.o. and she performed
the function until her appointment to the position of Director
Finance & IS for the Czech Republic and Slovakia in December 20T11.
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Pani Jurikova je drzitelkou bakaladrského titulu v oboru
management z Univerzity Komenského v Bratislave

a profesionalniho diplomu v oboru management z institutu
Open University Business School, Milton Keynes,

ve Velké Britanii.

Pani Jurikova byla dne 27. 4. 2018 zvolena ¢lenkou vyboru pro
audit spoleénosti Philip Morris CR a.s. fddnou valnou hromadou
na funkéni obdobi tFi let.

Pani Jurikova byla v predchozich péti letech a stdle je ¢lenkou
spravnich, fidicich nebo dozoréich orgdnl nebo spoleénici
v nasledujicich spole¢nostech:

Jurisdikce Den vzniku Den skonéeni

Funkce Spolecnost zalozeni funkce funkce
Clenka dozoré&i 5 1.

. . X Ceska
rady a vyboru Philip Morris CR a.s. . 27.4.2018

h republika
pro audit
Clenka Philip Morris CRas.  CeSK8 27.4.2012  27.4.2018
predstavenstva republika

Johannis van Capelleveen, ¢len vyboru pro audit
Kontaktni adresa: Philip Morris CR a.s., Karlovo ndmésti 10,
120 OO0 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 poradct Ceské republiky.
V letech 1984-1993 pUsobil jako asistent - auditor ve spoleé¢nosti
Ernst & Young v Nizozemi a v Praze. Nasledné pracoval jako
samostatny poradce v oboru Ucetnictvi a v letech 1996-1997
pracoval jako auditor v auditorské spole¢nosti Hermann
Hemmelrath & Partner v Praze. Od roku 1997 do roku 2009
pusobil na rlznych pozicich v dafiovém oddéleni spole¢nosti
Coopers & Lybrand / PricewaterhouseCoopers v Praze. V roce
2009 zacal pUsobit jako danovy poradce ve spole¢nosti PRK
ECOVIS Praha, jehoz danové oddéleni se nasledné sloucilo

s dafovym oddélenim spole¢nosti BDO. Od zari 2010 pracuje
pan Van Capelleveen jako nezdvisly danovy poradce. V roce
2012 se stal danovym partnerem ve spolec¢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 spole¢nosti Philip
Morris CR a.s. fddnou valnou hromadou na funké&ni obdobi tFi let
a dne 27. 4. 2018 byl fradnou valnou hromadou znovu zvolen

na funkéni obdobi dalSich tFi let.

Pan van Capelleveen byl v predchozich péti letech a stale
je ¢lenem spravnich, fidicich nebo dozoréich orgdnt nebo
spole¢nikem v nasledujicich spole¢nostech:

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 Audit Committee of Philip Morris CR a.s. by the Annual
General Meeting of Shareholders for a period of three years.

In the previous five years Mrs. Jurikova was and still is a member
of the administrative, management or supervisory bodies
or a partner of the following companies:

Jurisdiction of Date Date
Incorporation Appointed Resigned

Function

Company Name

Supervisory
Board Member

and Audit Philip Morris CR a.s. Czech Republic 27.4.2018

Committee

Member

Member Philip Morris CR a.s.  Czech Republic ~ 27.4.2012  27.4.2018

of the Board

Johannis van Capelleveen, member of the Audit Committee
Contact address: Philip Morris CR a.s., Karlovo nam. 10,
120 OO0 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 the audit company 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:

Jurisdikce Den vzniku Den skonceni
Funkce Spole¢nost zalozZeni funkce funkce Appointment T e 6 Date Date
Clen vyk_)oru Philip Morris CR a.s. Ceska ) 30. 4. 2010 Type Company Name Incorporation Appointed Resigned
pro audit republika Audit
Jednatel, ECOVIS CBC Ceskd 19.1. 2012 Committee Philip Morris CR a.s. Czech Republic ~ 30. 4. 2010
spolecnik Tax s.r.o. republika o Member
Executive ECOVIS CBC .
Officer, Partner  Tax s.r.o. Czech Republic 19.1.2012
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SiDLO SPOLECNOSTI / REGISTRED ADDRESS

Philip Morris CR a.s.
Vitézna 1, 284 03 Kutna Hora

VEDENIi SPOLECNOSTI / HEADQUARTERS

Karlovo namesti 10, 120 OO0 Praha 2
TEL.: (+420) 266 702 111

FAX: (+420) 266 702 333

ICO: 14803534

ISIN: CS000848869

LEI: 315700LNPHNXCMNLQC73

spole¢nost zapsana v obchodnim rejstriku vedeném u Méstského soudu v Praze pod znackou B 627.



www.philipmorris.cz




