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Report of the Board of Directors




Philip Morris CR a.s. je ptednim vyrobcem a prodejcem
tabakovych vyrobka v Ceské republice. Dospélym
zékaznikdim nabizi oblibené mezinarodni a domaci znacky
cigaret, jako jsou Marlboro, LEM, Petra a Sparta ve vice
nez padeséti variantach, které pokryvaji Siroké spektrum
vyrobkd, pokud jde o chut i cenovou Groven.

Philip Morris CR a.s. patti do skupiny Philip Morris
International, Inc., jedné ze spolecnosti Altria Group, Inc.

Altria Group, Inc. je materskou spole¢nosti Kraft Foods, Inc.

s priblizné 87,2% podilem, Philip Morris International Inc.,
Philip Morris USA Inc. a Philip Morris Capital Corporation.
Skupina spoleénosti Altria ma také 28,7% podil

v SABMiller plc. Altria Group, Inc. dosahla

za rok 2005 &istych provoznich vynost v celkové

vysi 97,9 miliardy dolard.

Zprava predstavenstva

Podnikani v Ceské republice

Zprava predstavenstva vychazi z konsolidovanych
finanénich vykazt Philip Morris CR as.

a Philip Morris Slovakia s.r.o., které byly pripraveny
v souladu s Mezinarodnimi standardy Gcetniho
vykaznictvi (IFRS).

Konsolidované hlavni Gidaje (v milisnech ko)

Rok konéici 31. prosincem

2005 2004~
Trzby 11 790 13 197
Zisk pred zdanénim 3780 5232
Zisk po zdanéni 2736 3716
Zisk na akcii (v K&) 996 1353
Celkovy odbyt (v miliard4ch jednotek) 22,8 22,3

* Konsolidované finanénf vykazy uvedené ve Viyro¢ni zpravé za rok 2004
byly sestaveny v souladu s ¢eskymi dcetnimi predpisy.
Pro porovnan( jsou konsolidované finanéni vykazy pro obdobf konéicl
31. prosincem 2004 upraveny tak, aby byly v souladu s mezinarodnimi
standardy Géetniho vykaznictvi (IFRS).

Objem domaciho odbytu v roce 2005 poklesl v porovnani
s predchozim rokem o 1,7 %, coz odrazi ztratu trzniho
podilu ve prospéch levnéjsich konkurencénich znacek

v prvnim celém roce od vstupu Ceské republiky do
Evropské unie k 1. kvétnu 2004 a zruseni 55% dovozniho
cla na cigarety. Snizeni objemu prodanych cigaret a ztrata
trzniho podilu byly zmirnény nasim razantnim vstupem
do nizsiho cenového segmentu, a to diky uvedeni znacek
Clea a Next a zéroven snizenim ceny znacky Red & White.

Trzby v tuzemsku poklesly v porovnani's predchozim rokem
0 13,9%. Kromé snizeni odbytu bylo pricinou i zvyseni
podilu levnych znadek na objemu prodejti a absorbovani
zvy$ené spotiebni dané od dervence 2005, které bylo
promitnuto do cen drazsich znadek véetné Petra a LEM.

Podle vyzkumu agentury ACNielsen poklesl podil nasich
znacek na trhu o 5,9 procentnich bodd na 67,6%
v porovnani s rokem 2004.

V dubnu 2005 oznamila spole¢nost Philip Morris CR a.s.
plan na slouéeni vyroby cigaret v Ceské republice do tovamy
v Kutné Hote a ukonceni vyroby v hodoninském vyrobnim
zévodé ke konci ¢ervence 2005. Restrukturalizace,

jejimz cilem je zvysit konkurenceschopnost ve vyrobé

v prostiedi ménicich se podminek na trhu a preferenci
spotrebiteld, probiha podle planu. V souvislosti se
slougenim vyroby vznikly spole¢nosti Philip Morris CR a.s.

v roce konéicim 31. prosince 2005 mimoradné néklady

ve vysi 380 miliona Ke.

Podnikani na Slovensku

Odbyt na Slovensku se v roce 2005 zvysil ve srovnani

s predchozim rokem o 14,8% vzhledem k obnoveni
celkového odbytu, ktery poklesl v letech 2003 a 2004

v dasledku podstatného navyseni spotebni dané, ale také
diky sile naseho portfolia v Cele se znackou Marfboro.
Trzby na Slovensku vzrostly o 10% vzhledem ke zvysenému
odbytu. Rast trzeb byl zaroven negativné ovlivnén




Philip Morris CR a.s. is the largest manufacturer and
marketer of tobacco products in the Czech Republic,
providing adult consumers with popular international

and local brands such as Marfboro, LEM, Petra and Sparta
in more than fifty packaging variants covering different
taste and price segments.

Philip Morris CR a.s. is an affiliate of Philip Morris
International Inc., one of the operating companies of
Altria Group, Inc. Altria Group, Inc. is the parent company
of Kraft Foods Inc., with approximately 87.2% ownership
of outstanding Kraft common shares, Philip Morris
International Inc., Philip Morris USA Inc. and Philip Morris
Capital Corporation. In addition, Altria Group, Inc. has

a 28.7% economic interest in SABMiller plc. Altria Group, Inc.
recorded 2005 net revenues of $97.9 billion.

Report of the Board of Directors

Business in Czech Republic

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 (IFRS).

Consolidated Highlights (CzK million)

Year ended December 31

2005 2004*
Revenues 11 790 13 197
Pre-tax income 3780 5232
Net Income 2 736 3716
Earnings per share (CZK) 996 1353
Total Shipments (bio units) 22.8 22.3

*In the 2004 Annual Report the consolidated financial statements have
been prepared in accordance with Czech Accounting Standards.
For comparison purposes, the consolidated financial statements
for the period ended December 31, 2004 have been restated
in accordance with IFRS.

2005 Czech domestic shipments declined by 1.7% versus
prior year reflecting market share losses to lower priced
competitive brands in the first full year following EU
accession on May 1, 2004 and the elimination of the 55%
import duty on cigarettes. Volume and share losses were
mitigated by the establishment of a strong presence

in lower price segments with the successful introduction
of the Clea and Next brands as well as the price
repositioning of Red & White.

Domestic revenues declined by 13.9% versus prior

year reflecting in addition to the shipment decline,
unfavourable product mix and pricing including absorption
of the July 2005 excise tax increase on higher priced
brands including Petra and LEM.

According to research conducted by the ACNielsen agency,
our brands’ share of total consumption declined
by 5.9 points to 67.6% in comparison with 2004.

In April 2005, Philip Morris CR a.s. announced its plan

to consolidate its Czech cigarette manufacturing

in the Kutna Hora factory and to cease production

at its Hodonin manufacturing facility by the end

of July 2005. The restructuring, aimed at increasing
manufacturing competitiveness in light of changes

in market conditions and brand mix, is proceeding
according to plan. As a result of the consolidation,

Philip Morris CR a.s. incurred an extraordinary charge of
CZK 380 million for the year ended at December 31, 2005.

Business in Slovakia

2005 Slovakia shipments increased by 14.8% versus prior
year reflecting some recovery in total industry volume,
which had been depressed as a result of substantial excise
tax increases in 2003 and 2004, as well as the strength

of our product portfolio led by Marlboro.

Revenues from Slovakia increased by 10% with

the shipment gains partially offset by negative




zvy$enym podilem levnych znadek zejména po uvedeni
cigaret Clea na trh v kvétnu 2005 do rostouciho nizsiho
cenového segmentu.

Jak vyplyvé z priizkumu agentury ACNielsen, podil nasich
znacek na celkové spotrebé se zvysil 0 0,9 procentniho

bodu na 59% v porovnani s rokem 2004.

Vlyvoz

Objem vyvozu na ostatni trhy se oproti predchozimu roku
zvysil 0 4,6 %.

Konsolidované financni vysledky

Konsolidované trzby poklesly v porovnani s predchozim
rokem o 10,7% na 11,79 miliardy korun i pres nardst
celkového odbytu o 2,2%, a to z diivodu vyssiho podilu
levnych znacek a vyvozu.

Zisk pred zdanénim se snizil 0 27,8% na 3,78 miliardy
korun, a to zejména v dasledku poklesu trzeb a mimo-
radnych nakladd spojenych se sloucenim vyroby

a zavenim vyrobniho zavodu v Hodoniné.

Konsolidovany zisk po zdanénf poklesl o 26,4 %

na 2,74 miliardy korun. Tento pokles byl zptisoben vyse
uvedenymi ddvody a Castecné byl kompenzovéan snizenim
sazby dané z prijma pravnickych osob z 287% na 26%

v Ceské republice.

PFi vylouceni mimoradnych nékladi by zisk pred
zdanénim poklesl o 20,6% a konsolidovany zisk

po zdanéni by poklesl o 17,4% v porovnani s rokem 2004.

Komplexni regulace

Jednou z klicovych strategii spolecnosti Philip Morris
International, kterou sdili i Philip Morris CR a.s.,

je prijeti komplexni regulace tabakovych vyrobku

a danovych predpist vztahujicich se k vyrobé,
marketinku, prodeji a spotfebé tabakovych produktd.
Kouteni méa za nésledek zavazné zdravotni nésledky.

Vlyvinuti a zavedeni komplexnich regulaénich a danovych
predpist s cilem sniZit $kodu pdsobenou tabakovymi
produkty je proto spravnou véci.

Rémcové imluva o kontrole tabaku (FCTC), prosazovana
Svétovou zdravotnickou organizaci, vesla v platnost

27. tnora 2005. Umluva byla podepséna Ceskou republikou
i Slovenskem, na Slovensku ji ratifikoval parlament

v roce 2004. FCTC doporucuje stattm, které tmluvu
podepsaly (a v nékterych piipadech vyzaduje), aby podnikly
opatreni v fadé oblasti, které jsou zaméreny na snizeni
spotreby tabakovych vyrobk. Tato opatrenf se tykaji mnoha
oblasti, mimo jiné i prijeti dafovych a cenovych ustanovent,
ktera by zvedla cenu tabakovych vyrobkd a snizila jejich
spotrebu. Dalsim opatrenim by byl zékaz nebo omezeni
reklamy na tabakové vyrobky, regulace slozeni tabakovych
vyrobkd a zverejnéni latek, které tyto vyrobky obsahuji
(napt testovéni slozek tabakovych vyrobki a slozenf koute),
zékaz pojmenovant, jako jsou napriklad ,lights® a ,milds®,
pozadavek na zdravotni varovani, které by zakryvalo nejméné
30% predni a 40% zadni strany krabicky, a omezeni koureni
na verejnosti. Prestoze nesouhlasime se vemi opatrenimi,
ktera Gmluva navrhuje, jako je napriklad Gplny zékaz
reklamy na tabakové vyrobky, zékaz bezcelniho prodeje

a podpora soudnich sport, presto spolecnosti

Philip Morris CR a.s. a Philip Morris Slovakia s.ro.

podporuji mnoho z opatreni této tmluvy a vyjadrily podporu
smysluplné, efektivni regulaci tabdkovych vyrobka. Také
vélime, ze silny legislativni rdmec maze vytvorit jasné

a rovné podminky, ve kterych budou moci vechny firmy
podnikat a usilovat o hospodéarsky rist a Uspéch.

Nase stanovisko k problematice koureni mladistvych
je dlouhodobé neménné a jasné: déti by nemély kourit
a nemély by mit pristup k tabadkovym vyrobkam.

V Ceské republice i na Slovensku jsme se zaméili

na prisné dodrzovani vékového limitu na prode;
tabakovych vyrobkd osobdm mladsim osmnécti let.
Také aktivné spolupracujeme s prodejci a statnimi
Grady, abychom ziskali jejich podporu v této oblasti.




product mix especially following the introduction
of the Clea brand in May 2005 into the growing lower
price segment.

According to research conducted by the AC Nielsen agency,
our brands’ share of total consumption increased by 0.9

points to 59.0% in comparison with the year 2004.

Exports

Exports shipments to other markets increased by 4.6%
versus the prior year.

Consolidated Financial Results

Consolidated sales revenues declined by 10.7% to
CZK 11.79 billion versus prior year, despite the 2.2%
increase in total shipments reflecting product and
geographic mix degradation.

Pre-tax income decreased by 27.8% to CZK 3.78 billion,
reflecting mainly lower revenues and the extraordinary
costs related to the factory consolidation and the Hodonin
factory closure.

Net consolidated income declined by 26.3% to

CZK 2.74 billion reflecting the pre-tax items partially
offset by the corporate income tax rate decline from
28% to 26% in the Czech Republic.

Excluding the extraordinary costs, pre-tax income would
have declined by 20.6% and net consolidated income

by 17.4% versus the year 2004.

Comprehensive Regulation

One of the key Philip Morris International strategies
shared by Philip Morris CR a.s. is the adoption

of comprehensive tobacco regulation and fiscal policies
governing the manufacture, marketing, sale, and use

of tobacco products. Given the serious health effects of
smoking, the development and implementation

of comprehensive regulatory and fiscal policies intended
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to reduce the harm caused by tobacco products
is the right thing to do.

The World Health Organization’s Framework Convention
on Tobacco Control entered into force on February 27,
2005. The treaty was signed by the Czech Republic

and Slovakia and ratified by Slovakia in 2004.

The FCTC recommends (and in certain instances, requires)
signatory nations to take action in a number of areas

all of which are intended to reduce consumption of
tobacco products. These actions cover a broad range

of areas, including, but not limited to, the adoption of
tax and price measures that will increase the price of
tobacco products and thus reduce consumption, the
elimination or restriction of tobacco product advertising,
the regulation of tobacco product content and disclosures
(e.g., ingredient and smoke constituent testing),

the banning of descriptors such as “lights” and “milds”,
requiring health warnings that are at least 30%

of the front and 40% of the back of packs,

and restricting public smoking. While we do not agree
with all of the provisions of the treaty, such as

a complete ban on tobacco advertising, the banning

of duty free sales and encouraging litigation,

Philip Morris CR a.s. and Philip Morris Slovakia s.r.o.
support many of its measures and have expressed our
support of meaningful, effective and coherent regulation
of tobacco products. We also believe that a strong
regulatory framework can create a clear and level business
environment in which all companies can compete fairly
and pursue business growth and success.

Our long-standing position on youth smoking is clear:
children shouldn’t smoke, and they shouldn’t have access
to tobacco products. In the Czech and Slovak Republics
our focus has been on the importance of rigorous
enforcement of age limits for the sale of tobacco products
to people under the age of 18 years and we actively
engage with retailers and the state authorities to gain
their support in this area.




Rovnéz jsme pripomenuli spotrebitelim nasich vyrobk
informace o zdravotnich rizicich kourent, véetné
skutecnosti, Ze bezpecna cigareta neexistuje

a ze koureni je navykové a nebezpecné.

Tyto skutecnosti jsou pristupné na webovych strankéch
spole¢nosti Philip Morris International - www.pmintl.com
- také v Ceském a slovenském jazyce. Spolecnost

Philip Morris CR a.s. navic dobrovolné za¢ala pifmo
komunikovat prostrednictvim pribalovych letéka

pod folif krabicek nasich cigaret o zdravotnich rizicich
koufeni a dalSich otézkach spojenych s tabakem.

Budoucnost

Ceska republika

Castetné absorbovani zvyeni spotiebni dané v &ervenci
2005 bude mit nepriznivy dopad na trzby v roce 2006.
Zvyseni spotrebni dané uz bylo schvéleno k 1. dubnu 2006
a dalsi zvysovani danfi se ocekavaji v letech 2007 a 2008,
jelikoz Ceské republika pokraduje v harmonizaci s pozadavky
Evropské unie. Je pravdépodobné, Ze tato zvyseni budou
mit za néasledek pokles objemd prodeje na trhu s cigaretami,
a to v zavislosti na tom, jakou strukturu zvoli vlada. Zvyseni
dani mohou také prispét k pokracujicimu a zrychlujicimu se
prechodu spotrebiteld k levnéjsim znackam.

Slovensko

Vlyrazné zvyseni spotrebni dané na produkty vyskladnéné
po 1. lednu 2006 v dobé, kdy je tato Vyro¢ni zprava
publikovana, se na slovenském trhu projevilo jenom
Castecné. Az se zvyseni spotrebni dané projevi naplno,
mze mit za nasledek pokles prodejd na trhu s cigaretami
z dGivodu celkového snizeni spotreby. Objem legélniho
cigaretového trhu by také mohl poklesnout vzhledem

k moznému narGstu prilivu nelegalnich produktd, bez
ohledu na sili Gradd smétujicimu k reseni tohoto
problému, které bude pokracovat za nasi pIné podpory.
Ve vysoce konkurencnim prostredi je navic pravdépodobny
dalsf tlak na trzby zplisobeny nértstem podilu levnych
znadek a tvorbou cen.

Shrnuti

V roce 2006 se naplno projevi celorocni Gspora po sloucent
vyroby, které probéhlo v roce 2005. Odhadovana roc¢ni
Gspora pred zdanénim bude 100 miliond korun. | nadéle
budeme hledat prilezitosti ke snizovani nékladt zvysovanim
efektivity a vyuzitim Gspor z rozsahu.

Vyhledova a varovna prohlaseni

Cas od ¢asu méizeme pronést Ustni nebo poskytnout
pisemné vyjadreni a predpovédi o nasi budoucnosti,
véetné vyjadreni uvedenych v dokumentech predkladanych
Komisi pro cenné papiry nebo jinym Gradiim, ve zpravach
nasim akcionartim, v tiskovych prohlasenich nebo

ve zpravéch pro investory na internetu.

Tato vyjadreni |ze charakterizovat slovy strategie,
ocekavani, vyvoj, plany, predpovédi, domnénky, postoje,
odhady, amysly, projekty, cile, zzméry nebo jinymi slovy
podobného vyznamu. Tato vyjadrent Ize také rozpoznat
podle toho, Ze se nevztahuji vyluéné na historické

nebo soucasné skutecnosti.

NemUzeme zarudit, 7e jakékoli vyjadient tykajici se
budoucnosti se skutecné naplni, ackoliv se domnivame,
7e jsme v nasich planech a predpovédich obezfetni.
Dosazeni budoucich Gspécht je vystaveno rizikiim

a nejistoté a podléha nepresnosti predpokladd.
Skuteéné vysledky se mohou lisit od odhadovanych,
predpovidanych nebo navrhovanych, a to v pfipadé,
7e nastanou znama nebo v soucasnosti neznama rizika
a nejistoty, nebo 7e se vychozi predpoklady ukézi jako
nepresné. Investori by tato rizika méli mit na paméti
pri posuzovani prognoz a pri zvazovani, zda investovat
nebo drzet akcie spole¢nosti Philip Morris CR a.s.




We have also communicated information to our
consumers reminding them about the health effects
of smoking, including the fact that there is no safe
cigarette, and that smoking is addictive and dangerous.
These messages have been communicated on PMI’s
website - www.pmintl.com - also in the Czech

and Slovak languages. In addition, Philip Morris CR a.s.
took the voluntary initiative to directly communicate
about the health effects of smoking and other tobacco
related issues through printed leaflets attached to our
cigarette packs.

Outlook

Czech Republic

The partial absorption of the July 2005 excise tax
increase will result in unfavorable impact on revenues
in 2006. An excise tax increase has already been approved
to be effective on April 1, 2006 and further tax hikes are
expected to be implemented in 2007 and 2008

as the Czech Republic continues to harmonize with EU
requirements. These increases are likely to result

in the contraction of the cigarette market and,
depending on the structure chosen by the Government,
may contribute to a continued and even accelerated
consumer shift to lower priced products.

Slovak Republic

The substantial excise tax increase effective on products
cleared after January 1, 2006 are only partially reflected
in the Slovak market at the time of going to print.

The excise increase once fully effective may result

in a decline in the cigarette market reflecting consumption
decreases, and legitimate cigarette volume may also
decline with a possible upturn in the inflow of illicit
products, despite the efforts of the authorities

in addressing this issue which will continue with

our full support. In addition, in a highly competitive
environment further pressure on revenues from

negative product mix or pricing are likely.

General

In 2006 we will benefit from the full year of savings
from manufacturing consolidation completed in 2005,
the estimated annual pre-tax impact saving is CZK
100 million. In addition, we will continue to pursue
opportunities to reduce our cost base by seeking
increased efficiency and economies of scale.

Forward-Looking and Cautionary Statements

We may from time to time make written or oral forward-
-looking statements, including statements contained

in filings with the Czech Securities Commission 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.

We 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 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.




Prohlasujeme, Ze Gdaje uvedené v Gdetni zavérce jakoz i daje v dalSich ¢astech vyroéni zpravy jsou ve vech podstatnych
aspektech spravné a vsechny Gdaje urcené ke zverejnéni podle prislusnych pravnich predpist byly zverejnény.

Dne 21. 3. 2006

Graeme Davidson Nicklas Blomqvist
predseda predstavenstva clen predstavenstva
Zprava dozoréi rady Dozor¢i rada prezkoumala konsolidovanou Gcetni
Dozord{ rada vyvijela svou &innost v souladu s &lankem zéverku za rok 2005, Gcetni zaverku za rok 2005, véetne
17 Stanov spole¢nosti. V pribehu celého roku dozoréf auditorskych zprav a navrh na rozdéleni zisku. Konstatuije,
rada sledovala a hodnotila vyvoj a vedeni obchodni ze je s vysledky prezkoumani spokojena a Ze predlozené
¢innosti spolecnosti a zvlastni pozornost vénovala jeji dokumenty byly vyhotoveny v souladu s pravnimi
finanéni situaci. predpisy a se stanovami spolecnosti. Na zakladé toho

dozorci rada doporuduje, aby vyroéni valna hromada
Dozord{ rada byla béhem roku plné informovana schvélila konsolidovanou dcetni zavérku a dcetni zavérku
o prijimanych finanénich opatrenich a rovnéz a navrhované rozdélenf zisku.

kontrolovala investi¢ni vydaje v souvislosti s rozpoctem
a harmonogramem jejich uskutecriovani.

Dozor¢i rada potvrzuje, ze veskeré projekty byly pIné
odlivodnéné s ohledem na soucasné a budouci potreby
spolecnosti. Dozor¢i rada dale prezkoumala ve smyslu

§ 66a odst.10, Obchodniho zékoniku Zpravu o vztazich
mezi propojenymi osobami a nema k ni vyhrad. M
Dozor¢i rada s potésenim sdéluje, Ze je pIné spokojena

s obchodnimi aktivitami spole¢nosti a jejtho vedentf, jako? Mats Sjoblom
i s ekonomickymi vysledky spole¢nosti. predseda dozorf rady
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We confirm that the information contained in the financial statements as well as the accompanying annual report is, in all

material respects, accurate and all disclosures required by relevant legislation have been made.

March 21, 2006

Graeme Davidson
Chairman of the Board of Directors

Report of the Supervisory Board

The Supervisory Board conducted its activities in
accordance with Article 17 of the Company Articles. The
Supervisory Board monitored and reviewed the activities
of the Company throughout the year, keeping a close and
regular watch on the progress and the management of the
business as well as the financial situation of the Company.

The Supervisory Board was fully advised throughout the
year of the financial controls in place, and also reviewed
the progress of capital expenditure projects against
budgets and timetables for their implementation.

The Supervisory Board is able to confirm that all projects
are fully justified in terms of the Company’s current and
future needs. The Supervisory Board reviewed the Report
on the relations between related parties which was
submitted by the Board of Directors in accordance with
the section 66a of the Commercial Code and has

no objections to it.

The Supervisory Board is pleased to report its complete
satisfaction with the business activities of the Company

Nicklas Blomqvist
Member of the Board of Directors

and its Management, and the financial results
of the Company.

The Supervisory Board reviewed the 2005 Consolidated
Financial Statements and the 2005 Financial Statements
of the Company, including the auditors’ reports, and the
proposal for the distribution of profits. The Supervisory
Board states that the submitted document have been
prepared in compliance with the laws and the Articles of
Association of the Company. It is therefore recommended
that the Consolidated Financial Statements and the
Financial Statements, together with the proposed
distribution of profits, be approved by the Annual
General Meeting.

Sy
Mats Sjoblom
Chairman of the Supervisory Board
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Konsolidovana rozvaha
k 31. 12. 2005 (v miliénech K&)

AKTIVA Bod 31. 12. 2005 31. 12. 2004
Pozemky, budovy a zarizenfi 6 2 631 2 586
Nehmotna aktiva 8 28 34
Odlozené danové pohledévka 16 8 8
Dlouhodoba aktiva 2 667 2628
Zasoby 9 5498 4 283
Obchodni pohledévky a jiné pohledavky 10 821 6 849
Dan z prijma 66 49
Penézni prostredky a penézni ekvivalenty 11 6817 2 094
Kratkodobé aktiva 13 202 13 275
Dlouhodoba aktiva drzena k prodeji 6 12 0
Aktiva celkem 15 881 15903
VLASTNI KAPITALA ZAVAZKY Bod 31. 12. 2005 31. 12. 2004
Zakladni kapital 12 2 745 2 745
Emisnf azio 2 336 2336
Fondy 12 549 549
Kumulované zisky 3832 5505
Kapital a fondy celkem 9462 11135
Mensinovy vlastni kapital 1 1
Vlastni kapital celkem 9 463 11 136
Odlozeny danovy zavazek 16 57 179
Dlouhodobé zavazky 57 179
Obchodni zavazky a jiné zavazky 13 913 788
Ostatni danové zavazky 14 5033 3800
Rezervy 3 0
Pajeky 15 412 0
Kratkodobé zavazky 6361 4588
Zavazky celkem 6418 4767
Vlastni kapital a zavazky celkem 15 881 15903
Konsolidovany vykaz zisku a ztraty
za rok kongicf 31. 12. 2005 (v miliénech Kg&)

Bod 2005 2004
Trzby 5 11 790 13 197
Ostatni vynosy 17 105 181
Zména stavu zésob vyrobkd a nedokonéené vyroby 3 -258
Spotreba materialu a sluzeb -6 125 -6 123
Néklady na zaméstnance a zaméstnanecké pozitky 18 -1 282 -1 090
Odpisy dlouhodobych aktiv -384 -418
Snizeni hodnoty pozemkd, budov a zafizent 7 -174 -30
Ostatni provozni vynosy 19 75 132
Ostatn{ provozni naklady 20 -212 -344
Provozni zisk 3796 5247
Finanéni naklady 21 -16 -15
Zisk pred zdanénim 3780 5232
Dan 22 -1 044 -1516
Cisty zisk 2736 3716
Vztahujici se k:
Veétsinovému kapitélu 2735 3715
Mensinovému kapitélu 1 1
Zisk na akcii zakladni a zfedény (K&/akciel 23 996 1353

Priloha tvorf nedilnou soucést této konsolidované Gcetni zavérky.



ANNUAL REPORT 2005 | CONSOLIDATED FINANCIAL RESULTS

Consolidated Balance Sheet
at December 31, 2005 (in million CZK)

ASSETS Note December 31, 2005 December 31, 2004
Property, plant and equipment (PP&E) 6 2631 2 586
Intangible assets 8 28 34
Deferred tax assets 15 8 8
Non-current assets 2 667 2628
Inventories 9 5498 4 283
Trade and other receivables 10 821 6 849
Current income tax prepaid 66 49
Cash and cash equivalents 11 6817 2 094
Current assets 13 202 13 275
Property, plant and equipment classified as held for sale 6 12 -
Total assets 15 881 15903
EQUITY & LIABILITIES Note December 31, 2005 December 31, 2004
Registered capital 12 2 745 2745
Share premium 2 336 2 336
Reserves 12 549 549
Retained earnings 3832 5505
Capital and reserves attributable the Company‘s equity holders 9 462 11 135
Minority Interest 1 1
Equity 9 463 11 136
Deferred tax liabilities 16 57 179
Non-current liabilities 57 179
Trade and other payables 13 913 788
Other current tax liabilities 14 5033 3 800
Provisions for current liabilities 3 -
Borrowings 15 412 -
Current liabilities 6 361 4 588
Total liabilities 6 418 4767
Total equity & liabilities 15 881 15903
Consolidated Income Statement
for the year ended December 31, 2005 (in million CZK)

Note 2005 2004
Revenues 5 11 790 13 197
Other income 17 105 181
Changes in inventories of finished goods and work in progress 3 (258)
Cost of raw materials, consumables and services (6 125) (6123)
Employee benefits expense 18 (1282 (1090
Depreciation and amortisation expense (384) (418)
Impairment of PP&E 7 (174) (30)
Other operating income 19 75 132
Other operating expense 20 (212) (344)
Profit from operations 3 796 5247
Finance costs 21 (16) (15)
Profit before tax 3780 5232
Income tax expense 22 (1 044) (1516)
Net profit 2736 3716
Attributable to:
Equity holders of the Company 2735 3715
Minority interest 1 1
Earning per share basic and diluted (CZK/share) 23 996 1353

The accompanying notes form an integral part of the consolidated financial statements.
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Konsolidovany vykaz zmén vlastniho kapitalu

za rok konéicf 31. 12. 2005 (v miliénech Kg&)

Pripadajici na osoby drzici vlastni kapital Spolecnosti

Zakladni Emisni Zakonny Ocenovaci Kumulované Kumulované Mensinovy Vlastni
kapital azio  rezervni rozdily kurzové zisky kapital kapital
fond rozdily celkem
Stav k 1. 1. 2004 2745 2 336 551 -10 0 6 111 8 11741
Ocenovaci rozdily - zajisténi penéznich tokd 0 0 0 10 0 0 0 10
Kumulované kurzové rozdily 0 0 0 0 -2 2 0 0
Cisty piijem vykazany pfimo ve vlastnim kapitalu 0 0 0 10 -2 2 0 10
Cisty zisk za obdobf 0 0 0 0 0 3715 1 3716
Celkovy pfijem vykazany za rok 2004 0 0 0 10 -2 3717 1 3726
Rozdélent zisku 0 0 0 0 0 -4 324 -8 4332
Nevyzvednuté dividendy 0 0 0 0 0 1 0 1
Stav k 31. 12. 2004 2745 2 336 551 0 -2 5505 1 11136
Cisty zisk za obdobf 0 0 0 0 0 2735 1 2736
Celkovy pfijem vykazany za rok 2005 0 0 0 0 0 2735 1 2736
Rozdélent zisku 0 0 0 0 0 -4 409 -1 -4410
Nevyzvednuté dividendy 0 0 0 0 0 1 0 1
Stav k 31. 12. 2005 2745 2 336 551 0 -2 3832 1 9463
Konsolidovany vykaz penéznich toku
za rok kongicf 31. 12. 2005 (v miliénech K¢&)
Bod 2005 2004
Penézni toky 7 provozni éinnosti
Zisk pred zdanénim 3780 5232
Upravy o
Odpisy dlouhodobych aktiv 6,8 384 418
Snizeni hodnoty pozemkd, budov a zafizent 6, 7 174 30
Nerealizované kurzové zisky (=)/ztraty (+) -5 1
Finanéni vynosy — Cisté -104 -180
Ztrata z prodeje pozemkd, budov a zarizeni -2 13
Ostatni nepenézni Gpravy — Cisté 4 -6
Penézni tok z provozni éinnosti pred zménami pracovniho kapitalu 4231 5508
Zména stavu:
Obchodnich a jinych pohledavek 6017 -338
Obchodnich a jinych zévazk 1773 -667
Zéasob -1211 1822
Penéini tok z provozni ¢innosti 10 810 6 325
Zaplacené Uroky -1 -1
Zaplacené dan z prijmu -1178 -1817
Cisté penézni toky z provozni &innosti 9631 4 507
Penézni toky z investiéni &innosti
Vlydaje na porizeni pozemkd, budov a zatizeni 6 -621 -265
Prijmy z prodeje pozemkd, budov a zafizenf 18 42
Vydaje na pofizeni nehmotnych aktiv 8 -9 -10
Prijaté droky 114 214
Cisté penézni toky z investiéni &innosti -498 -19
Penézni toky z financovdni
Zaplacené dividendy -4 410 -4 332
Cisty penézni tok z financovani -4 410 -4 332
Cisté zvy$eni penéznich prostiedki 4723 156
Stav penéznich prostredkid na zaéatku obdobi 2 094 1938
Stav penéznich prostredkd na konci obdobi 11 6 817 2 094

Priloha tvorf nedilnou soucést této konsolidované Gcetni zavérky.



ANNUAL REPORT 2005 | CONSOLIDATED FINANCIAL RESULTS

Consolidated Statement of Changes in Equity

for the year ended December 31, 2005 (in million CZK)

Attributable to equity holders of the Company

Registered Share Statutory Hedging Cumulative  Retained  Minority Total
capital premium reserve  reserve translation earnings interest equity
fund adjustments
Balance at January 1, 2004 2 745 2 336 551 (10) - 6 111 8 11741
Fair value gains - cash flow hedges - - - 10 - - - 10
Cumulative translation adjustment - - - - @) 2 - -
Net income recognised directly in equity - - - 10 2 2 - 10
Profit - - - - - 3715 1 3716
Total recognised income for the year - - - 10 (¥3) 3717 1 3726
Profit distribution - - - - - (4329 B8 (4332
Forfeited dividends - - - - - 1 - 1
Balance at December 31, 2004 2 745 2 336 551 - (3] 5 505 1 11136
Profit - - - - - 2735 1 2 736
Total recognised income for the year - - - - - 2735 1 2736
Profit distribution - - - — - (4409 (D (4410
Forfeited dividends - - - - - 1 - 1
Balance at December 31, 2005 2745 2 336 551 - (3] 3832 1 9 463
Consolidated Cash Flow Statement
for the year ended December 31, 2005 (in million CZK)
Note 2005 2004
Cash flow from operating activities
Profit before tax 3780 5232
Adjustment for:
Depreciation and amortization expense 6,8 384 418
Impairment of PP&E 6, 7 174 30
Unrealized foreign exchange (gain) / loss 5) 1
Net finance gains (104) (180)
(Gain) / loss on disposal of PP&E (@) 13
Other non cash loss / (gain), net 4 6)
Operating cash flows before working capital changes 4231 5508
Changes in:
Trade and other receivables 6017 (338)
Trade and other payables 1773 (667)
Inventories (1211 1822
Cash generated from operations 10 810 6 325
Interest paid (D (D
Income tax paid (1178) (1817
Net cash generated from operating activities 9631 4 507
Cash flow from investing activities
Purchase of PP&E 6 621) (265)
Proceeds from sale of PP&E 18 42
Purchase of intangible assets 8 @)} (10)
Interest received 114 214
Net cash used by investing activities (498) (19)
Cash flow from financing activities
Dividends paid (4 410) (4 332)
Net cash used by financing activities (4 410) (4 332)
Net increase in cash and cash equivalents 4723 156
Cash and cash equivalents at the beginning of the period 2094 1938
Cash and cash equivalents at the end of the period 11 6 817 2 094

The accompanying notes form an integral part of the consolidated financial statements.
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Priloha ke konsolidované Gcetni zavérce
k 31. 12. 2005

1. OBECNE UDAJE

1.1  Popis Skupiny

Skupina Philip Morris CR a.s. (,Skupina®) zahrnuje spole¢nost Philip
Morris CR a.s. (,Spole&nost®) a jeji dcefinou spolenost Philip Morris
Slovakia s.r.o. (,Dcefiné spole¢nost®). Philip Morris CR a.s. vlastni 99%
podil Philip Morris Slovakia s.r.o.

Philip Morris CR a.s. pati do skupiny Philip Morris International
Inc. Spole¢nost Altria Group, Inc. (,Altria Group®) je materskou
spole¢nosti Philip Morris International Inc., Kraft Foods Inc., Philip
Morris USA Inc. a Philip Morris Capital Corporation. Altria Group je
vrcholovou ovladajici spole¢nosti Skupiny.

Philip Morris CR a.s. je akciova spoleénost registrovana v Ceské
republice. Skupina se zabyva zejména vyrobou, prodejem, distribuci
a marketingem tabé&kovych vyrobkt. Do obchodniho rejstriku byla
Spolecnost zapsana 28. 3. 1991 a jeji registrované sidlo je v Kutné
Hore, Vitézna 1, Ceska republika. Vedeni Spole¢nosti sidlf v Praze,
vyrobni zavody se nachazeji v Kutné Hore a Straznici.

K 31. 12. 2005 byl jedinym subjektem vlastnicim vice nez
dvacetiprocentni podil na zékladnim kapitalu Skupiny Philip Morris
Holland B.V. vlastnici 77,6 % zékladniho kapitélu.

Jako ¢élenové predstavenstva a dozorci rady Spolecnosti byly
v obchodnim rejstitku k 31. 12. 2005 zapsany nésledujici osoby:

Predstavenstvo

Graeme Davidson - predseda
Nicklas Blomqvist

Peter-Paul Adriaansen

Petr Karla

Jiri Pribyl
Danica Sivékova
Martin Javorsky
Andreas Lenge

Dozor¢i rada

Mats Sjoblom - predseda
Jiri Davidek

Jean-Claude Kunz

Radek Petrjanos
Robert Hutchison
Petr Bubenicek

2. SHRNUTI VYZNAMNYCH UCETNICH ZASAD

2.1  Zakladnizasady sestaveni konsolidované acetni zavérky
Tato konsolidované Gcéetni zévérka je sestavena v souladu
s Mezinarodnimi standardy Gcetniho vykaznictvi ve znéni schvaleném
Evropskou unif (,IFRS®).

Konsolidovana Gcetni zévérka byla sestavena na zakladé pozadavki
vykazovani a ocenovani stanovenych IFRS a vyklady IFRIC v rozsahu,
v jakém byly schvéleny Evropskou komisi v dobé sestaveni této
konsolidované Gcetni zavérky. Zakladni Gcetni pravidla pouzita
pfi sestaveni konsolidované Gcetni zavérky jsou popséna nize.
Tato pravidla byla aplikovéna na vSechna obdobi obsazena v této
konsolidované Gcetni zavérce, pokud neni uvedeno jinak. Skupina
vyuzila vyjimku povolenou standardem IFRS 1 aplikovat standardy
IAS 32 a IAS 39 az od 1. 1. 2005.

Konsolidované Gcetni zévérky Skupiny do 31. 12. 2004 byly
sestavovany v souladu s ¢eskymi G&etnimi predpisy (,CZ GAAP),
které jsou v nékterych oblastech odlisné od IFRS. Pro sestaveni této
konsolidované Géetni zavérky Skupina zménila néktera pravidla
ocenovani vyplyvajici z ¢eskych Gcetnich predpist tak, aby byla
v souladu s IFRS. Srovnatelné Gdaje za rok 2004 byly upraveny
tak, aby odrazely tyto Gpravy, s vyjimkami popsanymi v Gcetnich
zasadéch.

Vysvétleni rozdila a popis dopadt z prechodu na IFRS na hlavni
polozky vlastniho kapitélu, ¢istého zisku a penéznich tokd Skupiny jsou
zverejnény v bodu 4. Konsolidovana Gcetni zavérka byla sestavena na
principu historickych porizovacich cen, s vyjimkou financ¢nich derivatd,
jak je déle popséno v zakladnich zésadach sestaveni konsolidované
Gcetni zavérky.

Sestaveni konsolidované Gcetni zavérky v souladu s IFRS vyzaduje
uplatnovani urcitych zasadnich Géetnich odhadd. Vyzaduje rovnéz,
aby vedeni vyuzivalo svij Gsudek v procesu aplikace Géetnich pravidel
Skupiny. Skupina ¢inf odhady a predpoklady tykajici se budoucnosti.
Z toho vznikaji Gcetni odhady, jez ze samé povahy své definice jenom
ziidkakdy odpovidaji prislusnym skute¢nym vysledkim.

Castky uvedené v této konsolidované G&etni zavérce jsou vykézany
v miliénech éeskych korun (,K&"), pokud nenf uvedeno jinak.

2.2 Konsolidace

Dceriné spolecnosti, v nichz méa Spole¢nost primo ¢i neprimo podil
s rozhodujicim vlivem nebo méa nad nimi jingym zplsobem kontrolu, byly
konsolidovany. Spolecnosti jsou konsolidovany ode dne, kdy nad nimi
Skupina ziskala kontrolu, a jsou vylouceny z konsolidace k datu pozbytf
této kontroly.

Vsechny transakce, zGstatky a nerealizované zisky a ztraty z transakcf
mezi spoleénostmi ve Skupiné byly eliminovany, pokud transakce
neposkytla divod snizeni hodnoty prevadéného aktiva. V pripadé potreby
byly Gcetni postupy dcerinych spolecnosti upraveny tak, aby byl zajistén
soulad s postupy Spole¢nosti.

2.3 VWykazovani podle segmentti

Oborovy segment predstavuje skupinu aktiv a ¢innosti zapojenych do
procesu poskytovani vyrobk( nebo sluzeb, které jsou vystaveny rizikdm
a dosahuji vynosnosti odlisnych od rizik a vynosnosti v ramci jinych
obort ¢innosti.

Uzemni segment piedstavuje poskytovani vyrobkt nebo sluzeb
v konkrétnim ekonomickém prostredi, které je vystaveno rizikiim
a dosahuje vynosnosti odlisné od rizik a vynosnosti v rémci jinych
ekonomickych prostredi.

24  Transakce v cizich ménach

a) Funkéni ména a ména vykazovani

Polozky, které jsou soucésti konsolidované Gdéetni zavérky Skupiny, jsou
ocenovany za pouziti mény primarniho ekonomického prostredi, ve
kterém jednotka pisobf (,funkéni ména®). Uetni zévérka je prezentovana
v korunéch &eskych, které jsou pro Skupinu jak ménou funkéni, tak
ménou vykazovani.

b) Transakce a zlistatky

Transakee v cizi méné se prepocitavaji do funkéni mény na zakladé sménnych
kurz platnych k dattim transakei. Kurzové zisky a ztraty vyplyvajici z téchto
transakci a z prepoctu penéznich aktiv a zavazkd vyjadrenych v cizich
ménéch sménnym kurzem platnym ke konci Gc¢etniho obdobi se vykazuji
ve wykazu zisku a ztréaty, pokud nejsou odlozeny do vlastniho kapitalu jako
zajisténi penéznich tokd, jak je popséno v bodé 3.2.

c) Podniky ve skupiné

Vysledky a finan¢ni pozice vsech podnikl ve Skupiné, které maji funkéni
ménu odlisnou od mény vykazovéni, se prevadéji na ménu vykazovani
nasledujicim zptisobem:

@ aktiva a zévazky pro kazdou prezentovanou rozvahu jsou
prepocitany sménnym kurzem platnym k rozvahovému dni;

@) vynosy a néklady pro kazdy vykaz zisku a ztraty jsou
prepoditavany aritmetickym pramérem sménnych kurzli (kromé piipadd,
kdy tento prémér neni primérenou pribliznou hodnotou kumulativniho
efektu kurz( platnych ke dni transakce, v takovém pripadé jsou vynosy
a néklady prepoditavany kurzem ke dni transakce);

(i)  veskeré vysledné kurzové rozdily jsou vykazovany jako
samostatna slozka vlastniho kapitalu (kumulované kurzové rozdily).
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Notes to the Consolidated

Financial Statements
at December 31, 2005

1.  GENERAL INFORMATION

1.1  Group Description

Philip Morris CR a.s. (“the Group”) consists of Philip Morris CR a.s.
(“the Company”) and its subsidiary Philip Morris Slovakia s.r.o.
(“the Subsidiary”). The Philip Morris CR a.s. has a 99% interest in
Philip Morris Slovakia s.r.o.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc.
Altria Group, Inc. (“Altria Group”) is the parent company of Philip
Morris International Inc., Kraft Foods Inc., Philip Morris USA Inc.
and Philip Morris Capital Corporation. Altria Group is the ultimate
controlling company of the Company.

Philip Morris CR a.s. is a joint stock company registered in the
Czech Republic. The Group’s main business are the production, sale,
distribution and marketing of tobacco products. The Company was
incorporated on March 28, 1991 and its registered address is Kutna
Hora, Vitézné 1, Czech Republic. Its headquarters is in Prague and its
manufacturing facilities are in Kutné Hora and Stréznice.

At December 31, 2005 the only entity holding more than 20% of the
registered capital of the Group was Philip Morris Holland B.V. which
held 77.6%.

The following individuals were recorded as members of the Board
of Directors and Supervisory Board in the Commercial Register at
December 31, 2005:

Board of Directors

Graeme Davidson - Chairman
Nicklas Blomqvist

Peter-Paul Adriaansen

Petr Karla

Jii Pribyl
Danica Sivékova
Martin Javorsky
Andreas Lenge

Supervisory Board

Mats Sjoblom - Chairman
Jirf Davidek

Jean-Claude Kunz

Radek Petrjanos
Robert Hutchison
Petr Bubenicek

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.1 Basis of preparation

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards as
adopted by the European Union (“IFRS”).

These consolidated financial statements have been prepared
based on the recognition and measurement requirements of EU
endorsed IFRS standards and IFRIC interpretations effective as of
the balance sheet date. 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. The Group has made use of the
exemption available under IFRS 1 to only apply IAS 32 and IAS 39
from January 1, 2005.

These consolidated financial statements were prepared in
accordance with Czech Generally Accepted Accounting Principles
(“CZ GAAP”) until December 31, 2004. CZ GAAP differs in
some areas from IFRS. In preparing of consolidated financial
statements, management has amended certain accounting
measurement methods applied in the CZ GAAP consolidated
financial statements to comply with IFRS. The comparative figures
in respect of 2004 were restated to reflect these adjustments,
except as described in the accounting policies.

Reconciliations and descriptions of the effect of the transition from
CZ GAAP to IFRS on the Group’s equity and its net income and cash
flows are provided in Note 4. The consolidated financial statements
have been prepared under the historical cost convention except for
financial derivatives 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 resulting accounting estimates will,
by definition, seldom equal the related actual results.

The amounts shown in these consolidated financial statements are
presented in million Czech Crowns (“CZK”), if not stated otherwise.

2.2 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, have been 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.

Inter-company 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 subsidiaries are changed, where necessary, to
ensure consistency with the policies adopted by the Company.

2.3 Segment reporting

A business segment is a group of assets and operations engaged
in providing products or services that are subject to risks and returns
that are different from those of other business segments.

A geographical segment is engaged in providing products or services
within a particular economic environment that is subject to risks
and returns that are different from those of segments operating in other
economic environments.

2.4  Foreign currency transactions

a) Functional and presentation currency

ltems included in the consolidated financial statements of the Group are
measured using the currency of the primary economic environment in
which the entity 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 rates prevailing at the dates 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 the income statement, except
when deferred in equity as qualifying hedge accounting is applied as
explained in Note 3.2.

c) Group companies

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

0] assets and liabilities for each balance sheet presented are
translated at the closing rate at the date of that balance sheet;
@i income and expenses for each income statement 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
at the dates of the transactions);

(i) all resulting exchange differences are recognized as a separate
component of equity (cumulative translation adjustment).
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Kurzové rozdily vzniklé pri konsolidaci prepoctem ¢isté investice do
zahrani¢nich dcefinych podnikd, pajcek a jinych ménovych nastrojd
urcenych k zajisténi takové investice, se zahrnuji do vlastniho
kapitalu. V pripadé prodeje zahrani¢niho subjektu se tyto kurzové
rozdily vykazuji ve vykazu zisku a ztraty.

2.5 Pozemky, budovy a zafizeni

Pozemky, budovy a zafizeni jsou prvotné zaznamenany v porizovaci
cené a jsou s vyjimkou pozemkl odpisovany a vykazovany
v zlstatkové hodnoté. Zustatkova hodnota zahrnuje i pripadné
snizeni hodnoty aktiva. Pozemky jsou néasledné zachyceny
v pofizovaci cené snizené o ¢astku vyjadrujici pripadné snizeni
hodnoty. Pofizovaci cena zahrnuje vydaje, které jsou primo
priraditelné k porizeni daného aktiva.

Nasledné vydaje jsou zahrnuty do Gcetni hodnoty pfislusného aktiva
nebo jsou pripadné vykazany jako samostatné aktivum, ovsem
pouze tehdy, jestlize je pravdépodobné, ze budouci ekonomicky
prospéch spojeny s danou polozkou Skupina ziské, a porizovaci
cena polozky je spolehlivé méritelna. Veskeré opravy a Gdrzba jsou
zauctovany do vykazu zisku a ztraty v rémci Géetniho obdobi, ve
kterém vzniknou.

Nemovitosti, stroje a zarizeni, s vyjimkou pozemkd, jsou odpisovany
rovnomeérné pocinaje jejich uvedenim do uzivani.

Odhadované doby Zzivotnosti (v letech) pouzité v této konsolidované
Gdetni zévérce jsou nasledujict:

Stavby 15 - 25
Stroje, pristroje a zarizeni 8 - 15
Zafizeni pro zpracovéni dat 3 - 5
Dopravni prostredky 3 - 8
Inventar 5 -10

Pozemky nejsou odpisovéany.

Z(statkové hodnoty aktiv a jejich Zivotnost je posuzovéana a v pripadé
potreby upravena ke kazdému rozvahovému dni. V pripadé, ze je
Géetni hodnota aktiva vyssi nez je jeho realizovatelnd hodnota, snizi
se Gcéetni hodnota tohoto aktiva okamzité na jeho realizovatelnou
hodnotu (viz bod 2.7).

Pozemky, budovy a zafizent, které se jiz nepouzivaji nebo jsou z jinych
ddvodt vyrazena, se z rozvahy vyradi spolu s opravkami vztahujicimi
se k tomuto aktivu. Veskeré vynosy ¢i ztraty vzniklé v souvislosti
s vyrazenim jsou Uétovéany do vysledku z bézné ¢innosti.

2.6  Dlouhodoby nehmotny majetek

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni
pocitacd. Licence porizené k pocitacovému softwaru jsou aktivovany
na zakladé vydaji vynalozenych na porizeni konkrétniho softwaru
a jeho uvedeni do pouzivani. Tyto naklady jsou odepisovany po dobu
jejich predpokladané Zivotnosti (tfi az pét let).

Vydaje spojené s vyvojem nebo tdrzbou podéitacovych softwarovych
programt jsou vykazény jako néklady v okamziku jejich vynalozeni.
Vydaje, které primo souviseji s vytvorenim presné definovanych
a jedine¢nych softwarovych produktd, kontrolované Skupinou, které
pravdépodobné prinesou budouci ekonomicky prospéch po dobu
delsi nez jeden rok a prevysujici pofizovaci néklady, se vykazuji jako
nehmotné aktiva. Pfimé néklady zahrnuji osobni néklady pracovnikd
podilejicich se na vyvoji softwaru a odpovidajici podil prislusné rezie.

Néklady na vyvoj pocitacového softwaru uznané jako aktiva se odpisuji
po dobu jejich predpokladané zivotnosti, nejvyse vsak po dobu tif let.

2.7  Snizeni hodnoty aktiv

Pozemky, budovy a zafizenf a ostatni aktiva, véetné nehmotnych
aktiv, jsou posuzovany z hlediska snizeni hodnoty, kdykoli urcité
udélosti nebo zmény okolnosti naznacuji, ze jejich Géetni hodnota
nemusi byt realizovatelna.

Ztrata ze snizeni hodnoty je zalctovéana ve vysi ¢astky, o kterou
Gcetni hodnota aktiva prevysuje jeho realizovatelnou hodnotu.
Realizovatelna hodnota predstavuje redlnou hodnotu snizenou
o néklady prodeje nebo hodnotu z uzivéni, je-li vys$si. Za Gcelem
posouzeni snizeni hodnoty jsou aktiva sdruzovéna na nejnizsich
Grovnich, pro které existuji samostatné identifikovatelné penézni
toky (penézotvorné jednotky).

2.8 Zasoby

Z&soby se vykazuji v pofizovacich cenach nebo v ¢isté realizovatelné
hodnoté, je-li nizsi. Pofizovaci cena zahrnuje cenu pofizeni a vedlejsi
naklady spojené s pofizenim zésob (doprava, clo, pojiténi apod.).
V hodnoté tabakovych nélepek, nedokoncené vyroby, hotovych
vyrobkd a nakupovaného zbozi je zahrnuta i spotiebni dar. Hodnota
nedokonéené vyroby a hotovych vyrobkl zahrnuje primé materialové
naklady a vyrobni rezii. Vyrobni rezie zahrnuje predevsim mzdy,
odpisy, spotrebu energii, naklady na opravy a udrzovéani apod. Vétsina
materialovych zésob je ocenéna v primérnych cenéach.

Cisté realizovatelna hodnota se rovna odhadnuté prodejni cené
v bézném podnikani snizené o odhadované variabilni naklady nutné
k realizaci prodeje. Do pofizovaci ceny zdsob se zahrnuji prevody
zisk( a ztrat z vlastniho kapitélu vzniklych ze zajisténi penéznich
tokd, vztahujicich se k ndkuptim zasob.

2.9 Pdjcky a pohledavky

Pajcky a pohledavky jsou nederivatova finanéni aktiva s danymi nebo
prepokladanymi platbami, kterd nejsou kétovana na aktivnim trhu.
Jsou zahrnuty do kratkodobych aktiv, s vyjimkou dob splatnosti
delsich nez 12 mésicl po rozvahovém dni. Ty jsou klasifikovany jako
dlouhodobé aktiva. PGjcky a pohledévky jsou zahrnuty v rozvaze
v obchodnich pohledévkéach a jinych pohledévkach.

Obchodni pohledavky se prvotné vykazuji v realné hodnoté a nésledné
jsou ocenovany zlstatkovou hodnotou na zakladé metody efektivni
Grokové sazby po odecteni opravné polozky na snizeni hodnoty.
Opravné polozka na snizeni hodnoty obchodnich pohledéavek se
vytvari tehdy, jestlize existuji objektivni ddkazy o tom, ze Skupina
nebude schopna inkasovat veskeré dluzné céstky podle pavodné
sjednanych podminek. Vyse opravné polozky je rozdil mezi Gcetn{
hodnotou aktiva a souc¢asnou hodnotou odhadovanych budoucich
penéznich tokd diskontovanych efektivni Grokovou sazbou. Tvorba
této opravné polozky je zalcétovana do vykazu zisku a ztraty.

2.10 Penézni prostredky a penézni ekvivalenty

Penézni prostredky a penézni ekvivalenty zahrnuji finan¢ni hotovost,
inkasovatelné bankovni vklady, ostatni vysoce likvidni kréatkodobé
investice s plvodni dobou splatnosti tfi mésice a méné a debetni zistatky
na bankovnich G&tech (kontokorentni Géty), pokud jsou soucastf fizenf
likvidity Skupiny. V rozvaze jsou debetni zlistatky na bankovnich Gétech
(kontokorentni Gcty) vykazany v polozce kratkodobych zavazkoi.

2.11 Odlozena dan

Odlozena dan je vypoctena s pouzitim zavazkové metody uplatnéné na
véechny docasné rozdily vzniklé mezi darnovou hodnotou aktiv a zavazk(
a jejich Gcetni hodnotou vykazovanou v konsolidované Gcetni zavérce.
Pokud ovsem odlozena dan vyplyva z vychoziho zachyceni aktiva nebo
zavazku z transakef jinych nez je podnikova kombinace, které v dobé
vzniku nemaji dopad ani na Géetni ani na danovy zisk nebo ztratu, pak
se o ni netctuje. Odlozené dan z prijmu se stanovi za pouziti danové
sazby (a dafovych zakon(), které byly schvéaleny nebo je proces jejich
schvalovani v podstaté dokoncen a o kterych se predpoklada, ze budou
Gcinné v obdobi, ve kterém bude prislusné danové pohledavka realizovana
nebo zavazek odlozené dané z pifjmu vyrovnan.

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

Odlozené dan je zalctovéna do vykazu zisku a ztraty s vyjimkou pripadd,
kdy se vztahuje k polozkam Gctovanym piimo do vlastniho kapitalu.

sy

V takovych pripadech je také (ctovana do vlastniho kapitalu.
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Exchange differences arising from the translation of the net
investment in foreign entities, and of borrowings and other currency
instruments designated as hedges of such investments, are taken
to shareholders’ equity on consolidation. When a foreign operation
is sold, such exchange differences are recognized in the income
statement as part of the gain or loss on sale.

2.5 Property, plant and equipment

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

Subsequent costs are included in the asset’s carrying amount
or recognized as a separate asset, as appropriate, only when it is
probable that future economic benefits associated with the item
will flow to the Group and the cost of the item can be measured
reliably. All other repairs and maintenance are charged to the income
statement during the financial period in which they are incurred.

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

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

Constructions 15 - 25
Machinery and equipment 8 - 15
IT equipment 3 - 5
Vehicles 3 - 8
Furniture and fixtures 5 - 10

Land is not depreciated.

The assets’ residual values and useful lives are reviewed, and adjusted
if appropriate, 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 then its
estimated recoverable amount (see Note 2.7).

Items of property, plant and equipment that are retired, or otherwise
disposed of, are eliminated from the balance sheet, along with the
corresponding accumulated depreciation. Any gain or loss arising
from retirement or disposal is included in net operating income.

2.6 Intangible assets

Intangible assets include computer software. Acquired computer
software licenses are capitalized on the basis of the costs incurred
to acquire and bring to use the specific software. 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 beyond one year, are
recognized as intangible assets. Direct costs include the costs
of software development employees and an appropriate portion of
relevant overheads.

Computer software development costs recognized as assets
are amortized over their estimated useful lives (not exceeding
three years).

2.7 Impairment of assets

Property, plant and equipment and other 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 flows
(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.). Fiscal stamps,
work-in-progress, finished goods and goods for resale include
excise taxes. The value of work-in-progress and finished goods
includes allocated direct material costs and overhead costs.
Overhead costs include labor, depreciation, power and heating,
repair and maintenance, and other related costs. The value
of tobacco, operating supplies and spare parts is determined on
the basis of weighted average cost.

Net realizable value is the estimated selling price in the ordinary
course of business, less applicable variable selling expenses. The
cost of the inventory includes the transfer from equity of any gains/
losses on qualifying cash-flow hedges used to hedge the purchase
of the inventory.

2.9 Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
They are included in current assets, except for those with maturities
greater than 12 months after the balance sheet date. These are
classified as non-current assets. Loans and receivables are classified
as “trade and other receivables” in the balance sheet.

Trade and other receivables are recognized initially at fair values
and subsequently measured at amortized costs using the effective
interest method, less provision for impairment. Such provision for
impairment of trade receivables is established if there is objective
evidence that the Group will not be able to collect all amounts
due according to the original terms of receivables. The amount of
the provision is the difference between the carrying amount and
the recoverable amount, being the present value of estimated
future cash flows discounted at the effective interest rate.
The amount of the provision is recognized in the income statement.

2.10 Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held on
call with banks, other short-term highly liquid investments with
original maturities less of three months or less, and bank overdrafts
if they are an integral part of the Group’s cash management. Bank
overdrafts are shown within borrowings in current liabilities on the
balance sheet.

2.11 Deferred income tax

Deferred income taxation is calculated using the liability method
applied to all temporary differences arising between the tax basis 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 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 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.

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 the income statement, except
when it relates to items charged or credited directly to equity, in which
case the deferred tax also affects equity.
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2.12 Zaméstnanecké pozitky

a) Dachodové pojisténi a penzijni pripojisténi

Skupina hradi pravidelné odvody do statniho rozpoctu k financovani
statniho dichodového pojisténi v sazbach platnych pro dané obdobf
z vyplacenych hrubych mezd. Nad ramec téchto zdkonnych odvodd
nejsou vyzadovany od Skupiny zadné jiné dodateéné odvody. Naklady
souvisejici s odvody jsou zGc¢tovany ve vykazu zisku a ztraty ve stejném
obdobi jako vyplata mezd a platd, ke kterym se vztahuiji.

Skupina také poskytuje svym zaméstnancdm penzijni pripojisténi formou
plateb nezavislym penzijnim fonddm v ramci platného penzijniho pléanu.
Tyto néklady jsou Gctovany do vykazu zisku a ztraty v obdobi, se kterym
Casove souviseji.

b) Odstupné a pozitky pfi predé¢asném ukoné&eni
pracovniho poméru

Odstupné a pozitky pfi pred¢asném ukoncéeni pracovniho poméru se
vyplaceji v pripadé, Ze je pracovni pomeér ukondéen pred normalnim
odchodem do dlichodu nebo pred uplynutim pracovni smlouvy. Skupina
vykazuje pozitky z pred¢asného ukonceni pracovniho poméru, pokud
je zavazana k ukonceni pracovniho poméru vybranych zaméstnanct
v souladu se schvéalenym detailnim planem bez realné moznosti od
tohoto planu odstoupit.

c) Uhrady akciemi

Altria Group poskytuje urcité plany Ghrad akciemi pro vedouci pracovniky
vsech spolecnosti v ramci skupiny Altria. Tyto plany se vztahuji k akciim
spolecnosti Altria Group, Inc. Néklady plynouci z Ghrad akciemi vzniklé na
strané Altria Group, Inc. jsou fakturovany Spole¢nosti v okamziku realizace
vzniklého naroku pracovnikem. Fakturovana ¢astka zavisi na dobé trvani
zaméstnaneckého pomeéru vedouciho pracovnika ve Spole¢nosti béhem
rozhodného obdobi. Proto tyto transakce predstavuji pro Spole¢nost
Ghrady akciemi, jez se vyporadaji hotovosti a je o nich také tak Gctovano.
Hodnota sluzeb prijatych od vedoucich pracovnikti a souvisgjici zavazek
se vykazuji v redlné hodnoté zavazku. Do okamziku realizace vzniklého
néroku a vyrovnani zavazku dochazi k opakovanému precenéni zavazku
redlnou hodnotou ke kazdému datu rozvahy s tim, Ze veskeré zmény
realné hodnoty se vykazi ve vykazu zisku a ztraty za dané obdobi.

2.13 Rezervy

Skupina tvori rezervy, pokud mé soucasny pravni nebo mimosmluvni
zavazek, ktery je vysledkem minulych udélosti, je pravdépodobné, ze
k vyporadani tohoto zavazku bude nezbytné odéerpéani prostredka,
a muaze byt proveden spolehlivy odhad vyse zévazku. Rezervy se
nevytvéreji na budouci provozni ztréty.

Rezervy jsou ocenény v soucasné hodnoté nejlepsiho odhadu vydajd
potrebnych k vyrovnani soucasného zavazku k rozvahovému dni.

2.14 Vykazovani vynosu

\lynosy predstavuji redlnou hodnotu prodejd vyrobkd, zbozi a sluzeb,
bez dané z pridané hodnoty a spotrebni dané, po odpodtu slev a skont.
Vynosy jsou vykazovany nésledujicimi zptisoby:

Prodej vyrobk( a zboZi

Vynosy z prodeje vyrobkd a zbozi se vykazuji, jestlize Spole¢nost
dodala zékaznikovi vyrobky, zékaznik tyto vyrobky prevzal a dobytnost
souvisejicich pohledavek je v prfimérené mire zajisténa.

Prodej sluzeb

Vynosy z poskytovani sluzeb se vykazuji jestlize dojde k poskytnuti
sluzby za pomoci metod uzivanych pro stanoveni stupné dokoncenosti
konkrétni transakce, uréeného na zékladé skute¢né poskytnuté sluzby
k poméru celkovych sluzeb, které maji byt poskytnuty.

Vynosy z troku
Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
Grokové sazby a zohlednénim vyse nesplacené jistiny.

2.15 Leasing
Leasing je klasifikovén jako operativni leasing, jestlize podstatna ¢éast
rizik a odmén vyplyvajicich z vlastnictvi zlistava u pronajimatele. Platby

provedené na zékladé operativniho leasingu se Gctuji do vykazu zisku
a ztraty rovnomérné po celou dobu trvani leasingu.

Leasing pozemk, budov a zafizeni, pfi némz na Skupinu prechézf
podstatné cast rizik a odmén vyplyvajicich z vlastnictvi, je klasifikovan
jako finan¢nf leasing.

2.16 Vyplata dividend
Vyplata dividend akcionartim Spole¢nosti se vykazuje v konsolidované
Gcetni zavérce Skupiny jako zévazek v obdobi, ve kterém jsou dividendy

schvéleny akcionari Spole¢nosti.

3. RIZENI FINANCNICH RIZIK
3.1 Faktory financniho rizika

Z ¢innosti Skupiny vyplyvé rada financ¢nich rizik: trznf riziko, Gvérové
riziko a riziko likvidity. Celkové strategie Skupiny pro fizenf rizik se
zaméruje na nepredvidatelnost finanénich trhi a snazi se minimalizovat
potencialni negativni dopady na finan¢ni vysledky Skupiny. Skupina pro
zajisténi nékterych rizik pouziva derivatové financéni néstroje.

Rizenf rizik provadi centralni oddéleni treasury skupiny Altria Group
(,Altria Treasury®) v souladu s pravidly schvalenymi predstavenstvem
Spolecnosti. Altria Treasury identifikuje, oceruje a zajistuje finanénf riziko
v Uzké spolupréaci se Skupinou.

a) Trzni riziko

Skupina pUsobi na mezinarodnim trhu a je vystavena ménovému riziku
vztahujicimu se zejména k americkému dolaru. Ménové riziko vznika
zejména z titulu budoucich nakupd. Pro zarizeni ménového rizika Skupina
nakupuje ménové opce prostrednictvim Altria Treasury, o kterych Gctuje
jako o zajistovacich finan¢nich derivétech. Vechny tyto opce jsou splatné
do jednoho roku.

b) Uvérové riziko

Skupina nemé vyznamné koncentrace Gvérového rizika. Skupina mé
stanovena pravidla, kterd zajistuji, ze vyrobky a zboZi jsou prodavany na
Gvér pouze zakaznikdm s piislusnou Gvérovou historii.

c) Riziko likvidity

Obezretné rizeni rizika likvidity predpokladéa udrzovéani dostatecné
rovné hotovosti. Rizenf likvidity Skupiny provadi centrélni oddélent
Altria Treasury prostrednictvim domaciho a mezinarodniho systému
,cash pool®.

3.2 Uctovani derivatovych finanénich nastroju

Pro Gcely rizeni kurzovych rizik spojenych s nékterymi pevnymi zévazky
a ocekavanymi transakcemi Skupina pouzivé finanéni derivatové
nastroje. Finanéni derivaty jsou prvotné zachyceny v pofizovaci cené
a nasledné jsou precenény na realnou hodnotu k datu konsolidované
Gcetni zavérky. Skupina pouziva derivatové finanéni néstroje
k ekonomickému zajisténi svych transakei. Pro Gcely Gcéetnictvi Skupina
¢lenf derivatové finanéni néstroje na derivaty k obchodovani a derivaty
zajistovaci. Zajistovaci derivaty zajistuji bud realnou hodnotu aktiv
a zévazkl nebo budouci penézni toky. Skupina Gctuje o derivatech
jako o zajistovacich derivatech v piipadé, kdy jsou spinéna kritéria pro
pouziti zajistovaciho Gcetnictvi tykajici se pozadované dokumentace
a Ucinnosti zajistént.

Zmény reédlnych hodnot financnich derivatd, které jsou oznaceny za
G4éinné zajisténi budoucich penéznich tokl souvisejicich se zévazky
a ocekadvanymi transakcemi, jsou zachyceny pfimo ve vlastnim
kapitalu. Hodnoty zachycené ve vlastnim kapitalu jsou rozpoustény do
vykazu zisku a ztréty ve stejném obdobi, ve kterém prislusna zajisténa
polozka (aktivum, zavazek nebo predpokladana transakce) ovlivn{
Cisty hospodéarsky vysledek. V pripadé, Ze zajisténa polozka vyUsti
v zalc¢tovani aktiva nebo zavazku, jsou v okamziku zalctovani aktiva
nebo zavazku souvisejici zisky nebo ztraty, které byly drive vykazéany
v ramci vlastniho kapitalu, zahrnuty do prvotniho ocenéni daného
aktiva nebo zavazku. Zmény realnych hodnot financ¢nich derivatd,
které nespliuji podminky pro Gétovani o zajisténi, jsou zalctovany do
vykazu zisku a ztraty v obdobi, ve kterém jsou zaznamenany.
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2.12 Employee benefits

a) Pension obligations

Contributions are made to the Government’s health, retirement benefit
and unemployment schemes at the statutory rates applicable during
the period 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 the income statement 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 the income statement in the year to which the contributions relate.

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 possibility
of withdrawal.

c) Share-based payments

Altria Group runs certain stock compensation plans for management of
all Altria Group companies. The plans are related to the stock of Altria
Group, Inc. Compensation expenses arising in respect of these plans
incurred by Altria Group, Inc. are recharged to the Group for the applicable
employee’s employment period at the Group, upon the exercise of the
award by the employee. Therefore from the Group’s point of view these
plans represent cash-settled share-based payment transactions that are
accounted for correspondingly. The services received from the managers
and corresponding liability incurred is measured at the fair value of the
liability. Until the awards are exercised and the liability is settled, the
fair value of the liability is remeasured at each reporting date with any
changes in fair value recognized in the income statement.

2.13 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 at the balance
sheet date.

2.14 Revenue recognition

Revenue comprises the fair value of the sale of goods and services, net of
value-added tax, excise tax, rebates and discounts and after eliminating
sales within the Group. Revenue is recognized as follows:

Sales of goods

Sales of goods are recognized when a Group entity has delivered products
to the customer, the customer has accepted the products, and collection
of the related receivables is reasonably assured.

Sales of services

Sales of services are recognized when the services are rendered,
by reference to completion of the specific transaction assessed on
the basis of the actual service provided as a proportion of the total
services to be provided.

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

2.15 Leases

Leases under which a significant portion of the risks and benefits of
ownership are effectively retained by the lessor are classified as operating
leases. Payments made under operating leases are charged to the income
statement on a straight-line basis over the period of the lease.

Leases of property, plant and equipment where the Group has
substantially all the risks and rewards of ownership are classified
as finance leases.

2.16 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. The Group’s overall risk
management program focuses on the unpredictability of financial
markets and seeks to minimize potential adverse effects on
the financial performance of the Group. The Group uses derivative
financial instruments to hedge certain risk exposures.

Risk management is carried out by a central treasury department
of Altria Group (“Altria Treasury”) under approved policies. Altria
Treasury identifies, evaluates and hedges financial risks in close co-
operation with the Group’s operating units. The Board of Directors
provides written principles for overall risk management.

a) Market risk

The Group operates internationally and is exposed to foreign
exchange risk arising from various currency exposures, primarily
with respect to the US dollar. Foreign exchange risk arises from
future purchase transactions. To hedge part of this exposure,
the Group entered into currency options derivative financial
instruments, transacted with Altria Treasury. These options were
treated as a cash flow hedge in the Group’s accounts. All currency
options were due within one year.

b) Credit risk

The Group has no significant concentrations of credit risk. It has
policies in place to ensure that sales of products and merchandise
are made to customers who meet the credit history.

c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient
cash. Liquidity of the Group is managed and controlled by
the central Altria Treasury via domestic and international Cash pool
arrangements.

3.2  Derivative financial instruments

The Group uses derivative financial instruments to hedge its risks
associated with foreign currency fluctuations relating to certain
firm commitments and forecasted transactions. Derivative financial
instruments are initially recognized on the balance sheet at cost
and are subsequently measured at fair value. The Group classifies
derivatives as financial instruments held for trading or for hedging.
Derivative financial instruments hedge either the fair value of assets,
liabilities or future cash flows. The Group applies hedge accounting
provided that qualifying criteria in relation to documentation and
hedge effectiveness are met.

Changes in the fair value of derivative financial instruments that
are designated and effective as hedges of future cash flows relating
to firm commitments and forecasted transactions are recognized
directly in equity. Amounts deferred in equity are recognized in
the income statement in the same period in which the hedged item
affects net profit or loss. If the hedged item results in the recognition
of an asset or a liability at the time the asset or liability is recognized,
the associated gains or losses of the derivative that had previously
been recognized in equity are included in the initial carrying value
of the asset or liability. Changes in the fair value of derivative financial
instruments that do not qualify for hedge accounting are recognized
in the income statement as they arise.
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Skupina prestane Uctovat o zajisténi v pripadé, ze uplyne doba platnosti
zajiStovaciho néstroje nebo je tento zajistovaci nastroj prodéan, ukoncen
nebo realizovan, nebo pokud jiz nespliuje kritéria pro Gc¢tovani o zajisténti.
Pri zajisténi budoucich penéznich toku jsou jakékoliv kumulativni zisky
nebo ztraty souvisejici se zajistovacim nastrojem evidované v ramci
vlastniho kapitalu nadéle zachyceny ve vlastnim kapitélu az do doby,
nez dojde k realizaci oéekavané transakce. Pokud podle ocekéavant jiz
nema k zajisténé transakci dojit, jsou ¢isté kumulativni zisky nebo ztraty
zalctované ve vlastnim kapitalu prevedeny do ¢istého hospodarského
vysledku za dané obdobi.

Skupina nemé zadné otevrené derivatové obchody k 31. 12. 2005
ak 31. 12. 2004.

3.3  Odhad realné hodnoty

Reélnd hodnota financnich nastrojt obchodovanych na aktivnich trzich
je stanovena na zakladé kétovanych trznich cen platnych k rozvahovému
dni. Pro stanoveni realné hodnoty finanénich nastrojd, které nejsou
obchodovany na aktivnim trhu se pouzivaji techniky oceriovani. Skupina
¢inf predpoklady, pfi nichz vychézi z trznich podminek existujicich ke
kazdému rozvahovému dni. Nominélni hodnota obchodnich pohledavek
po odecteni opravnych polozek na sniZeni hodnoty a Gcetni hodnota
ostatnich finanénich aktiv a zavazkt se blizi jejich realné hodnoté. Reéln
hodnota zavazkd vztahujicich se k Ghradam akciemi je ur¢enéd metodou
Cox-Ross-Rubinsteinova binomického modelu.

4.  PRECHOD NAIFRS
4.1 Zasady prechodu na IFRS

Tato konsolidovana Gcetni zavérka je prvni roéni Gcetni zavérkou Skupiny
sestavenou v souladu s IFRS. Bod 2.1 popisuje zpGsob, jakym byla
konsolidovanéa Gdetni zavérka sestavena. Datem prechodu na vykazovani
dle IFRS je 1. 1. 2004. K tomuto datu Skupina sestavila zahajovaci
rozvahu v souladu s IFRS. Rozvahovym dnem této konsolidované Gcetni
zévérky je 31. 12. 2005. Datum prvni aplikace IFRS je 1. 1. 2005.

Pri sestaven( této konsolidované Gcetni zaverky Skupina uplatnila povinné
vyjimky a nékteré dobrovolné vyjimky z pIné retrospektivni aplikace IFRS.

Dobrovolné vyjimky:
Kumulované kurzové rozdily

Skupina se rozhodla pro vynulovani kumulovanych kurzovych rozdilt
vzniklych pred 1. 1. 2004.

Aplikace standardt IAS 32 a IAS 39

Skupina vyuzila moznost danou standardem IFRS 1 neaplikovat
ustanoveni standard( IAS 32 a IAS 39 na srovnatelné Gdaje v této prvni
ro¢ni Géetni zavérce sestavené v souladu s IFRS.

Povinné vyjimky:

Odhady
Odhady v souladu s IFRS k 1. 1. 2004 jsou shodné s odhady zatGc¢tovanymi

v souladu s Ceskymi Géetnimi standardy s vyjimkou, pokud by se
prokazalo, ¥e byly chybné. Uprava nebyla potiebna.

Majetek drzeny k prodeji a ukonéované &innosti

Skupina uplatriuje standard IFRS 5 az od 1. 1. 2005. Majetek drzeny
k prodeji nebo ukoncované ¢innosti se vykazuji podle IFRS 5 az od
1. 1. 2005. Skupina neméla majetek drzeny k prodeji k 1. 1. 2005.
Uprava nebyla potiebna.

Zajistovaci G&etnictvi
Skupina neméla oteviené zajistovaci obchody k 1. 1. 2005. Uprava nebyla
potrebna.

Oddctovanti finanénich aktiv a zévazkd
Finanéni aktiva a zavazky nevykazované pred 1. 1. 2004 nebyly pri
prechodu na IFRS zpétné vykéazéany.

4.2  Odsouhlaseni rozdild mezi IFRS
a Ceskymi cetnimi standardy
Skupina provedla analyzu svych procest a identifikovala rozdily

v Gcetnich postupech podle IFRS a Ceskych Géetnich standardu.
Hlavni rozdily byly nasledujici:

Pozemky, budovy a zafizen{

Dle Ceskych G&etnich standard( bylo veskeré zafizeni pro ptmy
marketing s porizovaci cenou nad 60 tis. K¢ evidovéano jako dlouhodoby
hmotny majetek a odepisovéano po dobu dvou let. Na zékladé definice
v IAS 16 se toto zarizeni neklasifikuje jako hmotné aktivum a je ¢tovéano
do nakladd v okamziku porizen.

Zasoby

Dle Ceskych Géetnich standardd byl veskery provozni material evidovany
na skladé vykazovén jako zasoba. Na zakladé definice v IAS 2 se ¢ast
tohoto materialu (napt. spotfebni materiél, palety) neklasifikuje jako
zasoba a je Gctovan do nakladd v okamziku porizeni. Podle IFRS
pozadavkd byla provedena kalkulace Gisté realizovatelné hodnoty pro
hotové vyrobky a snizeni hodnoty na cistou realizovatelnou hodnotu
bylo zatctovano. Kalkulace Cisté realizovatelné hodnoty neni pro ostatni
druhy zésob aplikovatelna.

PenéZni prostredky a penézni ekvivalenty

Kratkodobé Grocené pujcky splatné na pozadéani poskytnuté
spiznénym stranam byly v souladu s Ceskymi Géetnimi standardy
vykazovany jako kratkodobé pohledévky za ovladajici a ridici
osobou. V souladu s IFRS jsou zlstatky téchto pljcéek vykazany
v rozvaze Spole¢nosti jako soucést penéznich prostredkd a penéznich
ekvivalentt. Zlstatek pudjcek k 31. 12. 2004 byl 1 436 miliénG Ke
(31. 12. 2003: 1 645 miliéna Ke).

Pohledavky a zavazky

Dle Ceskych t&etnich standardi byly véechny zévazky a pohledavky
vykazovény oddélené. Pro Gcéely IFRS zavazky a pohledavky
v rémci skupiny Altria Group splnuji pozadavky umoznujici jejich
kompenzaci. Totéz plati i pro nékteré danové pohledavky a zévazky
vaci finanénimu dradu.

Odlozena dari
Vyse uvedené Upravy v dlouhodobych aktivech a v zasobéach jsou
predmétem odlozené dané a proto je odlozena dan prepocitana.

Nerozdéleny zisk
Vyse uvedené Upravy byly zalc¢tovany do nerozdéleného zisku
k 1. 1. 2004.

Zména klasifikace

V disledku prechodu z Ceskych Géetnich standardd na IFRS byly nékteré
polozky rozvahy a vykazu zisku a ztraty preklasifikovany tak, aby byly
vykazovany v souladu s jednotlivymi standardy IFRS.
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Hedge accounting is discontinued when the hedging instrument
expires or is sold, terminated, exercised or no longer qualifies
for hedge accounting. In a discontinued cash flow hedge, any cumulative
gain or loss on the hedging instrument recognized in equity is retained
in equity until the forecasted transaction occurs. If a hedged transaction
is no longer expected to occur, the net cumulative gain or loss recognized
in equity is transferred to net profit or loss for the period.

The Group does not have any open derivative financial instruments as
of December 31, 2005 and 2004.

3.3 Fair value estimates

The fair value of financial instruments traded in active markets is
based on quoted market prices 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 at each
balance sheet date. The nominal value less estimated credit adjustments
of trade receivables and carrying amounts of other financial assets and
liabilities is assumed to approximate their fair values. Fair value of the
liability related to cash-settled share based payments is determined by
using a Cox-Ross-Rubinstein binominal model.

4, TRANSITION TO IFRS
4.1 Basis of transition to IFRS

The Group’s consolidated financial statements for the year ended
December 31, 2005 are the first annual consolidated financial statements
that comply with IFRS. These consolidated financial statements have
been prepared as described in Note 2.1. The transition date is January 1,
2004. The Group prepared its opening IFRS balance sheet at that date.
The reporting date of these consolidated financial statements is December 31,
2005. The Group’s IFRS adoption date is January 1, 2005.

In preparing these consolidated financial statements the Group has
applied the mandatory exceptions and certain of the optional exemptions
from full retrospective application of IFRS.

Optional exemptions:
Cumulative translation differences

The Group has elected to set the previously accumulated cumulative
translation to zero at January 1, 2004.

Application of IAS 32 and IAS 39

The Group has made use of the exemption available under IFRS 1 not
to apply IAS 32 and IAS 39 to comparative information included in the
first IFRS financial statements.

Mandatory exceptions:

Estimates

Estimates under IFRS at January 1, 2004 are consistent with estimates
made for the same date under previous CZ GAAP, unless there is evidence
that those estimates were in error. No adjustment was needed.

Assets held for sale and discontinued operations

Management applies IFRS 5 prospectively from January 1, 2005.
Any assets held for sale or discontinued operation are recognized in
accordance with IFRS 5 only from January 1, 2005. The Group did not
have any assets that met the held-for-sale criteria as at January 1, 2005.
No adjustment was needed.

Hedge accounting
From January 1, 2005 the Group does not have any open hedges.
No adjustment was needed.

Derecognition of financial assets and liabilities exception
Financial assets and liabilities derecognized before January 1, 2004 are
not re-recognized under IFRS.

4.2 Reconciliations between IFRS and CZ GAAP

The Group has reviewed its business processes and identified
the differences in its accounting policies based on IFRS and CZ GAAP.

The main differences identified were:

Property, Plant & Equipment

Under CZ GAAP direct marketing equipment with acquisition costs over
CZK 60k was accounted for as a tangible asset and depreciated over two
years. Based on IAS 16 this equipment does not meet the definition of
PP&E and therefore is expensed upon purchase.

Inventories

Under CZ GAAP all operating supplies kept in stock were recognized as
inventory. Based on IAS 2 part of operating supplies not directly related
to the production (e.g. certain raw materials, palettes) do not meet the
definition of inventory and therefore is expensed upon purchase. Based
on IFRS requirements the calculation of NRV for finished goods was
performed and a write-down to NRV was recognized. The calculation
of NRV for other inventory is not applicable.

Cash and cash equivalents

Under CZ GAAP interest bearing short-term deposits with related
parties (cash pool) were reported in short-term receivables from related
parties. However in accordance with IFRS these deposits are reported
in the balance sheet as cash and cash equivalents. Outstanding balance
as at 31 December 2004 was CZK 1 436 million (31 December 2003:
CZK 1 645 million).

Trade & Tax payables and receivables

Under CZ GAAP all payables and receivables were presented at gross
amounts (no offsetting). Based on IFRS the payables and receivables
with other Altria Group affiliates meet the criteria for offsetting. The same
applies for certain tax payables and receivables.

Deferred Tax
The above listed adjustments in PP&E and Inventories are subject to
the deferred tax and therefore the deferred tax is recalculated.

Retained earnings
All above adjustments were recorded against the opening retained
earnings at January 1, 2004.

Reclassifications

During the transition from CZ GAAP to IFRS the Group made some
reclassifications in the balance sheet and income statement to be in line
with the requirements of individual IFRS standards.
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4.2.1 Odsouhlaseni konsolidovaného vlastniho kapitalu k 1. 1. 2004

Aktiva Zavazky Vlastni kapital
Statutarni konsolidovana rozvaha k 31. 12. 2003 19 573 -7 803 11770
Pozemky, budovy a zarizeni -51 0 =51
Z&soby -22 0 -22
Zévazky a pohledavky -99 99 0
Dan z prijm0 splatné -1947 1947 0
Dan z prijmt odlozena 9 35 44
Celkovy dopad IFRS -2110 2081 -29
IFRS konsolidovana rozvaha k 1. 1. 2004 17 463 -5722 11741

4.2.2 Odsouhlaseni konsolidovaného vlastniho kapitalu k 31. 12. 2004

Aktiva Zavazky Vlastni kapital
Statutarni konsolidovana rozvaha k 31. 12. 2004 17 514 -6 323 11 191
Pozemky, budovy a zarizeni -58 0 -58
Z&soby -15 0 -15
Zévazky a pohledavky -33 33 0
Dan z prijm0 splatné -1513 1513 0
Dan z prijmt odlozena 8 10 18
Celkovy dopad IFRS -1611 1556 -55
IFRS konsolidovana rozvaha k 31. 12. 2004 15 903 -4 767 11 136

4.2.3 Odsouhlaseni konsolidovaného éistého zisku za rok kondéici 31. 12. 2004

Statutéarni konsolidovany disty zisk za rok kondéici 31. 12. 2004 3740
Pozemky, budovy a zarizeni - spotfeba materialu a surovin -7
Z&soby — material 8
Dan z prijmt odlozena -26
Kumulované kurzové rozdily 1
Celkovy dopad IFRS -24
IFRS konsolidovany disty zisk za rok kon¢ici 31. 12. 2004 3716

4.2.4 Odsouhlaseni konsolidovanych penéznich toku za rok koncici 31. 12. 2004

V konsolidovaném vykazu penéznich tokd nebyly provedeny z&dné vyznamné Gpravy v souvislosti s prechodem na IFRS.

5. INFORMACE O SEGMENTECH
a) Prvotni format vykaznictvi — izemni segment
Informace o Gzemnim segmentu jsou poskytovany na zékladé Gzemniho umisténi aktiv Skupiny. Skupina mé aktiva umisténa v Ceské

a Slovenské republice.

Vysledky segmentd za rok koncici 31. 12. 2005 maji tuto strukturu:

Ceska Slovenska Eliminace Skupina
republika republika

Hrubé trzby 11 587 2491 0 14 078
Mezisegmentové trzby -2 288 0 0 -2 288
Trzby 9299 2491 0 11 790
Vysledky segmentu/Provozni zisk 4173 101 -478 3 796
Finanéni néaklady -16
Zisk pred zdanénim 3 780
Dan -1044
Cisty zisk 2736
Vysledky segmentd za rok koncici 31. 12. 2004 maji tuto strukturu:

Ceska Slovenska Eliminace Skupina

republika republika

Hrubé trzby 12 233 2 340 0 14 573
Mezisegmentové trzby -1376 0 0 -1376
Trzby 10 857 2 340 0 13 197
Vysledky segmentu/Provozni zisk 5897 99 -749 5 247
Finanéni néaklady -15
Zisk pred zdanénim 5232
Dan -1516
Cisty zisk 3716

Sloupec ,Eliminace® predstavuje vylougenf podilu na zisku pfijatého Spolecnosti od Dcefiné spolec¢nosti béhem daného obdobf a vyloudenf
nerealizovaného zisku z hodnoty z&sob drzenych ke konci roku Dcefinou spole¢nosti.
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4.2.1 Reconciliation of consolidated equity at January 1, 2004

Assets Liabilities Equity
Statutory consolidated balance sheet at December 31, 2003 19573 (7 803) 11770
Property, plant & equipment 5D - (51
Inventories (22) - (22)
Payables and receivables 99) 99 -
Current income tax (1947 1947 -
Deferred tax adjustment 9 35 44
Total IFRS impact (2 110) 2081 (29)
IFRS consolidated balance sheet at January 1, 2004 17 463 (5722) 11741
4.2.2 Reconciliation of consolidated equity at December 31, 2004

Assets Liabilities Equity
Statutory consolidated balance sheet at December 31, 2004 17 514 (6 323) 11 191
Property, plant & equipment (58) - (58)
Inventories (15) - (15)
Payables and receivables (33) 33 -
Current income tax (1513) 1513 -
Deferred tax adjustment 8 10 18
Total IFRS impact (1611) 1556 (55)
IFRS consolidated balance sheet at December 31, 2004 15903 (4767) 11 136

4.2.3 Reconciliation of consolidated net income for the year ended December 31, 2004

Statutory consolidated net income for the year ended December 31, 2004 3740
Property, plant & equipment - raw materials and consumables used @)
Inventories — raw materials and consumables used 8
Income tax - deferred (26)
Cumulated translation adjustment 1
Total IFRS impact (24)
IFRS consolidated net income for the year ended December 31, 2004 3716

4.2.4 Reconciliation of consolidated cash flows for the year ended December 31, 2004
No material adjustments were done to the IFRS consolidated cash flow statement.

5. SEGMENT REPORTING

a) Primary reporting format — geographical segment
Geographical segment information is provided based on the location of the Group’s assets. The Group has assets located in the Czech
Republic and Slovakia.

The segment results for the year ended December 31, 2005 are as follows:

Czech Slovak Elimination Group
Republic Republic

Total gross segment revenues 11 587 2491 - 14 078
Inter-segment revenues (2 288) - - (2 288)
Net revenues 9299 2491 - 11 790
Segment results/Profit from operations 4173 101 (478) 3796
Finance costs (16)
Profit before tax 3780
Income tax expense (1044)
Net profit 2736
The segment results for the year ended December 31, 2004 are as follows:

Czech Slovak Elimination Group

Republic Republic

Total gross segment revenues 12 233 2 340 - 14 573
Inter-segment revenues (1376) - - (1376)
Net revenues 10 857 2 340 - 13 197
Segment results/Profit from operations 5897 99 (749) 5247
Finance costs (15)
Profit before tax 5232
Income tax expense (1516)
Net profit 3716

“Elimination” represents dividends received by the Company from the Subsidiary during the current year and unrealized profit in the year-end inventory
balance held by the Subsidiary.
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Ostatni informace o segmentech za rok koncici 31. 12. 2005:

Ceska Slovenska Eliminace Nealokované Skupina
republika republika
Odpisy dlouhodobych aktiv 352 32 0 0 384
Snizeni hodnoty pozemkd, budov a zafizen{ 174 0 0 0 174
Aktiva segmentu 13 860 2 848 -901 74 15881
Zé&vazky segmentu 4036 2780 -455 57 6418
Vydaje na dlouhodoba aktiva 612 18 0 0 630
Ostatni informace o segmentech za rok koncici 31. 12. 2004:
Ceska Slovenska Eliminace Nealokované Skupina
republika republika
Odpisy dlouhodobych aktiv 380 38 0 0 418
Snizeni hodnoty pozemkd, budov a zafizen{ 30 0 0 0 30
Aktiva segmentu 15 134 1001 -289 57 15903
Zavazky segmentu 3891 1127 -430 179 4767
Vydaje na dlouhodoba aktiva 242 33 0 0 275

Aktiva segmentu tvori prevazné pozemky, budovy a zafizeni, nehmotné aktiva, zasoby, pohledavky a provozni penézni prostredky. Nezahrnuji splatnou

a odlozenou dan z prijmda.

Zavazky segmentu jsou tvoreny provoznimi zavazky. Nezahrnuji splatnou a odlozenu dan z prijmda.

Vydaje na dlouhodobé aktiva jsou tvoreny pfirdstky hmotnych aktiv (bod 6) a nehmotnych aktiv (bod 8).

Trzby z prodeje tretim strandm podle umisténi sidla zékaznika byly nésledujici:

Ceska Slovenska Nealokované Skupina

republika republika
2005 8 424 2491 875 11 790
2004 9777 2 340 1080 13 197

Polozka ,Nealokované® zahrnuje vyvozy do ostatnich zemi a poskytnuté sluzby.

b) Druhotny format vykaznictvi — oborovy segment

formatu vykaznictvi. Primarni Gcetni vykazy obsazené v této Gcetni

Prodeje Skupiny jsou tvoreny prevazné prodejem tabakovych vyrobku
a proto Skupina vykazuje pouze jeden oborovy segment v druhotném

c) Analyza trzeb podle kategorii:

zavérce obsahuji véechny informace pozadované pro druhotny format
vykaznictvi informaci o segmentech.

2005 2004
Prodej vyrobkd a zbozi 11 780 13178
Vynosy z poskytovanych sluzeb 10 19
Celkem 11 790 13197




ANNUAL REPORT 2005 | CONSOLIDATED FINANCIAL RESULTS

Other segment information for the year ended December 31, 2005:

Czech Slovak Elimination Unallocated Group
Republic Republic
Depreciation and amortization 352 32 - - 384
Impairment charge 174 - - - 174
Segment assets 13 860 2848 (901) 74 15881
Segment liabilities 4036 2780 (455) 57 6418
Capital expenditure 612 18 - - 630
Other segment information for the year ended December 31, 2004:
Czech Slovak Elimination Unallocated Group
Republic Republic
Depreciation and amortization 380 38 - - 418
Impairment charge 30 - - - 30
Segment assets 15 134 1001 (289) 57 15 903
Segment liabilities 3891 1127 (430) 179 4767
Capital expenditure 242 33 - - 275

Segment assets consist primarily of PP&E, intangible assets, inventories, receivables and operating cash. They exclude the current income tax prepaid

and deferred tax.

Segment liabilities comprise operating liabilities. They exclude current and deferred tax liabilities.

Capital expenditure comprises additions to PP&E (Note 6) and intangible assets (Note 8).

Sales from external customers by the location of the customers were as follows:

Czech Slovak Unallocated Group

Republic Republic
2005 8424 2491 875 11790
2004 9777 2 340 1080 13 197

Unallocated portion relates to other countries and services provided.

b) Secondary reporting format — business segment

Substantially all of the Group’s sales are tobacco products,
and therefore the Group has only one reportable business segment.

c) Analysis of sales by category

The primary statements presented in these financial statements

include the information required from the secondary format
of segment reporting.

2005 2004
Sales of goods 11 780 13178
Revenues from services 10 19
Total 11 790 13 197
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6. POZEMKY, BUDOVY A ZARIZENI

Pozemky, Dopravni Inventar Porizeni aktiv Celkem
budovy prostredky, a vybaveni a poskytnuté

a stavby stroje a zafizeni zélohy
K1. 1. 2004
Porizovaci cena 1955 3944 109 121 6 129
Oprévky a snizeni hodnoty -927 -2 292 -94 0 -3 313
Zistatkovéa hodnota 1028 1652 15 121 2816
Rok koncici 31. 12. 2004
Pocéatecni zustatkova hodnota 1028 1652 15 121 2 816
Prirastky 37 281 4 -57 265
Vyrazeni -5 -56 -1 0 -62
Snizeni hodnoty 0 -30 0 0 -30
Odpisy -90 -308 -5 0 -403
Koneéna zistatkové hodnota 970 1539 13 64 2 586
K 31. 12. 2004
Porizovaci cena 1982 3842 105 64 5993
Oprévky a snizeni hodnoty -1012 -2 303 -92 0 -3407
Zistatkova hodnota 970 1539 13 64 2 586
Rok koncici 31. 12. 2005
Pocéatecni zUstatkova hodnota 970 1539 13 64 2 586
Prirastky 30 604 1 -14 621
Vyrazeni 0 =22 -1 0 -23
Snizeni hodnoty -39 -135 0 0 -174
Kurzové rozdily 0 2 0 0 2
Odpisy -83 -282 -4 0 -369
Reklasifikace dloudobych aktiv drzenych k prodeji -10 -2 0 0 -12
Konec¢na zistatkové hodnota 868 1704 9 50 2631
K 31. 12. 2005
Porizovaci cena 1849 4 046 87 50 6 032
Oprévky a snizeni hodnoty -981 -2 344 -78 0 -3403
Kurzové rozdily 0 2 0 0 2
Zistatkovéa hodnota 868 1704 9 50 2631
Pozemky, budovy a zarizeni drzené k prodeji k 31. 12. 2005:
Pofizovaci cena 159 32 17 0 208
Oprévky a snizeni hodnoty -149 -30 -17 0 -196
Zistatkovéa hodnota 10 2 0 0 12

Najemné v hodnoté 105 miliént K& (2004: 102 miliént Ke) za prondjem skladdi, kancelarskych prostor a strojniho zafizent je zahrnuto do vykazu

zisku a ztraty.

Veskeré vydaje na porizeni dlouhodobého majetku byly financovény z vlastnich zdroja Skupiny.

7. SNIZENi HODNOTY DLOUHODOBEHO HMOTNEHO MAJETKU

Skupina provérila zUstatkovou hodnotu pozemkd, budov a zarizenf
z hlediska mozného snizeni hodnoty. Snizeni hodnoty pozemkd, budov
a zafizeni bylo vypocteno jako rozdil mezi Cistou Gcetni hodnotou
a zpétné ziskatelnou hodnotou. Zpétné ziskatelnd hodnota predstavuje
realnou hodnotu snizenou o naklady na prodej nebo hodnotu z uzivani,
je-li je vyssi.

Dne 1. 4. 2005 spole¢nost Philip Morris CR a.s. oznamila plan ukoncenf
vyroby ve svém zévodé v Hodoniné ke konci ¢ervence 2005. Cilem
restrukturalizace, které je reakci na ménici se podminky na trhu
a preference spotrebiteld, je zvyseni konkurenceschopnosti ve vyrobé.
Celkové snizeni hodnoty dlouhodobého hmotného majetku za obdobi
kongéici 31. 12. 2005 predstavuje 174 miliont Ké. Vysledkem tohoto

planu a uskutecnéni naslednych krokt byla Gprava zGstatkové hodnoty
prislusnych pozemkd, budov a zafizeni. Snizeni hodnoty jednotlivych
skupin dlouhodobych aktiv je vykézéno v bodé 6.

V prosinci 2005 vedeni Skupiny schvalilo plan prodat zdvod v Hodoniné.
Prodej zahrnuje pozemky, budovy a souvisejici zarizeni. Podminky
prodeje byly odsouhlaseny s nezéavislym kupujicim v prosinci 2005
s naslednym podpisem smlouvy dne 20. 1. 2006. V souladu s IFRS
Skupina preklasifikovala v rozvaze veskery majetek, ktery je predmétem
prodeje, do samostatné kategorie ,majetek drzeny k prodeji“. Tento
majetek je ocenén v predpokladané prodejni cené snizené o néklady
spojené s prodejem. Jednotlivé kategorie majetku drzeného k prodeji
a jejich Gcetni zlstatkova hodnota jsou uvedeny v bodé 6.
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6. PROPERTY, PLANT AND EQUIPMENT

Property Vehicles Furniture Construction Total
& Buildings & machinery & fixtures in progress
equipment & Advances paid

At January 1, 2004
Cost 1955 3944 109 121 6 129
Accumulated depreciation and impairment (927) (2 292) (94) - (3313)
Net book amount 1028 1652 15 121 2816
Year ended December 31, 2004
Opening net book amount 1028 1652 15 121 2816
Additions cost 37 281 4 (57) 265
Disposal net book amount (5) (56) (D - (62)
Impairment charge - (30) - - (30)
Depreciation charge (90) (308) 5) - (403)
Closing net book amount 970 1539 13 64 2 586
At December 31, 2004
Cost 1982 3842 105 64 5993
Accumulated depreciation and impairment (1012 (2 303) 92 - (3 407)
Net book amount 970 1539 13 64 2 586
Year ended December 31, 2005
Opening net book amount 970 1539 13 64 2 586
Additions cost 30 604 1 14) 621
Disposal net book amount - (22) (D - (23)
Impairment charge (39 (135) - - (174)
Exchange differences - 2 - - 2
Depreciation charge (83) (282) @ - (369)
Reclassification to PP&E classified as held for sale (10) @) - - (12)
Closing net book amount 868 1704 9 50 2631
At December 31, 2005
Cost 1849 4 046 87 50 6 032
Accumulated depreciation and impairment (981) (2 344) (78) - (3403)
Exchange differences - 2 - - 2
Net book amount 868 1704 9 50 2631
PP&E classified as held for sale are as follows:
Cost 159 32 17 - 208
Accumulated depreciation and impairment (149) (30) 17 - (196)
Net book amount 10 2 - - 12

Lease rentals amounting to CZK 105 million (2004: CZK 102 million) relating to the lease of warehousing and office space and machinery equipment

are included in the income statement.

All investments in fixed assets were financed by the Group’s own resources.

7. IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT

The revision of all fixed assets was done to look for any indication that
an asset may be impaired. An impairment loss was calculated as the
difference between the net book value of the fixed assets and their
recoverable amount. The recoverable amount was the higher of an asset’s
fair value less cost to sell and value in use.

In April 2005, Philip Morris CR a.s. announced the plan to cease
production at its Hodonin manufacturing facility by the end of
July 2005. The restructuring is aimed at increasing manufacturing
competitiveness in the light of changes in market conditions and
brand mix. The total amount of the impairment loss related to the
restructuring plan recognized in the year ended December 31, 2005
is CZK 174 million. As a result of this plan and subsequent steps in

its execution, the Group revised the net book value of related fixed
assets. The impact of the impairment loss on individual fixed assets
categories is disclosed in Note 6.

In December 2005, management of the Group approved the plan to sell
the Hodonin factory. The sale relates to the land, buildings and related
operating equipment. Terms and conditions of the sale were agreed
with an independent buyer in December 2005 with the signature of
the Agreement on January 20, 2006. In accordance with IFRS
the Group reclassified all assets subject to the sale as “assets held for sale”
on the face on balance sheet. These assets are valued at their estimated
selling price less cost to sell. Individual categories of those fixed asses and
their net book value amount are disclosed in Note 6.
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8. NEHMOTNA AKTIVA

Nehmotné aktiva zahrnuji nakoupeny software a aktivované naklady na vyvoj vlastniho softwaru.

Nakoupeny Software vytvoreny Nedokoncena Celkem
software vlastni innosti nehmotna aktiva
K 1. 1. 2004
Porizovaci cena 35 130 7 172
Oprévky -28 -105 0 -133
Zastatkova hodnota 7 25 7 39
Rok koncici 31. 12. 2004
Poc¢atedni zlstatkova hodnota 7 25 7 39
Prirtstky 3 8 -1 10
Odpisy -2 -13 0 -15
Koneéna zastatkova hodnota 8 20 6 34
K 31. 12. 2004
Porizovaci cena 36 138 6 180
Oprévky -28 -118 0 -146
Zastatkova hodnota 8 20 6 34
Rok kondici 31. 12. 2005
Poc¢atedni zlstatkova hodnota 8 20 6 34
Prirtstky 3 11 -5 9
Odpisy -3 -12 0 -15
Koneéna zastatkova hodnota 8 19 1 28
K31. 12. 2005
Porizovaci cena 37 149 1 187
Oprévky -29 -130 0 -159
Zastatkova hodnota 8 19 1 28
9. ZASOBY
31. 12. 2005 31. 12. 2004

Material 1800 1860
Nedokoncena vyroba 242 346
Hotové vyrobky 3442 2 058
Zbozi 33 34
Snizeni o opravné polozky -19 -15
Zasoby celkem 5498 4 283

Porizovaci néklady na zésoby vykazané ve vykazu zisku a ztraty jako néklad
a zahrnuté v polozce Spotieba materialu a sluzeb ¢inily 3 226 miliénd K&
(2004 3 420 miliénd Ko).

Zména stavu opravnych polozek k zésobéam:

Zména stavu opravnych polozek vytvéarenych k zastaralym zasobam
zohlednuje vyrazeni nepotrebného materialu a presnéjsi ohodnocenf
na zékladé fyzické inventarizace a kvalifikovaného odhadu provedeného
odborniky Skupiny.

Material Hotové vyrobky Celkem
k 1. 1. 2004 -14 -5 -19
Prirastky -15 0 -15
Rozpusténi 8 5 13
Zruseni 6 0 6
k 31. 12. 2004 -15 0 -15
Prirastky -16 -3 -19
Rozpusténi 5 0 5
Zrusen( 10 0 10
k 31. 12. 2005 -16 -3 -19
Zstatkové hodnota zasob vyjadiena v trzni hodnoté snizené o néklady na prodej byla nulova k 31. 12. 2005 a 2004.
10. OBCHODNI POHLEDAVKY A JINE POHLEDAVKY
31. 12. 2005 31. 12. 2004
Pohledavky z obchodnich vztaht - treti strany 742 443
Pohledavky z obchodnich vztaht - spfiznéné strany 21 82
Obchodni pohledavky 763 525
Prijaté zalohy 19 27
Pajcky poskytnuté spriznénym straném 0 6 200
Ostatni pohledéavky 2 47
Dohadné troky 9 24
Néklady pristich obdobi 28 26
Obchodni pohledavky a jiné pohledavky celkem 821 6 849
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8.  INTANGIBLE ASSETS

The intangible assets include purchased and internally generated capitalized software costs.

Purchased Internally Construction Total
software generated software in progress

At January 1, 2004
Cost 35 130 7 172
Accumulated amortisation (28) (105) - (133)
Net book amount 7 25 7 39
Year ended December 31, 2004
Opening net book amount 7 25 7 39
Additions cost 3 8 (1 10
Amortisation charge @) (13) - (15)
Closing net book amount 8 20 6 34
At December 31, 2004
Cost 36 138 6 180
Accumulated amortisation (28) (118) - (146)
Net book amount 8 20 6 34
Year ended December 31, 2005
Opening net book amount 8 20 6 34
Additions cost 3 11 (5) 9
Amortisation charge 3 (12) - (15)
Closing net book amount 8 19 1 28
At December 31, 2005
Cost 37 149 1 187
Accumulated amortisation (29) (130) (159)
Net book amount 8 19 28

9.  INVENTORIES

December 31, 2005 December 31, 2004

Materials 1800 1860
Work in progress 242 346
Finished goods 3442 2 058
Merchandise 33 34
Less: Provisions (19) (15)
Total inventories 5498 4 283

The cost of inventories recognized as expense and included in Raw
materials, consumables and services amounted to CZK 3 226 million
(2004 3 420 million).

The change in the provision for inventory:

The movements in provision for obsolete inventories reflect disposals
of obsolete material and re-assessment of the obsolescence via physical
inventory count and the Group technical experts’ review.

Materials Finished goods Total
At January 1, 2004 (14) (5) (19)
Creation (15) - (15)
Release (used during the period) 8 5 13
Reversal (of unused amounts) 6 - 6
At December 31, 2004 (15) - (15)
Creation (16) 3) (19)
Release (used during the period) 5 - 5
Reversal (of unused amounts) 10 - 10
At December 31, 2005 (16) (3) (19)

The carrying amount of inventories carried at fair value less costs to sell was CZK O as at December 31, 2005 and 2004.

10. TRADEAND OTHER RECEIVABLES

December 31, 2005 December 31, 2004

Trade receivables from customers 742 443
Trade receivables from related parties 21 82
Trade receivables - net 763 525
Prepayments 19 27
Loans to related parties - 6 200
Other receivables 2 47
Accrued income 9 24
Prepaid expenses 28 26
Total trade and other receivables 821 6 849

33



VYROCNI ZPRAVA 2005 | KONSOLIDOVANE FINANCNI VYSLEDKY

34

Skupina neni vystavena vyznamné koncentraci Gvérového rizika
v souvislosti s obchodnimi pohleddvkami. Skupina nemé zadné
dlouhodobé pohledavky.

11. PENEZNi PROSTREDKY A PENEZNIi EKVIVALENTY

Pajcky poskytnuté spiiznénym stranam zahrnuji Grocené kratkodobé
pujcky. Analyza kratkodobych pohledévek za spriznénymi stranami je
uvedena v bodé 27.

31. 12. 2005 31. 12. 2004
Uéty v bance 106 658
Kratkodobé ptijéky spiiznéné strané splatné na pozadani (bod 27) 6711 1436
Penize a penézni prostredky celkem 6817 2 094

12.  ZAKLADNI KAPITAL

Zékladni kapital Skupiny predstavuje 2 745 386 kust akcif
v nominalni hodnoté 1 000K¢ a je pIné splacen.

Spole¢nost i Dcefina spolecnost vytvorily zakonny rezervni fond. Rezervni
fond nesmi byt pouzit k rozdéleni akcionaram, ale muze byt pouzit

k Ghradé ztraty.

Zakladni kapitél Skupiny je rozvrzen na:

V pribéhu predchézejicich dvou let nedoslo k zadnym zménam
v zédkladnim kapitalu a poctu nebo druhu akcii.

Vyse rezervniho fondu ve Spolecnosti je 20% zékladniho kapitélu
Spolec¢nosti a vyse zdkonného rezervniho fondu Dceriné spole¢nosti je
10% zékladniho kapitalu Dcefiné spolecnosti.

Pocet akcii

Hodnota v K¢

Neregistrované kmenové listinné akcie na jméno 831 688 831 688 000
Registrované kmenové zaknihované akcie na jméno 1913 698 1913 698 000
Akcie celkem 2 745 386 2 745 386 000

Ke vsem akciim prisluseji stejna prava.

Identifikacni oznadenf akcii Skupiny podle mezinarodniho systému
cislovani je ISIN: CS0008418869.

13.  OBCHODNI ZAVAZKY A JINE ZAVAZKY

Akcie Skupiny jsou prijaty k obchodovéni na trhu organizovaném
Burzou cennych papir(i Praha, a.s. a RM-Systémem, a.s. Vefejnosti bylo
k 31. 12. 2005 drzeno 2 745 386 kust akcii, z toho 77,6% bylo drzeno
spolecnosti Philip Morris Holland B.V.

31. 12. 2005 31. 12. 2004
Zé&vazky z obchodnich vztahd - treti strany 305 292
Zévazky z obchodnich vztah( - spriznéné strany 269 174
Obchodni zavazky 574 466
Z&vazky vici zaméstnanciim 91 76
Zévazky ze socialniho zabezpeceni a zdravotniho pojistént 40 41
Nevyplacené dividendy 14 11
Dohané Géty pasivni 180 181
Jiné zavazky 14 13
Obchodni zavazky a jiné zavazky 913 788
Zavazky vyplyvajici z transakci mezi spiiznénymi stranami jsou popséany v bodé 27. Skupina neméa zadné dlouhodobé zévazky.
14.  OSTATNi KRATKODOBE DANOVE ZAVAZKY

31. 12. 2005 31. 12. 2004
Dan z pridané hodnoty 469 503
Spotrebni dan 4 535 3283
Ostatni dané 29 14
Celkem 5033 3800
15. PUJCKY

Prijaté puajcky k 31. prosinci 2005 zahrnuji nezajisténé zavazky z bankovnich
pujcek. Bankovni pajcky byly ¢erpany formou kontokorentniho G¢tu a jeho
celkové vyse k rozvahovému dni ¢inila 412 miliond Ke. Celkovy limit pro

Cerpéni kontokorentniho Gctu je 536 milionG KE. Soudasné vyse Groku
z kontokorentniho G¢tu je vypoctena jako BRIBOR plus 0,25% p.a. Presna
vySe Urokové sazby je mezi 2,48%-2,50% p.a.
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There is no concentration of credit risk with respect to trade receivables.
The Group does not have non-current receivables.

11. CASHAND CASH EQUIVALENTS

Receivables from related parties include interest bearing loans to related
parties. See Note 27 for an analysis of receivables from related parties.

December 31, 2005

December 31, 2004

Cash at bank 106 658
On demand deposits with related parties (Note 27) 6711 1436
Total cash and cash equivalents 6 817 2 094

12. SHARE CAPITAL

The Group’s registered capital of 2 745 386 shares has a nominal
value of CZK 1 000 each and is fully paid.

Both companies of the Group created their statutory reserve fund.
It may not be distributed to shareholders, but may be used to

offset losses.

The Group’s registered capital is allocated as follows:

No changes in the registered capital or the number and type
of shares have occurred during the last two years.

The statutory reserve fund of Philip Morris CR a.s. equals to 20% of
the Company’s issued share capital and the statutory reserve fund
of Philip Morris Slovakia s.r.o. equals to 10% of its issued share capital.

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

The same rights are attached to all shares.

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

13. TRADEAND OTHER PAYABLES

Group’s shares are admitted for trading on the public market organized by
the Prague Stock Exchange and the RM-S - Czech Share Trading System.
At December 31, 2005, 2 745 386 shares were publicly held, of which

77.6% were held by the company Philip Morris Holland B.V.

December 31, 2005

December 31, 2004

Trade payables to suppliers 305 292
Trade payables to related parties 269 174
Trade payables 574 466
Amounts due to employees 91 76
Social security and health insurance 40 41
Dividends payable 14 11
Accrued expenses 180 181
Other payables 14 13
Total trade and other payables 913 788

Trade payables to related parties as disclosed in Note 27. The Group has no long-term payables.

14. OTHER CURRENT TAX LIABILITIES

December 31, 2005

December 31, 2004

VAT payable 469 503
Excise tax liability 4 535 3283
Other taxes 29 14
Total 5033 3800

15. BORROWINGS

The borrowings as at 31 December 2005 include the unsecured current
liability representing the bank borrowing. The bank borrowing is in the

form of bank overdraft and the total amount was CZK 412 million at

the balance sheet date. The total overdraft limit is CZK 536 million.
Current interest rate of the overdraft is calculated as BRIBOR + 0.25% p.a.

The exact interest rate is between 2.48-2.50% p.a.
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16. ODLOZENA DAN

Odlozené danové pohledéavky a zavazky jsou vzajemné kompenzovany,  danovych pohledavek proti kratkodobym darovym zavazkidm a pokud se
pokud existuje ze zékona vymahatelné pravo kompenzace kratkodobych  odlozena dan vztahuje ke stejnému finanénimu Gradu.

Kompenzované ¢éstky jsou nasledujici

31. 12. 2005 31. 12. 2004
Odlozené darové pohledévka — kompenzovana 8 8
Odlozena darova pohledavka — kompenzovana 8 8
Odlozené danova pohledavka — nekompenzovana 113 19
Odlozeny danovy zavazek -170 -198
Odlozeny danovy zavazek -57 -179
Odlozené darové pohledéavka:
- Odlozena danova pohledavka s ocekavanou realizaci za vice nez 12 mésicl 7 7
- OdloZend darové pohledavka s oéekavanou realizaci do 12 mésict 114 20
121 27
Odlozeny danovy zavazek:
- OdloZeny danovy zavazek, ktery méa byt vyrovnéan za vice nez 12 mésicd -127 -185
- Odlozeny danovy zévazek, ktery mé byt vyrovnan do 12 mésict -43 -13
-170 -198
-49 -171
Brutto pohyb na Gétu odlozené dané z prijmu je nasledujici:
2005 2004
Na pocatku roku -171 -201
Zauctovani ve vykazu zisku a ztréty 122 34
Zaudtovani ve vlastnim kapitélu 0 -4
Na konci roku -49 -171

Zmény odlozenych dariovych pohledévek a zavazkii (pred kompenzaci zistatk( v rémci téze dafové jurisdikce) v daném obdobi byly nésledujic:

Odlozeny danovy zavazek Zrychlené danové odpisy
K 1. 1. 2004 -252
Zalctovéani do vykazu zisku a ztréty 54
K 31. 12. 2004 -198
Zauctovani do vykazu zisku a ztréty 28
K 31. 12. 2005 -170
Odlozena darova Odpisy Snizeni  Ocefovaci Majetek Eliminace ne- Ostatni Celkem
pohledavka hodnoty rozdily ~ Gétovany realizovaného

zésob  z precenéni pfimo zisku

do néakladu

K 1. 1. 2004 6 5 4 8 25 3 51
Zauctovani do vykazu zisku a ztraty -1 -1 0 -1 -15 -2 -20
Zauctovani do vlastniho kapitélu 0 0 -4 0 0 0 -4
K 31. 12. 2004 5 4 0 7 10 1 27
Zauctovani do vykazu zisku a ztraty 0 1 0 -1 93 1 94
K 31. 12. 2005 5 5 0 6 103 2 121

K 31. 12. 2005 byly odlozena dariova pohledavka (+) a zdva-  docasnych rozdilG). K 31. 12. 2005 a 31. 12. 2004 byla odloZena dafové
zek (=) vypolteny sazbou ve vysi 24% ze zékladu dang v Ceské republice  pohledavka Dcetiné spolecnosti vypoctena ve vysi 19% ze zakladu dang
(2004: 26% a 24% v zavislosti na roce, ve kterém dojde k realizaci  ve Slovenské republice.

17. OSTATNI VYNOSY

Ostatn{ vynosy zahrnujf pfijaté troky z kratkodobych pdjéek poskytnutych spiznénym stranam (viz bod 27) a Groky z penéznich prostredkd na
bankovnich Gétech.

2005 2004
Banky 14 36
Pajcky spiiznénym strandm 91 145
Celkem 105 181
18. NAKLADY NA ZAMESTNANCE A ZAMESTNANECKE POZITKY

2005 2004
Mzdové néklady 972 788
Néklady na sociélni zabezpeceni a zdravotni pojisténi 253 258
Néklady na penzijni pripojisténi 14 15
Ostatni sociélni néklady 43 29

Néklady na zaméstnance celkem 1282 1090
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16. DEFERRED INCOME TAX

Deferred income tax assets and liabilities are offset when there
is a legally enforceable right to offset current tax assets against

The offset amounts are as follows:

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

December 31, 2005 December 31, 2004

Deferred tax assets not offset 8 8
Deferred tax asset 8 8
Deferred tax assets offset 113 19
Deferred tax liabilities (170) (198)
Deferred tax liability (57) (179)
Deferred tax assets:
- Deferred tax asset to be recovered after more than 12 months 7 7
- Deferred tax asset to be recovered within 12 months 114 20
121 27

Deferred tax liabilities:
— Deferred tax liabilities to be recovered after more than 12 months (127) (185)
— Deferred tax liabilities to be recovered within 12 months (43) (13)

(170) (198)

(49) (171)
The gross movement on the deferred income tax is as follows:

2005 2004
January 1 (171) (201)
Income statement credit 122 34
Tax charged to equity - 4)
December 31 (49) (171)

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

jurisdictions, is as follows:

Deferred tax liabilities

Accelerated tax depreciation

At January 1, 2004 (252)
Charged to the income statement 54
At December 31, 2004 (198)
Charged to the income statement 28
At December 31, 2005 (170)
Deferred income Depreciation Provision Fair Assets Unrealised Other Total
tax assets for Inventories value expensed profit

of Assets losses elimination
At January 1, 2004 6 5 4 8 25 3 51
Charged to the income statement @) @) - @) (15) @) (20)
Charged to equity - - (@) - — _ 4
At December 31, 2004 5 4 - 7 10 1 27
Credited/(Charged) to the income statement - 1 - @) 93 1 94
At December 31, 2005 5 5 - 6 103 2 121

At December 31, 2005 the deferred tax asset (+) and liability (-) was
calculated at the rate 24% in the Czech Republic (2004: 26% and 24%
depending upon the period in which the temporary difference is

17. OTHER INCOME

expected to reverse). At December 31, 2005 the deferred tax asset
of the Subsidiary was calculated at the rate 19% (2004: 19%).

Other income include the interest income received from interest bearing short-term loans to related parties (see Note 27) and interest received from

free cash in bank accounts.

2005 2004
Banks 14 36
Loans to related parties 91 145
Total 105 181
18. EMPLOYEE BENEFITS EXPENSE

2005 2004
Wages and salaries 972 788
Social security and health insurance 253 258
Pension supplementary insurance 14 15
Other employee related costs 43 29
Total employee related costs 1282 1090
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Mzdové néklady za rok 2005 zahrnuji vyplacené odstupné zaméstnancim
na zékladé dodatku ke Kolektivni smlouvé v souvislosti s uzavienim
zavodu v Hodoniné (viz bod 7). Celkové vy$e odstupného zatctovana do
néklad cinila 206 milionu Ke.

Dle zakona Skupina odvad prispévky na sociélni a diichodové zabezpecent,
zdravotni pojisténi a prispévek na statni politiku zaméstnanosti, které
v roce 2005 a 2004 cinily 35% z objemu hrubych mezd. Skupina neni
povinna platit dalsi prispévky nad ramec zakonnych odvodd.

Skupina déle poskytuje svym zaméstnanctim doplikové penzijni
pripojisténi formou prispévkd nezévislym penzijnim fondim na zékladé

schvaleného penzijniho planu Skupiny.

Clenové vedeni Skupiny se G&astni na planech Ghrady akciemi
poskytovanych Altria Group. K 31. 12. 2005 byl v platnosti ,2005

19. OSTATNi PROVOZNI VYNOSY

Performance Incentive Plan“ (,Plan 2005) a k 31. 12. 2004 byl
v platnosti ,2000 Performance Incentive Plan“ (,Plan 2000%). Na
zakladé Planu 2005 a Planu 2000, Altria Group vydala akciové
opce na omezené akcie (,restricted stock®) prislugnym &lentim
vedeni Skupiny.

Néklady plynouci z Ghrad akciemi vzniklé na strané Altria Group
jsou fakturovany Skupiné v okamziku realizace vzniklého
naroku pracovnikem. Fakturovana castka zévisi na dobé trvani
zaméstnaneckého poméru vedouciho pracovnika ve Skupiné béhem
rozhodného obdobi. Tyto néklady ¢inily 37 miliénd Ké za rok 2005
(2004: 33 miliéna K&).

Zavazek vyplyvajici z nerealizovanych nérokd ¢inil 73 miliéna Ké
k 31. 12. 2005 (2004: 48 miliént Kg).

2005 2004
Z poskytnutého software 0 12
Prodej tabdkového prachu 7 2
Kurzové zisky 56 103
Zisk z prodeje pozemki, budov a zarizeni 2 0
Ostatni 10 15
Celkem 75 132
20. OSTATNI PROVOZNI NAKLADY

2005 2004
Marketingové vyhry 71 138
Kurzové ztraty 48 44
Ztréta z prodeje materialu 39 73
Pojistent 26 36
Dary 16 24
Ztréta z prodeje pozemkd, budov a zarizeni 0 13
Ostatni 12 16
Celkem 212 344
21. FINANCNI NAKLADY
Financ¢ni néklady zahrnuji placené troky a bankovni poplatky.

2005 2004
Nékladové troky — ptjcky od spriznénych stran 1 1
Bankovni poplatky 15 14
Celkem 16 15
22. DAN Z PRIJMU

2005 2004
Splatna dan -1 166 -1550
Odlozené dan 122 34
Dan z pfijmu celkem -1044 -1516
Sesouhlaseni darového nékladu a teoretické vyse dané vypodtené z Gcetniho zisku vynasobeného platnou danovou sazbou:

2005 2004
Ugetnf zisk pred zdanénim 3780 5232
Platné sazba dané z prijmu 26% 28%
Teoretickéd dan z déetniho zisku pred zdanénim -983 -1 465
Néklady neodpocitatelné pro danové Gcely -44 -53
Prijmy nezahrnované do zékladu dané 1 2
Trvalé rozdily mezi G¢etnimi a danovymi naklady 4 13
Vliv odlisné sazby dané z prijmd mezi jednotlivymi obdobimi -13 -33
Vliv odlisné sazby dané z prijmd uplatnéné Dcerfinou spole¢nosti 12 16
Ostatni -21 4
Dan z pfijmi celkem -1044 -1516

Sazba dané z pijma v Ceské republice byla 26% pro rok 2005 a 28% pro rok 2004; sazba dané z pijmd na Slovensku byla 19%

pro rok 2005 i 2004.
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The wages and salaries expense for 2005 includes the severance
payment paid to the employees in accordance with the Amendment to
the Collective Labor Agreement relating the closure of Hodonin plant in
2005 described in Note 7. The total amount charged to expenses was
CZK 206 million.

The Group is legally required to make contributions to government health,
retirement benefit and unemployment schemes. During 2005 and 2004,
the Group paid contributions at a rate of 35% of gross salaries 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
approved pension plan providers, under defined contribution schemes.

19. OTHER OPERATING INCOME

Certain members of the Group’s management participate in the Altria
Group’s stock compensation plans. As at December 31, 2005, the 2005
Performance Incentive Plan (the “2005 Plan”) was in place and as at
December 31, 2004, 2000 Performance Incentive Plan (the “2000 Plan”)
was in place. Under both 2005 and 2000 Plans, the Parent Company
granted stock options and restricted stock to eligible employees.

Compensation expenses arising in respect of these plans incurred by
Altria Group are recharged to the Group for the applicable employee’s
employment period at the Group, upon the exercise of the award by
the employee. Related expenses for 2005 amounted to CZK 37 million
(2004: CZK 33 million).

Liability in respect of the awards outstanding as at December 31, 2005
was CZK 73 million (2004: CZK 48 million).

2005 2004
Software recharges - 12
Sale of tobbaco dust 7 2
Exchange rate gain 56 103
Gain on sale of PP&E 2 -
Other 10 15
Total 75 132
20. OTHER OPERATING EXPENSE

2005 2004
Marketing prizes 71 138
Exchange rate losses 48 44
Loss on sale of materials 39 73
Insurance premium 26 36
Donation 16 24
Loss on sale of PP&E - 13
Other 12 16
Total 212 344
21. FINANCE COSTS
Finance costs include the interest expense and bank charges.

2005 2004
Interest expense - loans from related parties 1 1
Bank charges 15 14
Total 16 15
22. INCOME TAX EXPENSE

2005 2004
Current tax (1166) (1 550)
Deferred tax 122 34
Total income tax expense (1044) (1516)
Reconciliation of income tax expense to tax expense calculated on the Group’s profit before tax:

2005 2004
Profit before tax 3780 5232
Applicable tax rate (%) 26% 28%
Tax calculated at local tax rate applicable to profit (983) (1 465)
Expenses not deductible for tax purposes 44) (53)
Income not subject to tax 1 2
Permanent differences 4 13
Effect on change of income tax rate (13) (33)
Effect on difference of income tax rate applicable in Subsidiary 12 16
Other (2D 4
Tax charge (1044 (1516)

The Czech corporate income tax rate for 2005 was at 26% (2004: 28%); the Slovak corporate income tax rate for 2005 and 2004 was 19%.

39



VYROCNI ZPRAVA 2005 | KONSOLIDOVANE FINANCNI VYSLEDKY

23. ZISK NA AKCII

Z&kladni ukazatel zisku na akcii je vypocteny jako podil zisku pripadajiciho na
osoby drzici vlastni kapitéal Spolecnosti k vazenému aritmetickému prameéru

poctu kmenovych akcii v obéhu béhem roku po vylouceni kmenovych akcif
zakoupenych Skupinou a drzenych v podobé vlastnich akcii.

31. 12. 2005 31. 12. 2004
Zisk pripadajici akcionar@m (v miliénech K&) 2735 3715
Vazeny priimér poctu akcii za dané obdobi (v tisicich kust) 2 745 2 745
Zisk na akcii v K¢ 996 1353

24. DIVIDENDY NA AKCII

Valn hromada akcionari Spoleénosti schvalila v dubnu 2005 vyplatu dividend ve vy$i 4 409 miliénti K& (1 606 K& na akcii) a v dubnu 2004

ve vy8i 4 324 miliont K& (1 575K¢& na akcii).

25. PODMINENE ZAVAZKY

Skupina nenf G¢astna zadnych soudnich, spravnich nebo rozhodéich
Fizeni, kterd by méla nebo mohla mit vyznamny vliv na finan¢n{
situaci Skupiny.

Financ¢ni Grad proved| darové kontroly vSech zdanovacich obdobf
az do roku 2004 véetné. Finanéni Grady mohou provést danovou
kontrolu do ¢étyr let od konce prislusného zdanovaciho obdobf
a mohou domérit danovou povinnost a prislusné penale. Veden(
Skupiny si nenf védomo z&dnych skutecnosti, které by v tomto ohledu
mohly vést k vyznamnému danovému zavazku Skupiny.

Banky poskytly zéruky na zajisténi spotrfebni dané a prepravy
tabéakovych vyrobkd v ramci zemi EU ve vysi 4 473 miliénG K¢ a na
zajisténi soucasného a budouctho najemného ve vysi 42 milionG Ké
(1,4 miliénd EUR) k 31. 12. 2005.

V roce 2005 nedoslo k zadnym udalostem, které by mély nebo mohly
mit vyznamny dopad na finanéni situaci Skupiny.

26. SMLUVNI A JINE BUDOUCI ZAVAZKY

Investice

Vydaje na pofizeni dlouhodobych aktiv nasmlouvanych, ale jesté
neukoncéenych k 31. 12. 2005, a které jesté nebyly uskutecnény jsou
ve vy$i 38 miliona K& (31. 12. 2004: 0Ke).

Zavazky z operativniho leasingu - v pripadech, kdy je Skupina
najemcem.

Skupina si na zékladé nezrusitelnych smluv o operativnim leasingu
pronajimé kancelére a sklady. Jednotlivé smlouvy maji razné
podminky, dolozky o navyseni a prava na prodlouzeni smlouvy.

Skupina si také pronajimé sklady na zakladé zrusitelnych smluv
o operativnim leasingu. V pripadé, ze chce Skupina smlouvu ukoncit,
musi podat tfi az dvanactimési¢ni vypovéd. Najemné z titulu
operativniho leasingu zat¢tované do vykazu zisku a ztraty v pribéhu
roku je uvedeno v bodé 6.

Souhrn budoucich minimalnich plateb z titulu nezrusitelnych operativnich leasingti je nésledujic:

2005 2004
Do 1 roku 58 58
Tlaz5let 174 228
Nad 5 let 0 4

27. TRANSAKCE SE SPRIZNENYMI STRANAMI

Spriznénymi stranami se rozumi materska spolecnost a ostatni spole¢nosti Skupiny Altria Group, ¢lenové predstavenstva, ¢lenové dozorci rady, osoby

blizké témto ¢clentim a spolecnosti se stejnymi cleny veden.

Mezi spriznénymi stranami byly uskuteénény nasledujici transakce:

a) Prodej vyrobku, zboZi a sluzeb spoleénostem skupiny Altria Group
2005 2004

Prodej vyrobk(, zbozi a materialu

Materska spole¢nost 2 13

Ostatni spriznéné strany 878 967
Prodej sluzeb

Ostatni spfiznéné strany 10 19
Prefakturace 45 35
Vynosové Uroky

Nejvyssi ovladajici spole¢nost 55 93

Ostatni spriznéné strany 36 52
Celkem 1026 1179




ANNUAL REPORT 2005 | CONSOLIDATED FINANCIAL RESULTS

23. EARNINGS PER SHARE

Basic earnings per share are calculated by dividing the net profit
attributable to shareholders of the Company by the weighted

average number of ordinary shares in issue during the year, excluding
treasury shares.

December 31, 2005 December 31, 2004

Income attributable to shareholders in CZK million
Weighted average number of ordinary shares in issue in thousands
Basic earning per share in CZK

2735 3715
2 745 2 745
996 1353

24. DIVIDENDS PER SHARE

The dividends approved by Annual General Meeting of the Company in April 2005 and April 2004 were CZK 4 409 million (CZK 1 606 per share)

and CZK 4 324 million (CZK 1 575 per share) respectively.

25. CONTINGENCIES

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 at the Group
to the year 2004. The tax authorities may at any time inspect the books
and records within 4 years subsequent to the reported tax year, 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.

The banks have provided a guarantees for the security of liability for fiscal
stamps and for the security of transit operations within the EU countries
in the amount of CZK 4 473 million and for the Group’s current or future
lease obligations in the amount of CZK 42 million (EUR 1.4 million) as
at December 31, 2005.

In 2005 no business interruptions occurred that had or might have
a significant effect on the financial situation of the Group.

26. COMMITMENTS

Capital commitments
Capital expenditure contracted for at December 31, 2005 and 2004 but
not yet incurred by that date is CZK 38 million and nil respectively.

Operating lease commitments — where the Group is the lessee.

The Group leases offices and warehouses under non-cancelable operating
lease agreements. The leases have varying terms, escalation clauses and
renewal rights.

The Group also leases various warehouses under cancelable operating
lease agreements. The Group is required to give from three to twelve
month notice for the termination of these agreements The lease
expenditure charged to the income statement during the year is disclosed
in Note 6.

The future aggregate minimum lease payments under non-cancelable operating leases are as follows:

2005 2004
No later than 1 year 58 58
Later than 1 year and no later than 5 years 174 228
Later than 5 years - 4

27. RELATED PARTY TRANSACTIONS

The Group considers its parent company and other companies of the Altria Group, 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 and services to affiliates within Altria Group
2005 2004

Sales of goods and material

Parent company 2 13

Other related parties 878 967
Sales of services

Other affiliates 10 19
Recharges 45 35
Interest income

Ultimate parent company 55 93

Other related parties 36 52
Total 1026 1179
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b) Nakup zbozi a sluzeb od spole¢nosti skupiny Altria Group

2005 2004

Nékup vyrobkd, zbozi a materialu

Materska spole¢nost 1 0

Ostatni spfiznéné strany 1807 1442
Nékup sluzeb

Materska spole¢nost 1 28

Ostatni spfiznéné strany 1089 1032
Nakladové Groky

Ostatni spriznéné strany 1 1
Celkem 2899 2503
c) Odmény kli¢ovych &lent vedeni

Odmény klicovych ¢lent vedeni zahrnuji odmény ¢&lent
predstavenstva a dozor&f rady. Clenové predstavenstva a dozoréf
rady, kterf jsou zaméstnanci Skupiny nebo spolecnosti skupiny Altria
Group, nedostévaji zadné dalsi odmény za plsobeni v predstavenstvu
a dozor¢i radé. Odmeéna Clent predstavenstva a dozorci rady, kteri
nejsou zaméstnanci Skupiny ani spole¢nosti z Altria Group, je
stanovena jako ro¢ni odména.

Odmeény c¢lent predstavenstva a dozoréi rady zahrnuji roéni plat,
bonus podle individualniho vykonu, odstupné, Ghrady akciemi
a ostatni nepenézni prijmy jako jsou pouzivani firemniho automobilu,
cigarety, prispévky na zavodni stravovani, prispévky na penzijni
pripojisténi, zivotni a Grazové pojisténi. Soucasti prijmua ¢lent
predstavenstva, kteff nejsou zaméstnanci Skupiny, je navic najemné
a skolné.

2005 2004
Platy a ostatni kratkodobé pozitky 54 83
Pozitky pri ukonceni pracovniho poméru 3 0
Uhrady akciemi 37 33
Nepenézni prijmy 9 13
Celkem 103 129
d) Zustatky se spoleénostmi skupiny Altria Group
2005 2004
Pohledavky za spriznénymi stranami
Ostatni spfiznéné strany 21 82
Zévazky vGci spriznénym stranam
Ostatni spriznéné strany 269 174
Pajcky
Nejvyssi ovladajici spole¢nost 0 6 200
Ostatni spriznéné strany 6711 1436
Celkem 6711 7 636

Pajcky spriznénym strandm zahrnuji Grocené kratkodobé puijcky splatné
na pozadani (cash pool) ve vysi 6 711 miliént K& poskytnuté spolecnosti
Altria Finance Europe AG, které jsou v konsolidované rozvaze Skupiny
vykéazany jako soucast penéznich prostredkd a penéznich ekvivalentd
(2004: 1 436 miliont K&), a 6 200 miliond K& poskytnuté spolednosti
Altria Group, Inc. k 31. 12. 2004. Ptjcka ve vysi 1 500 miliéna KE byla
splacené dne 29. 3. 2005 a putijcka ve vysi 4 700 miliond KE byla splacena
dne 24. 4. 2005.

Bé&zna vyse Urokové sazby z kratkodoby pdjéek na pozadani (cash
pool) je stanovena jako noéni PRIMEAN minus 0,25 %. Urokové sazba
z kratkodobych pdjcek je stanovena jako 3 mésicni sazba PRIBOR plus
0,325% v den obchodovani.

Schvaleni ucetni zavérky

Presna vyse Grokové sazby zavisi od aktualni situaci na penéznim trhu.
Priimérna vyse Grokové sazby z kratkodobych ptjéek (cash pool) byla
1,649% p.a. (2004: 1,864 % p.a.). Primérna vyse Grokové sazby
kratkodobych pujcek poskytnutych skupiné Altria byla 2,874% p.a.
(2004: 2,532% p.a).

28. NASLEDNE UDALOSTI

Dne 20. 1. 2006 Skupina uzavrela s nezavislou treti stranou kupni smlouvu
o prodeji pozemk( a budov a souvisgjiciho zafizenf zdvodu v Hodoning, jak
je popséno v bodé 7. Konsolidovana rozvaha k 31. 12. 2005 odrézi prodejni
cenu v zUstatkové hodnoté majetku drzeného k prodeji. Po rozvahovém dni
nedoslo k zadnym jinym udélostem, které by mély vyznamny dopad na
konsolidovanou Gdetni zavérku k 31. 12. 2005.

Konsolidované Gcetni zavérka byla schvélena predstavenstvem a byla z jeho povéreni podepsana dne 271. 3. 2006.

Gl

Graeme Davidson
predseda predstavenstva

Nicklas Blomqvist
¢len predstavenstva
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b) Purchase of the goods and services from affiliates within Altria Group
2005 2004

Purchase of goods and material

Parent company 1 -

Other related parties 1807 1442
Purchase of services

Parent company 1 28

Other related parties 1089 1032
Interest expense

Other related parties 1 1
Total 2899 2503
c) Key management compensation

Key management compensation reflects the remuneration of members
of the Board of Directors and the Supervisory Board. The members of
the Board of Directors and the Supervisory Board who are employees
of the Group or an entity within the Altria group of companies receive
no additional compensation for services as members of the Board of
Directors and the Supervisory Board. Remuneration of members of the
Supervisory Board who are non-employee of the Group or an entity within
the Altria group comprises an annual fee.

The compensation of members of the Board of Directors and the
Supervisory Board comprises annual base salary, bonuses based on
individual performance, termination benefits, share-based payments and
other income in-kind such as cars for use, cigarettes, lunch allowances,
pension contribution, life and accident insurance. Except of this, the
members of the Board of Directors who are employees of Philip Morris
Management Services S.A., have also other income in-kind such as
payment of rent and school fees.

2005 2004
Salaries and other short-term employee benefits 54 83
Termination benefits 3 -
Share-based payments 37 33
Income in-kind 9 13
Total 103 129
d) Balances with the affiliates within Altria Group

December 31, 2005

December 31, 2004

Receivables from related parties

Other related parties 21 82
Payables to related parties

Other related parties 269 174
Loans & deposits

Ultimate parent company - 6 200

Other related parties 6711 1436
Total 6711 7 636

Loans and deposits to related parties include interest bearing on demand
deposit (cash pool) of CZK 6 711 million to Altria Finance Europe AG
which are reported in the Group’s consolidated balance sheet as part
of cash and cash equivalents (2004: CZK 1 436 million) and interest
bearing short-term loans in the total amount of CZK 6 200 million to
Altria Group, Inc. at December 31, 2004. A loan of CZK 1 500 million
was paid on March 29, 2005 and a loan of CZK 4 700 million was paid
on April 24, 2005.

Current interest rate of interest bearing on demand deposit is calculated
as overnight PRIMEAN - 0.25%. The interest rate of short-term loans
is calculated as 3 months PRIBOR + 0.325% on trade date.

Statutory signatures

The consolidated financial statements have been approved by the Board
March 21, 2006

Graeme Davidson
Chairman of the Board of Directors

The exact interest rates reflect the current money market and nature
of the loan. The average interest rate of the on demand deposits was
1.649% p.a. (2004: 1.864% p.a.). The average interest rate of short-term
loans to Altria Group was 2.874% p.a. (2004: 2.532% p.a.).

28. SUBSEQUENT EVENTS

On January 20, 2006 the purchase agreement relating the sale of land
and buildings and other related assets of Hodonin factory was signed
with independent third party as disclosed in Note 7. These consolidated
financial statements reflect the selling price in the net book value of
the assets held for sale. No other subsequent events have occurred
after December 31, 2005 that would have a material impact on these
consolidated financial statements.

of Directors and have been signed below on their behalf.

Nicklas Blomquvist
Member of the Board of Directors
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ZPRAVA NEZAVISLYCH AUDITORU
AKCIONARUM SPOLECNOSTI PHILIP MORRIS CR a.s.

Provedli jsme audit p¥ilozené konsolidované rozvahy spole&nosti Philip Morris CR a.s. (dale ,Spole¢nost*) a jeji deetiné spolednosti

k 31. prosinci 2005, souvisejicich konsolidovanych vykazt zisku a ztraty, zmén vlastniho kapitélu, penéznich tokd a prilohy za rok 2005
uvedenych ve vyroéni zpravé na stranich 14 az 43 (déle ,konsolidovana Gcetni zavérka®). Za sestaveni konsolidované Gcetni zavérky,

ktera zahrnuje popis podnikatelskych ¢innosti Spolec¢nosti a jeji dceriné spolecnosti, a za vedeni Gcetnictvi odpovidé predstavenstvo Spolecnosti.
Nasi Glohou je vydat na zakladé auditu vyrok k této konsolidované tcetni zavérce.

Audit jsme provedli v souladu se zakonem o auditorech, Mezinarodnimi standardy auditu a souvisejicimi aplikacnimi dolozkami Komory auditor
Ceské republiky. Tyto normy pozaduji, aby byl audit napldnovéan a proveden tak, aby auditor ziskal pfimé&fenou jistotu, 7e konsolidované G&etni
zavérka neobsahuje vyznamné nespravnosti. Audit zahrnuje vybérovym zptsobem provedena ovéreni prakaznosti ¢astek a informaci uvedenych
v konsolidované Gcetni zavérce. Audit rovnéz zahrnuje posouzeni pouzitych Géetnich postupt a vyznamnych odhad( uéinénych vedenim
Spole¢nosti a zhodnoceni celkové prezentace konsolidované Gcetni zavérky. Jsme presvédceni, ze provedeny audit poskytuje priméreny podklad
pro vydani vyroku.

Podle naseho nazoru prilozené konsolidované Gcetni zavérka podévé ve vsech vyznamnych ohledech vérny a poctivy obraz aktiv, zdvazk(
a vlastniho kapitéalu Philip Morris CR a.s. a jeji dceriné spolecnosti k 31. prosinci 2005, vysledku jejich hospodareni a jejich penéznich tok
za rok 2005 v souladu s Mezindrodnimi standardy Gcetniho vykaznictvi ve znéni prijatém Evropskou unii.

Overili jsme soulad Gcetnich informaci, uvedenych na stranach 4 az 11 a 78 az 79 této vyrocni zpravy, které nejsou soucésti konsolidované Gcetni
zavérky k 371. prosinci 2005, s ovérovanou konsolidovanou Gcetni zavérkou Philip Morris CR a.s. a jeji dceriné spolecnosti. Podle naseho nézoru
jsou tyto informace ve vSech vyznamnych ohledech v souladu s touto konsolidovanou Gdéetni zavérkou.

Predstavenstvo Spolecnosti odpovida za spravu a Gdrzbu integrity internetovych stranek Spolecnosti. Nasi Glohou neni posouzent téchto zélezitosti,

a proto neneseme zddnou odpovédnost za pripadné zmény ve vyrocni zpravé, ke kterym mohlo dojit nésledné po jejim prvotnim zverejnéni
na internetovych strankéach Spolec¢nosti.

271. brezna 2006

PricewaterhouseCoopers Audit, s.r.o.
zastoupena

Thomas Linder Ing. Pavel Kulhavy
partner auditor, osvédceni ¢. 1538

PRICEVWATERHOUSE(QOPERS

PricewaterhouseCoopers Audit, s.r.o., Katetinska 40/466, 120 00 Praha 2, Ceska republika, telefon +420 251 151 111,
fax +420 251 156 111

PricewaterhouseCoopers Audit, s.r.o., se sidlem Katefinska 40/466, 120 00 Praha 2, IC: 40765521, zapsana v obchodnim rejstifku
vedeném Méstskym soudem v Praze, oddil C, vlozka 3637, a v seznamu auditorskych spole¢nosti u Komory auditorti Ceské republiky
pod osvédcéenim ¢. 021.
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REPORT OF INDEPENDENT AUDITORS
TO THE SHAREHOLDERS OF PHILIP MORRIS CR as.

We have audited the accompanying consolidated balance sheet of Philip Morris CR a.s. and its subsidiary as at 31 December 2005, the related
consolidated statements of income, consolidated statement of changes in shareholders’ equity, consolidated cash flows and notes for the year
then ended presented in the annual report of the Company on pages 14-43 (“the consolidated financial statements™). The consolidated financial
statements, which include description of the Company’s activities, and underlying accounting records are the responsibility of the Company’s
Board of Directors. Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with the Act on Auditors, International Standards on Auditing and related application guidance

of the Chamber of Auditors of the Czech Republic. Those auditing standards require that we plan and perform the audit to obtain reasonable
assurance as to whether the consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall consolidated financial statements presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the accompanying consolidated financial statements give a true and fair view, in all material respects, of the assets, liabilities
and equity of Philip Morris CR a.s. and its subsidiary as at 31 December 2005, and the results of their operations and their cash flows for
the year then ended in accordance with International Financial Reporting Standards as adopted by the European Union.

We have examined whether the supplementary financial information included in the annual report of Philip Morris CR a.s. on pages
4-11 and 78-79, which does not form part of the consolidated financial statements for the year ended 31 December 2005, is consistent
with the audited consolidated financial statements of Philip Morris CR a.s. and its subsidiary. In our opinion, all other supplementary
information included in the annual report is consistent with the audited consolidated financial statements in all material respects.

The maintenance and integrity of Philip Morris CR a.s. website is the responsibility of its Board of Directors; the work carried out by the auditors
does not involve consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have occurred
to the financial statements since they were initially presented on the website.

21 March 2006

PricewaterhouseCoopers Audit, s.r.o.
represented by

o Z #«Jm Tl ¢

Thomas Linder Pavel Kulhavy
Partner Auditor, Licence No. 1538

PRICEVWATERHOUSE(QOPERS

PricewaterhouseCoopers Audit, s.r.o., Katerinska 40/466, 120 00 Prague 2, Czech Republic, telephone +420 251 151 111,
facsimile +420 251 156 111

PricewaterhouseCoopers Audit, s.r.o., registered seat Katerinska 40/466, 120 00 Prague 2, Czech Republic, Identification Number: 40765521,
registered with the Commercial Register kept by the Municipal Court in Prague, Section C, Insert 3637, and in the Register of Audit Companies
with the Chamber of Auditors of the Czech Republic under Licence No 021.
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Rozvaha
k 31. 12. 2005 (v miliénech K&)
AKTIVA Bod 31. 12. 2005 31. 12. 2004
Pozemky, budovy a zarizenf 6 2570 2 506
Nehmotné aktiva 8 27 34
Investice v dcefiné spolecnosti 1 19 19
Dlouhodoba aktiva 2616 2559
Zasoby 9 3438 4 245
Obchodni pohledévky a jiné pohledavky 10 1042 6 849
Dan z prijma 66 31
Penézni prostredky a penézni ekvivalenty 11 6 752 1481
Kratkodoba aktiva 11 298 12 606
Dlouhodoba aktiva drzena k prodeji 6 12 0
Aktiva celkem 13 926 15 165
VLASTNI KAPITALA ZAVAZKY Bod 31. 12. 2005 31. 12. 2004
Zakladni kapital 12 2 745 2 745
Emisni azio 2 336 2 336
Fondy 12 549 549
Kumulované zisky 4100 5455
Vlastni kapital celkem 9730 11 085
Odlozeny danovy zavazek 15 160 189
Dlouhodobé zavazky 160 189
Obchodnf zavazky a jiné zavazky 13 791 672
Ostatn{ danové zévazky 14 3 242 3219
Rezervy 3 0
Kratkodobé zavazky 4 036 3891
Zavazky celkem 4 196 4 080
Vlastni kapital a zavazky celkem 13 926 15 165
Viykaz zisku a ztraty
za rok kongicf 31. 12. 2005 (v miliénech K¢&)

Bod 2005 2004
Trzby 5 11 587 12 233
Vynosy z podilu v dcefiné spolec¢nosti 16 85 818
Ostatni vynosy 17 91 145
Zména stavu zésob vyrobkd a nedokonéené vyroby -136 -66
Spotreba materiélu a sluzeb -5673 -5704
Néaklady na zaméstnance a zaméstnanecké pozitky 18 -1126 -931
Odpisy dlouhodobych aktiv 6,8 -352 -380
Snizeni hodnoty pozemk(, budov a zarizeni 6, 7 -174 -30
Ostatni provozni vynosy 19 72 131
Ostatn{ provozni naklady 20 -201 -319
Provozni zisk 4173 5897
Finanéni néklady 21 -15 -15
Zisk pred zdanénim 4 158 5 882
Dan 22 -1 105 -1468
Cisty zisk 3053 4414
Zisk na akcii zékladnf a zredény (K&/akcie) 23 1112 1608

Priloha tvorf nedilnou soucast této Gcetni zavérky.
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Balance Sheet
at December 31, 2005 (in million CZK)

ASSETS Note December 31, 2005 December 31, 2004
Property, plant and equipment (PP&E) 6 2570 2 506
Intangible assets 8 27 34
Investments in subsidiary 1 19 19
Non-current assets 2616 2 559
Inventories 9 3438 4 245
Trade and other receivables 10 1042 6 849
Current income tax prepaid 66 31
Cash and cash equivalents 11 6 752 1481
Current assets 11 298 12 606
Property, plant and equipment classified as held for sale 6 12 -
Total assets 13 926 15 165
EQUITY AND LIABILITIES Note December 31, 2005 December 31, 2004
Registered capital 12 2 745 2745
Share premium 2 336 2336
Reserves 12 549 549
Retained earnings 4 100 5455
Equity 9730 11 085
Deferred tax liability 15 160 189
Non-current liabilities 160 189
Trade and other payables 13 791 672
Other current tax liabilities 14 3 242 3219
Provisions for current liabilities 3 -
Current liabilities 4 036 3891
Total liabilities 4 196 4 080
Total equity & liabilities 13 926 15 165
Income Statement
for the year ended December 31, 2005 (in million CZK)

Note 2005 2004
Revenues 5 11 587 12 233
Dividend income 16 85 818
Other income 17 91 145
Changes in inventories of finished goods and work in progress (136) (66)
Cost of raw materials, consumables and services (5673) (5704)
Employee benefits expense 18 (1126) (931)
Depreciation and amortisation expense 6, 8 (352) (380)
Impairment of PP&E 6, 7 (174) (30)
Other operating income 19 72 131
Other operating expense 20 (201) (319)
Profit from operations 4173 5897
Finance costs 21 (15) (15)
Profit before tax 4 158 5 882
Income tax expense 22 (1 105) (1 468)
Net profit 3053 4414
Earning per share basic and diluted (CZK/share) 23 1112 1608

The accompanying notes form an integral part of the financial statements.
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Vlykaz zmén vlastniho kapitalu
za rok konéici 31. 12. 2005 (v miliénech Kg&)

Vztahujici se k vlastnimu kapitalu

Zakladni Emisni Zékonny  Zajistovaci  Kumulované Vlastni
kapital azio rezervni fond zisky kapital
fond celkem
Stav k 1. 1. 2004 2745 2336 549 -10 5364 10 984
Ocenovaci rozdily - zajisténi penéznich tokd 0 0 0 10 0 10
Cisty pfijem vykéazany piimo ve vlastnim kapitalu 0 0 0 10 0 10
Cisty zisk za obdobf 0 0 0 0 4 414 4 414
Celkovy pfijem vykazany za rok 2004 0 0 0 10 4 414 4 424
Rozdélenf zisku 0 0 0 0 -4 324 -4 324
Nevyzvednuté dividendy 0 0 0 0 1 1
Stav k 31. 12. 2004 2745 2 336 549 0 5455 11 085
Cisty zisk za obdobf 0 0 0 0 3053 3053
Celkovy pfijem vykazany za rok 2005 0 0 0 0 3053 3053
Rozdélenf zisku 0 0 0 0 -4 409 -4 409
Nevyzvednuté dividendy 0 0 0 0 1 1
Stav k 31. 12. 2005 2745 2 336 549 0 4 100 9730
7 vV v o
Viykaz penéznich tokul
za rok konéici 31. 12. 2005 (v miliénech Kg&)
Bod 2005 2004
PenéZni toky z provozni ¢innosti
Zisk pred zdanénim 4 158 5 882
Upravy o
Odpisy dlouhodobych aktiv 6,8 352 380
Snizeni hodnoty pozemkd, budov a zafizen{ 6, 7 174 30
Nerealizované kurzové zisky (=)/ztraty (+) -6 1
Finan¢ni vynosy - Cisté -90 -144
Ztrata z prodeje pozemki, budov a zarizeni 3 17
Vynosy z dividend 16 -85 -818
Ostatni nepenézni Gpravy — Cisté 2 -7
Penézni toky z provozni ¢innosti pred zménami pracovniho kapitélu 4508 5341
Zména stavu:
Obchodnich a jinych pohledéavek 5798 -491
Obchodnich a jinych zévazk 145 -1234
Zésob 811 1521
PenéZni toky z provozni ¢innosti 11 262 5137
Zaplacené Groky -1 -1
Zaplacena dan z prijm0 -1 166 -1 804
Cisté pené&Zni toky z provozni &innosti 10 095 3332
Penézni toky z investiéni &innosti
\lydaje na porizeni pozemkd, budov a zatizeni 6 -604 -231
Prijmy z prodeje pozemkd, budov a zarizenf 13 37
Vydaje na pofizeni nehmotnych aktiv 8 -8 -11
Prijaté troky g9 179
Prijaté dividendy 16 85 818
Cisté penézni toky z investiéni &innosti -415 792
Penézni toky z financovdni
Zaplacené dividendy -4 409 -4 324
Cisty penézni tok z financovéni -4 409 -4 324
Cisté zvySeni (+)/snizeni (-) penéinich prostiedkd 5271 -200
Stav penéznich prostiedki za zacatku obdobi 1481 1681
Stav penéznich prostiedkd za konci obdobi 11 6 752 1481

Priloha tvorf nedilnou soucast této Gcetni zavérky.
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Statement of Changes in Equity

for the year ended December 31, 2005 (in million CZK)

Attributable to equity holders of the Company

Registered Share Statutory Hedging Retained Total
capital premium reserve reserve earnings equity
fund
Balance at January 1, 2004 2745 2336 549 (10) 5364 10 984
Fair value gains - cash flow hedges - - - 10 - 10
Net income recognised directly in equity - - - 10 - 10
Profit - - - - 4 414 4 414
Total recognised income for the year - - - 10 4414 4 424
Profit distribution . - - - (4 324) (4 324)
Forfeited dividends - - - - 1 1
Balance at December 31, 2004 2 745 2 336 549 - 5455 11 085
Profit - - - - 3053 3053
Total recognised income for the year - - - - 3053 3053
Profit distribution - - - - (4 409) (4 409)
Forfeited dividends - - - - 1 1
Balance at December 31, 2005 2 745 2 336 549 - 4100 9730
Cash Flow Statement
for the year ended December 31, 2005 (in million CZK)
Note 2005 2004
Cash flow from operating activities
Profit before tax 4 158 5882
Adjustment for:
Depreciation and amortization expense 6, 8 352 380
Impairment of PP&E 6, 7 174 30
Unrealized foreign exchange (gain)/loss ®) 1
Net finance gains (90) (144)
Loss on disposal of PP&E 3 17
Dividend income 16 (85) (818)
Other non cash los /(gains), net ? @)
Operating cash flows before working capital changes 4508 5341
Changes in:
Trade and other receivables 5798 (491)
Trade and other payables 145 (1234)
Inventories 811 1521
Cash generated from operation 11 262 5137
Interest paid (D )
Income tax paid (1 166) (1.804)
Net cash generated from operating activities 10 095 3332
Cash flow from investing activities
Purchase of PP&E 6 (604) (231)
Proceeds from sale of PP&E 13 37
Purchase of intangible assets 8 @) an
Interest received 99 179
Dividends received 16 85 818
Net cash (used by)/generated from investing activities (415) 792
Cash flow from financing activities
Dividends paid (4 409) (4 324)
Net cash used by financing activities (4 409) (4 324)
Net increase/(decrease) in cash and cash equivalents 5271 (200)
Cash and cash equivalents at the beginning of the period 1481 1681
Cash and cash equivalents at the end of the period 11 6 752 1481

The accompanying notes form an integral part of the financial statements.
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Priloha k Gcetni zavérce
za rok kond¢icf 31.12.2005

1.  OBECNE UDAJE
1.1  Popis Spoleénosti

Philip Morris CR a.s. (,Spole¢nost) je akciova spole&nost registrované
v Ceské republice. Zabyvé se zejména vyrobou, prodejem, distribuci
a marketingem tabékovych vyrobkt. Do obchodniho rejstiiku byla
Spole¢nost zapsana 28. 3. 1991 a jeji registrované sidlo je v Kutné
Hote, Vitézné 1, Ceska republika. Vedenf Spole¢nosti sidlf v Praze,
vyrobn{ zavody se nachazeji v Kutné Hore a Straznici.

Philip Morris CR a.s. patt{ do skupiny Philip Morris International
Inc. Spole¢nost Altria Group, Inc. (,Altria Group®) je matefskou
spole¢nosti Philip Morris International Inc., Kraft Foods Inc., Philip
Morris USA Inc. a Philip Morris Capital Corporation. Altria Group je
vrcholovou ovladajici spole¢nosti Spolecnosti.

K 31. 12. 2005 byl jedinym subjektem vlastnicim vice nez
dvacetiprocentni podil na zakladnim kapitalu Spole¢nosti Philip
Morris Holland B.V. vlastnici 77,6% zékladniho kapitalu.

Jako ¢lenové predstavenstva a dozorci rady Spolecnosti byly
v obchodnim rejstriku k 31. 12. 2005 zapsany nésledujici osoby:

Predstavenstvo

Graeme Davidson - predseda
Nicklas Blomqvist

Peter-Paul Adriaansen

Petr Karla

JiFf Pribyl
Danica Sivékova
Martin Javorsky
Andreas Lenge

Dozoréi rada

Mats Sjoblom - predseda
Jiri Davidek

Jean-Claude Kunz

Radek Petrjanos
Robert Hutchison
Petr Bubenicek

Spolecnost vlastni 99% podil ve Philip Morris Slovakia s.r.o., Racianska 44,
Bratislava, Slovensko. Tento podil predstavuje 22,7 miliona Sk
(ekvivalent 19 miliéna K&) z celkového zékladniho kapitalu
23 miliénG Sk (ekvivalent 19 miliéna K&). Zisk po zdanéni Philip
Morris Slovakia s.r.o. za rok 2005 &inf 89 miliéont Sk, ekvivalent
69 miliont K& (2004: 109 miliénd Sk, ekvivalent 87 miliénd K&).
Celkovy vlastni kapital Philip Morris Slovakia s.r.o. ¢inil 99 miliéna Sk,
ekvivalent 76 miliona K& (2004: 125 miliénG Sk, ekvivalent
98 miliona Ke).

Spolecnost neuzavrela ovladaci smlouvu nebo smlouvu o prevodu
zisku se spolecnosti Philip Morris Slovakia s.r.o.

2. SHRNUTI VYZNAMNYCH UCETNICH ZASAD

2.1 Zakladni zasady sestaveni Ucetni zavérky

Utetn( zévérka Philip Morris CR a.s. k 31. 12. 2005 je samostatnou
Géetni zéveérkou Spole¢nosti, kteréd se vztahuje ke konsolidované
G&etni zavérce Philip Morris CR a.s. a jeji dcefiné spole¢nosti
Philip Morris Slovakia s.r.o.

Tato Gdetni zavérka je sestavena v souladu s Mezindrodnimi standardy
G&etniho vykaznictvi ve znénf schvaleném Evropskou unif (,IFRS®).

Ugetni zavérka byla sestavena na zakladé pozadavki vykazovani
a ocenovani stanovenych IFRS a vyklady IFRIC v rozsahu, v jakém byly
schvaleny Evropskou komisi v dobé sestaveni této Gcetni zavérky.
Zakladni Gcetn{ pravidla pouzita pfi sestaveni Gcetni zavérky jsou
popséna nize. Tato pravidla byla aplikovédna na vSechna obdobi
obsazenéa v této Ucetni zavérce, pokud neni uvedeno jinak. Spole¢nost
vyuzila vyjimku povolenou standardem IFRS 1 aplikovat standardy
IAS 32 a IAS 39 az od 1. 1. 2005.

Ugetni zavérky Spolegnosti do 31. 12. 2004 byly sestavovany
v souladu s eskymi G&etnimi predpisy (,CZ GAAP®), které jsou
v nékterych oblastech odlisné od IFRS. Pro sestaveni této Géetni zavérky
Spoleénost zménila nékteréd pravidla ocenovani vyplyvajici z ceskych
Géetnich predpist tak, aby byla v souladu s IFRS. Srovnatelné Gdaje
za rok 2004 byly upraveny tak, aby odrazely tyto Gpravy, s vyjimkami
popsanymi v Gcetnich zasadach.

Vysvétleni rozdild a popis dopadt z prechodu na IFRS na hlavni
polozky vlastniho kapitalu, Cistého zisku a penéznich tok( jsou
zvefejnény v bodu 4.

Utetni zavérka byla sestavena na principu historickych pofizovacich
cen, s vyjimkou finanénich derivatd, jak je dale popséno v zékladnich
zésadéch sestaveni Gcetni zaveérky.

Sestaveni Gdetni z&vérky v souladu s IFRS vyzaduje uplatrovéani urcitych
zasadnich Gcetnich odhadd. Vyzaduje rovnéz, aby vedenf vyuzivalo svdj
Gsudek v procesu aplikace Ucetnich pravidel Spolecnosti. Spolecnost ¢inf
odhady a predpoklady tykajici se budoucnosti. Z toho vznikajici Gcetni
odhady, jez ze samé povahy své definice jenom zridkakdy odpovidaji
prislusnym skutec¢nym vysledktm.

Céstky uvedené v této Gcetn( zavérce jsou vykazany v miliénech Eeskych
korun (,K&), pokud nenf uvedeno jinak.

2.2 Vykazovani podle segmentt

Oborovy segment predstavuje skupinu aktiv a ¢innosti zapojenych do
procesu poskytovani vyrobkl nebo sluzeb, které jsou vystaveny rizikim
a dosahuji vynosnosti odlisnych od rizik a vynosnosti v ramci jinych
obort ¢innosti.

Uzemnf segment predstavuje poskytovani vyrobkd nebo sluzeb
v konkrétnim ekonomickém prostredi, které je vystaveno rizikiim
a dosahuje vynosnosti odlisné od rizik a vynosnosti v rdmci jinych
ekonomickych prostredi.

2.3 Transakce v cizich ménach

a) Funkéni ména a ména vykazovani

Polozky, které jsou soudasti Gcetni zavérky Spolecnosti, jsou ocerovéany
za pouziti mény primarniho ekonomického prostredi, ve kterém jednotka
pusobi (,funkéni ména®). Ugetni zavérka je prezentovana v korunach
Ceskych, které jsou pro Spole¢nost jak ménou funkéni, tak ménou
vykazovani.

b) Transakce a zistatky

Transakce v cizi méné se prepoditévaji do funkéni mény na zéklade
sménnych kurzd platnych k datim transakci. Kurzové zisky a ztraty
vyplyvajici z téchto transakci a z prepoctu penéznich aktiv a zévazk
vyjadrenych v cizich ménéch sménnym kurzem platnym ke konci
Gcéetniho obdobi se vykazuji ve vykazu zisku a ztraty, pokud nejsou
odlozeny do vlastniho kapitalu jako zajisténi penéznich tokd, jak je
popséano v bodé 3.2.

2.4  Pozemky, budovy a zafizeni

Pozemky, budovy a zarizeni jsou prvotné vykazany v porizovaci cené
a jsou s vyjimkou pozemkd odpisovany a vykazovany v zGstatkové
hodnoté. Zastatkova hodnota zahrnuje i pfipadné snizeni hodnoty aktiva.
Pozemky jsou nasledné vykézany v porizovaci cené snizené o ¢astku
vyjadfujici pripadné snizeni hodnoty. Pofizovaci cena zahrnuje vydaje,
které jsou primo priraditelné k porizeni daného aktiva.

Nasledné vydaje jsou zahrnuty do Gcéetni hodnoty prislusného aktiva
nebo jsou pripadné vykazany jako samostatné aktivum, ovéem pouze
tehdy, jestlize je pravdépodobné, ze budouci ekonomicky prospéch
spojeny s danou polozkou Spolecnost ziska, a porizovaci cena polozky je
spolehlivé méritelna. Veskeré opravy a Gdrzba jsou zalctovany do vykazu
zisku a ztraty v rémci Gcetniho obdobi, ve kterém vzniknou.

Nemovitosti, stroje a zafizeni, s vyjimkou pozemkd, jsou odpisovény
rovnomeérné pocinaje jejich uvedenim do uzivani.
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Notes to the Financial Statements
at December 31, 2005

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 are the production, sale,
distribution and marketing of tobacco products. The Company was
incorporated on March 28, 1991 and its registered address is Kutné
Hora, Vitézna 1, Czech Republic. Its headquarters is in Prague and its
manufacturing facilities are in Kutna Hora and Straznice.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc.
Altria Group, Inc. (“Altria Group”) is the parent company of Philip
Morris International Inc., Kraft Foods Inc., Philip Morris USA Inc.
and Philip Morris Capital Corporation. Altria Group is the ultimate
controlling company of the Company.

At December 31, 2005 the only entity holding more than 20% of the
registered capital of the Company was Philip Morris Holland B.V. which
held 77.6%.

The following individuals were recorded as members of the Board
of Directors and Supervisory Board in the Commercial Register at
December 31, 2005:

Board of Directors

Graeme Davidson - Chairman
Nicklas Blomqvist

Peter-Paul Adriaansen

Jiff Pribyl
Danica Sivakova
Martin Javorsky

Petr Karla Andreas Lenge
Supervisory Board

Mats Sjoblom — Chairman Radek Petrjanos
Jir{ Davidek Robert Hutchison

Jean-Claude Kunz Petr Bubenicek

The Company has a 99% interest in Philip Morris Slovakia s.r.o., Racianska
44, Bratislava, Slovakia. The interest represents SKK 22.7 million (equivalent
to CZK 19 million) of the registered capital of SKK 23 million (equivalent to
CZK 19 million). In 2005 the income after tax of Philip Morris Slovakia s.r.o.
was SKK 89 million, equivalent to CZK 69 million (2004: SKK 109 million,
equivalent to CZK 87 million). Total equity of Philip Morris Slovakia s.r.o.
was SKK 99 million, equivalent to CZK 76 million (2004: SKK 125 million,
equivalent to CZK 98 million).

The Company has not concluded a controlling agreement or agreement on
profit transfer with Philip Morris Slovakia s.r.o.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.1 Basis of preparation

These financial statements of Philip Morris CR as. as at December 31, 2005
and for the year then ended, are the separate stand-alone financial statements
of the Company. They correspond to the consolidated financial statements
of Philip Morris CR a.s. and its subsidiary Philip Morris Slovakia s.ro.

These financial statements have been prepared in accordance with
International Financial Reporting Standards as adopted by the European
Union (“IFRS”).

The 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. The Company has made use
of the exemption available under IFRS 1 to only apply IAS 32 and IAS 39
from January 1, 2005.

The Company’s financial statements were prepared in accordance
with Czech Generally Accepted Accounting Principles (“CZ GAAP”)
until December 31, 2004. CZ GAAP differs in some areas from IFRS.
In preparing of the Company’s 2005 financial statements, management
has amended certain accounting measurement methods applied in
the CZ GAAP financial statements to comply with IFRS. The comparative
figures in respect of 2004 were restated to reflect these adjustments,
except as described in the accounting policies.

Reconciliations and descriptions of the effect of the transition from
CZ GAAP to IFRS on the Company’s equity and its net income and cash
flows are provided in Note 4.

The financial statements have been prepared under the historical
cost convention except for financial derivatives as disclosed in the
accounting policies below.

The preparation of 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 resulting accounting estimates
will, by definition, seldom equal the related actual results.

The amounts shown in these financial statements are presented
in million Czech Crowns (“CZK"), if not stated otherwise.

2.2 Segment reporting

A business segment is a group of assets and operations engaged
in providing products or services that are subject to risks and returns
that are different from those of other business segments.

A geographical segment is engaged in providing products or services
within a particular economic environment that is subject to risks and
returns that are different from those of segments operating in other
economic environments.

2.3  Foreign currency transactions

a) Functional and presentation currency

ltems included in the financial statements of the Company are
measured using the currency of the primary economic environment
in which the entity operates (“the functional currency”). The 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 rates prevailing at the dates 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 the income statement, except
when deferred in equity as qualifying hedge accounting is applied as
explained in Note 3.2.

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 its cost less any
accumulated depreciation and impairment losses. Freehold land
is subsequently stated at cost less any impairment charges. Cost
includes expenditure that is directly attributable to the acquisition
of the items.

Subsequent costs are included in the asset’s carrying amount or
recognized as a separate asset, as appropriate, only when it is probable
that future economic benefits associated with the item will flow to the
Company and the cost of the item can be measured reliably. All other
repairs and maintenance are charged to the income statement during
the financial year in which they are incurred.

Items of 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 Gcetni zavérce jsou
nésledujici:
Stavby 15 - 25

Stroje, pristroje a zarizeni 8 - 15
Zafizeni pro zpracovani dat 3 - 5
Dopravni prostredky 3 - 8
Inventar 5 - 10

Pozemky nejsou odpisovany.

Z(statkové hodnoty aktiv a jejich Zivotnost je posuzovéana a v pripadé
potreby upravena ke kazdému rozvahovému dni. V pripadé, ze je
Géetni hodnota aktiva vy$si nez je jeho realizovatelnd hodnota, snizi
se Gcéetni hodnota tohoto aktiva okamzité na jeho realizovatelnou
hodnotu (viz bod 2.7).

Pozemky, budovy a zafizeni, které se jiz nepouzivaji nebo jsou z jinych
ddvodu vyrazena, se z rozvahy vyradi spolu s opravkami vztahujicimi se
k tomuto aktivu. Veskeré vynosy ¢i ztraty vzniklé v souvislosti s vyrazenim
jsou Gctovény do vysledku z bézné cinnosti.

2.5 Dlouhodoby nehmotny majetek

Dlouhodoby nehmotny majetek zahrnuje programové vybaveni poéitacd.
Licence porizené k pocitacovému softwaru jsou aktivovany na zékladé
vydajti vynaloZenych na porizeni konkrétniho softwaru a jeho uvedeni do
pouzivani. Tyto naklady jsou odepisovany po dobu jejich predpoklédané
Zivotnosti (i az pét let).

Vydaje spojené s vyvojem nebo Udrzbou poéitacovych softwarovych
programt jsou vykazény jako néklady v okamziku jejich vynalozeni.
Vydaje, které primo souviseji s vytvorenim presné definovanych
a jedineénych softwarovych produktd, kontrolované Spolecnosti, které
pravdépodobné prinesou budouci ekonomicky prospéch po dobu delsi
nez jeden rok a prevysujici porizovaci néklady, se vykazuji jako nehmotné
aktiva. Primé néklady zahrnuji osobni néklady pracovnikt podilejicich se
na vyvoji softwaru a odpovidajici podil prislusné rezie.

Néklady na vyvoj pocitacového softwaru uznané jako aktiva se odpisuji
po dobu jejich predpokladané zivotnosti, nejvyse vsak po dobu tif let.

2.6 Investice v dcefiné spole¢nosti
Podil ve spoleénosti Philip Moris Slovakia s.r.o. je vykézén v historické
porizovaci cené.

2.7  Snizeni hodnoty aktiv

Pozemky, budovy a zafizenf a ostatni aktiva, véetné nehmotnych
aktiv, jsou posuzovany z hlediska snizeni hodnoty, kdykoli urcité
udalosti nebo zmény okolnosti naznacduji, ze jejich G¢etni hodnota
nemusi byt realizovatelna.

Ztréta ze snizeni hodnoty je zalctovana ve vysi ¢astky, o kterou Gcéetni
hodnota aktiva prevysuje jeho realizovatelnou hodnotu. Realizovatelné
hodnota predstavuje redlnou hodnotu snizenou o néklady prodeje nebo
hodnotu z uzivani, je-li vyssi. Za Géelem posouzeni snizeni hodnoty jsou
aktiva sdruzovana na nejnizsich Grovnich, pro které existuji samostatné

identifikovatelné penézni toky (penézotvorné jednotky).

2.8 Zasoby

Zasoby se vykazuji v porizovacich cenach nebo v ¢isté realizovatelné hodnotg,
je-li nizsi. Porizovaci cena zahrnuje cenu porizeni a vedlejsi naklady spojené
s pofizenim zasob (doprava, clo, pojisténi apod.). V hodnoté tabakovych
nélepek, nedokoncené vyroby, hotovych vyrobkd a nakupovaného zbozi je
zahrnuta i spotrebni dan. Hodnota nedokoncené vyroby a hotovych vyrobkd
zahrnuje pfimé materialové naklady a vyrobni rezii. Vyrobni rezie zahrnuje
predevsim mzdy, odpisy, spotiebu energii, naklady na opravy a udrzovani
apod. Vétsina materialovych zésob je ocenéna v primeérnych cenéch.

Cista realizovatelnd hodnota se rovna odhadnuté prodejnf cené v bézném
podnikéani snizené o odhadované variabilni néklady nutné k realizaci
prodeje. Do pofizovaci ceny zésob se zahrnuji prevody ziskl a ztrat
z vlastniho kapitalu vzniklych ze zajisténi penéznich tokd, vztahujicich
se k nékuptm zasob.

2.9 Pujéky a pohledavky

Pljc¢ky a pohledavky jsou nederivatovéa finan¢ni aktiva s danymi nebo
prepokladanymi platbami, ktera nejsou kétovana na aktivnim trhu. Jsou
zahrnuty do kratkodobych aktiv, s vyjimkou dob splatnosti delsich nez
12 meésicl po rozvahovém dni. Ty jsou klasifikovany jako dlouhodobéa
aktiva. Pdjcky a pohledavky jsou zahrnuty v rozvaze v obchodnich
pohledavkach a jinych pohledavkéch.

Obchodni pohledavky se prvotné vykazuji v realné hodnoté a nésledné
jsou ocerovény zUstatkovou hodnotou na zakladé metody efektivni
Grokové sazby po odecteni opravné polozky na snizeni hodnoty. Opravna
polozka na snizeni hodnoty obchodnich pohledéavek se vytvari tehdy,
jestlize existuji objektivni dlikazy o tom, ze Spole¢nost nebude schopna
inkasovat veskeré dluzné ¢astky podle pdvodné sjednanych podminek.
Vyse opravné polozky je rozdil mezi Gcetni hodnotou aktiva a sou¢asnou
hodnotou odhadovanych budoucich penéznich tokl diskontovanych
efektivni Grokovou sazbou. Tvorba této opravné polozky je zalctovéna
do vykazu zisku a ztraty.

2.10 Penéini prostredky a penéini ekvivalenty

Penézni prostredky a penézni ekvivalenty zahrnuji finan¢ni hotovost,
inkasovatelné bankovni vklady, ostatni vysoce likvidni kratkodobé
investice s ptvodni dobou splatnosti tfi mésice a méné a debetnf
zGstatky na bankovnich Gétech (kontokorentn{ Géty). V rozvaze jsou
debetni zGstatky na bankovnich tétech (kontokorentni Géty) vykazany
v polozce krétkodobych zavazkd.

2.11 Odlozena dan

Odlozenéa dan je vypoctena s pouzitim zavazkové metody uplatnéné
na vsechny docasné rozdily vzniklé mezi danovou hodnotou aktiv
a zévazk( a jejich Gcetni hodnotou vykazovanou v Géetni zavérce.
Pokud ovéem odlozena dan vyplyvé z vychoziho zachyceni aktiva nebo
zavazku z transakci jinych nez je podnikové kombinace, které v dobé
vzniku nemaji dopad ani na Géetni ani na danovy zisk nebo ztratu, pak
se o ni nelctuje. Odlozena dan z prijmi se stanovi za pouziti danové
sazby (a dafovych zakon(), které byly schvéleny nebo je proces jejich
schvalovani v podstaté dokondéen a o kterych se predpoklada, ze
budou G¢inné v obdobi, ve kterém bude prislusna danovéa pohledavka
realizovana nebo zavazek odlozené dané z prijmu vyrovnan.

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

Odlozené dan je zatctovana do vykazu zisku a ztraty s vyjimkou pripadd,
kdy se vztahuje k polozkam Gctovanym primo do vlastniho kapitalu.
V takovych pripadech je také Gctovana do vlastniho kapitélu.

2.12 Zaméstnanecké pozitky

a) Dachodové pojisténi a penzijni pripojisténi

Spolec¢nost hradi pravidelné odvody do statniho rozpoctu k financovani
statniho ddchodového pojisténi v sazbéch platnych pro dané obdobf
z vyplacenych hrubych mezd. Nad ramec téchto zakonnych odvodu
nejsou vyzadovany od Spolecnosti zadné jiné dodateéné odvody. Naklady
souvisejici s odvody jsou zGctovany ve vykazu zisku a ztraty ve stejném
obdobi jako vyplata mezd a platd, ke kterym se vztahuiji.

Spoleénost také poskytuje svym zaméstnancim penzijni pripojistént
formou plateb nezévislym penzijnim fonddm v rémci platného penzijniho
planu. Tyto naklady jsou Gc¢tovany do vykazu zisku a ztraty v obdobi,
se kterym Casové souvisej.

b) Odstupné a pozitky pfi predéasném ukondeni
pracovniho poméru

Odstupné a pozitky pfi pred¢asném ukonceni pracovniho poméru se
vypléaceji v pripadé, ze je pracovni pomér ukoncen pred normalnim
odchodem do dtdchodu nebo pred uplynutim pracovni smlouvy.
Spole¢nost vykazuje pozitky z pred¢asného ukonceni pracovniho
pomeéru, pokud je zavazana k ukonceni pracovniho poméru vybranych
zameéstnanct v souladu se schvalenym detailnim planem bez realné
moznosti od tohoto plénu odstoupit.
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Estimated useful lives (in years) adopted in these financial statements
are as follows:

Constructions 15 - 25
Machinery and equipment 8 - 15
IT equipment 3 - 5
Vehicles 3 - 8
Furniture and fixtures 5 - 10

Land is not depreciated.

The assets’ residual values and useful lives are reviewed, and adjusted
if appropriate, 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 then
its estimated recoverable amount (see Note 2.7).

Items of property, plant and equipment that are retired, or otherwise
disposed of, are eliminated from the balance sheet, along with
the corresponding accumulated depreciation. Any gain or loss arising
from retirement or disposal is included in net operating income.

2.5 Intangible assets

Intangible assets include computer software. Acquired computer
software licences are capitalized on the basis of the costs incurred
to acquire and bring to use the specific software. 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 beyond one year, are
recognized as intangible assets. Direct costs include the costs of
software development employees and an appropriate portion
of relevant overheads.

Computer software development costs recognized as assets are
amortized over their estimated useful lives (not exceeding three
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 and other 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 flows (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.). Fiscal stamps, work-in-
progress, finished goods and goods for resale include excise taxes. The
value of work-in-progress and finished goods includes direct material
costs and allocated overhead costs. Overhead costs include labor,
depreciation, power and heating, repair and maintenance and other
related costs. The value of tobacco, operating supplies and spare parts
is determined on the basis of weighted average cost.

Net realizable value is the estimated selling price in the ordinary
course of business, less applicable variable selling expenses.
The cost of the inventory includes the transfer from equity of
any gains/losses on qualifying cash-flow hedges used to hedge
the purchase of the inventory.

2.9 Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
They are included in current assets, except for maturities greater
than 12 months after the balance sheet date. These are classified as
non-current assets. Loans and receivables are classified as “trade and
other receivables” in the balance sheet.

Trade and other receivables are recognized initially at fair values
and subsequently measured at amortized costs using the effective
interest method, less provision for impairment. Such provision
for impairment of trade receivables is established if there
is objective evidence that the Company will not be able to collect
all amounts due according to the original terms of receivables.
The amount of the provision is the difference between
the carrying amount and the recoverable amount, being the
present value of estimated future cash flows discounted at
the effective interest rate. The amount of the provision
is recognized in the income statement.

2.10 Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held on
call with banks, other short-term highly liquid investments with
original maturities less of three months or less, and bank overdrafts.
Bank overdrafts are shown within borrowings in current liabilities
on the balance sheet.

2.11 Deferred income tax

Deferred income taxation is calculated using the liability method
applied to all temporary differences arising between the tax basis
of assets and liabilities and their carrying amounts in the 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 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 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.

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 the income statement, except
when it relates to items charged or credited directly to equity,
in which case the deferred tax also affects equity.

2.12 Employee benefits

a) Pension obligations

Contributions are made to the Government's health, 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 the income statement in the same year as the related
salary expense.

The Company also makes contributions to defined contribution
schemes operated by external pension companies. These
contributions are charged to the income statement in the year to
which the contributions relate.

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
possibility of withdrawal.
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c) Uhrady akciemi

Altria Group Inc. poskytuje urcité plany Ghrad akciemi pro vedouci
pracovniky vsech spolecnosti v ramci skupiny Altria. Tyto plany se
vztahuji k akciim spole¢nosti Altria Group, Inc. Naklady plynouci
z Uhrad akciemi vzniklé na strané Altria Group, Inc. jsou fakturovény
Spole¢nosti v okamziku realizace vzniklého néroku pracovnikem.
Fakturovana céstka zévisi na dobé trvani zaméstnaneckého poméru
vedouciho pracovnika ve Spole¢nosti béhem rozhodného obdobi.
Proto tyto transakce predstavuji pro Spole¢nost Uhrady akciemi,
jez se vyporadaji hotovosti a je o nich také tak G¢tovano. Hodnota
sluzeb prijatych od vedoucich pracovnikd a souvisejici zdvazek se
vykazuji v realné hodnoté zavazku. Do okamziku realizace vzniklého
naroku a vyrovnani zédvazku dochazi k opakovanému precenéni
zévazku realnou hodnotou ke kazdému datu rozvahy s tim, ze
veskeré zmény redlné hodnoty se vykazi ve vykazu zisku a ztraty
za dané obdobi.

2.13 Rezervy

Spoleénost tvori rezervy, pokud ma soucasny pravni nebo
mimosmluvni zavazek, ktery je vysledkem minulych udélosti, je
pravdépodobné, ze k vyporadani tohoto zavazku bude nezbytné
odderpani prostredkd, a mize byt proveden spolehlivy odhad vyse
zavazku. Rezervy se nevytvéreji na budouci provozni ztréty.

Rezervy jsou ocenény v soucasné hodnoté nejlepsiho odhadu vydajd
potrebnych k vyrovnéni soucéasného zévazku k rozvahovému dni.

2.14 Vykazovani vynosu

Vynosy predstavuji redlnou hodnotu prodejti zbozi, vyrobk a sluzeb,
bez dané z pridané hodnoty a spotrebni dané, po odpoctu slev
a skont. Vlynosy jsou vykazovany nasledujicimi zpasoby:

Prodej vyrobki a zbozi

Vynosy z prodeje vyrobkd a zbozi se vykazuiji, jestlize Spolecnost
dodala zékaznikovi vyrobky, zakaznik tyto vyrobky prevzal a dobytnost
souvisgjicich pohledavek je v primérené mire zajisténa.

Prodej sluzeb

Vlynosy z poskytovani sluzeb se vykazuji jestlize dojde k poskytnuti
sluzby za pomoci metod uzivanych pro stanoveni stupné dokoncenosti
konkrétni transakce, ur¢eného na zékladé skute¢né poskytnuté sluzby
k poméru celkovych sluzeb, které maji byt poskytnuty.

Vynosy z dividend
Vlynos z dividend se vykazuje tehdy, kdyZ vznikne pravo na prijeti
platby.

\Wynosy z licen¢nich poplatkd
Vynosy z licenénich poplatk( se vykazuji na akruéini bézi podle
objemu prodanych cigaret v souladu s podstatou prislusnych smluv.

Vynosy z trokd
Urokovy vynos se vykazuje ¢asové rozliseny s pouzitim metody efektivni
Grokové sazby a zohlednénim vyse nesplacené jistiny.

2.15 Leasing

Leasing je klasifikovan jako operativni leasing, jestlize podstatné ¢ast
rizik a odmén vyplyvajicich z vlastnictvi zGstava u pronajimatele.
Splatky uhrazené na zékladé operativniho leasingu se Gétuji do
vykazu zisku a ztraty rovnomérné po celou dobu trvani leasingu.

Leasing pozemk, budov a zafizeni, pfi némz na Spolecnost prechézi
podstatna ¢ast rizik a odmén vyplyvajicich z vlastnictvi, je klasifikovan
jako finanénf leasing.

2.16 Vyplata dividend

Vyplata dividend akcionardm Spolecnosti se vykazuje v Géetni
zavérce Spolec¢nosti jako zavazek v obdobi, ve kterém jsou dividendy
schvéleny akcionari Spolecnosti.

3. RIZENi FINANCNICH RIZIK
3.1 Faktory financniho rizika

Z ¢innosti Spole¢nosti vyplyvé rada finan¢nich rizik: trznf riziko,
Gvérové riziko a riziko likvidity. Celkové strategie Spolecnosti
pro fizeni rizik se zaméruje na nepredvidatelnost finan¢nich trhi
a snazi se minimalizovat potencialni negativni dopady na finanén{
vysledky Spoleénosti. Spolecnost pro zajisténi nékterych rizik pouziva
derivatové financni néstroje.

Rizenf rizik provadf centrélni oddélenf treasury skupiny Altria Group
(,Altria Treasury) v souladu s pravidly schvalenymi predstavenstvem
Spoleénosti. Altria Treasury identifikuje, ocenuje a zajistuje finandn{
riziko v Uzké spolupréci se Spole¢nosti.

a) Trzni riziko

Spole¢nost plsobi na mezindrodnim trhu a je vystavena ménovému
riziku vztahujicimu se zejména k americkému dolaru. Ménové riziko
vyplyva zejména z titulu budoucich nakupd. Pro fizeni ménového
rizika Spole¢nost nakupuje ménové opce prostrednictvim Altria
Treasury, o kterych Gctuje jako o zajistovacich finanénich derivatech.
Vsechny tyto opce jsou splatné do jednoho roku.

b) Uvérové riziko

Spolecnost nemé vyznamné koncentrace Gvérového rizika. Spole¢nost ma
stanovena pravidla, ktera zajistuji, Ze vyrobky a zboZi jsou prodavany na
Gvér pouze zakaznikdm s prislusnou Gvérovou historii.

c) Riziko likvidity

Obezretné fizeni rizika likvidity predpokladéa udrzovani dostateéné
Grovné hotovosti. Rizen likvidity Spoleénosti provadi centrélni
oddéleni Altria Treasury prostrednictvim doméciho a mezinérodniho
systému ,cash pool“.

3.2 Uctovani derivatovych financnich nastroja

Pro cely tizeni kurzovych rizik spojenych s nékterymi pevnymi zavazky
a ocCekavanymi transakcemi Spole¢nost pouzivé finan¢ni derivatové
nastroje. Finanéni derivéty jsou prvotné zachyceny v pofizovaci cené
a nésledné jsou precenény na redlnou hodnotu k datu Gcetni zavérky.
Spolecnost pouzivé derivatové financni nastroje k ekonomickému
zajisténi svych transakei. Pro Gcely Gcetnictvi Spolecnost ¢leni derivatové
finanéni néstroje na derivaty k obchodovani a derivaty zajistovaci.
Zajistovaci derivéty zajistuji bud redlnou hodnotu aktiv a zavazk( nebo
budoucf penézni toky. Spolednost Gctuje o derivatech jako o zajistovacich
derivatech v pripadé, kdy jsou splnéna kritéria pro pouZiti zajistovactho
Gcetnictvi tykajici se pozadované dokumentace a G¢innosti zajisténi.

Zmény reédlnych hodnot finan¢nich derivatd, které jsou oznaceny za
G4céinné zajisténi budoucich penéznich tokl souvisejicich se zévazky
a ocekavanymi transakcemi, jsou zachyceny pfimo ve vlastnim
kapitalu. Hodnoty zachycené ve vlastnim kapitalu jsou rozpoustény do
vykazu zisku a ztréty ve stejném obdobi, ve kterém prislusna zajisténa
polozka (aktivum, zavazek nebo predpokladana transakce) ovlivni
Cisty hospodéarsky vysledek. V pripadé, Ze zajisténa polozka vyUsti
v zalc¢tovani aktiva nebo zavazku, jsou v okamziku zalctovani aktiva
nebo zavazku souvisejici zisky nebo ztraty, které byly drive vykazéany
v ramci vlastniho kapitalu, zahrnuty do prvotniho ocenéni daného
aktiva nebo zavazku. Zmény realnych hodnot financ¢nich derivatd,
které nesplnuji podminky pro Gc¢tovani o zajisténi, jsou zalctovany do
vykazu zisku a ztraty v obdobli, ve kterém jsou zaznamenény.

Spolecnost prestane Gétovat o zajisténi v pripadé, Ze uplyne doba
platnosti zajistovaciho néstroje nebo je tento zajistovaci néstroj
prodén, ukonéen nebo realizovan, nebo pokud jiz nesplnuje kritéria
pro Gctovani o zajisténi. Pri zajisténi budoucich penéznich tokd jsou
jakékoliv kumulativni zisky nebo ztraty souvisejici se zajistovacim
nastrojem evidované v ramci vlastniho kapitalu nadale zachyceny ve
vlastnim kapitalu az do doby, nez dojde k realizaci ocekavané transakce.
Pokud podle ocekavani jiz nema k zajisténé transakcei dojit, jsou Cisté
kumulativni zisky nebo ztraty za(ctované ve vlastnim kapitalu prevedeny
do ¢istého hospodérského vysledku za dané obdobi.
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c) Share-based payments

Altria Group Inc. runs certain stock compensation plans for
management of all Altria Group companies. The plans are related
to the stock of Altria Group, Inc. Compensation expenses arising
in respect of these plans incurred by Altria Group, Inc. are recharged
to the Company for the applicable employee’s employment period at
the Company, upon the exercise of the award by the employee. Therefore
from the Company’s point of view these plans represent cash-settled
share-based payment transactions that are accounted for correspondingly.
The services received from the managers and corresponding liability
incurred is measured at the fair value of the liability. Until the awards
are exercised and the liability is settled, the fair value of the liability
is remeasured at each reporting date with any changes in fair value
recognized in the income statement.

2.13 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 at the balance
sheet date.

2.14 Revenue recognition

Revenue comprises the fair value of the sale of goods and services, net of
value-added tax, excise tax, rebates and discounts. Revenue is recognized
as follows:

Sales of goods

Sales of goods are recognized when a Company has delivered products
to the customer, the customer has accepted the products, and collection
of the related receivables is reasonably assured.

Sales of services

Sales of services are recognized when the services are rendered,
by reference to completion of the specific transaction assessed on
the basis of the actual service provided as a proportion of the total
services to be provided.

Dividend income
Dividend income is recognized when the right to receive payment
is established.

Royalty income
Royalty income is recognized on an accruals basis in accordance with

the substance of the relevant agreements based on volumes of sold
cigarettes.

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

2.15 Leases

Leases under which a significant portion of the risks and benefits of
ownership are effectively retained by the lessor are classified as operating
leases. Payments made under operating leases are charged to the income
statement on a straight-line basis over the period of the lease.

Leases of property, plant and equipment where the Company has
substantially all the risks and rewards of ownership are classified as
finance leases.

2.16 Dividend distribution

Dividend distribution to the Company’s shareholders is recognized
as a liability in the Company’s 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.

The Company’s overall risk management program focuses on
the unpredictability of financial markets and seeks to minimize
potential adverse effects on the financial performance of
the Company. The Company uses derivative financial instruments to
hedge certain risk exposures.

Risk management is carried out by a central treasury department of
Altria Group (“Altria Group Treasury”) under approved policies. Altria
Treasury identifies, evaluates and hedges financial risks in close co-
operation with the Company’s operating units. The Board of Directors
provides written principles for overall risk management.

a) Market risk

The Company operates internationally and is exposed to foreign
exchange risk arising from various currency exposures, primarily with
respect to the US dollar. Foreign exchange risk arises from future
purchase transactions. To hedge part of this exposure, the Company
uses currency options derivative financial instruments, transacted with
Altria Treasury. These options are treated as a cash flow hedge in the
Company’s accounts. All currency options are due within one year.

b) Credit risk

The Company has no significant concentrations of credit risk. It has
policies in place to ensure that sales of products and merchandise
are made to customers who meet the credit history.

c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient
cash. Liquidity of the Company is managed and controlled by
the central Altria Treasury via domestic and international Cash pool
arrangements.

3.2 Derivative financial instruments

The Company uses derivative financial instruments to hedge
its risks associated with foreign currency fluctuations relating to
certain firm commitments and forecasted transactions. Derivative
financial instruments are initially recognized on the balance sheet
at cost and are subsequently measured at fair value. The Company
classifies derivatives as financial instruments held for trading or
for hedging. Derivative financial instruments hedge either the fair
value of assets, liabilities or future cash flows. The Company applies
hedge accounting provided that qualifying criteria in relation to
documentation and hedge effectiveness are met.

Changes in the fair value of derivative financial instruments that
are designated and effective as hedges of future cash flows relating
to firm commitments and forecasted transactions are recognized
directly in equity. Amounts deferred in equity are recognized in the
income statement in the same period in which the hedged item
affects net profit or loss. If the hedged item results in the recognition
of an asset or a liability at the time the asset or liability is recognized,
the associated gains or losses of the derivative that had previously
been recognized in equity are included in the initial carrying value of
the asset or liability. Changes in the fair value of derivative financial
instruments that do not qualify for hedge accounting are recognized
in the income statement as they arise.

Hedge accounting is discontinued when the hedging instrument
expires or is sold, terminated, exercised or no longer qualifies for hedge
accounting. In a discontinued cash flow hedge, any cumulative gain
or loss on the hedging instrument recognized in equity is retained
in equity until the forecasted transaction occurs. If a hedged
transaction is no longer expected to occur, the net cumulative
gain or loss recognized in equity is transferred to net profit or loss
for the period.
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Spole¢nost nema zadné oteviené derivatové obchody k 31. 12. 2005
a k 31.12.2004.

3.3 0Odhad realné hodnoty

Reélnd hodnota financnich nastrojd obchodovanych na aktivnich trzich
je stanovena na zakladé kétovanych trznich cen platnych k rozvahovému
dni. Pro stanovenf realné hodnoty finan¢nich néstrojd, které nejsou
obchodovény na aktivnim trhu se pouzivaji techniky ocerovani. Skupina
¢ini predpoklady, pri nichz vychézi z trznich podminek existujicich ke
kazdému rozvahovému dni. Nominalni hodnota obchodnich pohledavek
po odecteni opravnych polozek na snizeni hodnoty a Gcetni hodnota
ostatnich finan¢nich aktiv a zavazkd se blizi jejich realné hodnoté. Reélina
hodnota zévazk( vztahujicich se k Ghradam akciemi je ur¢ena metodou
Cox-Ross-Rubinsteinova binomického modelu.

4.  PRECHOD NAIFRS
4.1 Zasady prechodu na IFRS

Tato Gcetni zavérka je prvni rocni Ucetni zavérkou Spolecnosti sestavenou
v souladu s IFRS. Bod 2.1 popisuje zptsob, jakym byla Géetni zavérka
sestavena. Datem prechodu na vykazovani dle IFRS je 1. 1. 2004.
K tomuto datu Spole¢nost sestavila zahajovaci rozvahu v souladu s IFRS.

Rozvahovym dnem této Ucetni zévérky je 31. 12. 2005. Datum prvni
aplikace IFRS je 1. 1. 2005.

Pri sestaveni této Ucetni zavérky Spole¢nost uplatnila povinné vyjimky
a nékteré dobrovolné vyjimky z pIné retrospektivni aplikace IFRS.

Dobrovolné vyjimky

Aplikace standardt IAS 32 a IAS 39

Spolec¢nost vyuzila moznost danou standardem IFRS 1 neaplikovat
ustanoveni standard( IAS 32 a IAS 39 na srovnatelné Gdaje v této prvni
ro¢ni Géetni zavérce sestavené v souladu s IFRS.

Povinné vyjimky:

Odhady
Odhady v souladu s IFRS k 1. 1. 2004 jsou shodné s odhady zaGc¢tovanymi

v souladu s Ceskymi Géetnimi standardy s vyjimkou, pokud by se
prokazalo, ¥e byly chybné. Uprava nebyla potiebna.

Majetek drzeny k prodeji a ukonéované &innosti

Spole¢nost uplatriuje standard IFRS 5 az od 1. 1. 2005. Majetek drzeny
k prodeji nebo ukoncované ¢innosti se vykazuji podle IFRS 5 az od
1. 1. 2005. Spolecnost neméla majetek drzeny k prodeji k 1. 1. 2005.
Uprava nebyla potiebna.

Zajistovaci Gletnictvi
Spole¢nost neméla oteviené zajistovaci obchody k 1. 1. 2005. Uprava
nebyla potrebna.

Oddctovani financnich aktiv a zavazk
Finanéni aktiva a zavazky nevykazované pred 1. 1. 2004 nebyly pfi
prechodu na IFRS zpétné vykéazény.

4.2 Odsouhlaseni rozdilG mezi IFRS

a Ceskymi ucetnimi standardy
Spole¢nost provedla analyzu svych procest a identifikovala rozdily
v Gcetnich postupech podle IFRS a Ceskych Géetnich standardu.

Hlavni rozdily byly nasledujici:

Pozemky, budovy a zafizeni

Dle Ceskych Géetnich standard( bylo veskeré zakizeni pro pimy
marketing s porizovaci cenou nad 60 tis. K¢ evidovéano jako dlouhodoby
hmotny majetek a odepisovédno po dobu dvou let. Na zékladé definice
v IAS 16 se toto zarizeni neklasifikuje jako hmotné aktivum a je Gctovano
do nakladt v okamziku porizen.

Zasoby

Dle Ceskych tdetnich standard byl veskery provozni material evidovany
na skladé vykazovén jako zasoba. Na zakladé definice v IAS 2 se ¢ast
tohoto materi4lu (napt. spotrebni materiél, palety) neklasifikuje jako
zésoba a je Gctovan do nékladd v okamziku pofizeni. Podle IFRS
pozadavkd byla provedena kalkulace Cisté realizovatelné hodnoty pro
hotové vyrobky a snizeni hodnoty na cistou realizovatelnou hodnotu
bylo zat¢tovano. Kalkulace ¢isté realizovatelné hodnoty neni pro ostatnf
druhy zésob aplikovatelna.

Pohledavky a zavazky

Dle Ceskych G&etnich standardt byly véechny zavazky a pohledavky
vykazovany oddélené. Pro Ucely IFRS zévazky a pohledavky v ramci
skupiny Altria Group splnuji pozadavky umoznujici jejich kompenzaci.
Totéz plati i pro nékteré danové pohledavky a zavazky viéi finanénimu
Uradu.

PenéZni prostiedky a penéZni ekvivalenty

Kratkodobé drocené pUjcky splatné na pozadani poskytnuté spriznénym
stranam byly v souladu s Ceskymi G&etnimi standardy vykazovany
jako kratkodobé pohledavky za ovladajici a ridici osobou. V souladu
s IFRS jsou zUstatky téchto pajéek vykazany v rozvaze Spolecnosti jako
soucast penéznich prostredk( a penéznich ekvivalenttl. Zdstatek ptijéek
k 31. 12. 2004 byl 1 436 miliona K& (31. 12. 2003: 1 645 miliéna Ke).

Odlozena dari
Vyse uvedené Upravy v dlouhodobych aktivech a v zasobéach jsou
predmétem odlozené dané a proto je odlozena dan prepocitana.

Nerozdéleny zisk
Vyse uvedené Upravy byly zalc¢tovany do nerozdéleného zisku
k 1. 1. 2004.

Zména klasifikace

V dtisledku prechodu z Ceskych Géetnich standardd na IFRS byly nékteré
polozky rozvahy a vykazu zisku a ztraty preklasifikovany tak, aby byly
vykazovany v souladu s jednotlivymi standardy IFRS.
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The Company does not have any open derivative financial instruments
as of December 31, 2005 and 2004.

3.3  Fair value estimates

The fair value of financial instruments traded in active markets is based on
quoted market prices 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 at each balance sheet date. The
nominal value less estimated credit adjustments of trade receivables
and carrying amounts of other current financial assets and liabilities is
assumed to approximate their fair values. Fair value of liabilities related
to cash-settled share based payments is determined by using a Cox-Ross-
Rubinstein binominal model.

4.  TRANSITION TO IFRS
4.1 Basis of transition to IFRS

The Company’s financial statements for the year ended December 31,
2005 are the first annual financial statements that comply with IFRS.
These financial statements have been prepared as described in Note
2.1. The transition date is January 1, 2004. The Company prepared its
opening IFRS balance sheet at that date. The reporting date of these
financial statements is December 31, 2005. The Company’s IFRS adoption
date is January 1, 2005.

In preparing these consolidated financial statements the Group has
applied the mandatory exceptions and certain of the optional exemptions
from full retrospective application of IFRS.

Optional exemptions:

Application of IAS 32 and IAS 39

The Group has made use of the exemption available under IFRS 1 not to
apply IAS 32 and IAS 39 to comparative information included in the first
IFRS financial statements.

Mandatory exceptions:

Estimates

Estimates under IFRS at January 1, 2004 are consistent with estimates
made for the same date under previous CZ GAAP, unless there is evidence
that those estimates were in error. No adjustment was needed.

Assets held for sale and discontinued operations

Company applies IFRS 5 prospectively from January 1, 2005. Any assets
held for sale or discontinued operations are recognized in accordance
with IFRS 5 only from January 1, 2005. The Company did not have
any assets that met the held-for-sale criteria as at January 1, 2005. No
adjustment was needed.

Hedge accounting
From January 1, 2005 the Company does not have any open hedges.
No adjustment was needed.

Derecognition of financial assets and liabilities exception
Financial assets and liabilities derecognized before January 1, 2004 are
not re-recognized under IFRS.

4.2 Reconciliations between IFRS and CZ GAAP

The Company has reviewed its business processes and identified the
differences in its accounting policies based on IFRS and CZ GAAP.

The main differences identified were:

Property, Plant & Equipment

Under CZ GAAP direct marketing equipment with acquisition costs over
CZK 60k was accounted for as a tangible asset and depreciated over two
years. Based on IAS 16 this equipment does not meet the definition of
PP&E and therefore is expensed upon purchase.

Inventories

Under CZ GAAP all operating supplies kept in stock were recognized as
inventory. Based on IAS 2 part of operating supplies not directly related
to the production (e.g. certain raw materials, palettes) do not meet the
definition of inventory and therefore is expensed upon purchase. Based
on IFRS requirements the calculation of NRV for finished goods was
performed, and a write-down to NRV was recognized. The calculation
of NRV for other inventory is not applicable.

Trade & Tax payables and receivables

Under CZ GAAP all payables and receivables were presented at gross
amounts (no offsetting). Based on IFRS the payables and receivables
with other Altria Group affiliates meet the criteria for offsetting. The same
applies for certain tax payables and receivables.

Cash and cash equivalents

Under CZ GAAP interest bearing short-term deposits with related parties
(cash pool) were reported in short-term receivables from related parties.
However in accordance with IFRS these deposits are reported in the
balance sheet as cash and cash equivalents. Outstanding balance as at
31 December 2004 was CZK 1 436 million (31 December 2003: CZK
1 645 million).

Deferred Tax
The above listed adjustments in PP&E and Inventories are subject to the
deferred tax and therefore the deferred tax is recalculated.

Retained earnings

All above adjustments were recorded against the opening retained
earnings at January 1, 2004.

Reclassifications

During the transition from CZ GAAP to IFRS the Company made some
reclassifications in the balance sheet and income statement to be in line
with the requirements of individual IFRS standards.

57



VYROCNI ZPRAVA 2005 | FINANCNI VYSLEDKY

58

4.2.1 Odsouhlaseni vlastniho kapitalu k 1. 1. 2004

Aktiva Zavazky Vlastni kapital
Statutarni rozvaha k 31. 12. 2003 18 676 - 7646 11 030
Pozemky, budovy a zarizeni - 43 0 - 43
Z&soby -23 0 -23
Zévazky a pohledavky -98 98 0
Dan z prijm0 splatné -1892 1892 0
Dan z prijmt odlozena 0 20 20
Celkovy dopad IFRS - 2056 2010 - 46
IFRS rozvaha k 1. 1. 2004 16 620 -5636 10 984
4.2.2 Odsouhlaseni vlastniho kapitalu k 31. 12. 2004

Aktiva Zavazky Vlastni kapital
Statutarni rozvaha k 31. 12. 2004 16 775 - 5648 11 127
Pozemky, budovy a zarizenf - 43 0 - 43
Zasoby -15 0 -15
Zé&vazky a pohledavky -39 39 0
Dan z prijmu splatna - 1513 1513 0
Dan z prijmG odloZena 0 16 16
Celkovy dopad IFRS -1610 1568 - 42
IFRS rozvaha k 31. 12. 2004 15 165 - 4080 11 085
4.2.3 Odsouhlaseni cistého zisku za rok koncici 31. 12. 2004
Statutérni disty zisk za rok kondici 31. 12. 2004 4410
Zé&soby — materidl 8
Dan z prijmt odlozena -4
Celkovy dopad IFRS 4
IFRS ¢isty zisk za rok konéici 31. 12. 2004 4414

4.2.4 Odsouhlaseni penéznich toki za rok koncici 31. 12. 2004

Ve vykazu penéznich tokd nebyly provedeny zadné vyznamné Gpravy v souvislosti s pfechodem na IFRS.

5. INFORMACE O SEGMENTECH

a) Prvotni format vykaznictvi — Gzemni segment
Uzemni format vykaznictvi je zalozen na umisténi aktiv Spolecnosti.
Vsechny aktiva Spole¢nosti jsou umisténa v Ceské republice a proto

primarni Gcetni vykazy obsazené v této cetni zavérce obsahuji véechny
informace pozadované pro prvotni format vykaznictvi informaci
o segmentech.

Trzby Gzemniho segmentu na zékladé umisténi sidla zakaznika jsou nésledujict:

Ceska Slovenska Nealokované Skupina

republika republika
2005 8 424 2288 875 11 587
2004 9777 1376 1080 12 233

Polozka ,Nealokované® zahrnuje vyvozy do ostatnich zemi a poskytnuté sluzby.

b) Druhotny format vykaznictvi — Gzemni segment
Prodeje Spolecnosti jsou tvoreny prevazné prodejem tabakovych vyrobku
a proto Spole¢nost vykazuje pouze jeden oborovy segment v druhotném

c) Analyza trzeb podle kategorii:

formatu vykaznictvi. Primarni Gcetni vykazy obsazené v této Gcetni
zévérce obsahuji vsechny informace pozadované pro druhotny format
vykaznictvi informaci o segmentech.

2005 2004
Prodej vyrobkt a zboz{ 11574 12 208
Vynosy z poskytovanych sluzeb 13 23
Licenéni poplatky prijaté 0 2
Celkem 11 587 12 233
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4.2.1 Reconciliation of equity at January 1, 2004

Assets Liabilities Equity
Statutory financial statements at December 31, 2003 18 676 (7 646) 11 030
Property, Plant & Equipment (43) - (43)
Inventories (23) - (23)
Payables and receivables (98) 98 -
Current income tax (1892 1892 -
Deferred tax adjustment - 20 20
Total IFRS impact (2 056) 2010 (46)
IFRS financial statements at January 1, 2004 16 620 (5 636) 10 984
4.2.2 Reconciliation of equity at December 31, 2004

Assets Liabilities Equity
Statutory financial statements at December 31, 2004 16 775 (5 648) 11 127
Property, Plant & Equipment (43) - (43)
Inventories (15) - (15)
Payables and receivables (39) 39 -
Current income tax (1513) 1513 -
Deferred tax adjustment - 16 16
Total IFR impact (1610) 1568 (42)
IFRS financial statements at December 31, 2004 15 165 (4 080) 11 085
4.2.3 Reconciliation of net income for the year ended December 31, 2004
Statutory net income for the year ended December 31, 2004 4410
Inventories — raw materials and consumables used 8
Income tax — deferred 4)
Total IFRS impact 4
IFRS net income for the year ended December 31, 2004 4 414

4.2.4 Reconciliation of cash flows for the year ended December 31, 2004

No material adjustments were done to the IFRS cash flow statement.

5. SEGMENT REPORTING

a) Primary reporting format — geographical segment
Geographical primary segment reporting format is based on the
location of assets. All the Company’s assets are located in the Czech

Republic and therefore the primary statements presented in these
financial statements include the information required by the primary
format of segment reporting.

Geographical revenue information based on the location of the customer is as follows:

Czech Slovak Unallocated Group

Republic Republic
2005 8 424 2 288 875 11 587
2004 9777 1376 1080 12 233

Unallocated portion relates to export to other counties and services provided.

b) Secondary reporting format — business segment
Substantially all of the Company’s sales are tobacco products, and therefore
the Company has only one reportable business segment under secondary

c) Analysis of sales by category

reporting format. The primary statements presented in these financial
statements include the information required from the secondary format
of segment reporting.

2005 2004
Sales of finished goods and merchandise 11574 12 208
Revenue from services 13 23
Royalty income - 2
Total 11 587 12 233

59



VYROCNI ZPRAVA 2005 | FINANCNI VYSLEDKY

60

6. POZEMKY, BUDOVY A ZARIZENI

Pozemky, Dopravni Inventar Pofizeni aktiv Celkem
budovy prostredky, a vybaveni a poskytnuté

a stavby stroje a zafizeni zélohy
K1. 1. 2004
Porizovaci cena 1922 3785 107 120 5934
Oprévky a snizeni hodnoty -913 -2 202 -93 0 -3 208
Zistatkova hodnota 1009 1583 14 120 2726
Rok koncici 31. 12. 2004
Pocatecni zastatkové hodnota 1009 1583 14 120 2726
Prirustky 34 250 3 -56 231
Vyrazeni -6 -50 0 0 -56
Snizeni hodnoty 0 -30 0 0 -30
Odpisy -85 =275 -5 0 -365
Koneéna zistatkova hodnota 952 1478 12 64 2 506
K 31. 12. 2004
Porizovaci cena 1945 3 694 103 64 5 806
Oprévky a snizeni hodnoty -993 -2 216 -91 0 -3 300
Zustatkova hodnota 952 1478 12 64 2 506
Rok kon¢ici 31. 12. 2005
Pocatecni ztstatkova hodnota 952 1478 12 64 2 506
Prirustky 29 588 1 -14 604
Vyrazeni 0 -17 0 0 -17
Snizeni hodnoty -39 -135 0 0 -174
Odpisy -79 -254 -4 0 -337
Reklasifikace dloudobych aktiv drzenych k prodeji -10 -2 0 0 -12
Koneéna zustatkova hodnota 853 1658 9 50 2570
K 31. 12. 2005
Porizovaci cena 1813 3905 85 50 5853
Oprévky a snizeni hodnoty -960 -2 247 -76 0 -3 283
Zustatkova hodnota 853 1658 9 50 2570
Pozemky, budovy a zarizeni drzené k prodeji k 31. 12. 2005:
Porizovaci cena 159 32 17 0 208
Oprévky a snizeni hodnoty -149 -30 -17 0 -196
Zustatkova hodnota 10 2 0 0 12

Najemné v hodnoté 85 miliona K& (2004: 85 miliént K&) za pronéjem skladd, kancelarskych prostor a strojniho zafizeni je zahrnuto do vykazu

zisku a ztraty.

Veskeré vydaje na porizeni dlouhodobych aktiv byly financovany z vlastnich zdroj& Spolecnosti.

7. SNIZENi HODNOTY POZEMKU, BUDOV A ZARIZENI

Spoleénost provérila zlstatkovou hodnotu pozemkd, budov a zafizeni
z hlediska mozného snizeni hodnoty. Snizeni hodnoty pozemkd,
budov a zarizeni bylo vypocteno jako rozdil mezi Cistou Gcetni
hodnotou a zpétné ziskatelnou hodnotou. Zpétné ziskatelné hodnota
predstavuje redlnou hodnotu snizenou o naklady na prodej nebo
hodnotu z uzivani, je-li je vyssi.

Dne 1. 4. 2005 spole¢nost Philip Morris CR a.s. oznamila plan ukonéenf
vyroby ve svém zévodé v Hodoniné ke konci ¢ervence 2005. Cilem
restrukturalizace, které je reakci na ménici se podminky na trhu
a preference spotrebitel, je zvyseni konkurenceschopnosti ve vyrobé.
Celkové snizeni hodnoty dlouhodobého hmotného majetku za obdobi
kondéici 31. 12. 2005 predstavuje 174 miliénd Ke. Vysledkem tohoto

planu a uskutecnéni néaslednych krokd byla Gprava zlstatkové
hodnoty prislusnych pozemkd, budov a zarizeni. Snizeni hodnoty
jednotlivych skupin dlouhodobych aktiv je vykazédno v bodé 6.

V prosinci 2005 vedeni Spolec¢nosti schvalilo plan prodat zavod
v Hodoniné. Prodej zahrnuje pozemky, budovy a souvisejici zarizeni.
Podminky prodeje byly odsouhlaseny s nezavislym kupujicim v prosinci
2005 s naslednym podpisem smlouvy dne 20. 1. 2006. V souladu
s IFRS Spolecnost preklasifikovala v rozvaze veskery majetek, ktery je
predmétem prodeje, do samostatné kategorie ,majetek drzeny k prodeji‘.
Tento majetek je ocenén v predpoklddané prodejni cené snizené
o néklady spojené s prodejem. Jednotlivé kategorie majetku drzeného
k prodeji a jejich tcetni zlstatkové hodnota jsou uvedeny v bodé 6.
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6.  PROPERTY, PLANT AND EQUIPMENT

Property Vehicles Furniture Construction Total
& Buildings & machinery & fictures in progress
equipment & Advances paid

At January 1, 2004
Cost 1922 3785 107 120 5934
Accumulated depreciation and impairment 913) (2 202 (93) - (3 208)
Net book amount 1009 1583 14 120 2726
Year ended December 31, 2004
Opening net book amount 1009 1583 14 120 2726
Additions cost 34 250 3 (56) 231
Disposal net book amount 6) (50) - - (56)
Impairment charge - (30) - - (30)
Depreciation charge (85) (275) (5) - (365)
Closing net book amount 952 1478 12 64 2 506
At December 31, 2004
Cost 1945 3 694 103 64 5806
Accumulated depreciation and impairment (993) (2 216) 91D - (3300)
Net book amount 952 1478 12 64 2 506
Year ended December 31, 2005
Opening net book amount 952 1478 12 64 2 506
Additions cost 29 588 1 14) 604
Disposal net book amount - 17 - - 17
Impairment charge (39 (135) - - (174)
Depreciation charge (79) (254) 4) - (337
Reclassification to PP&E classified as held for sale (10) ) - - (12)
Closing net book amount 853 1658 9 50 2570
At December 31, 2005
Cost 1813 3905 85 50 5853
Accumulated depreciation and impairment (960) (2 247) (76) - (3 283)
Net book amount 853 1658 9 50 2570
PP&E classified as held for sale as at December 31, 2005 are as follows:
Cost 159 32 17 - 208
Accumulated depreciation and impairment (149) (30) 17) - (196)
Net book amount 10 2 - - 12

Lease rentals amounting to CZK 85 million (2004: CZK 85 million) relating to the lease of warehousing and office space and machinery equipment

are included in the income statement.

All investments in fixed assets were financed by the Company’s own resources.

7. IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT

The revision of all property, plant and equipment was done to look for any
indication that an asset may be impaired. An impairment loss was calculated
as the difference between the net book value of the property, plant and
equipment and their recoverable amount. The recoverable amount was
the higher of an asset’s fair value less cost to sell and value in use.

In April 2005, Philip Morris CR a.s. announced the plan to cease
production at its Hodonin manufacturing facility by the end of
July 2005. The restructuring is aimed at increasing manufacturing
competitiveness in the light of changes in market conditions and brand
mix. The total amount of the impairment loss recognized in the year
ended December 31, 2005 is CZK 174 million. As a result of this plan and
subsequent steps in its execution, the Company revised net book value

of related property, plant and equipment. The impact of the impairment
loss on individual fixed assets categories is described in Note 6.

In December 2005, management of the Company approved the plan
to sell the Hodonin factory. The sale relates to the land, buildings
and related operating equipment. Terms and conditions of the
sale were agreed with an independent buyer in December 2005
with the signature of the Agreement on January 20, 2006.
In accordance with IFRS the Company reclassified all assets
subject to the sale as “assets held for sale” on the face on
balance sheet. These assets are valued at their estimated
selling price less cost to sell. Individual categories of fixed asses
and their net book value amount are disclosed in Note 6.
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8. NEHMOTNA AKTIVA

Nehmotné aktiva zahrnuji nakoupeny software a aktivované naklady na vyvoj vlastniho softwaru.

Nakoupeny Software vytvofeny Nedokonéeny dlouhodoby Celkem
software vlastni ¢innosti nehmotny majetek
K 1. 1. 2004
Porizovaci cena 34 130 6 170
Oprévky =27 -105 0 -132
Zustatkova hodnota 7 25 6 38
Rok kon¢ici 31. 12. 2004
Pocatedni zlstatkova hodnota 7 25 6 38
Prirustky 3 8 0 11
Odpisy -2 -13 0 -15
Koneéna zastatkova hodnota 8 20 6 34
K 31. 12. 2004
Porizovaci cena 35 138 6 179
Oprévky =27 -118 0 -145
Zustatkova hodnota 8 20 6 34
Rok kon¢ici 31.12.2005
Poc¢atedni zlstatkova hodnota 8 20 6 34
Prirustky 2 11 -5 8
Odpisy -3 -12 0 -15
Koneéna zastatkova hodnota 7 19 1 27
K 31. 12. 2005
Porizovaci cena 35 149 1 185
Oprévky -28 -130 0 -158
Zustatkova hodnota 7 19 1 27
9. ZASOBY
31. 12. 2005 31. 12. 2004

Material 1800 1860
Nedokoncené vyroba 242 346
\yrobky 1383 2021
Zbozi 32 33
Snizeni o opravné polozky -19 -15
Zasoby celkem 3438 4 245

Porizovaci néklady na zésoby vykazané ve vykazu zisku a ztraty jako néklad
a zahrnuté v polozce Spotreba materialu a sluzeb ¢inily 3 369 miliond K
(2004: 3 243 miliéna K&).

Zména stavu opravnych polozek k zasobam:

Zména stavu opravnych polozek vytvéarenych k zastaralym zasobam
zohlednuje vyrazeni nepotrebného materiélu a presnéjsi ohodnoceni
na zakladé fyzické inventarizace a kvalifikovaného odhadu provedeného
odborniky Spole¢nosti.

Material Viyrobky Celkem
K 1. 1. 2004 -14 -5 -19
Prirastky -15 0 -15
Rozpusténi 8 5 13
Zruseni 6 0 6
K 31. 12. 2004 -15 0 -15
PrirGstky -16 -3 -19
Rozpusténi 5 0 5
Zruseni 10 0 10
K 31. 12. 2005 -16 -3 -19
Cista Gcetni hodnota zasob vyjadiena v trzni hodnoté snizené o naklady na prodej byla nulovéa k 31. 12. 2005 a 2004
10. OBCHODNI POHLEDAVKY A JINE POHLEDAVKY
31. 12. 2005 31. 12. 2004
Pohledavky z obchodnich vztaht - treti strany 528 246
Pohledavky z obchodnich vztaht - spriznéné strany 473 302
Obchodni pohledavky 1001 548
Prijaté zalohy 18 21
Pajcky poskytnuté spriznénym stranédm 0 6 200
Jiné pohledavky 2 46
Dohadné droky 9 23
Néklady pristich obdobf 12 11
Obchodni pohledavky a jiné pohledavky celkem 1042 6 849

Spolecnost nenfi vystavena vyznamné koncentraci Gvérového rizika
v souvislosti s obchodnimi pohleddvkami. Spole¢nost nemé zadné
dlouhodobé pohledavky.

Pajcky poskytnuté spriznénym straném zahrnuji Groc¢ené kratkodobé
pUjcky. Analyza kratkodobych pohledéavek za spriznénymi stranami je
uvedena v bodé 27.
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8.  INTANGIBLE ASSETS

The intangible assets include purchased and internally generated capitalized software costs.

Purchased Internally generated Construction Total
software software in progress

At January 1, 2004
Cost 34 130 6 170
Accumulated amortization (27) (105) - (132)
Net book amount 7 25 6 38
Year ended December 31, 2004
Opening net book amount 7 25 6 38
Additions cost 3 8 - 11
Amortization charge @) (13) - (15)
Closing net book amount 8 20 6 34
At December 31, 2004
Cost 35 138 6 179
Accumulated amortization (27) (118) - (145)
Net book amount 8 20 6 34
Year ended December 31, 2005
Opening net book amount 8 20 6 34
Additions cost 2 11 (5) 8
Amortization charge 3 (12) - (15)
Closing net book amount 7 19 1 27
At December 31, 2005
Cost 35 149 1 185
Accumulated amortization (28) (130) - (158)
Net book amount 7 19 1 27

9.  INVENTORIES

December 31, 2005 December 31, 2004

Materials 1800 1860
Work in progress 242 346
Finished goods 1383 2021
Merchandise 32 33
Less: Provisions (19) (15)
Total inventories 3438 4 245

The cost of inventories recognized as expense and included in Raw
materials, consumables and services amounted to CZK 3 369 million
(2004: 3 243 million).

The change in the provision for inventory:

The movements in provision for obsolete inventories reflect disposals
of obsolete material and re-assessment of the obsolescence via physical
inventory count and the Company technical experts’ review.

Materials Finished goods Total
At January 1, 2004 (14) (5) (19)
Creation (15) - (19
Release (used during the period) 8 5 13
Reversal (of unused amounts) 6 - 6
At December 31, 2004 (15) - (15)
Creation (16) 3) (19)
Release (used during the period) 5 - 5
Reversal (of unused amounts) 10 - 10
At December 31, 2005 (16) 3) (19)

The carrying amount of inventories carried at fair value less costs to sell was CZK O as at December 31, 2005 and 2004.

10. TRADEAND OTHER RECEIVABLES

December 31, 2005 December 31, 2004

Trade receivables from customers 528 246
Trade receivables from related parties 473 302
Trade receivables — net 1001 548
Prepayments 18 21
Loans to related parties - 6 200
Other receivables 2 46
Accrued income 9 23
Prepaid expenses 12 11
Total trade and other receivables 1042 6 849

There is no concentration of credit risk with respect to trade receivables.
The Company does not have non-current receivables.

Receivables from related parties include interest bearing loans to related
parties. See Note 27 for an analysis of receivables from related parties.
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11. PENEZNIi PROSTREDKY A PENEZNI EKVIVALENTY

31. 12. 2005 31. 12. 2004
Uéty v bance 41 45
Kratkodobé ptijcky spifznéné strané splatné na pozadani (bod 27) 6711 1436
Penize a penézni prostredky celkem 6 752 1481

12. ZAKLADNI KAPITAL

Zakladni kapital Spole¢nosti predstavuje 2 745 386 kusl akcif
v nominélni hodnoté 1 000K¢ a je pIné splacen. V prabéhu
predchazejicich dvou let nedoslo k zddnym zménédm v zakladnim
kapitalu a poétu nebo druhu akcii.

Zakladni kapitél Spolecnosti je rozvrzen na:

Spolec¢nost vytvorila zakonny rezervni fond. Rezervni fond nesmi byt
pouzit k rozdélent akcionartm, ale muize byt pouzit k Ghradé ztraty. Vyse
rezervniho fondu je 20% zékladniho kapitalu Spolecnosti.

Pocet akcii Hodnota v K¢

Neregistrované kmenové listinné akcie na jméno 831 688 831 688 000
Registrované kmenové zaknihované akcie na jméno 1913 698 1913 698 000
Akcie celkem 2 745 386 2 745 386 000

Ke vsem akciim prisluseji stejna prava.

Identifikacni oznaceni akcii Spolecnosti podle mezinérodniho systému
cislovani je ISIN: CS0008418869.

13.  OBCHODNI ZAVAZKY A JINE ZAVAZKY

Akcie Spolecnosti jsou prijaty k obchodovani na trhu organizovaném
Burzou cennych papird Praha, a.s. a RM-Systémem, a.s. Verejnosti bylo
k 31. 12. 2005 drzeno 2 745 386 kust akcii, z toho 77,6% bylo drzeno

spolecnosti Philip Morris Holland B.V.

31. 12. 2005 31. 12. 2004
Zé&vazky z obchodnich vztahd - treti strany 227 218
Zévazky z obchodnich vztah( - spriznéné strany 262 162
Obchodni zavazky 489 380
Z&vazky vici zaméstnanciim 77 62
Zévazky ze socialniho zabezpeceni a zdravotniho pojistént 36 38
Nevyplacené dividendy 14 11
Dohadné Gcty pasivni 171 178
Ostatni zévazky 4 3
Obchodni zavazky a jiné zavazky celkem 791 672
Zéavazky vyplyvajici z transakci mezi spiiznénymi stranami jsou popséany v bodé 27. Spolec¢nost nema z&dné dlouhodobé zavazky.
14.  OSTATNi KRATKODOBE DANOVE ZAVAZKY

31. 12. 2005 31. 12. 2004
Dan z pridané hodnoty 338 377
Spotrebni dan 2880 2830
Ostatni dané 24 12
Celkem 3242 3219

15. ODLOZENY DANOVY ZAVAZEK

Odlozené danové pohledéavky a zavazky jsou vzajemné kompenzovany,
pokud existuje ze zékona vymahatelné pravo kompenzace kratkodobych
danovych pohledévek proti kratkodobym danovym zévazkdm a pokud se

odlozena dan vztahuje ke stejnému finanénimu Gradu. Kompenzované

Castky jsou nésledujici:

31. 12. 2005 31. 12. 2004
Odlozené danové pohledévka 10 9
Odlozeny darovy zavazek -170 -198
Odlozeny dariovy zavazek -160 -189

Odlozené darové pohledéavka:
- Odlozena danova pohledavka s ocekavanou realizaci za vice nez 12 mésicl 0 1
- OdloZend darové pohledavka s oéekavanou realizaci do 12 mésict 10 8
10 9

Odlozeny danovy zavazek:

- OdloZeny danovy zavazek, ktery méa byt vyrovnéan za vice nez 12 mésicd -127 -185
- Odlozeny danovy zévazek, ktery méa byt vyrovnan do 12 mésict -43 -13
-170 -198
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11. CASHAND CASH EQUIVALENTS

December 31, 2005

December 31, 2004

Cash at bank 41 45
On demand deposits with related parties (Note 27) 6711 1436
Total cash and cash equivalents 6 752 1481

12. SHARE CAPITAL

The Company’s registered capital of 2 745 386 shares has a nominal
value of CZK 1 000 per share each 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:

The Company created the statutory reserve fund. It may not be distributed
to shareholders, but may be used to offset losses. The statutory reserve
fund equals to 20% of the Company’s issued share capital.

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

The same rights are attached to all shares.

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

13. TRADEAND OTHER PAYABLES

Company’s shares are admitted for trading on the public market organized
by the Prague Stock Exchange and the RM-S - Czech Share Trading System.
At December 31, 2005, 2 745 386 shares were publicly held, of which

77.6% were held by the company Philip Morris Holland B.V.

December 31, 2005

December 31, 2004

Trade payables to suppliers 227 218
Trade payables to related parties 262 162
Trade payables 489 380
Amounts due to employees 77 62
Social security and health insurance 36 38
Dividends payable 14 11
Accrued expenses 171 178
Other payables 4 3
Total trade and other payables 791 672

Trade payables to related parties are disclosed in Note 27. The Company has no long-term payables.

14. OTHER CURRENT TAX LIABILITIES

December 31, 2005

December 31, 2004

VAT payable 338 377
Excise tax liability 2 880 2830
Other taxes 24 12
Total 3242 3219

15. 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:

December 31, 2005

December 31, 2004

Deferred tax assets 10 9
Deferred tax liabilities (170) (198)
Deferred tax liabilities (160) (189)
Deferred tax assets:
- Deferred tax asset to be recovered after more than 12 months - 1
- Deferred tax asset to be recovered within 12 months 10 8
10 9
Deferred tax liabilities:
— Deferred tax liabilities to be recovered after more than 12 months (127) (185)
— Deferred tax liabilities to be recovered within 12 months (43) (13)
(170) (198)
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Brutto pohyb na Gctu odlozené dané z prijmu je nésledujici:

2005 2004
Na pocatku roku -189 -233
Zalctovani ve vykazu zisku a ztraty 29 48
Zauctovani ve vlastnim kapitélu 0 -4
Na konci roku -160 -189

Zmény odloZenych darovych pohledavek a zavazk( (pred kompenzaci zGstatk( v ramci téZe dafové jurisdikce) v daném obdobi byly nésledujict:

Odlozeny darovy zavazek

Zrychlené dariové odpisy

K 1. 1. 2004 -252
Zauctovani do vykazu zisku a ztraty 54
K 31. 12. 2004 -198
Zauctovani do vykazu zisku a ztraty 28
K 31. 12. 2005 -170
Odlozena danova pohledavka Snizeni Oceriovaci Majetek Ostatni Celkem

hodnoty zasob rozdily  Gctovany piimo

z precenéni do nakladt
K 1. 1. 2004 6 4 6 3 19
Zauctovani do vykazu zisku a ztraty -2 0 -2 -2 -6
Zalctovani do vlastniho kapitéalu 0 -4 0 0 -4
K 31.12.2004 4 0 4 1 9
Zauctovani do vykazu zisku a ztraty 1 0 -1 1 1
K 31. 12. 2005 5 0 3 2 10

K 31. 12. 2005 byly odlozena dariovéa pohledéavka (+) a zavazek (-) vypocteny sazbou ve vyéi 24% ze zakladu (2004: 26% a 24 % v zavislosti na roce,

ve kterém dojde k realizaci do¢asnych rozdil().

16.  PRIJATE PODILY NA ZISKU

Spole¢nost obdrzela v roce 2005 od spole¢nosti Philip Morris

Slovakia s.r.o. podil na zisku za rok 2004 ve vysi 85 miliéna Ke.

17.  OSTATNi VYNOSY

V roce 2004 Spole¢nost obdrzela od dcefiné spolecnosti podil na
kumulovanych ziscich za roky 1993 - 2003 ve vysi 818 miliona Ke.

Ostatn{ vynosy ve vy&i 91 miliénd K& (2004: 145 miliénd K&) zahrnuji prijaté Groky z kratkodobych pdjéek poskytnutych spiiznénym strandm

(viz bod 27).

18. NAKLADY NA ZAMESTNANCE A ZAMESTNANECKE POZITKY

2005 2004
Mzdové néklady 853 659
Néklady na sociélni zabezpeceni a zdravotni pojisténi 224 229
Néklady na penzijni pripojisténi 12 13
Ostatn{ socialni néklady 37 30
Naklady na zaméstnance celkem 1126 931

Mzdové néklady za rok 2005 zahrnujf vyplacené odstupné zaméstnancim
na zékladé dodatku ke Kolektivni smlouvé v souvislosti s uzavienim
zavodu v Hodoniné. Celkova vyse odstupného zalctovana do nakladd
¢inila 206 miliona Ke.

Dle zékona Spole¢nost odvadi prispévky na socialni a dichodové
zabezpedeni, zdravotni pojisténi a prispévek na statni politiku
zaméstnanosti, které v roce 2005 a 2004 ¢inily 35% z objemu hrubych
mezd. Spole¢nost neni povinna platit dalsi prispévky nad ramec
zakonnych odvodd.

Spole¢nost déle poskytuje svym zaméstnancdm doplnkové penzijni
pripojisténi formou prispévkd nezévislym penzijnim fondim na zékladé
schvéleného penzijniho plénu Spole¢nosti.

Clenové vedenf Spole&nosti se Gcastni na planech Ghrady akciemi
poskytovanych Altria Group. K 31. 12. 2005 byl v platnosti ,2005
Performance Incentive Plan (,Plan 2005“) a k 31. 12. 2004 byl v platnosti
,2000 Performance Incentive Plan“ (,,Plan 2000%). Na zakladé Planu
2005 a Planu 2000, Altria Group vydala akciové opce na omezené akcie
(,restricted stock®) prislu$nym ¢lencim vedeni Spole¢nosti.

Naklady plynouci z Ghrad akciemi vzniklé na strané Altria Group
jsou fakturovany Spolecnosti v okamziku realizace vzniklého naroku
pracovnikem. Fakturovana ¢éstka zavisi na dobé trvani zaméstnaneckého
pomeéru vedouciho pracovnika ve Spole¢nosti béhem rozhodného obdobi.
Tyto néklady &inily 37 miliéond K& za rok 2005 (2004: 33 miliond Kg).

Zavazek vyplyvajici z nerealizovanych nérokd ¢inil 73 miliéna Ké
k 31. 12. 2005 (2004: 48 miliént Kg).
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The gross movement on the deferred income tax is as follows:

2005 2004
January 1 (189) (233)
Income statement credit 29 48
Tax charged to equity - 4)
December 31 (160) (189)

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

jurisdictions, is as follows:

Deferred tax liabilities

Accelerated tax depreciation

At January 1, 2004 (252)
Credited to the income statement 54
At December 31, 2004 (198)
Credited to the income statement 28
At December 31, 2005 (170)
Deferred tax assets Provisions Fair value Assets Other Total
for Inventories losses expensed
At January 1, 2004 6 4 6 3 19
Charged to the income statement @ - @) @ @)
Charged to equity - 4) - - &)
At December 31, 2004 4 - 4 1 9
Credited/(charged) to the income statement 1 - (@) 1 1
At December 31, 2005 5 - 3 2 10

At December 31, 2005 the deferred tax asset (+) and liability (-) was calculated at the rate 24% (2004: 26% and 24% depending upon the period in

which the temporary difference is expected to reverse).

16. DIVIDEND INCOME

In 2005, The Company received dividends from Philip Morris Slovakia s.r.o.
in the amount of CZK 85 million distributed from the subsidiary’s 2004

17. OTHER INCOME

profit. In 2004, the Company received dividends in the amount of CZK
818 million distributed from profits accumulated during 1993-2003.

Other income of CZK 91 million (2004: CZK 145 million) include the interest income received from interest bearing short-term loans to related parties.

See Note 27.
18. EMPLOYEE BENEFITS EXPENSE

2005 2004
Wages and salaries 853 659
Social security and health insurance 224 229
Pension supplementary insurance 12 13
Other employee related costs 37 30
Total employee related costs 1126 931

The wages and salaries expense for 2005 includes the severance
payment paid to the employees in accordance with the Amendment
to the Collective Labor Agreement relating the closure of Hodonin plant
in 2005 described in Note 7. The total amount charged to expenses was
CZK 206 million.

The Company is legally required to make contributions to government
health, retirement benefit and unemployment schemes. During 2005
and 2004, the Company paid contributions at a rate of 35% of gross
salaries 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 approved pension plan providers, under defined
contribution schemes.

Certain members of the Company’s management participate in the Altria
Group’s stock compensation plans. As at December 31, 2005, the 2005
Performance Incentive Plan (the “2005 Plan”) was in place and as at
December 31, 2004, 2000 Performance Incentive Plan (the “2000 Plan”)
was in place. Under both 2005 and 2000 Plans, the Parent Company
granted stock options and restricted stock to eligible employees.

Compensation expenses arising in respect of these plans incurred by
Altria Group are recharged to the Company for the applicable employee’s
employment period at the Company, upon the exercise of the award by
the employee. Related expenses for 2005 amounted to CZK 37 million
(2004: CZK 33 million).

Liability in respect of the awards outstanding as at December 31, 2005
was CZK 73 million (2004: CZK 48 million).
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19. OSTATNIi PROVOZNI VYNOSY

2005 2004
Z poskytnutého software 0 12
Prodej tabakového prachu 7 2
Kurzové zisky 55 102
Ostatnf 10 15
Celkem 72 131
20. OSTATNI PROVOZNI NAKLADY

2005 2004
Marketingové vyhry 71 138
Kurzové ztraty 46 43
Ztréta z prodeje materiau 26 50
Pojistent 22 29
Dary 14 15
Ztréta z prodeje pozemkd, budov a zarizeni 3 17
Ostatnf 19 27
Celkem 201 319
21. FINANCNI NAKLADY
Finanéni néklady zahrnuji placené Groky a bankovni poplatky.

2005 2004
Nékladové troky — ptjcky od spriznénych stran 1 1
Bankovni poplatky 14 14
Celkem 15 15
22. DAN Z PRIJMU

2005 2004
Splatné dan -1134 -1516
Odlozen4 dan (bod 15) 29 48
Dani z pfijmi celkem -1105 -1468
Sesouhlaseni darového nékladu a teoretické vyse dané vypodtené z Gcetniho zisku vynasobeného platnou danovou sazbou:

2005 2004
Ugetnf zisk pred zdanénim 4158 5882
Platné sazba dané z prijmu 26% 28%
Teoretické dan z déetniho zisku pred zdanénim -1081 -1647
Néklady neodpoditatelné pro danové Gdely -32 -43
Prijmy nezahrnované do zékladu dané 23 231
Trvalé rozdily 3 13
Vliv odligné sazby dané z prijmd -13 -32
Ostatni -5 10
Dan z pfijmi celkem -1105 -1468

23. ZISKNA AKCII

Zakladni ukazatel zisku na akcii je vypoéteny jako podil zisku
pripadajictho na osoby drzici vlastni kapitél Spolecnosti k vazenému
aritmetickému praméru poctu kmenovych akcii v obéhu béhem roku

po vylouceni kmenovych akcii zakoupenych Spole¢nosti a drzenych
v podobé vlastnich akcii.

31. 12. 2005 31. 12. 2004
Zisk pfipadajici akcionaram (v miliénech Kg&) 3053 4414
Vazeny primér podtu akcii v obéhu za dané obdobf (v tisicich kusd) 2 745 2 745
Zisk na akcii v K& 1112 1608

24. DIVIDENDY NAAKCII

Valna hromada akcionard Spole¢nosti schvélila v dubnu 2005 vyplatu dividend ve vysi 4 409 milién& K& (1 606 K& na akcii) a v dubnu 2004 ve vysi

4 324 miliont Ke (1 575Ke na akcit).
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19. OTHER OPERATING INCOME

2005 2004
Software recharges - 12
Sale of tobbaco dust 7 2
Exchange rate gain 55 102
Other 10 15
Total 72 131
20. OTHER OPERATING EXPENSE

2005 2004
Marketing prizes 71 138
Exchange rate loss 46 43
Loss on sale of materials 26 50
Insurance premiums 22 29
Donation 14 15
Loss on sale of PP&E 3 17
Other 19 27
Total 201 319
21. FINANCE COSTS
Finance costs include the interest expense and bank charges.

2005 2004
Interest expense - loans from related parties 1 1
Bank charges 14 14
Total 15 15
22. INCOME TAX EXPENSE

2005 2004
Current tax (1134 (1516)
Deferred tax (Note 15) 29 48
Total income tax expense (1 105) (1 468)
Reconciliation of income tax expense to tax expense calculated on the Company’s profit before tax:

2005 2004
Profit before tax 4158 5882
Applicable tax rate 26% 28%
Tax calculated at local tax rate applicable to profit before tax (1081) (1647)
Expenses not deductible for tax purposes 32 (43)
Income not subject to tax 23 231
Permanent differences 3 13
Effect on change of income tax rate (13) 32
Other 5) 10
Tax charge (1 105) (1 468)

23. EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net profit
attributable to shareholders of the Company by the weighed

December 31, 2005

average number of ordinary shares in issue during the year,
excluding treasury shares.

December 31, 2004

Income attributable to shareholders in CZK million
Weighted average number of ordinary shares in issue in thousands
Basic earning per share in CZK

3053
2 745
1112

4414
2 745
1608

24. DIVIDENDS PER SHARE

The dividends approved by Annual General Meeting in April 2005 and April 2004 were CZK 4 409 million (CZK 1 606 per share) and CZK 4 324 million

(CZK 1 575 per share) respectively.

69



VYROCNI ZPRAVA 2005 | FINANCNI VYSLEDKY

/0

25. PODMINENE ZAVAZKY

Spoleénost neni Gc¢astna zadnych soudnich, spravnich nebo
rozhodcich Fizeni, kterd by méla nebo mohla mit vyznamny vliv na
finan¢ni situaci Spole¢nosti.

Finan¢ni Grad proved| darové kontroly vsech zdanovacich obdobi az
do roku 2004 vcetné. Finan¢ni Grady mohou provést darovou kontrolu
do ¢tyr let od konce prislusného zdanovaciho obdobi a mohou domérit
dariovou povinnost a prislusné penéle. Vedeni Spolecnosti si nenf védomo
7&dnych skutecnosti, které by v tomto ohledu mohly vést k vyznamnému
danovému zavazku Spolec¢nosti.

Banky poskytly zéruky na zajistén{ spotrebni dané a prepravy tabakovych
vyrobkt v ramci zemi EU ve vysi 4 435 miliénG Ké a na zajisténi
soucasného a budouciho zévazku z ndjemného ve vysi 42 miliona K
(1,4 miliént EUR) k 31. 12. 2005.

V roce 2005 nedoslo k zadnym udalostem, které by mély nebo mohly mit
vyznamny dopad na finan¢nf situaci Spole¢nosti.

26. SMLUVNI A JINE BUDOUCI ZAVAZKY

Investice

VWydaje na porizeni dlouhodobych aktiv nasmlouvané, ale jesté neukoncené
k 31. 12. 2005, a které jesté nebyly uskutecnény jsou ve vysi 38 miliona
K& (31. 12. 2004: 0Ko).

Zavazky z operativniho leasingu - v pfipadech, kdy je Spole¢nost
najemcem

Spolecnost si na zakladé nezrusitelnych smluv o operativnim leasingu
pronajimé kancelére a sklady. Jednotlivé smlouvy maji rtizné podminky,
dolozky o navyseni a prava na prodlouzeni smlouvy.

Spole¢nost si také pronajima sklady na zakladé zrusitelnych smluv
o operativnim leasingu. V pripadé, ze chce Spoleénost smlouvu ukondit,
musi podat tif az dvanactimésiéni vypovéd. Najemné z titulu operativniho
leasingu zalc¢tované do vykazu zisku a ztraty v prabéhu roku je uvedeno
v bodé 6.

Souhrn budoucich minimalnich plateb z titulu nezrusitelnych operativnich leasingti je nésledujici:

2005 2004
Do 1 roku 58 58
Taz5let 174 228
Nad 5 let 0 4

27. TRANSAKCE SE SPRIZNENYMI STRANAMI

Sprfznénymi stranami se rozumi mater'ska spolecnost a ostatni spole¢nosti
skupiny Altria Group, ¢lenové predstavenstva Spolecnosti, ¢lenové dozorci

Mezi spriznénymi stranami byly uskuteénény nasledujici transakce:

rady Spolecnosti, osoby blizké témto ¢lendim a spole¢nosti se stejnymi
¢leny vedeni.

a) Prodej vyrobkd, zbozZi a sluzeb spole¢nostem skupiny Altria Group
2005 2004

Prodej vyrobkd, zbozi a materialu

Materska spole¢nost 2 13

Dceriné spole¢nost 2285 1370

Ostatni spriznéné strany 878 966
Prodej sluzeb

Dceriné spole¢nost 3 6

Ostatni spriznéné strany 10 19
Prefakturace 36 28
Vynosové Uroky

Nejvyssi ovladajici spole¢nost 55 93

Ostatni spriznéné strany 36 52
Celkem 3305 2 547
b) Nakup zbozi a sluzeb od spole¢nosti skupiny Altria Group

2005 2004

Nékup zbozi a materialu

Materska spole¢nost 1 0

Ostatni spfiznéné strany 1807 1442
Nékup sluzeb

Materska spole¢nost 1 28

Dcerinné spole¢nost 1 2

Ostatni spriznéné strany 1015 958
Nakladové Groky

Ostatni spfiznéné strany 1 1
Celkem 2826 2431
c) Odmény klicovych ¢lent vedeni Odmeény c¢lent predstavenstva a dozoréi rady zahrnuji roéni plat,

Odmény klicovych ¢lend vedeni zahrnuji odmény ¢lent predstavenstva
a dozordi rady. Clenové predstavenstva a dozoréi rady, kteff jsou
zaméstnanci Spole¢nosti nebo spolecnosti skupiny Atria Group, nedostévaj
74dné dalsi odmény za pdsobeni v predstavenstvu a dozorci radé. Odména
¢lenti predstavenstva a dozordi rady, kterf nejsou zaméstnanci Spolecnosti
ani spolecnosti z Altria Group, je stanovena jako ro¢ni odmeéna.

bonus podle individualniho vykonu, odstupné, Ghrady akciemi
a ostatni nepenézni prijmy jako jsou pouzivani firemniho automobilu,
cigarety, piispévky na zdvodni stravovéani a pfispévky na penzijni
pripojisténi, zivotni a Grazové pojisténi. Soucasti prijmua ¢lent
predstavenstva, ktef nejsou zaméstnanci Spole¢nosti, je navic Ghrada
najemného a skolného.
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25. CONTINGENCIES

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 at the Company
to the year 2004. The tax authorities may at any time inspect the books
and records within 4 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.

The banks have provided a guarantees for the security of liability for fiscal
stamps and for the security of transit operations within the EU countries
in the amount of CZK 4 435 million and for the Company’s current or
future lease obligations in the amount of CZK 42 million (EUR 1.4 million)
as at December 31, 2005.

In 2005 no business interruptions occurred that had or might have
a significant effect on the financial situation of the Company.

26. COMMITMENTS

Capital commitments
Capital expenditure contracted for at December 31, 2005 and 2004 but
not yet incurred but that date is CZK 38 million and nil respectively.

Operating lease commitments - where the Company is the lessee
The Company leases offices and warehouses under non-cancelable operating
lease agreements. The leases have varying terms, escalation clauses
and renewal rights.

The Company also leases various warehouses under cancelable
operating lease agreements. The Company is required to give from three
to twelve month notice for the termination of these agreements
The lease expenditure charged to the income statement during the year
is disclosed in Note 6.

The future aggregate minimum lease payments under non-cancelable operating leases are as follows:

2005 2004
No later than 1 year 58 58
Later than 1 year and no later than 5 years 174 228
Later than 5 years - 4

27. RELATED PARTY TRANSACTIONS

The Company considers its parent company and other companies
of the Altria Group, members of its Board of Directors, Supervisory

The following transactions were carried out with related parties:

Board and parties close to such members of management to be
related parties.

a) Sales of goods and services to affiliates within Altria Group
2005 2004

Sales of goods and material

Parent company 2 13

Subsidiary 2 285 1370

Other related parties 878 966
Sales of services

Subsidiary 3 6

Other related parties 10 19
Recharges 36 28
Interest income

Ultimate parent company 55 93

Other related parties 36 52
Total 3305 2 547
b) Purchase of the goods and services from affiliates within Altria Group

2005 2004

Purchase of goods and material

Parent company 1 -

Other related parties 1807 1442
Purchase of services

Parent company 1 28

Subsidiary 1 2

Other related parties 1015 958
Interest expense

Other related parties 1 1
Total 2 826 2431
c) Key management compensation The compensation of members of the Board of Directors and the

Key management compensation reflects the remuneration of members
of the Board of Directors and the Supervisory Board. The members of
the Board of Directors and the Supervisory Board who are employees of
the Company or an entity within the Altria Group of companies receive
no additional compensation for services as members of the Board of
Directors and the Supervisory Board. Remuneration of members of the
Supervisory Board who are non-employee of the Company or an entity
within the Altria Group comprises an annual fee.

Supervisory Board comprises annual base salary, bonuses based on
individual performance, termination benefits, share-based payments and
other income in-kind such as cars for use, cigarettes, lunch allowances,
pension contribution, life and accident insurance. In addition to this,
the members of the Board of Directors who are employees of Philip
Morris Management Services S.A., have also other income in-kind such
as payment of rent and school fees.

/1
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2005 2004
Platy a ostatni kratkodobé pozitky 54 83
Pozitky pri ukonceni pracovniho poméru 3 0
Uhrady akciemi 37 33
Nepenézni prijmy 9 13
Celkem 103 129
d) Zustatky se spoleénostmi skupiny Altria Group
31. 12. 2005 31. 12. 2004
Pohledavky za spriznénymi stranami
Dceriné spole¢nost 45?2 220
Ostatni spriznéné strany 21 82
Celkem 473 302
Zé&vazky vQci spriznénym stranédm
Ostatni spriznéné strany 262 162
Pajcky
Vrcholova ovlédajici spole¢nost 0 6 200
Ostatni spriznéné strany 6711 1436
Celkem 6711 7 636

Pajcky spriznénym stranam zahrnuji Grocené kratkodobé pajcky
splatné na pozadani (cash pool) ve vy$i 6 711 milién(i K& poskytnuté
spolecnosti Altria Finance Europe AG, které jsou v rozvaze Spole¢nosti
vykéazany jako soucast penéznich prostredkd a penéznich ekvivalentd,
(2004: 1 436 milionti K&), a 6 200 miliénG K& poskytnuté spoleénosti
Altria Group, Inc. k 31. 12. 2004. Pdjcka ve vysi 1 500 miliéna Ké
byla splacena dne 29. 3. 2005 a pujcka ve vysi 4 700 milién K¢ byla
splacena dne 24. 4. 2005.

B&zna vyse Urokové sazby z kratkodoby pdjéek na pozadani (cash
pool) je stanovena jako no¢ni PRIMEAN minus 0,25 %. Urokova sazba
z kratkodobych pdjcek je stanovena jako 3 mésicni sazba PRIBOR plus
0,325% v den obchodovani.

Schvaleni ucetni zavérky

Presna vyse Grokové sazby zavisi od aktudlni situaci na penéznim
trhu. Prameérné vyse Grokové sazby z kratkodobych pdjéek (cash pool)
byla 1,649% p.a. (2004: 1,864 % p.a.). Praimérna vyse Grokové sazby
kratkodobych péjéek poskytnutych skuping Altria byla 2,874% p.a. (2004
2.532% p.a..

28. NASLEDNE UDALOSTI

Dne 20. 1. 2006 Spole¢nost uzaviela s nezavislou treti stranou kupnf
smlouvu o prodeji pozemkl a budov a souvisejiciho zarizeni zavodu
v Hodoniné, jak je popsano v bodé 7. Rozvaha k 31. 12. 2005 odrazi
prodejni cenu v zUstatkové hodnoté majetku drzeného k prodeji.
Po rozvahovém dni nedoslo k zadnym jinym udélostem, které by
mély vyznamny dopad na Gcetni zavérku k 31. 12. 2005.

Utetni zavérka byla schvalena predstavenstvem a byla z jeho povéteni podepsana dne 21. 3. 2006.

()

Graeme Davidson
predseda predstavenstva

Nicklas Blomqvist
¢len predstavenstva
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2005 2004
Salaries and other short-term employee benefits 54 83
Termination benefits 3 -
Share-based payments 37 33
Income in-kind 9 13
Total 103 129

d) Balances with the affiliates within Altria Group

December 31, 2005

December 31, 2004

Receivables from related parties

Subsidiary 45?2 220

Other related parties 21 82
Total 473 302
Payables to related parties

Other related parties 262 162
Loans & Deposits

Ultimate parent company - 6 200

Other related parties 6711 1436
Total 6711 7 636

Loans and deposits to related parties include interest bearing on demand
deposit (cash pool) of CZK 6 711 million to Altria Finance Europe AG which
are classified as cash and cash equivalents in the Company’s balance sheet
(2004: CZK 1 436 million) and interest bearing short-term loans in the total
amount of CZK 6 200 million to Altria Group, Inc. at December 31, 2004.
The loan of CZK 1 500 million was paid on March 29, 2005 and the loan
of CZK 4 700 million was paid on April 24, 2005.

Current interest rate of interest bearing on demand deposit is calculated
as overnight PRIMEAN - 0.25%. The interest rate of short-term loans is
calculated as 3 month PRIBOR + 0.325% on trade date.

Statutory signatures

The exact interest rates reflect the current money market and nature
of the loan. The average interest rate of the on demand deposits was
1.649% p.a. (2004: 1.864% p.a.). The average interest rate of short-term
loans to Altria Group was 2.874% p.a. (2004: 2.532% p.a.).

28. SUBSEQUENT EVENTS

On January 20, 2006 the purchase agreement relating the sale of land
and buildings and other related assets of Hodonin factory was signed with
independent third party as disclosed in Note 7. These financial statements
reflect selling price in the net book value of the assets held for sale.
No other subsequent events have occurred after the December 31, 2005
that would have a material impact on these financial statements.

The financial statements have been approved by the Board of Directors and have been signed below on their behalf.

March 21, 2006

Graeme Davidson
Chairman of the Board of Directors

Nicklas Blomqvist
Member of the Board of Directors
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ZPRAVA NEZAVISLYCH AUDITORU

AKCIONARUM SPOLECNOSTI PHILIP MORRIS CR a.s.

Provedli jsme audit p¥ilozené rozvahy matei'ské spolecnosti Philip Morris CR a.s. (déale ,Spolednost) k 31. prosinci 2005, souvisejicich vykaz(i zisku
a ztraty, zmén vlastniho kapitalu, penéznich tokd a piflohy za rok 2005 uvedenych ve vyroéni zpravé na stranach 46 az 73 (dale ,Gcetni zavérka®).

Za sestaveni Ucetni zavérky, kterd zahrnuje popis podnikatelskych ¢innosti Spolecnosti, a za vedeni Géetnictvi odpovida predstavenstvo Spoleénosti.
Nasi Glohou je vydat na zakladé auditu vyrok k této Gcetni zavérce.

Audit jsme provedli v souladu se zékonem o auditorech, Mezinarodnimi standardy auditu a souvisejicimi aplika¢nimi dolozkami Komory auditord
Ceské republiky. Tyto normy pozaduji, aby byl audit naplanovan a proveden tak, aby auditor ziskal pfiméenou jistotu, 7e Géetnf zavérka
neobsahuje vyznamné nespravnosti. Audit zahrnuje vybérovym zplsobem provedené ovéreni prikaznosti ¢astek a informaci uvedenych v Géetni
zavérce. Audit rovnéz zahrnuje posouzeni pouzitych Gcéetnich postupd a vyznamnych odhadd uc¢inénych vedenim Spolecnosti a zhodnoceni celkové
prezentace Gcetni zavérky. Jsme presvédceni, ze provedeny audit poskytuje priméreny podklad pro vydani vyroku.

Podle naseho nazoru prilozena Gcetni zévérka podévé ve vsech vyznamnych ohledech vérny a poctivy obraz aktiv, zavazkd a vlastniho kapitalu
Spolecnosti k 31. prosinci 2005, vysledku jejiho hospodarenf a jejich penéznich tokt za rok 2005 v souladu s Mezindrodnimi standardy Gcetniho
vykaznictvi ve znénf prijatém Evropskou unii.

Déle jsme provedli provérku prilozené zprévy o vztazich mezi Spolecnosti a jeji ovladajici osobou Philip Morris Holland B.V, a mezi Spolecnosti

a ostatnimi spole¢nostmi ovladanymi Philip Morris Holland B.V. (,Zprava“), uvedené na stranach 76 a 77 této vyro&ni zpravy. Za Gplnost

a spravnost Zpravy odpovida predstavenstvo Spolecnosti. Nasi Glohou je ovérit spravnost Gdajd uvedenych ve Zpravé. Nasi provérku jsme provedli
v souladu s auditorskymi smérnicemi Komory auditort Ceské republiky, vztahujicimi se k provérkam zprav o vztazich mezi propojenymi osobami.
Tyto smérnice pozaduiji, aby byla provérka naplanovana a provedena tak, abychom ziskali stredni Groven jistoty, ze Zpréva neobsahuje vyznamné
nespravnosti. Pri provérce jsme nezaznamenali zaddné skutecnosti, které by nés vedly k domnénce, Ze prilozenéd Zpréava nebyla ve vsech vyznamnych
ohledech r&dné pripravena.

Predstavenstvo Spole¢nosti odpovidé za sprévu a Gdrzbu integrity internetovych stranek Spolecnosti. Nasi Glohou neni posouzeni téchto zélezitosti,

a proto neneseme zadnou odpovédnost za pripadné zmény ve vyrocnf zpravé, ke kterym mohlo dojit nésledné po jejim prvotnim zverejnéni
na internetovych strankéach Spolec¢nosti.

21. brezna 2006

PricewaterhouseCoopers Audit, s.r.o.
zastoupena

Thomas Linder Ing. Pavel Kulhavy
partner auditor, osvédceni ¢. 1538

PRICEVWATERHOUSE(QOPERS

PricewaterhouseCoopers Audit, s.r.o., Katetinska 40/466, 120 00 Praha 2, Ceska republika, telefon +420 251 151 111,
fax +420 251 156 111

PricewaterhouseCoopers Audit, s.r.o., se sidlem Katefinska 40/466, 120 00 Praha 2, IC: 40765521, zapsana v obchodnim rejstifku
vedeném Méstskym soudem v Praze, oddil C, vlozka 3637, a v seznamu auditorskych spole¢nosti u Komory auditorti Ceské republiky
pod osvédcenim ¢. 021.
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REPORT OF INDEPENDENT AUDITORS

TO THE SHAREHOLDERS OF PHILIP MORRIS CR a.s.

We have audited the accompanying parent company balance sheet of Philip Morris CR a.s. (“the Company™) as at 31 December 2005,

the related statements of income, changes in shareholders’ equity, cash flows and notes for the year then ended presented in the annual
report of the Company on pages 46-73 (“the financial statements™). The financial statements, which include description of the Company’s
activities, and underlying accounting records are the responsibility of the Company’s Board of Directors. Our responsibility is to express

an opinion on these financial statements based on our audit.

We conducted our audit in accordance with the Act on Auditors, International Standards on Auditing and related application guidance of
the Chamber of Auditors of the Czech Republic. Those auditing standards require that we plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used

and significant estimates made by management, as well as evaluating the overall financial statements presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the accompanying financial statements give a true and fair view, in all material respects, of the assets, liabilities and equity
of the Company as at 31 December 2005, and the results of its operations and its cash flows for the year then ended in accordance with
International Financial Reporting Standards as adopted by the European Union.

In addition we have also reviewed the accompanying report on relations between the Company and its controlling party Philip Morris
Holland B.V. and between the Company and the other parties controlled by Philip Morris Holland B.V on pages 76-77 (“the Report”).

The completeness and accuracy of the Report is the responsibility of the Board of Directors. Our responsibility is to review the accuracy

of information included in the Report. We conducted our review in accordance with the auditing standards of the Chamber of Auditors

of the Czech Republic related to reviews of reports on relations between related parties. These standards require that we plan and perform
the review to obtain moderate assurance as to whether the Report is free of material misstatement. Based on our review, nothing has come
to our attention that causes us to believe that the accompanying Report has not been properly prepared, in all material respects.

The maintenance and integrity of the Company’s website is the responsibility of its Board of Directors; the work carried out by the auditors

does not involve consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have occurred
to the financial statements since they were initially presented on the website.

21 March 2006

PricewaterhouseCoopers Audit, s.r.o.
represented by

Thomas Linder Pavel Kulhavy
Partner Auditor, Licence No. 1538

PRICEVATERHOUSE(QOPERS

PricewaterhouseCoopers Audit, s.r.o., Katerinska 40/466, 120 00 Prague 2, Czech Republic, telephone +420 251 151 111,
facsimile +420 251 156 111

PricewaterhouseCoopers Audit, s.r.o., registered seat Katerinska 40/466, 120 00 Prague 2, Czech Republic, Identification Number: 40765521,
registered with the Commercial Register kept by the Municipal Court in Prague, Section C, Insert 3637, and in the Register of Audit Companies
with the Chamber of Auditors of the Czech Republic under Licence No 021.
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Zprava o vztazich mezi propojenymi osobami
za rok koncici 31. 12. 2005

Nasledujici dopliujici informace vztahujici se k Géetnimu obdobi roku 2005 jsou poskytovany dle § 66a odstavce 9. zakona ¢. 513/1991 Sb,,
obchodniho zakoniku.

Definice

Ovléddané osoba:  Philip Morris CR a.s.

Ovladajici osoba:  Philip Morris Holland B.V.

Propojené osoby:  Spolec¢nosti primo ¢i nepfimo ovladané Philip Morris Holland B.V. jakoz i Altria Group, Inc., které je ovladajici osobou koncernu
na nejvyssi drovni.

Smlouvy a dodatky k existujicim smlouvadm uzaviené s ovladajici osobou a propojenymi osobami

V prabéhu roku 2005:

Spole¢nost Smlouva Datum platnosti
Prodej materialu, zboZi a sluzeb

JSC Philip Morris Ukraine Smlouva o prodeji 11. Gnora 2005
UAB Philip Morris Lietuva Dohoda o smluvni vyrobé 1. srpna 2005
Papastratos Cigarette Manufacturing S.A. Dohoda o smluvni vyrobé 1. srpna 2005
Philip Morris Polska S.A. Dohoda o smluvni vyrobé 1. zari 2005
Philip Morris Slovakia s.r.o. Dodatek ¢. 5 k distribu¢ni smlouvé 7. prosince 2005

Nakup materiélu, zboZi a sluzeb

Philip Morris GmbH Dodatek ¢. 2 k dohodé o smluvni vyrobé 1. ledna 2005
Philip Morris Polska S.A. Dohoda o smluvni vyrobé 1. ledna 2005
Philip Morris Products S.A. Dodatek ¢&. 3 k licen¢ni smlouvé 1. ledna 2005
Philip Morris International Management S.A. Smlouva o poskytovani sluzeb 1. ledna 2005
Philip Morris Polska S.A. Dodatek ¢. 1 k najemni smlouvé 14. Gnora 2005
Philip Morris Romania SRL Najemni smlouva 1. dubna 2005

Ostatni plnénf a protipInéni uvedena v priloze k Gcetnf zavérce, v ¢asti 27, byla realizovana na zakladé vzéjemnych dohod a objednévek, bez uzavient
pisemnych smluv.
Jiné pravni Gkony a opatreni

Vyjma vyse uvedenych smluvnich vztahti nebyly mezi propojenymi osobami ucinény pravni tkony, které byly v zajmu téchto osob, a ze strany ovladané
osoby nebyla prijata ani uskutecnéna zadna opatreni v z&jmu nebo na popud ovladajici osoby v prabéhu predmétného tcetniho obdobi.

Vsechna plnéni a protipInéni mezi ovlddanou a ovladajici osobou, nebo ostatnimi propojenymi osobami, byla poskytovéna na zékladé vyse uvedenych
smluv a vzajemnych dohod. Ovladané osobé nevznikla zddna Gjma v dasledku uzavieni zminénych smluv, prijatych plnéni nebo poskytnutych

protiplnéni. Transakce uskute¢néné mezi propojenymi osobami jsou podrobné uvedeny v priloze k Gcetni zavérce, v casti 27.

Dne 21. 3. 2006

Graeme'Davidson Nicklas Blomqvist
predseda predstavenstva ¢len predstavenstva
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Report on Relations between Related Parties
for the Year Ended December 31, 2005

The following additional disclosures are provided for the accounting period 2005 in accordance with the provision of Article 66a (9) of the Czech
Commercial Code.

Definitions

Controlled Entity:  Philip Morris CR a.s.

Controlling Entity:  Philip Morris Holland B.V.

Related parties: Companies controlled directly or indirectly by Philip Morris Holland B.V. as well as by Altria Group, Inc. which is the ultimate
holding company of Philip Morris Holland B.V.

Contracts and amendments to the existing contracts concluded with the Controlling Entity and related parties

During 2005:

Company Contract Effective date

Sales of goods and services

JSC Philip Morris Ukraine Sales Agreement February 11, 2005
UAB Philip Morris Lietuva Contract Manufacturing Agreement August 1, 2005
Papastratos Cigarette Manufacturing S.A. Contract Manufacturing Agreement August 1, 2005
Philip Morris Polska S.A. Contract Manufacturing Agreement September 1, 2005
Philip Morris Slovakia s.r.o. Amendment No: 5 to Distribution Agreement December 7, 2005

Purchase of goods and services

Philip Morris GmbH Amendment No. 2 to Contract Manufacturing Agreement ~ January 1, 2005
Philip Morris Polska S.A. Contract Manufacturing Agreement January 1, 2005
Philip Morris Products S.A. Amendment No. 3 to Licence Agreement January 1, 2005
Philip Morris International Management S.A. Service Agreement January 1, 2005
Philip Morris Polska S.A. Amendment No. 1 to Rental Agreement February 14, 2005
Philip Morris Romania SRL Rental Agreement April 1, 2005

Other performances and counter-performances as specified in Notes to Financial Statements, paragraph 27 were fulfilled based on negotiated offers
and purchase orders without concluding written contracts.

Other legal acts and measures

Apart from the above-mentioned contracts no other legal acts were made between related parties, and no other measures were adopted
or affected by the Controlled Entity in the interest, or at the initiative of the Controlling Entity and/or entities controlled by the Controlling
Entity in the accounting period.

All performances and counter-performances between the Controlled Entity and the Controlling Entity and/or the entities controlled by the Controlling
Entity were fulfilled based on the above-mentioned contracts or on negotiated offers. No detriment arose to the Controlled Entity due to the said contracts,

supplied performances or effected counter-performances. Related party transactions are detailed in the Notes to Financial Statements, paragraph 27.

March 21, 2006

Graeme Davidson Nicklas Blomqvist
Chairman of the Board of Directors Member of the Board of Directors
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Ostatni informace pro akcionare

1. Informace o pfijmech, které byly za Gcetni
obdobi 2005 pfijaty vedoucimi osobami
a ¢leny dozor¢i rady

Zakon &. 256/2004 Sb., (Zakon o podnikéni na kapitalovem trhu),
§ 118, stanovi povinnost uvadét informace o vsech penézitych
a naturalnich prijmech, které byly prijaty za Gcetni obdobi vedenim
Spolecnosti a ¢leny dozordi rady od Spolecnosti. Do skupiny vedeni
Spolecnosti jsou zahrnuty prijmy rediteld, jejichz funkce spadaji
do okruhu jmenovanych funkci v souladu s definici uvedenou v § 27,
odst. 5 Zékoniku prace.

Odmeéna c¢lent vedeni Spolecnosti a dozoréf rady, kteri jsou
zameéstnanci Spolec¢nosti, zahrnuje zékladni roéni plat, bonus
vyplédceny na zakladé individualniho vykonu, Ghrady akciemi
a ostatni nepenézni zaméstnanecké vyhody jako napr. podnikova
auta, zaméstnanecké cigarety, prispévek na stravovéni, penzijni
pojisteni a zivotni a Grazové pojistént.

Clenové veden, ktef nejsou zaméstnanci Spole¢nosti, jsou zaméstnanci
Philip Morris Management Services S.A. a jsou touto spole¢nosti
také odménovani. Od Spolecnosti dostéavaji pouze podnikova auta,
zameéstnanecké cigarety a prispévek na stravovani. Odmeéna ¢Elent
dozordi rady, kteri nejsou zaméstnanci Spoleénosti, predstavuje
jednorézovou ro¢ni odménu.

Clenové vedenf Spole&nosti a dozordf rady, kteff jsou zaméstnanci
Spole¢nosti nebo jiné spolecnosti ve skupiné Altria, nemaji zadné
prijmy z titulu ¢lena predstavenstva a dozordi rady.

Informace o penézitych a naturélnich prijmech, které prijali za Gcetnf
obdobi ¢lenové vedeni a ¢lenové dozoréi rady z titulu jejich funkce
ve Spolecnosti od Spole¢nosti a spolecnosti ovladanych Spoleénosti
(v tis. K&):

2005 2004
Penézity Naturalni | Penézity Naturalni
prijem prijem prijem  pfijem
Predstavenstvo 12 239 1586 6516 2710
Dozor¢i rada 4 203 105 1606 212

2. Primérny pocet zaméstnanci

Primérny podet zaméstnancl v roce 2005 byl 1 231 (2004:
1 335), z toho bylo 29 fidicich pracovniki (2004: 34). Ridici
pracovnici Spole¢nosti zahrnuji zaméstnance, ktefi jsou reditelé
odbort a vedouci Usek.

3. Informace o poctu akcii vydanych Spoleénosti

K 31. 12. 2005 ¢lenové dozorci rady vlastnili 7 kust akcif
(2004: 7 kus(), ¢lenové predstavenstva vlastnili jednu akcii
(2004 1 kus), a fidici pracovnici vlastnili 81 kusd (2004: 100 kus&)
akcil Spole¢nosti.

4. Odmény uhrazené auditorim za Gcetni obdobi

Spole¢nost uhradila za rok 2005 odménu auditorské spole¢nosti
ve vy 6 363 tis. K& za auditorské a souvisejici sluzby (2004:
4890 tis. K&) a 0 tis. K& (2004: 63 tis. K&) za ostatni poradenstuvi.

Skupina uhradila za rok 2005 odménu auditorské spolecnosti ve vysi
7 117 tis. K& za auditorské a souvisejici sluzby (2004: 5 607 tis. K&)
a 0 tis. K& (2004: 63 tis. K&) za ostatni poradenstvi.

5. Vyse dividendy za posledni tfi obdobi

Za rok 2004 Spole¢nost vyplatila dividendu na jednu akcii ve vysi
1606 K& (2003: 1 575 K&) pred zdanénim. O tom, zda bude vyplacena
dividenda za Gcetni obdobi 2005 a v jaké vysi, rozhodnou akcionari na
radné valné hromadé, kterd se bude konat dne 24. 4. 2006.

6. Ostatni

Veskery dlouhodoby nehmotny a hmotny majetek byl financovan
z vlastnich zdrojd Spoleénosti. K 31. 12. 2005 bylo vedenim
Spoleénosti schvéaleno porizeni dlouhodobého majetku — nédkup
vyrobniho zarizeni, vyména vozového parku a implementace
nového programového vybaveni.

Spole¢nost neni Gc¢astna zadnych soudnich, spravnich nebo rozhodéich
fizent, kterd by méla nebo mohla mit vyznamny vliv na finanénf situaci
Spole¢nosti.

V Géetnim obdobi 2005 nenastala zadnéa preruseni podnikanf
Spole¢nosti, kterd by méla nebo mohla mit vyznamny vliv na finanéni
situaci Spole¢nosti.



ANNUAL REPORT 2005

Other information for shareholders

1. Information on remuneration received by Executives
and Supervisory Board members during
the accounting period 2005

The Capital Market Business Act no. 256/2004 Coll., section 118
assesses the obligation to publish information on all monetary
income and income in kind received by Executives and Supervisory
Board members during the accounting period from the Company.
The Executive category includes income of directors whose position
meets the definition of Section 27(5) of the Labour Code.

Remuneration of Executives and members of Supervisory Board
who are employees comprises annual base salary, bonus, based on
individual performance, share-based payments and other remuneration
in kind such as cars for use, cigarettes, lunch allowances, pension
contribution, life and accident insurance.

Non-employee Executives are employees of Philip Morris
Management Services S.A. and their remuneration is provided
by this company. The Company provides them with other
remuneration in kind such as cars for use, cigarettes and lunch
allowances. Remuneration of members of the Supervisory Board
who are non-employee comprises an annual fee.

Executives and members of Supervisory Board who are employees
of the Company or an entity within the Altria group of companies
receive no additional compensation for services as members of
the Board of Directors and Supervisory Board.

Information on all monetary income and income in kind received
by Executives and members of the Supervisory Board from
the Company or the entities controlled by the Company during the
current accounting year (in CZK 000’s):

2005 2004
Monetary  Income |Monetary Income
Income  in Kind Income in Kind
Board of Directors 12 239 1586 6516 2710
Supervisory Board 4 203 105 1606 212

2. Average number of employees

In 2005 there were an average of 1 231 employees (2004: 1 335)
including 29 managers (2004: 34). Managers of the Company include
employees who are department heads and senior managers.

3. Information on the number of shares
issued by the Company

Members of the Supervisory Board owned 7 shares (2004: 7),
the Board of Directors owned 1 share (2004: 1), and managers owned
81 shares (2004: 100) at December 31, 2005.

4. Fee paid to auditors

During the year 2005 the Company paid to its auditor fees in the
amount of CZK 6 363k for audit and audit related services (2004:
CZK 4 890k) and CZK 0 (2004: CZK 63k) for other consultancy services.

During the year 2005 the Group paid to its auditor fees in the amount
of CZK 7 117k for audit and audit related services (2004: CZK 5 607k)
and CZK 0 (2004: CZK 63k) for other consultancy services.

5. Dividends for the last three accounting periods

For the accounting periods 2004 and 2003 the Company
paid dividends (before tax) of CZK 1 606 and CZK 1 575, respectively
per share. Disbursement of dividends for the 2005 accounting
period will be decided at the Annual General Meeting scheduled
for April 24, 2006.

6. Other

All investments in fixed assets were financed by the Company’s
own resources. At December 31, 2005 management had approved
projects related to the acquisition of manufacturing equipment, vehicle
replacement and software implementation.

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.

In 2005 no business interruptions occurred that had or might have
a significant effect on the financial situation of the Company.
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Sidlo spolecnosti / Registered Address
Philip Morris CR a.s.
Vitézna 1, 284 01 Kutna Hora

Vedeni spolecnosti / Headquarters

Karlovo nam. 10, 120 00 Praha 2

tel.: (+420) 266 702 111, fax: (+420) 266 702 333, www.pmintl.com
IC: 14803534, ISIN: CS008418869

Spolecnost je zapsana v obchodnim rejstitku vedeném u Méstského soudu v Praze, v oddilu B, vloZce 627.

PHILIP MORRIS CR









