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Konsolidované adaje

(v milionech K¢)

Consolidated Highlights

(in CZK million)

Obdobi kongéici 30. ¢ervna 2018 2017 Zména v % Period ended June 30 2018 2017 Change in %
Trzby bez spotfebni dané a DPH 6 422 5777 11,2 Revenues, net of excise tax and VAT 6 422 5777 1.2
Provozni zisk 2168 201 7.8 Profit from operations 2168 2011 7.8
Zisk pred zdanénim 2163 2006 7.8 Pre-tax income 2163 2006 7.8
Cisty zisk 1745 1643 6,2 Net income 1745 1643 6.2
Zisk na akcii (K¢&) 636 598 Earnings per share (CZK) 636 598
Odbyt podle segmentu Shipments per Segment
(v milionech ekvivalentnich jednotek)’ (in million units’ equivalent)
Obdobi kongéici 30. ¢ervna 2018 2017 Zména v % Period ended June 30 2018 2017 Change in %
Ceska republika 4124 4358 -5,4 Czech Republic 4124 4 358 (5.4)
Slovensko 2067 1978 4,5 Slovakia 2067 1978 4.5
Celkem 6 191 6 336 2,3 Total 6 191 6 336 (2.3)

Philip Morris CR a.s. a Philip Morris Slovakia s.r.o. pokud jde o /IQOS

a HEETS? vystupuiji jako distributor s omezenym rizikem na zékladé Smlouvy
o distribuci, kterou kazda ze spole¢nosti samostatné uzavrela s Philip Morris
Products S.A. (prodejce). Podle Smlouvy o distribuci nese obchodni riziko
Philip Morris Products S.A., pficemz distributor dostava odménu ve formé
marze z vynosU z prodeje HEETS.

Trzby bez zapocteni spotfebni dané
a DPH vzrostly o:

Revenues, net of excise tax and VAT
increased by:

Cisty zisk vzrostl o:
Net income increased by:

Philip Morris CR a.s. and Philip Morris Slovakia s.r.0. serve in the capacity
of limited-risk distributors of IQOS and HEETS? based on the Distribution
agreement each company concluded separately with Philip Morris
Products S.A. (Seller). Under the Distribution Agreement, commercial risks
are borne by Philip Morris Products S.A., while the Distributors receive
compensation in the form of margin on revenues from the sale of HEETS.

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

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

1 Odbyt véetné ostatnich tabakovych produktd, jako jsou cigarillos, tabak pro rucni vyrobu cigaret
(0,739 je ekvivalentem jedné cigarety) a vice-objemovy tabak pro rucni vyrobu cigaret (0,609 je
ekvivalentem jedné cigarety), jakoZ i tabakové naplné HEETS?

2 Vroce 2017 byl v Cesku tento vyrobek uveden pod obchodnim nézvem HEETS FROM MARLBORO
a tento obchodni nazev se v Q12018 zménil na HEETS. Od tohoto mista dale je v ramci vyrocni
zpravy pouzivan jednotny obchodni nazev HEETS pro oba trhy.

2 Konsolidované Gdaje
Consolidated highlights

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

2 In the Czech Republic, the product was launched as HEETS FROM MARLBORO in 2017. The brand

name changed as of Q12018 to HEETS. Hereinafter a single brand name HEETS is used
throughout the 2018 Mid-Year Report for this product in both countries.



Zprava predstavenstva o podnikatelské cinnosti

za obdobi koncici dnem 30. cervna, 2018

Report of the Board of Directors

for the half-year ended June 30, 2018

Spolednost Philip Morris CR a.s. je prednim vyrobcem a prodejcem tabakovych
wyrobki v Ceské republice. Dospélym kufakim nabizi oblibené mezinarodni

a domaci znacky cigaret, jako jsou Marlboro, L&M, Philip Morris, Chesterfield,
Petra Klasik a Sparta, ve vice nez 50 variantach v rliznych cenovych trovnich.

Philip Morris CR a.s. je rovnéz distributorem bezdymnych tabakovych
vyrobkl HEETS?, zafizeni IQOS a s nim souvisejiciho pfislusenstvi

v Ceské republice. Zafizeni IQOS je systém urdeny k zahfivani tabaku, ktery
obsahuije elektronicky drzak pouZivany se specialné navrzenymi tabakovymi
naplnémi HEETS. Zatizeni produkuje paru obsahujici nikotin, a protoze je
tabak v zafizeni zahfivan, nikoliv spalovan, tato technologie vytvari aerosol,
ktery ma v priiméru o 90-95 % méné skodlivych latek v porovnani s kourem
z referencni cigarety”.

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

Tato zprava vychazi zejména z konsolidované ucetni zavérky spolecnosti
Philip Morris CR a.s. a Philip Morris Slovakia s.r.0., ktera byla sestavena

v souladu s Mezinarodnimi standardy Uc¢etniho vykaznictvi ve znéni pfijatém
Evropskou unii.

Konsolidované financni vysledky

Konsolidované trzby bez spotfebni dané a DPH ve vysi 6,4 miliardy K¢

se zvySily 0 11,2 % v prvnim pololeti 2018 v porovnani se stejnym obdobim
roku 2017, a to zejména v dlsledku uvedeni na trh bezdymnych tabakovych
vyrobk(l HEETS a zafizeni IQOS v ¢ervenci 2017 a pfiznivého vyvoje cen

v Ceské republice a na Slovensku odraZejiciho zvyeni prodejnich cen
spoleénostmi Philip Morris CR a.s. a Philip Morris Slovakia s.r.o. v letech
2017 a 2018. P¥i vylouceni vlivu ménového kurzu se konsolidované trzby
bez spotfebni dané a DPH zvysily o 12,6 %.

Zisk z provozni ¢innosti ve vysi 2,2 miliardy K¢ vzrostl o 7,8 % v prvnim
pololeti 2018 v porovnani se stejnym obdobim roku 2017, a to zejména
v disledku pfiznivého vyvoje cen v Ceské republice a na Slovensku.
P¥i vylouceni vlivu ménového kurzu vzrostl zisk z provozni ¢innosti

v porovnani s pfedchozim rokem o 8,3 %.

Zisk pred zdanénim ve vysi 2,2 miliardy K& vzrostl 0 7,8 % v prvnim pololeti 2018
v porovnani se stejnym obdobim roku 2017, a to z dvodu uvedenych vyse.

Cisty zisk ve vy$i 1,7 miliardy K& vzrostl 0 6,2 % v prvnim pololeti 2018
v porovnani se stejnym obdobim roku 2017 z dlivod zminénych vyse,
coz bylo ¢aste¢né eliminovano vyssi dani z pfijmu.

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

Philip Morris CR a.s. is also a distributor of the smoke-free tobacco products,
HEETS® with IQOS devices and related accessories in the Czech Republic.
IQOS is a tobacco heating system that includes an electronic holder that

is used with specially designed heated tobacco units HEETS. The device
delivers a nicotine-containing vapor, and because the tobacco is heated

and not burned, this technological innovation allows to generate the aerosol
which has on average 90-95% lower levels of harmful chemicals compared
to the smoke of a reference cigarette®.

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

The report of the Board of Directors is based on the consolidated financial
statements of Philip Morris CR a.s. and Philip Morris Slovakia s.r.0. prepared
in accordance with International Financial Reporting Standards as adopted
by the European Union.

Consolidated Financial Results

Consolidated revenues, net of excise tax and VAT, of CZK 6.4 billion
increased by 11.2% in the first half of 2018 compared to the same period

in 2017, driven primarily by the introduction of HEETS and /QOS in July 2017,
as well as favorable pricing in the Czech Republic and Slovakia, reflecting
the impact of price increases implemented by Philip Morris CR a.s.

and Philip Morris Slovakia s.r.o. in 2017 and 2018. Excluding the impact

of currency, consolidated revenues, net of excise tax and VAT, increased

by 12.6%.

Profit from operations of CZK 2.2 billion increased by 7.8% in the first half

of 2018 compared to the same period in 2017, primarily reflecting favorable
pricing in the Czech Republic and Slovakia. Excluding the impact of currency,
profit from operations increased by 8.3%.

Pre-tax income of CZK 2.2 billion increased by 7.8% in the first half of 2018
compared to the same period in 2017 reflecting the factors noted above.

Net income of CZK 1.7 billion increased by 6.2% in the first half of 2018
compared to the same period in 2017 reflecting the factors noted above,
partially offset by higher income tax expense.

3 Vroce 2017 byl v Cesku tento vjrobek uveden pod obchodnim nazvem HEETS FROM MARLBORO
a tento obchodni nazev se v Q12018 zménil na HEETS. Od tohoto mista dale je v ramci pololetni
zpravy pouzivan jednotny obchodni nazev HEETS pro oba trhy.

4 PrAmérné snizeni koncentraci (vztazeno k jednomu kusu napiné) jednotlivych Skodlivych
a potencialné Skodlivych slozek méfenych v aerosolu /QOS v porovnani se standardni 9.4mg
.dehtovou” referencni cigaretou vytvorenou pro vyzkumné dcely (3R4F). Sbér aerosolu a koufe
uskutecnény podle pravidel pro simulator koufeni Health Canada Intense (objem potahnuti 55ml,
trvani potahnuti 2 vtefiny, interval mezi potahnutimi 30 vtefin). Vypocty snizeni nezahrnuji nikotin.

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

4 Average of the reductions in the concentrations (weight per stick) of individual harmful and
potentially harmful chemicals in the /QOS aerosol compared to the smoke from a standard 9.4 mg
‘tar’ reference cigarette (3R4F) designed for research purpose. Aerosol and smoke collections
performed under the Health Canada Intense machine-smoking regime (SSmL puff volume,

2 second puff duration, 30 second interval puff). Reduction calculations exclude nicotine.
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Podnikani v Ceské republice

Trzby v tuzemsku bez spotfebni dané a DPH se zvysily o0 18,7 % v prvnim
pololeti 2018 v porovnani se stejnym obdobim roku 2017 na 3,6 miliard K&,
zejména vlivem uvedeni na trh bezdymnych tabakovych vyrobk(

HEETS a zatizeni IQOS v Cervenci 2017 a pfiznivého vyvoje cen ve vysi
219 miliond K¢, odrazejiciho zvyseni prodejnich cen spole¢nostmi

Philip Morris CR a.s. v letech 2017 a 2018.

Celkovy trh cigaret v Ceské republice poklesl o odhadovanych 2,5 % v prvnim
pololeti 2018 v porovnéani se stejnym obdobim roku 2017 na 9,8 miliard kusu
cigaret, a to zejména v dusledku poklesu spotfeby cigaret.

Podle maloobchodniho prazkumu agentury Nielsen Company (Europe)
Sarl trzni podil u cigaret spoleénosti Philip Morris CR a.s. poklesl

0 2,6 procentniho bodu v prvnim pololeti 2018 v porovnani se stejnym
obdobim roku 2017 ze 45,5 % na 42,9 %°.

Business in the Czech Republic

Domestic revenues, net of excise tax and VAT, increased by 18.7% in the first
half of 2018 compared to the same period of 2017 to CZK 3.6 billion, driven
primarily by the introduction of HEETS and /QOS in July 2017, as well

as favorable pricing of CZK 219 million, reflecting the impact of price
increases implemented by Philip Morris CR a.s. in 2017 and 2018.

The estimated total cigarette market in the Czech Republic decreased
by 2.5% in the first half of 2018 compared to the same period of 2017
to 9.8 billion units due primarily to a decrease of cigarette consumption.

According to retail audit research conducted by Nielsen Company
(Europe) Sérl, cigarette market share of Philip Morris CR a.s. decreased
by 2.6 share points in the first half of 2018 compared to the same period
of 2017 from 45.5% to 42.9%°.

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

Levny

Low StFe_dni Prémiovy
Medium Premium a
G 12018 Qm 2018

12018 1201 H12017
H1 2017 y y
45,5 % 42,9 7

H1 2017 H1 2018

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

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

Objem domaciho odbytu spoleénosti Philip Morris CR a.s. se snizil

0 5,4 % v prvnim pololeti 2018 v porovnani se stejnym obdobim roku 2017
na 4,1 miliardy kusu, véetné HEETS. Toto sniZeni bylo zplsobeno zejména
poklesem trzniho podilu u cigaret, jak je uvedeno vyse, a niz8§im trznim
podilem u jemné fezaného tabaku.

Spoleénost Philip Morris CR a.s. uvedla na trh od 1. ¢ervence 2017 zafizeni
IQOS spole¢né s tabakovymi naplnémi HEETS ve vybranych cilovych
oblastech v ramci Ceské republiky. Podil® znadky HEETS méFeny podle
prodeji koncovym zakazniklim - dospélym uzivateldm v deviti vybranych
méstech dosahl ve druhém Ctvrtleti roku 2018 3,5 %.

Domestic shipments of Philip Morris CR a.s. decreased by 5.4% in the first
half of 2018 compared to the same period of 2017 to 4.1 billion units,
including HEETS, due mainly to a lower cigarette market share, as described
above and a lower fine cut market share.

Philip Morris CR a.s. launched HEETS and /QOS on July 1, 2017 in selected
cities (focus area) within the Czech Republic. HEETS offtake share®

in the focus areas of nine selected cities reached 3.5% in the second quarter
of 2018.

S Podily jednotlivich cenovych segmentd za prvni pololeti roku 2017 byly upraveny z divodu zmén
v maloobchodnim panelu, ve kterém agentura Nielsen Company (Europe) Sarl provadi vyzkum,
a presunu nékterych variant cigaretovych znacek mezi cenovymi segmenty v pribéhu roku 2018.

6 Odhady Philip Morris CR as.

4 Zprava predstavenstva
Report of the Board of Directors

S First half 2017 as in word price segment shares were restated due to changes in Nielsen Company
(Europe) Sarl's retail audit panel, as well as the price repositioning of some cigarette brand variants
during 2018.

6 Based on Philip Morris CR as. internal estimates.




Podnikani na Slovensku

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

se v mistni méné zvysily o 30,2 % v prvnim pololeti 2018 v porovnani

se stejnym obdobim roku 2017 na 67,8 milionu eur, zejména vlivem uvedeni
na trh bezdymnych tabakovych vyrobkl HEETS a zafizeni IQOS v srpnu 2017
a pfiznivého vyvoje cen ve vysi 5,0 milionu eur odrazejiciho zvyseni
prodejnich cen spole¢nosti Philip Morris Slovakia s.r.o. v roce 2017 a 2018.

Celkovy trh cigaret na Slovensku zUstal vesmés stejny v prvnim pololeti
2018 v porovnani se stejnym obdobim roku 2017, s odhadovanym poklesem
0 0,2 %, na 3,5 miliardy kusu.

Podle maloobchodniho prdzkumu agentury Nielsen Company (Europe)

Sarl trzni podil spole¢nosti Philip Morris Slovakia s.r.o. na slovenském trhu
poklesl 0 0,2 procentniho bodu v prvnim pololeti 2018 v porovnani se stejnym
obdobim roku 2017 z 56,6 % na 56,4 %', coZ bylo zplisobeno zejména
poklesem trzniho podilu mistnich znacek, ktery byl ¢aste¢né eliminovan
narlstem podilu znacky L&M.

Business in Slovakia

Philip Morris Slovakia s.r.o. revenues, net of excise tax and VAT, increased
in local currency terms by 30.2% in the first half of 2018 compared

to the same period of 2017 to EUR 67.8 million, driven primarily

by the introduction of HEETS and /QOS in August 2017, as well as favorable
pricing of EUR 5.0 million, reflecting the impact of price increases
implemented by Philip Morris Slovakia s.r.o. in 2017 and 2018.

The estimated total cigarette market in Slovakia remained essentially flat
with a decline of 0.2% in the first half of 2018 compared to the same period
of 2017 to 3.5 billion units.

According to retail audit research conducted by Nielsen Company

(Europe) Sarl, cigarette market share of Philip Morris Slovakia s.r.o.
decreased by 0.2 share points in the first half of 2018 compared to the same
period of 2017 from 56.6% to 56.4%’, due primarily to the decline of local
brands, partially offset by the strong performance of L&M.

Trzni podil cigaret dle cenovych segment( na Slovensku (%)’

Cigarettes Market Share by Price Segment in Slovakia (%)’

Levny

Stredni
Medium

Prémiovy
Premium

H12018 H12018

H1 2018 H1 2017 H1 2017
H1 2017 y y
56,6 7% 56.4 7
H1 2017 H1 2018

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

Objem domaciho odbytu spole¢nosti Philip Morris Slovakia s.r.o. se zvysil
0 4,5 % v prvnim pololeti 2018 v porovnani se stejnym obdobim roku 2017
na 2,1 miliardy kusu cigaret, véetné HEETS.

Spole¢nost Philip Morris Slovakia s.r.o. uvedla na trh od 1. srpna 2017
zatizeni IQOS spole¢né s tabakovymi naplnémi HEETS ve vybranych cilovych
oblastech v ramci Slovenské republiky. Podil® znacky HEETS méfeny podle
prodejd koncovym zékaznikiim - dospélym uzivatelim v deviti vybranych
méstech dosahl ve druhém ctvrtleti roku 2018 3,7 %.

Shipments of Philip Morris Slovakia s.r.o. increased by 4.5% in the first half
of 2018 compared to the same period of 2017 to 2.1 billion units, including
HEETS.

Philip Morris Slovakia s.r.o. launched HEETS with /QOS on August 1, 2017

in selected cities (focus area) within Slovakia. HEETS offtake share®

in the focus areas of nine selected cities reached 3.7% in the second quarter
of 2018.

7 Podily jednotlivich cenovych segmentd za prvni pololeti 2017 byly upraveny z dvodu zmén
v maloobchodnim panelu, ve kterém agentura Nielsen Company (Europe) Sarl provadi vyzkum,
a presunu nékterych variant cigaretovych znacek mezi cenovymi segmenty v pribéhu roku 2018.

8 Odhady Philip Morris Slovakia s.r.o.

7 First half 2017 as in word price segment shares were restated due to changes in Nielsen Company
(Europe) Sarl's retail audit panel, as well as the price repositioning of some cigarette brand variants
during 2018.

8 Based on Philip Morris Slovakia s.r.o. internal estimates.
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Vyrobni sluzby

Trzby za vyrobni sluzby klesly o 18,7 % v prvnim pololeti 2018 v porovnani

se stejnym obdobim roku 2017 z 1,3 miliard K& na 1,1 miliardy K&. Pokles

byl pfedevsim zplisoben zavedenim Gcetniho standardu IFRS 15 - Vynosy
ze smluv se zakazniky s Uc¢innosti od 1. ledna 2018, kdy cena obdrzena

od PMI za zpracovatelskou sluzbu je vylouc¢ena z vynosl a o pfiblizné
stejnou ¢astku jsou ponizeny naklady na prodané zbozi v Ceské republice

a na Slovensku (vice informaci v sekci 3.1 této pololetni zpravy). Pfi vylouceni
této Upravy by se trzby za vyrobni sluzby zvySily o 3,3 % v prvnim pololeti
2018 v porovnani se stejnym obdobim roku 2017.

JakozZto Gcetni jednotka, ktera je obchodni spole¢nosti a je emitentem
investicnich cennych papirt prijatych k obchodovani na evropském
regulovaném trhu, jsme povinni pouzit pro Uctovani a sestaveni Ucetni
zavérky mezinarodni Ucéetni standardy upravené pravem Evropské unie
(IFRS), ato v souladu s § 19a zékona ¢. 563/1991 Sb., o Ucetnictvi, ve znéni
pozdéjsich predpist.

Spotiebni daf

Dle smérnice Rady 2011/64/EU o struktufe a sazbach spotfebni dané
z tabakovych vyrobkd, ktera kodifikuje zmény zavedené smérnici Rady
2010/12/EU, musi byt spotfebni daf na tabakoveé vyrobky v ¢lenskych
statech EU od 1. ledna 2014 ve vysi minimalné 90 eur na 1 000 kusl
cigaret, bez ohledu na prodejni cenu.

Za Ucelem dosazeni minimalni miry zdanéni dle pozadavkd smérnice EU
prijal v roce 2015 Parlament Ceské republiky zakon ¢. 315/2015 Sb.%, kterym
se méni zakon ¢. 353/2003 Sb., o spotfebnich danich, jimz se zaved! tfilety
plan zvysovani sazeb spotfebni dané z tabakovych vyrobkd pro roky 2016

az 2018.

Rok 2018 je poslednim rokem, kdy doSlo ke zvySeni sazby spotfebni dané
dle tohoto planu. Od 1. ledna 2018 vzrostla pevna (specificka) ¢ast sazby
spotfebni dané o 40K¢ na 1 460K¢ na 1 000 cigaret. Minimalni sazba
spotfebni dané z cigaret vzrostla 0 60 K¢ na 2 630K¢E na 1 000 cigaret.
Procentni ¢ast (valoricka slozka) se v roce 2018 neméni a zlstava na urovni
27 %. Sazba spotfebni dané z tabaku ke koureni vzrostla z 2 185 K¢&

na 2 236 K¢ za 1kg. ZvySovani spotfebni dané je doplnéno tfimésicni lhatou
od nabyti G¢innosti nové sazby dané, do kdy mohou byt cigarety, opatfené
tabakovou nalepkou se starou sazbou, doprodavany kone¢nému spotrebiteli.

Na Slovensku byl schvélen tfilety danovy plan od roku 2017 do roku
2019, a to prostfednictvim novely zakona ¢. 106/2004 Sb., o spotfebni
dani z tabakovych vyrobkd, publikované jako zakon ¢. 296/2016 Sb."°

Od 1. Unora 2017 pevna sazba dané na cigarety vzrostla z 59,50 eur

na 61,80 eur na 1 000 cigaret; sazba minimalni dané z cigaret se zvysila
291,00 eur na 96,50 eur na 1 000 kusU; zatimco procentni sazba z(istava
nezménéna (na Urovni 23 %); sazba dané za tabak ke koufeni vzrostla

ze 71,11 eur na 73,90 eur za 1kg. Dalsi zvySovani sazeb je schvaleno

s ucinnosti od 1. Unora 2019, kdy je pevna sazba dané z cigaret stanovena
na Uroven 64,10 eur na 1 000 cigaret, minimalni sazba dané z cigaret

na 100,10 eur na 1 000 kusU a sazba z tabaku ke koufeni na 76,70 eur
za 1kg. VySe uvedené zmény sazeb jsou doprovazeny jednomési¢nim
terminem pro doprodej cigaret a osmimési¢nim terminem pro doprodej
tabaku ke koureni jako opatfeni proti pfedzasobeni.

Manufacturing Services

Revenues from manufacturing services decreased by 18.7% in the first

half of 2018 compared to the same period of 2017, from CZK 1.3 billion

to CZK 1.1 billion. The decrease was primarily due to the implementation

of IFRS 15 - Revenue from Contracts with Customers, effective Jan 1, 2018,
whereby the consideration received from PMI for the tolling services

is excluded from revenues and approximately the same amount is excluded
from cost of goods sold in the Czech Republic and Slovakia (for more
details see section 3.1 of this Mid-Year Report). Excluding the impact of this
adjustment, revenues from manufacturing services increased by 3.3%

in the first half of 2018 compared to the same period of 2017.

As an accounting entity whose securities are traded in a regulated European
market we are required to use IFRS Standards as adopted by the EU in our
consolidated financial statements, as per the § 19a of Act no. 563/1991 Coll.
on accounting including latest amendments.

Excise Tax

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

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

In order to comply with the EU minima in the years to come, the Czech
Parliament adopted Act no. 315/2015 Coll.° amending Act no. 353/2003
Coll. on excise taxes in 2015, introducing a three-year roadmap increasing
tobacco excise tax rates in each of the three years 2016 to 2018.

2018 is the last year in which the tobacco excise tax was increased
according to this roadmap. As of January 1, 2018, the specific component
of the cigarette tax rate increased by CZK 40 to CZK 1 460 per 1 000
cigarettes. The minimum tax rate on cigarettes increased by CZK 60

to CZK 2 630 per 1 000 cigarettes. The ad-valorem component remains
at the level of 27% in 2018. The fine cut tobacco excise tax rate increased
from CZK 2 185 to CZK 2 236 per 1kg. The excise tax increases

are accompanied by a three-month retail sell-by-date anti-forestalling
regulation applicable only to cigarettes.

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

Tax was adopted and published as Act no. 296/2016 Coll.™ introducing

a three-year fiscal roadmap from 2017 to 2019. As of February 1, 2017,

the specific excise rate for cigarettes increased from EUR 59.50 to EUR 61.80
per 1 000 cigarettes; the minimum excise rate for cigarettes increased

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

the minimum excise tax rate for cigarettes at EUR 100.10 per 1 000 cigarettes,
and the fine cut tobacco excise tax rate at EUR 76.70 per 1kg. The above
mentioned excise tax increases are accompanied by a one-month retail
sell-by-date anti-forestalling regulation for cigarettes and eight-months

for fine cut tobacco.

9 Zakon €. 315/2015 Sb. ze dne 1. listopadu 2015, kterym se méni zakon ¢ 353/2003 Sb.,
o spotfebnich danich, ve znéni pozdéjsich predpisd.

10 Zakon & 296/2016 Sb. z 12. fijna 2016 pozménujici zakon ¢ 106/2004 Sb., o spotfebni dani
Z tabakovych vyrobkd.
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9 Act no. 315/2015 Coll. of November 11, 2015, amending Act. no. 353/2003 Coll. on excise taxes,
as amended.

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



Dale s G¢innosti od 1. kvétna 2017 novelizovany zakon zaved! dafiovou
kategorii pro bezdymné tabakové vyrobky, které se nespotfebovavaji
spalovanim (s vyjimkou $nupavého a Zzvykaciho tabaku). Danovou béazi

pro jejich zdanéni je hmotnost tabaku v bezdymném tabakovém vyrobku

a sazba odpovida dani na tabak ke kouteni (tj. 73,90 eur na 1kg, ktera bude
déle zvySena na 76,70 eur na 1kg od 1. Unora 2019).

Regulace tabakovych vyrobkd

Dnem 31. kvétna 2017 nabyl v Ceské republice G¢innosti novy zakon

¢. 65/2017 Sb., o ochrané zdravi pred Skodlivymi Ucinky navykovych

latek. Zakon reguluje prodej tabakovych vyrobk, kufackych pomducek,
bylinnych vyrobk( uréenych ke koufeni a elektronickych cigaret a také
zahrnuje rozsahly zakaz kouteni. Ten plati napfiklad v restauracich, uvnitf
zdravotnickych zafizeni, na zastavkéach, v pfistrescich, ¢ekarnach a vozech
meéstské hromadné dopravy, rovnéz uvnitt kin i divadel a ve skolach.
Pouzivani elektronickych cigaret je v restauracich, barech a kavarnach
povoleno. Dle vyjadieni Ministerstva zdravotnictvi CR je na nasi inovativni
technologii (elektronické zafizeni IQOS), ktera zahfiva specialné navrzené
bezdymné tabakové naplné HEETS, pro Ucely tohoto zékona pohlizeno jako
na elektronickou cigaretu.

Philip Morris CR a.s. a Philip Morris Slovakia s.r.o. podporuji komplexni
a ucinnou regulaci tabakovych vyrobk, zaloZenou na principu snizovani
Skodlivosti.

Technologie, kterou jsme my a ostatni v poslednich nékolika letech vyvinuli,
umoznuje pfechod trhu s tabdkem a nikotinem smérem k budoucnosti,

kde jsou cigarety nahrazeny méné skodlivymi, ale pfitom uspokojujicimi
alternativami bez koure. V tomto kontextu mlze rozumna regulace bezdymnych
vyrobkd, v kombinaci s U¢innym omezenim cigaret, pomoci efektivnéji a rychleji
fesit Skody zpUsobené koutenim nez tradi¢ni regulacni opatfen.

Regulaéni opatfeni by méla nadéale odrazovat lidi od toho, aby zacali
koufit, a povzbuzovat je k tomu, aby koufit prestali. Je rovnéz zfejmeé, ze
miliony muz( a Zen budou nadéle koufit, a tak by mély mit moznost prejit
na lepSi alternativy.

Smérnice o tabakovych vyrobcich

Smérnice o tabakovych vyrobcich vstoupila v platnost dne 19. kvétna 2014
napti¢ zemémi Evropské unie. V Ceské republice byla Smérnice

o tabakovych vyrobcich transponovana prostfednictvim zakona

¢. 180/2016 Sb., ktery novelizuje zédkon ¢. 110/1997 Sb., o potravinach

a tabakovych vyrobcich, a dalsich souvisejicich zakond, a také provadéci
vyhlasky ¢. 261/2016 Sb. Oba pravni predpisy nabyly G¢innosti dnem

7. z&fi 2016. Mentolové cigarety, véetné cigaret s mentolovymi kapslemi,
mohou byt v Ceské republice prodavany do 20. kvétna 2020.

Nova pravni Uprava zavedla pravidla tykajici se, mimo jiné, vyroby

a prodeje tabakovych vyrobk, jakoz i regulac¢ni ramec pro komercializaci
elektronickych cigaret a novych tabakovych vyrobkud. Kromé toho nova
legislativa obsahuje dal$i opatfeni, jako jsou zvétSena kombinovana
zdravotni varovani pokryvajici 65 % hlavnich stran cigaretovych krabicek

a tabaku k rué¢nimu baleni cigaret, zpfisnéné oznamovaci povinnosti, zakaz
pouzivani charakteristickych prichuti pfi vyrobé cigaret a tabaku k ruénimu
baleni cigaret, jinych nez mentolovych, stejné jako novy soubor pozadavku
tykajicich se sledovatelnosti a dohledatelnosti tabakovych vyrobk( s cilem
zvysit Udinnost prevence nelegalniho obchodu. U¢innost pozadavk

na sledovatelnost a dohledatelnost tabakovych vyrobki byla stanovena

na 20. kvétna 2019 pro cigarety a tabak ke koufeni a 20. kvétna 2024

pro ostatni tabakové vyrobky.

Additionally, effective as of May 1, 2017, the amended Act introduced excise 4

tax for smokeless tobacco products not consumed through a process

of combustion (excluding nasal and chewing tobacco). The taxable base

for smokeless tobacco products is the weight of tobacco in the smokeless
tobacco product and the excise tax rate will correspond to the excise tax rate
for fine cut tobacco (i.e. EUR 73.90 per 1kg, which will be further increased
to EUR 76.70 per 1kg as of February 1, 2019).

Strong and Effective Regulation

The new Act no. 65/2017 Coll. on the protection of health from the harmful
effects of addictive substances entered into effect on May 31, 2017

in the Czech Republic. The Act regulates the sale of tobacco products,
smoking accessories, herbal products for smoking and electronic cigarettes
and also introduces a comprehensive smoking ban. The smoking ban
applies to, for example, inside restaurants, medical facilities, at platforms,
shelters, waiting rooms and public transportation vehicles, also inside
cinemas or theatres and at schools. The use of e-cigarettes is allowed

in restaurants, bars and cafes. According to the Ministry of Health

of the Czech Republic, IQOS, together with HEETS, is currently regarded
as an electronic cigarette for the purposes of the Act.

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

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

Regulations should continue to dissuade people from starting to smoke
and encourage cessation. But it is equally clear that millions of men

and women will continue to smoke, and they should have the opportunity
to switch to better alternatives.

Tobacco Products Directive

Across the EU, the Tobacco Products Directive entered into force

on May 19, 2014. In the Czech Republic, Act no. 180/2016 Coll. amending
Act no. 110/1997 Coll. on foodstuffs and tobacco products and other
related laws together with Decree no. 261/2016 Coll., which transpose

the EU Tobacco Products Directive, entered into effect on September 7, 2016.

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

The new legislation introduced new rules on - among others -

the manufacturing and sale of tobacco products, as well as a regulatory
framework for the commercialization of e-cigarettes and novel tobacco
products. In addition, the new legislation includes other measures such

as enlarged, combined health warnings covering 65% of the main surfaces
of cigarette packs and roll-your-own tobacco, enhanced reporting obligations,
a ban on the use of characterizing flavors in the manufacturing of cigarettes
and roll-your-own tobacco, other than menthol cigarettes, and a new set

of requirements related to the tracking and tracing of tobacco products

in order to enhance the effectiveness of illicit trade prevention. Tracking
and tracing requirements will enter into force on May 20, 2019 for cigarettes
and tobacco for smoking and on May 20, 2024 for other tobacco products.
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Evropska smérnice o tabakovych vyrobcich dale reguluje elektronické
cigarety jako spotfebni zboZi spise nez jako IéCivé pripravky. Pokud
elektronické cigarety spliuji definici 1éCivych pfipravkd, vztahuiji se na né
jiné predpisy EU.

Na Slovensku byla Smérnice o tabakovych vyrobcich transponovana

do mistniho pravniho fadu s ucinnosti od 20. kvétna 2016 zakonem
¢.89/2016 Sb.", o vyrobé, oznacovani a prodeji tabakovych vyrobkd

a souvisejicich vyrobk( a zméné a dopInéni nékterych zakond. Mentolové
cigarety mohou byt prodavany do 20. kvétna 2020. Cigarety se zdravotnim
varovanim odpovidajicim zakonu u¢innému pred 20. kvétnem 2016 mohly byt
prodavany do 31. srpna 2016 a tabak a ostatni tabakové vyrobky mohly byt
prodavany do 20. kvétna 2017.

Ocekavana hospodaiska
a financ¢ni situace

Hlavnim faktorem vyvoje v roce 2018 je souCasna pfizniva ekonomicka
situace v Ceské republice. Je véak stale obtizné predvidat potencialni
vystaveni naseho podnikani takovym jevam, mezi které patfi napfiklad
prechod spotfebitell k levnéjsim znackam cigaret a tabakovym alternativam
nebo zvySena mira nelegélnich prodejl. Postupné a mirné zvySovani
spotrebnich dani zmiriuje nékteré nejistoty, které mohou ovlivnit nasi
obchodni ¢innost. VySe sazeb spotfebni dané, v souladu s tfiletym planem
zvy$ovani sazeb spotfebni dané z tabakovych vyrobkd, stanovenym zédkonem
¢.315/2015 Sb., vzrostla k 1. lednu 2018.

Tabakové napiné HEETS v sougasné dobé v Ceské republice nepodIéhaji
spotrebni dani. Nicméné vlada usnesenim ¢. 363 ze dne 13. ¢ervna 2018
schvélila navrh na doplnéni zakona &. 353/2003 Sb., o spotfebnich danich
o novou kategorii zahfivanych tabakovych vyrobkd, které by byly zatiZzeny
stejnou sazbou jako tabak ke koufeni. Ocekava se, Ze navrh bude projednan
Poslaneckou snémovnou Parlamentu CR bé&hem néasledujicich mésica s tim,
Ze ucinnost novely je navrhovana k 1. lednu 2019.

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

Rizika spojena s nasim podnikanim
a nasim odvétvim

Nasledujici rizikové faktory by mély byt pozorné vzaty v Gvahu spolu

s posuzovanim naseho podnikani a nasich na budoucnost zamérenych
prohlaseni obsazenych v této Pololetni zpravé 2018. Kterékoliv z téchto
rizik by mohlo vyznamné negativné ovlivnit nae podnikani, nase

provozni vysledky, nasi financéni situaci a skutecnosti, jichZ se tykaji nase
na budoucnost zaméfena prohlaseni, u¢inéna v této Pololetni zpravé 2018.

QO Pokracuje pokles spotfeby cigaret. Divodem tohoto poklesu je fada
faktord, véetné zvysovani dani a cen, vladni politika, klesajici spole¢enska
akceptace koufeni a pokracujici vyskyt nelegalnich vyrobkd.

Furthermore, the Tobacco Products Directive regulates e-cigarettes as
consumer goods rather than as medicinal products. If e-cigarettes qualify
as medicinal products, other EU rules continue to apply.

In Slovakia, the Tobacco Products Directive was transposed to the Slovak
national legislation by Act no. 89/2016 Coll." on the manufacture, labelling
and sale of tobacco products and related products and on the amendment
and supplement to selected laws, effective as of May 20, 2016. Mentholated
cigarettes can be marketed until May 20, 2020. Cigarettes with health
warnings compliant with the legislation effective before May 20, 2016 could
be sold until August 31, 2016 and fine cut tobacco and other tobacco
products could be sold until May 20, 2017.

Expected Economic
and Financial Situation

The current favorable economic situation in the Czech Republic remains
the main factor of positive development for 2018. However, it is still difficult
to predict any potential exposure to consumer down-trading to cheaper
cigarettes and other tobacco alternatives, or to an increase in illicit

trade. Gradual and moderate excise tax increases tend to mitigate some
uncertainties that could affect our business. Tobacco tax rates increased
as of January 1, 2018, in line with the three-year excise tax roadmap,
stipulated by Act no. 315/2015.

In the Czech Republic, HEETS are currently not subject to excise tax.
However, the government, in its resolution No. 363 of June 13, 2018 approved
a proposal to amend Act no. 353/2003 Coll. on excise taxes with a new
category of heated tobacco products with an excise tax rate equal to that

on fine cut tobacco. The draft amendment is expected to be debated

in the Chamber of Deputies in the coming months as it is proposed to be
effective as of January 1, 2019.

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

Risks Related to Our Business
and Industry

The following risk factors should be read carefully in connection with
evaluating our business and the forward-looking statements contained in this
2018 Mid-Year Report. Any of the following risks could materially adversely
affect our business, our operating results, our financial condition and

the actual outcome of matters as to which forward-looking statements are
made in this 2018 Mid-Year Report.

O Consumption of cigarettes continues to decline. This decline is due to
multiple factors, including increased taxes and pricing, governmental
actions, the diminishing social acceptance of smoking, and the continuing
prevalence of illicit products.

1 Zakon €. 89/2016 Sb. z 25. listopadu 2015, o vyrobé, oznacovani a prodeji tabakovych vyrobkd
a souvisejicich vyrobkd a zméné a doplnéni nékterych zakond.
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11 Act no. 89/2016 Coll. of 25 Novemnber 2015 on the manufacture, labelling and sale of tobacco
products and related products and on the amendment and supplement to selected laws.



QO Cigarety jsou pfedmétem podstatného darového zatizeni. Vyznamné

zvySeni dani z cigaret mdze neiimeérné ovlivnit nasi ziskovost a ucinit nas
méné konkurenceschopnymi ve srovnani s nékterymi nasimi konkurenty.
Lze o¢ekavat, Ze zvySovani dani bude mit i nadale negativni dopady

na nase prodeje cigaret z dlivod( poklesu jejich spotfeby a z divodu
presunu prodejd z cigaret na jiné (levnéjsi) tabakové vyrobky, z kategorii
cigaret s prémiovou cenou k cigaretam s primérnou nebo nizkou cenou,
kde nejsme dostatecné zastoupeni, z mistnich prodej k preshrani¢nim
prodejim legalnich vyrobk( s nizsi cenou nebo nelegélnich vyrobkd, jako
jsou pasované vyrobky, padélané vyrobky ¢i nelegalni znackové cigarety.

Celime intenzivnimu konkurenénimu boji, a pokud bychom v tomto
konkurenénim boji neobstali, mélo by to vyznamné dopady na nasi
ziskovost a provozni vysledky. Nasimi primarnimi nastroji v konkurenénim
boji jsou kvalita nasich vyrobkd, rozpoznani znacky, vérnost znacce, chut,
inovace, baleni, sluzby, marketing a cena. Konkurenéni boj, kterému jsme
vystaveni, probiha ve vSech aspektech naseho podnikani. Konkurenéni
prostfedi a nase konkurenéni pozice mize byt vyznamné ovlivnéna
Spatnymi ekonomickymi podminkami, erozi zakaznické diveéry, uvedenim
vyrobkU( s nizsi cenou ¢i inovativnich vyrobk( nasimi konkurenty, vyssi
spotfebni dani z tabakovych vyrobk, vy§Simi cenami a vétsimi rozdily
mezi maloobchodnimi cenovymi kategoriemi a produktovou regulaci,
kterd omezi moznosti diferenciace tabakovych vyrobk.

Nemusime byt schopni predvidat zmény spotfebitelskych preferenci
nebo reagovat na spotrebitelské chovani ovlivnéné potencialnimi
ekonomickymi poklesy. Nase podnikani v oblasti tabéku je vystaveno
zménam spotrebitelskych preferenci, které mohou byt ovlivnény mistnimi
ekonomickymi podminkami. Abychom byli Uspé&sni, musime:
Uspésné podporovat hodnotu obchodni znacky,

predvidat nové spotrebitelské trendy a reagovat na né,

vyvijet nové vyrobky a trhy a rozsifovat portfolio znacek,

zlepSovat produktivitu,

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

byt schopni zachovat nebo zvysit marze prostrednictvim

zvySovani cen.

o 00000

Ztracime pfijmy vlivem padélani, paSovani a preshrani¢nich nakupa.
Na mezinarodnim trhu se prodavaji velka mnozstvi padélanych cigaret.
Domnivame se, ze Marlboro je globalné nejvice padélanou znackou
cigaret, ackoliv nedokazeme kvantifikovat ztraty pfijmd kvili tomuto
padélani. Nase prijmy jsou rovnéz zmensovany pasovanim a legalnimi
preshrani¢nimi nakupy.

Nase schopnost zvysit ziskovost mizZe byt omezena, pokud se nam
nepodari uvést nové vyrobky nebo zvysit marze prostrednictvim vyssich
cen a vylepseni naseho zastoupeni znacek. Rist zisku se mlze zhorsit,
pokud nebudeme schopni UspéSné uvést na trh nové vyrobky, zvysit jejich
ceny Ci zvysit podil prodeju vyrobkd s vyssi marzi.

Nase schopnost realizovat strategii ziskani a udrzeni nejlepsich

talentll mGze byt ohroZena klesajici spole¢enskou prijatelnosti koufeni
cigaret. Tabakovy primysl soupefi o talenty s odvétvimi spotfebnich
vyrobkUl a ostatnimi spolec¢nostmi, jejichZ podnikani se tési vyssi
spolecenské akceptaci. Disledkem ¢ehoZz nemusime byt schopni pfinést
do spole¢nosti a udrzet nejtalentovanéjsi zaméstnance.

O Cigarettes are subject to substantial taxes. Significant increases

in cigarette-related taxes may disproportionately affect our profitability
and make us less competitive versus certain of our competitors.
Increases in cigarette taxes are expected to continue to have an adverse
impact on our sales of cigarettes, due to resulting lower consumption
levels, a shift in sales from manufactured cigarettes to other (cheaper)
tobacco products’ alternatives, from the premium-price to the mid-price
or low-price cigarette categories, where we may be under-represented,
and from local sales to legal cross-border purchases of lower price
products, or to illicit products such as contraband, counterfeit

and “illicit whites”.

We face intense competition, and our failure to compete effectively
could have a material adverse effect on our profitability and results

of operations. We compete primarily on the basis of product quality,
brand recognition, brand loyalty, taste, innovation, packaging, service,
marketing, advertising and price. We are subject to highly competitive
conditions in all aspects of our business. The competitive environment
and our competitive position can be significantly influenced by weak
economic conditions, erosion of consumer confidence, competitors’
introduction of lower-price products or innovative products, higher
tobacco product taxes, higher absolute prices and larger gaps between
retail price categories, and product regulation that diminishes the ability
to differentiate tobacco products.

We may be unable to anticipate changes in consumer preferences
or to respond to consumer behavior influenced by potential economic
downturns. Our tobacco business is subject to changes in consumer
preferences, which may be influenced by local economic conditions.
To be successful, we must:

promote brand equity successfully;

anticipate and respond to new consumer trends;

develop new products and markets and broaden brand portfolios;
improve productivity;

ensure adequate production capacity to meet demand for

our products; and

be able to protect or enhance margins through price increases.

O 00000

We lose revenues as a result of counterfeiting, contraband and cross-
border purchases. Large quantities of counterfeit cigarettes are sold

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

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

Our ability to implement our strategy of attracting and retaining the best
talent may be impaired by the decreasing social acceptance of cigarette
smoking. The tobacco industry competes for talent with consumer
products and other companies that enjoy greater societal acceptance.
As a result, we may be unable to attract or retain the best talent.
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QO Selhani funkénosti nasich informacnich systému nebo jejich infiltrace
externimi stranami se zamérem poskodit je, mdze mit za nasledek
naruseni podnikatelské ¢innosti, soudni spory a regulatorni opatteni,
ztratu prijmd, majetku ¢i osobnich nebo dalSich citlivych dat. Informacni
systémy pouzivame k fizeni podnikovych (obchodnich) procesu,
shromazdovani a interpretaci obchodnich dat, interni a externi komunikaci
se zaméstnanci, dodavateli, zakazniky atd. Nékteré z nami pouzivanych
informacnich systém( jsou spravovany tfetimi stranami. Mame zalozni
systémy a plany kontinuity své obchodni ¢innosti, dbdme na ochranu
svych systém( a dat pfed neopravnénym pfistupem. Nicméné selhani
funkcénosti nasich systémd nebo jejich infiltrace externimi stranami,
se zamérem ziskat ¢i poskodit informace nebo jinak narusit podnikové
(obchodni) procesy, by nds mohlo v konkurenénim prostfedi znevyhodnit,
vést ke ztraté pfijma, majetku ¢i osobnich nebo dalsich citlivych dat,
soudnim spor(m a regulatornim opatfenim, zpsobit poSkozeni nasi
reputace a reputace nasich znacek, a vyustit v potfebu vyznamnych
naprav a k dalsim nakladtm. Selhani pfi ochrané osobnich udaju
a nerespektovani prav subjektu Gdaji by nas mohlo vystavit znacnym
pokutam dle pfedpisti EU, napt. dle Obecného nafizeni o ochrané
osobnich udajd (GDPR).

UdrZitelnost a spolecenska odpovédnost

Stanovili jsme si ambiciozni cile udrzitelnosti a dosahli jsme velkého pokroku.
Patfime mezi Spickové, rychle se rozvijejici spole¢nosti s rychloobratkovym
zbozim, co se ty¢e nasi ekologické stopy. Pocinaje zplsobem, kterym

si zajistujeme dodavky tabakovych listd, az po to, jak vyrabime

a distribuujeme cigarety.

Usilujeme o udrZitelnost, a proto se do centra nasich snah dostava nas
hlavni produkt. Délame totiz néco odvazného - chceme nahradit cigarety
méné skodlivymi alternativami ke kouteni, abychom jednoho dne dosahli
eliminace $kod zplisobenych koufenim cigaret. Nase Usili o udrZitelnost se
dotyké vSech ¢lankd naseho fetézce - od zemédélcl, ktefi péstuji tabak,
az po spotfebitele, ktefi si vybiraji nase vyrobky.

Kromé toho podporujeme vymahani dodrzovani pravnich predpist,
které stanovuji minimalni vék pro prodej tabakovych vyrobkd, a Uzce
spolupracujeme s maloobchodniky a ostatnimi partnery pfi realizaci
programu zameéfenych na prevenci koureni mladistvych.

V roce 2018 Philip Morris Slovakia s.r.o. pokracovala v podpore programu
zameéfeného na prevenci koufeni mladistvych ,Na véku zaleZi*, poprvé
uvedeného v roce 1998. Cilem tohoto programu je zabranit mladistvym

v pfistupu k tabakovym vyrobkm prostfednictvim podpory prodejct

v dodrzovani pravniho poZzadavku na minimalni vék nakupujiciho.

Philip Morris Slovakia s.r.o. je od kvétna 2017 rovnéz signatafem slovenské
Charty Diverzity na podporu rtiznorodosti a zaclenovani.

10 Zprava predstavenstva
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O The failure of our information systems to function as intended or their
penetration by outside parties with the intent to corrupt them could
result in business disruption, litigation and regulatory action, and loss
of revenue, assets or personal or other sensitive data. We use information
systems to help manage business processes, collect and interpret
business data and communicate internally and externally with employees,
suppliers, customers and others. Some of these information systems
are managed by third-party service providers. We have backup systems
and business continuity plans in place, and we take care to protect
our systems and data from unauthorized access. Nevertheless, failure
of our systems to function as intended, or penetration of our systems
by outside parties intent on extracting or corrupting information or
otherwise disrupting business processes, could place us at a competitive
disadvantage, result in a loss of revenue, assets or personal or other
sensitive data, litigation and regulatory action, cause damage to our
reputation and that of our brands and result in significant remediation and
other costs to us. Failure to protect personal data and respect the rights
of data subjects could subject us to substantial fines under regulations
such as the EU General Data Protection Regulation.

Sustainability and Social Responsibility

We have set ambitious sustainability targets and have made great progress.
We are ranked among the top fast-moving consumer goods companies

in terms of our environmental footprint, starting from the way we source
tobacco leaf to how we manufacture and distribute cigarettes.

We are now putting our core product at the center of our sustainability
efforts by doing something dramatic - replacing cigarettes with less harmful
alternatives to smoking - to one day eliminate the harm caused by smoking
cigarettes. Our sustainability efforts touch on every aspect of our value
chain - from the farmers who grow tobacco right through to the consumers
who choose our products.

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

In 2018, Philip Morris Slovakia s.r.o. continued to support the youth smoking
prevention program “Age Matters”, launched in 1998. The objective

of this program is to prevent the access of minors to tobacco products

by encouraging retailers to comply with minimum age legislation

for purchasing tobacco products.

Since May 2017, Philip Morris Slovakia s.r.o. is also a signatory of Slovak
Diversity Charter supporting diversity and inclusion.



Philip Morris CR a.s. patii k nejlepsim
zaméstnavateldm

Jiz podtvrté za sebou nam byla udélena certifikace Top Employer Ceska
republika. Certifikat je dalS$im dikazem toho, Ze se neustéle snazime pro své
zaméstnance vytvaret motivujici, prijemné a produktivni prostfedi. Letosni
ocenéni je obzvlasté daleZité - spolec¢nost se méni a zac¢ina stavét svou
budoucnost na vyrobcich bez koute. Kli¢em k Uspéchu jsou pravé spokojeni
zaméstnanci. Spole¢nost Philip Morris Slovakia s.r.o. obdrzela toto ocenéni
za Slovenskou republiku rovnéz poctvrté v fadé. Certifikat mohou ziskat
pouze ty organizace, které spini pfisna kritéria Top Employers Institute

v oblasti fizeni a rozvoje lidskych zdroj a projdou nezavislym mezinarodnim
auditem. Mezi oblasti, které jsou hodnoceny, patfi fizeni talentt, planovani
pracovnich sil, pfijimani a adaptace novych zaméstnancd, péce

o zaméstnance (Skoleni, rozvoj), fizeni vykonu, rozvoj vidcich schopnosti,
fizeni kariéry a nastupnictvi, odménovani a zaméstnanecké vyhody a kultura
pracovniho prostredi.

Charitativni programy

V uplynulych 27 letech spoleénost Philip Morris CR a.s. vyznamné
podporovala charitativni projekty a programy. Podpofené charitativni projekty
jsou pIné v souladu s klicovymi oblastmi darcovstvi, které stanovila nase
matefskéa spole¢nost PMI a které definuiji jeji charitativni programy po celém
svété. V roce 2018 pokradujeme ve spolupraci s La Strada Ceska republika,
ktera je jedinou organizaci v CR, ktera systematicky fesi problematiku
obchodovani s lidmi a vykofistovani. Pokracujeme i v dlouhodobé spolupraci
s vyznamnymi charitativnimi organizacemi v Ceské republice, jako je
Nadac¢ni fond Slunce pro vSechny, a s nejvétsi platformou pro odpovédné
podnikani v Cesku - Byznys pro spoleénost. Spolupracujeme s Nadaci
Charty 77, ktera se zaméruje na podporu Sirokého okruhu projekta. Zvolili
jsme jeji projekt SenSen (Senzacéni Seniofi), ktery se soustfedi na podporu
vzdélavani a aktivizace senior(. Podporujeme rovnéz komunitni projekty
zacilené pfimo na oblast nasi plisobnosti, tedy region Kutnohorsko.

Na Slovensku se nase charitativni aktivity zamérovaly na oblast
ekonomického rozvoje a posileni postaveni Zen. V prvni poloviné roku 2018
Philip Morris Slovakia s.r.o. uspofadala sbirku Satstva pro znevyhodnéné
spoluobc¢any z celého Slovenska a zapojila se do dobrovolnického programu
Nase mésto, organizovaného Nadaci Pontis. Spole¢nost také podpofila
nékolik organizaci z rliznych regionti Slovenska, které bojuji proti domacimu
nasili a podporuji mladez z etnickych mensin i dalSich znevyhodnénych
oblasti. Philip Morris Slovakia s.r.o. i nadale podporovala komunity, zejména
handicapovanych lidi a osob bez domova.

Vyhledova sdéleni a jind upozornéni

Je mozné, e nejriiznéjsi dokumenty vyhotovené Philip Morris CR a.s., jako
jsou naptiklad dokumenty predlozené Ceské narodni bance ¢&i jinym statnim
organtim nebo zpravy akcionarim, tiskové zpravy a zpravy pro investory

na internetu, obsahuji Ustni ¢i pisemna vyjadreni tykajici se ocekavani

do budoucna. Tato vyjadreni Ize charakterizovat slovy ,strategie®, ,o¢ekavani®,
LVYVoj©, ,plany”, ,pfedpovédi®, ,domnénky®, ,postoje”, ,odhady", ,amysly*,
Jprojekty”, ,cile®, ,zaméry“ nebo jinymi slovy podobného vyznamu. Pro tato
vyjadreni je rovnéz charakteristické, Ze se nevztahuji vylu¢né na historické
nebo soucasné skute¢nosti.

v v
Philip Morris CR a.s. - a Top . Employer

We have been certified a Top Employer Czech Republic for the fourth
consecutive year. This certification is further proof of our commitment

to create a motivating, pleasant and productive environment. This year’s
certificate is particularly important since our company is changing and
starting to build its future on smoke-free products. The key factor to our
success is satisfied employees. Philip Morris Slovakia, s.r.o0. also received
the same certification in the Slovak Republic for the fourth consecutive
year. This certification is granted exclusively to companies that have fulfilled
the strict conditions in HR Management and Development set by the Top
Employers Institute, and that have undergone an independent international
audit. The following areas are among those that are assessed: Talent
Strategy, Workforce Planning, On-boarding, Learning & Development,
Performance Management, Leadership Development, Career & Succession
Management, Compensation & Benefits, and Culture.

Charitable Giving

Over the past 27 years, Philip Morris CR a.s. has contributed significantly

to charitable activities. Our projects are fully aligned with the key giving areas
that have been identified by our ultimate parent company, PMI, which guide
the company's giving programs around the world. In 2018, we continue

our cooperation with the La Strada Czech Republic, which is the only
organization in the Czech Republic that systematically tackles the problems
of human trafficking and exploitation. We continue our long-term
cooperation with major charitable organizations in the Czech Republic

such as “Sun for All” and the largest platform for responsible business
“Business for Society.” We also cooperate with Charta 77 Foundation, which
is focused on supporting a wide-range of projects. The project of our choice
is the SenSen Project, dedicated to supporting the elderly (senior education
and activation). We also support community projects focused directly

on the location of our operations in the Kutna Hora Region.

In Slovakia, our charitable activities are focused on the areas

of economic development and empowering women. In the first

half of 2018, Philip Morris Slovakia s.r.o. organized a collection

of clothes for disadvantaged people across Slovakia and participated

in the volunteering programme, Our City organized by the Pontis Foundation.
The company also supported a number of organisations across the country
that fight against domestic violence, develop programs supporting youth
from minorities and other disadvantaged areas. Philip Morris Slovakia s.r.o.
also focused on the continued support of communities, especially
handicapped and homeless people.

Forward-Looking and Cautionary
Statements

Philip Morris CR a.s. may from time to time make written or oral
forward-looking statements, including statements contained in filings with
the Czech National Bank or other authorities, in reports to shareholders
and in press releases and investor webcasts. You can identify these

forward-looking statements by use of words such as “strategy,” “expects,”
“continues,” “plans,” “anticipates,” “believes,” “will,” “estimates,” “intends,”
“projects,” “goals,” “targets” and other words of similar meaning. You can

also identify them by the fact that they do not relate strictly to historical
or current facts.

Zprava predstavenstva 11
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Philip Morris CR a.s. nem(ize zarugit, ze jakékoli vyjadeni tykajici se
ocekavani do budoucna se skutec¢né naplni, ackoliv jsme presvédceni, ze
vSechny plany a predpovédi vyhotovujeme na zékladé peclivého uvazeni.
Dosazeni budoucich vysledk mlze byt ovlivnéno riziky, nejistotami

a nepresnymi predpoklady. Skute¢né vysledky se proto mohou lisit

od odhadovanych, pfedpovidanych nebo planovanych vysledkd, pokud
nastanou znama nebo v soucasnosti neznama rizika a nejistoty nebo pokud
se vychozi predpoklady uk&zou jako nepresné. Investofi by tato rizika méli
vzit v Uvahu pfi posuzovani vyhledovych sdéleni a investic do cennych papirl
spole&nosti Philip Morris CR a.s.

Prohlasujeme, Ze podle naseho nejlepsiho védomi podava Pololetni zprava
2018 a konsolidovana Pololetni zprava 2018 vérny a poctivy obraz o finanéni
situaci, podnikatelské ¢innosti a vysledcich hospodareni spole¢nosti

Philip Morris CR a.s. a jejiho konsolida&niho celku za uplynulé tgetni obdobi
a o vyhlidkach budouciho vyvoje finanéni situace, podnikatelské ¢innosti

a vysledk( hospodareni.

Ciselné udaje a informace uvedené v samostatné pololetni zpravé
a v konsolidované pololetni zpravé spoleénosti Philip Morris CR a.s.
a jejiho konsolida¢niho celku za obdobi konéici 30. ¢ervna 2018
nejsou ovéfeny auditorem.

V Kutné Hote dne 24. zafi 2018.

B

Arpad Konye
predseda predstavenstva
Philip Morris CR a.s.

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

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

in Philip Morris CR a.s. securities.

We confirm that, to the best of our knowledge, the 2018 Mid-Year

Report and the 2018 Consolidated Mid-Year Report give a true and fair
view of the financial situation, business activities and economic results

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

Financial information included in the separate 2018 Mid-Year Report
and in the 2018 Consolidated Mid-Year Report of Philip Morris CR a.s.
and its consolidated group for the half-year ended June 30, 2018

are not reviewed by the auditor.

In Kutna Hora on September 24, 2018.

T

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

Petr Sedivec
Member of the Board of Directors
Philip Morris CR a.s.
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Zkraceny mezitimni konsolidovany vykaz financni pozice
k 30. 6. 2018 (v milionech K¢)

AKTIVA Bod 30. 6.2018 31.12. 2017
Pozemky, budovy a zafizeni 7 4191 4256
Nehmotna aktiva 9 12
OdloZena danovéa pohledavka 35 4
Ostatni finanéni aktiva 9 106 106
Dlouhodoba aktiva 4 341 4 415
Zasoby 8 912 630
Obchodni a ostatni finan¢ni pohledavky 9 1114 835
Ostatni nefinan¢ni aktiva 9 1750 2 365
Penézni prosttedky a penézni ekvivalenty 10 6532 7 312
Kratkodoba aktiva 10 308 11 142
Aktiva celkem 14 649 15 557
VLASTNI KAPITAL A ZAVAZKY Bod 30. 6.2018 31.12. 2017
Z&kladni kapital 2745 2 745
Emisni &zio a ostatni prispévky akcionart 2367 2377
Nerozdéleny zisk 2579 3796
Ostatni fondy 4 2
Vlastni kapital pfipadajici na akcionare Spolec¢nosti 7 695 8920
Mensinovy vlastni kapital o] 1
Vlastni kapital celkem 7 695 8921
QOdlozeny danovy zavazek 230 205
Dlouhodobé zavazky 230 205
Obchodni a ostatni finan¢ni zavazky 1 1743 1434
Ostatni nefinanéni zavazky 1 21 248
Dan z pfijm0 splatna 228 199
Ostatni danové zavazky 12 4 494 4509
Rezervy na kratkodobé zavazky 16 15
Prijaté pajcky 32 26
Kratkodobé zavazky 6724 6 431
Zavazky celkem 6954 6 636
Vlastni kapital a zavazky celkem 14 649 15 557

Priloha tvofi nedilnou soucast této zkracené mezitimni konsolidované Ucetni zavérky.

14 Zkracena mezitimni konsolidovana Gcetni zavérka
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Condensed Interim Consolidated Statement of Financial Position

at June 30, 2018 (in CZK million)

ASSETS Note June 30, 2018 December 31, 2017
Property, plant and equipment (“PP&E") 7 4191 4 256
Intangible assets 9 12
Deferred tax assets 35 4
Other financial assets 9 106 106
Non-current assets 4 341 4 415
Inventories 8 912 630
Trade and other financial receivables 9 1114 835
Other non-financial assets 9 1750 2 365
Cash and cash equivalents 10 6532 7 312
Current assets 10 308 11 142
Total assets 14 649 15 557
EQUITY & LIABILITIES Note June 30, 2018 December 31, 2017
Registered capital 2745 2745
Share premium and other shareholders’ contributions 2367 2377
Retained earnings 2579 3796
Other reserves 4 2
Equity attributable to the shareholders of the Company 7 695 8920
Non-controlling interest - 1
Total equity 7 695 8921
Deferred tax liability 230 205
Non-current liabilities 230 205
Trade and other financial liabilities " 1743 1434
Other non-financial liabilities 1" 21 248
Current income tax liabilities 228 199
Other tax liabilities 12 4 494 4509
Provisions for current liabilities 16 15
Borrowings 32 26
Current liabilities 6724 6 431
Total liabilities 6954 6 636
Total equity & liabilities 14 649 15 557
The accompanying notes form an integral part of the condensed interim consolidated financial statements.
Zkracena mezitimni konsolidovana Gcetni zavérka
Condensed Interim Consolidated Financial Statements 1 5



Zkraceny mezitimni konsolidovany vykaz uplného vysledku

za pololeti koncici 30. 6. 2018 (v milionech Kc¢)

Bod 1.1.2018 - 30. 6. 2018 1.1.2017 - 30. 6. 2017
Trzby 6 6 422 5777
Néklady na prodané zboZzi 13 2772 2774
Hruby zisk 3650 3003
Odbytové naklady 13 -926 -584
Administrativni naklady 13 -535 -424
Ostatni provozni vynosy 35 66
Ostatni provozni naklady -56 -50
Provozni zisk 2 168 2011
Finanéni vynosy 2 0
Finanéni naklady -7 -5
Zisk prfed zdanénim 2163 2 006
Dan z pfijmua -418 -363
Cisty zisk za pololeti 1745 1643
Cisty zisk za pololeti pfipadajici na:
Akcionare Spolecnosti 1745 1643
Mensinovy podil 0 0
Ostatni uplny vysledek 2 (0]
Kurzové rozdily z prepoctu dcefiné spoleénosti 2 0
Uplny vysledek za pololeti celkem 1747 1643
Uplny vysledek za pololeti pfipadajici na:
Akcionare Spolec¢nosti 1747 1643
Mensinovy podil 0 0
Zisk na akcii zakladni a zfedény (K¢&/akcie) 636 598

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

Priloha tvofi nedilnou soucast této zkracené mezitimni konsolidované Ucetni zavérky.
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Condensed Interim Consolidated Statement of Comprehensive Income
for the half-year ended June 30, 2018 (in CZK million)

Note January 1, 2018 - June 30,2018 January 1, 2017 - June 30, 2017

Revenues 6 6422 5777
Cost of goods sold 13 (2772) (2774)
Gross profit 3650 3003
Distribution expenses 13 (926) (584)
Administrative expenses 13 (535) (424)
Other operating income 35 66
Other operating expense (56) (50)
Profit from operations 2 168 2011
Finance income 2 -
Financial expense (7) (5)
Profit before income tax 2163 2 006
Income tax expense (418) (363)
Net profit for the mid-year 1745 1643
Attributable to:

Owners of the parent 1745 1643
Non-controlling interest - -
Other comprehensive income 2 -
Currency translation adjustments 2 -
Total comprehensive income for the mid-year 1747 1643
Attributable to:

Owners of the parent 1747 1643
Non-controlling interest - =
Earnings per share basic and diluted (CZK/share) 636 598

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

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

Zkracena mezitimni konsolidovana Gcetni zavérka 17
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Zkraceny mezitimni konsolidovany vykaz zmén vlastniho kapitalu
za pololeti koncici 30. 6. 2018 (v milionech Kg)

Vztahujici se k vlastnimu kapitalu Spole¢nosti

Emisni azio
a ostatni Kumulované
Zakladni prispévky Zakonny kurzové Nerozdéleny Mensinovy  Vlastni kapital
Bod kapital akcionarii  rezervni fond rozdily zisk podil celkem
Stavk 1. 1. 2017 2 745 2 387 2 2 3057 1 8 194
Cisty zisk za pololeti 0 0 0 0 1643 0 1643
Kurzové rozdily z pfepoctu dcefiné
spolecnosti 0 0 0 0 0 0 0
Uplny vysledek za pololeti celkem (0] 0 (0] 1643 0 1643
Transakce s vlastniky
Rozdéleni zisku 14 0 0 0 0 -2 745 -1 -2 746
Zaméstnanecké akcie 0 -20 0 0 0 0 20
Nevybrané dividendy 0 0 0 0 2 0 2
Ostatni 0 0 0 0 -1 0 -1
Stav k 30. 6. 2017 (neauditovano) 2745 2 367 2 2 1956 (0] 7072
Stavk 1. 1. 2018 2 745 2 377 2 o 3796 1 8921
Cisty zisk za pololeti 0 0 0 0 1745 0 1745
Kurzové rozdily z pfepoctu dcefiné
spolecnosti 0 0 0 2 0 0 2
Uplny vysledek za pololeti celkem (0] (0] 1745 [0} 1747
Transakce s viastniky
Rozdéleni zisku 14 0 0 0 0 -2 965 -1 -2 966
Zameéstnaneckeé akcie 0 -10 0 0 0 0 -10
Nevybrané dividendy 0 0 0 0 4 0 4
Ostatni 0 0 0 0 -1 0 -1
Stav k 30. 6. 2018 (neauditovano) 2745 2 367 2 2 2 579 (o] 7 695

Priloha tvofi nedilnou soucast této zkracené mezitimni konsolidované Ucetni zavérky.
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Condensed Interim Consolidated Statement of Changes in Equity
for the half-year ended June 30, 2018 (in CZK million)

Attributable to equity holders of the Company

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

Note capital contributions reserve fund adjustments earnings interest Total equity
Balance as at January 1, 2017 2745 2 387 2 2 3 057 1 8 194
Net profit for the mid-year - - - - 1643 - 1643
Currency translation adjustment - - - - - - -
Total comprehensive income for the mid-year - - - - 1643 - 1643
Transactions with owners
Profit distribution 14 - - - - (2 745) (1) (2 746)
Share based payments - (20) - - - (20)
Forfeited dividends - - - - 2 - 2
Other - - - - (1) = (1)
Balance as at June 30, 2017 (unaudited) 2745 2 367 2 2 1956 - 7 072
Balance as at January 1, 2018 2745 2 377 2 - 3796 1 8921
Net profit for the mid-year - - - 1745 - 1745
Currency translation adjustment - - - 2 - - 2
Total comprehensive income for the mid-year - - - 2 1745 - 1747
Transactions with owners
Profit distribution 14 - - - - (2 965) (1) (2 966)
Share based payments - (10) - - - - (10)
Forfeited dividends - - - - 4 - 4
Other - - - - (1) = (1)
Balance as at June 30, 2018 (unaudited) 2 745 2 367 2 2 2 579 - 7 695

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

Zkracena mezitimni konsolidovana Gcetni zavérka
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Zkraceny mezitimni konsolidovany vykaz o penéznich tocich
za pololeti koncici 30. 6. 2018 (v milionech Kg)

Bod 1.1.2018 - 30. 6. 2018 1.1.2017 - 30. 6. 2017
Penézni toky z provozni ¢innosti
Zisk pifed zdanénim 2163 2 006
Odpisy dlouhodobych aktiv (véetné nehmotného majetku) 13 350 297
Snizeni hodnoty a vyfazeni majetku 13 55 10
Cisté Urokové naklady 5 5
Zisk z prodeje pozemku, budov a zafizeni -1 -9
Zména stavu rezerv 1 14
Ostatni nepenézni Upravy - Cisté -7 -10
Penézni toky z provozni ¢innosti pred zmé&nami pracovniho kapitalu 2 566 2285
Zména stavu:
Obchodnich a ostatnich finan¢nich pohledavek a ostatnich nefinanénich aktiv 336 -241
Obchodnich a ostatnich financnich zavazkl a ostatnich nefinancnich zéavazkl 257 -659
Zasob -282 72
Penézni toky z provozu 2 877 1313
Zaplacené Uroky -7 -5
Zaplacena dan z prijmu -360 -433
Cisté penézni toky z provozni éinnosti 2 510 875
Penézni toky z investicni ¢innosti
Vydaje na porizeni pozemk, budov a zafizeni 7 -333 -323
PFijmy z prodeje pozemku, budov a zafizeni 1 89
Vydaje na pofizeni nehmotnych aktiv -3 0
Uroky pijaté 2 0
Cisté penézni toky z investiéni éinnosti -333 -234
Penézni toky z financovani
Vyplacené dividendy akcionarim Spole¢nosti 14 -2 965 -2 745
Vyplacené dividendy vlastnikovi mensinového podilu 14 -1 -1
Cisty penézni tok z financovani -2 966 -2 746
Cisté zvyseni/(snizeni) penéznich prostiedk -789 -2 105
Stav penéznich prostfedki a penéznich ekvivalent na zaéatku pololeti 10 7 286 8 108
Dopad zmény sménnych kurz( na zUstatky penéznich prostredkt a penéznich ekvivalentd
drzenych v cizich ménach 3 -7
Stav penéznich prostfedki a penéznich ekvivalent na konci pololeti 10 6 500 5996

Priloha tvoti nedilnou soucast této zkracené mezitimni konsolidované ucetni zavérky.
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Condensed Interim Consolidated Statement of Cash Flow
for the half-year ended June 30, 2018 (in CZK million)

Note January 1, 2018 - June 30,2018 January 1, 2017 - June 30, 2017
Cash flow from operating activities
Profit before tax 2163 2 006
Depreciation and amortisation expense, including intangibles 13 350 297
Impairment and disposal of PP&E 13 55 10
Net interest expense 5 5
Gain on disposal of PP&E (1) (9)
Change in provisions 1 (14)
Other non-cash transactions, net (7) (10)
Operating cash flows before working capital changes 2 566 2 285
Changes in:
Trade and other financial receivables and other non-financial assets 336 (241)
Trade and other financial liabilities and other non-financial liabilities 257 (659)
Inventories (282) (72)
Cash generated from operations 2877 1313
Interest paid (7) (5)
Income tax paid (360) (433)
Net cash generated from operating activities 2 510 875
Cash flow from investing activities
Purchase of PP&E 7 (333) (323)
Proceeds from sale of PP&E 1 89
Purchase of intangible assets (3) -
Interest received 2 -
Net cash used by investing activities (333) (234)
Cash flow from financing activities
Dividends paid to owners of the parent 14 (2 965) (2 745)
Dividends paid to Non-controlling interest 14 (1) (1)
Net cash used by financing activities (2 966) (2 746)
Net increase/(decrease) in cash and cash equivalents (789) (2 105)
Cash and cash equivalents as at the beginning of the year 10 7 286 8 108
Effects of exchange rate changes on the balance of cash and cash equivalents held
in foreign currencies 3 (7)
Cash and cash equivalents as at the end of the mid-year 10 6 500 5996

The accompanying notes form an integral part of the condensed interim consolidated financial statements.
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Priloha ke zkracené mezitimni konsolidované Ucetni zaverce :a pololeti konéici 30. 6. 2018
Notes to the Condensed Interim Consolidated Financial Information for the hat-year ended june 30, 2018

1. ZAKLADNI INFORMACE

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

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

Philip Morris CR a.s. je spolednosti ve skupiné Philip Morris International
Inc. (,PMI*). K 30. 6. 2018 byla Philip Morris International Inc. vrcholovou
ovladajici spolecnosti Skupiny.

K 30. 6. 2018 byl jedinym subjektem vlastnicim vice nez 20% podil
na zakladnim kapitalu Skupiny Philip Morris Holland Holdings B.V.
(,Materskéa spolecnost*) vlastnici 77,6 % zékladniho kapitalu.

Akcie Spolec¢nosti jsou obchodovany na Burze cennych papirt Praha
od 13. 7. 1993.

Tato zkracena mezitimni konsolidovana Ucetni zavérka byla schvalena
predstavenstvem a dozorci radou ke zvefejnéni dne 24. 9. 2018.

2. ZAKLADNI ZASADY SESTAVENI UCETNi ZAVERKY

Tato zkracena mezitimni konsolidovana Ucetni zavérka za pololeti koncici
30. 6. 2018 je zpracovana v souladu se standardem IAS 34 Mezitimni Ucetni
vykaznictvi. Mezitimni zkracena konsolidovana Ucetni zavérka musi byt ¢tena
ve spojeni s konsolidovanou Uc¢etni zaveérkou za rok kongici 31. 12. 2017,
ktera byla pfipravena v souladu s Mezinarodnimi standardy Uc¢etniho
vykaznictvi ve znéni prijatém Evropskou unii (,IFRS).

3. VYZNAMNE UCETNi ZASADY

Pouzité ucetni zasady jsou konzistentni se zasadami uplatnénymi
pri sestaveni samostatné ucetni zavérky za rok koncici 31. 12. 2017 tak,
jak je popsano v ro¢ni samostatné Ucetni zavérce za rok koncici 31. 12. 2017.

Tato pravidla byla aplikovana na vSechna obdobi obsazena v této ucetni
zavérce, pokud neni nize uvedeno jinak.

V mezitimnim obdobi je dan z pfijmu Uctovana dohadné s pouzitim
danové sazby, ktera by byla pouZita na predpokladany celoroéni
vysledek hospodareni.
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1. GENERAL INFORMATION

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

Philip Morris CR a.s. is a joint-stock company registered in the Czech
Republic. The Company was incorporated on March 28, 1991 and its
registered address is Kutna Hora, Vitézna 1, the Czech Republic. Its
headquarters is in Prague and its manufacturing facility is in Kutna Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc. (“PMI”).
As at June 30, 2018, Philip Morris International Inc. is the ultimate controlling
party of the Group.

As at June 30, 2018, the only entity holding more than 20% of the registered
capital of the Group was Philip Morris Holland Holdings B.V.
(“the Parent company”), which held 77.6% of the registered capital.

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

The Group’s condensed interim consolidated financial information was
authorised for issue by the Board of Directors and Supervisory Board
on September 24, 2018.

2. BASIS OF PREPARATION

This condensed interim consolidated financial information for the six months
ended June 30, 2018 has been prepared in accordance with IAS 34,

“Interim financial reporting”. The condensed interim consolidated financial
information should be read in conjunction with the annual consolidated
financial statements for the year ended December 31, 2017, which have been
prepared in accordance with International Financial Reporting Standards

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

3.  ACCOUNTING POLICIES

The accounting policies adopted are consistent with those of the annual
consolidated financial statements for the year ended December 31, 2017
as described in the annual consolidated financial statements for the year
ended December 31, 2017.

These policies have been consistently applied to all years presented,
except as stated below.

Taxes on income in the interim periods are accrued using the tax rate
that would be applicable to expected total annual profit or loss.



Zmény v GcCetnich zasadach a smérnicich

IFRS 9 - Finan&ni nastroje (U¢inny pro Ucetni obdobi zacinajici

1. 1. 2018 nebo pozdéji). IFRS 9 nahrazuje standard IAS 39 - Finanéni

nastroje: Uctovani a ocenovani. Standard obsahuje pozadavky

na Uctovani a ocenovani, metodologie snizeni hodnoty a zajiStovaci

Ucetnictvi. Za pololeti kongici 30. 6. 2018 neméla aplikace IFRS 9

vyznamny dopad na ocenéni financnich nastrojl ve vykazech Skupiny

ani na metodiku ocenovani pohledavek z obchodnich vztahl a jinych

finan¢nich aktiv. Od 1. 1. 2018 klasifikuje Skupina svoje finanéni

pohledavky do nasledujicich kategorii, které jsou ocenény reélnou

hodnotou:

- Pujcky a pohledavky z obchodnich vztaht bez nasledného
prodeje; a

- Pohledavky z obchodnich vztah( s naslednym prodejem.

IFRS 15 - Vynosy ze smluv se zékazniky (Ucinny pro Gcetni obdobi
zacinajici 1. 1. 2018 nebo pozdéji). IFRS 15 zavadi novy zakladni
princip, a to, Ze vynosy jsou uznany ve vysi ceny transakce, pokud
jsou zbozi nebo sluzby prevedeny na zékaznika. Zbozi nebo sluzby
jsou prevedeny, pokud nad nimi ziska zakaznik kontrolu. Jakakoliv

ve smlouvé neoddélena plnéni zbozi a sluzeb, ktera maji odliSnou
povahu, museji byt vykédzana samostatné a veskeré slevy a rabaty

ze smluvni ceny transakce jsou obecné alokovany na jednotliva pinéni.
Variabilni protipInéni se do ceny transakce zahrnuje v takové ¢astce,
aby bylo eliminovano vyznamné riziko ,podstatného oductovani
vynosu“ v budoucnu. Naklady na zajisténi smlouvy se zakazniky musi
byt kapitalizovany a umorovany po dobu, kdy jsou spotfebovavany
vyhody plynouci ze smlouvy. Standard rovnéz detailné upravuje
otazky jako odpovédny subjekt nebo zastupce, dohody o zpétném
nakupu, ujednani typu ,bill-and-hold“ a néktera dalsi témata. Skupina
aplikovala novy standard IFRS 15 k 1. 1. 2018, a pouziva modifikovany
retrospektivni pristup. Pfi pouZiti této metody Skupina neupravuje
srovnatelné Udaje za obdobi koncici 30. 6. 2017 a 31. 12. 2017 tak,
aby odpovidaly novym Gc¢etnim postuptm dle IFRS 15. S vyjimkou
pfipadu uvedeného nize, aplikace IFRS 15 neméla vyznamny

vliv na finan&ni vykazy Skupiny. Philip Morris CR a.s. poskytuje
zpracovatelské sluzby za uc¢elem vyroby cigaret a jinych tabakovych
vyrobkl pro PMI. Sougasné Philip Morris CR a.s. nakupuje od PMI
vyrobené produkty uréené pro distribuci na ceském a slovenském
trhu. Cena ujednana a obdrzena jako protihodnota za zpracovatelské
sluzby primo ovliviiuje pofizovaci cenu vyrobenych produkt(.

Philip Morris CR a.s. ma pravo na zpétny odkup zpracovatelskych
sluzeb, a proto PMI nekontroluje zpracovatelskou sluzbu, kdyz je

na ni doCasné prevedena spole¢né s vyrobenymi produkty. Proto
jsou podle nového standardu tyto dohody tykajici se obou transakci
chapany jako jedna kombinovana smlouva. Cena obdrzena od PMI
za zpracovatelskou sluzbu souvisejici s produkty uréenymi pro cesky
a slovensky trh je vyloucena z vynosu a o stejnou ¢astku jsou ponizeny
naklady na prodané zbozi, protoZze prodej zpracovatelskych sluzeb

je tfeba oductovat. Za pololeti koncici 30. 6. 2018 byl dopad na vynosy
300 milionli K¢ a o priblizné stejnou ¢astku byly snizeny také naklady
na prodané zbozi. Nerealizovany zisk, jenz se vaze ke zbozi drzenému
v zasobach, byl oductovan jako snizeni hodnoty zasob a snizeni
nerozdéleného zisku bylo posouzeno jako nevyznamné, a to véetné
snizeni dané z pfijmu a snizeni odlozeného danového zavazku.

Changes in accounting policies and procedures

IFRS 9 - Financial instruments (effective for annual periods beginning
on or after January 1, 2018). IFRS 9 is the replacement of IAS 39 -
Financial Instruments: Recognition and Measurement. The Standard
includes requirements for recognition and measurement, impairment,
derecognition and general hedge accounting. In the half-year ended
June 30, 2018, the adoption of IFRS 9 did not have a material

impact on measurement of financial instruments in the Group’s
financial statements, neither did the change in the methodology

on measurement of trade receivables and other financial assets.
From January 1, 2018 the Group classifies its financial receivables
into the following categories, valuated at fair value:

- Loans and trade receivables without subsequent sale; and

- Trade receivables with subsequent sale.

IFRS 15 - Revenue from Contracts with Customers (effective

for annual periods beginning on or after January 1, 2018). IFRS 15
introduces the new core principle that revenue must be recognised
when the goods or services are transferred to the customer,

at the transaction price. The goods or services are transferred

when the customer obtains control of these. Any bundled goods

or services that are distinct must be separately recognised,

and any discounts or rebates on the contract price must generally
be allocated to the separate elements. Variable consideration
should be included into transaction price at such amount to avoid
significant risk of considerable revenue reversal in the future. Costs
incurred to secure contracts with customers have to be capitalised
and amortised over the period when the benefits of the contract

are consumed. The standard also includes detailed guidance

for principal versus agent considerations, repurchase arrangements,
bill-and-hold arrangements and some other areas. The Group
adopted the new standard IFRS 15 on January 1, 2018 applying

the modified retrospective approach. Under this approach, the Group
does not restate the comparative information for the period ended
June 30, 2017 and December 31, 2017 using the new IFRS 15
accounting policies. Except as stated below, the adoption of IFRS 15
did not have material impacts on the Group’s financial statements.
Philip Morris CR a.s. provides the tolling service to produce
cigarettes and other tobacco products for PMI. Concurrently

Philip Morris CR a.s. purchases from PMI the manufactured
products intended for distribution in the Czech and Slovak markets.
The consideration agreed upon and receivable for the tolling

service directly affects the purchase cost of manufactured products.
In substance Philip Morris CR a.s. has the right to repurchase

the tolling service and thus PMI does not control the tolling service
when it transitorily acquires it within the manufactured products.
Therefore, under IFRS 15, the agreements related to both transactions
are considered as one combined contract. The consideration
received from PMI for the tolling service related to the finished
goods intended for the Czech and Slovak market is excluded

from revenues and the same amount is excluded from cost of goods
sold, because the sale of tolling service needs to be reversed.

In the half-year ended June 30, 2018 the impact on revenues was
CZK 300 million and approximately the same amount was excluded
from costs of goods sold. The unrealised profit relating to inventory
held on stock, which was adjusted through decreasing the carrying
amount of inventory, decreasing retained earnings, decreasing income
tax expense and decreasing deferred tax liability, was assessed

as immaterial.
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4. ODHADY

P¥i ptipravé zkracené mezitimni konsolidované ucetni zavérky vedeni Skupiny
pracuje s posudky, odhady a predpoklady, jez maji vliv na aplikaci u¢etnich
postupll a na vykazovanou vysi aktiv a pasiv, vynosl a nakladd. Skutecné
vysledky se mohou od téchto odhad lisit.

P¥i priprave této zkracené mezitimni konsolidované Ucetni zavérky byly
vyznamné Usudky provedené vedenim za pouziti U¢etnich pravidel Skupiny
a klicové vstupy nejistot v odhadech stejné jako ty, které byly pouzity

pro konsolidovanou Ucetni zavérku za rok koncici 31. 12. 2017, s vyjimkou
zmén v odhadech poZadovanych pro stanoveni rezervy na dan z prijmu.

5. RIZENI FINANCNICH RIZIK

51 Faktory financ¢niho rizika

Z ¢innosti Skupiny vyplyva fada finanénich rizik: trzni riziko, Gvérové riziko

a riziko likvidity. Zkracené mezitimni konsolidované finanéni vykazy nezahrnuiji
v8echny finanéni informace o fizeni rizik a ostatni Udaje poZzadované v ro¢ni
konsolidované ucetni zaveérce a mely by byt posuzovany spole¢né s ro¢ni
konsolidovanou ucetni zavérkou Skupiny k 31. 12. 2017. Od konce roku 2017
nedoslo k zadnym zménam v pravidlech a postupech fizeni téchto rizik.

5.2 Riziko likvidity
Ve srovnani s koncem roku 2017 nedoslo k podstatné zméné ve smluvnich
nediskontovanych penéznich tocich nebo ve finanénich zavazcich.

6. INFORMACE O SEGMENTECH

Provoznim segmentem je sloZzka Skupiny, ktera generuje vynosy a které
vznikaji naklady a jejiz financni vysledky jsou pravidelné vyhodnocovany
subjektem s rozhodovaci pravomoci za Gc¢elem alokace zdroji a posouzeni
vykonnosti. Jako subjekt s rozhodovaci pravomoci byl identifikovan
management tym Skupiny.

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

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

a ve Slovenské republice.

Pro Gcely rozhodovani a alokace zdroji management tym Skupiny analyzuje
manazersky provozni zisk. ManaZersky provozni zisk v informacich

0 segmentech nezahrnuje ostatni nealokovatelné vynosy/naklady, Grokovy
vynos/néaklad ani dan z prijmu, jelikoZ jsou fizené centralné na trovni PMI,
tudiz tyto polozky nejsou vykazovany podle segmentd, protoze v této strukture
nejsou pravidelné poskytovany management tymu Skupiny.

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

The preparation of condensed interim consolidated financial statements
requires management to make judgments, estimates and assumptions
that affect the application of accounting policies and the reported amounts
of assets and liabilities, income and expense. Actual results may differ
from these estimates.

In preparing these condensed interim consolidated financial statements,
the significant judgments made by management in applying the Group’s
accounting policies and the key sources of estimation uncertainty were
the same as those that applied to the annual consolidated financial
statements for the year ended December 31, 2017, with the exception

of changes in estimates that are required in determining the provision
for income taxes.

5. FINANCIAL RISK MANAGEMENT

51 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk,
credit risk and liquidity risk. The condensed interim consolidated financial
statements do not include all financial risk management information

and disclosures required in the annual financial statements, and should

be read in conjunction with the Group’s annual consolidated financial
statements as at December 31, 2017. There have been no changes in the risk
management processes since year end or in any risk management policies.

5.2 Liquidity risk
Compared to year end 2017, there was no material change in the contractual
undiscounted cash out flows or financial liabilities.

6. SEGMENT REPORTING

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

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

area. In line with this change the Group’s reportable segments as of 2015
are the Manufacturing Service related activities and the Distribution

related activities further allocated by markets to Czech Republic

and Slovak Republic.

For the decision making and resource allocation purposes the Group’s
management team reviews management profit from operations. Management
profit from operations in segment reporting excludes other non-allocated
operating income/expense, interest income/expense and provision

for income taxes, as these are centrally managed and accordingly such items
are not presented by segment since they are not regularly provided

by segment to the Group’s management team.

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



Pro Gcel vykazovani informaci o segmentech byly Naklady na prodané zbozi,
Fixni vyrobni nédklady a Odbytové naklady, které se vztahuji k upravovanym
Vynostim za zpracovatelskou sluzbu vzhledem k IFRS 15 (viz ¢ast 3.
Vyznamné Gcetni zasady), reklasifikovany ze segmentu Vyrobni sluzby

do segmentt Ceska republika a Slovenska republika.

Vysledky segmentti za pololeti koncici 30. 6. 2018 maiji tuto strukturu:

For the purpose of segment reporting, the Cost of Sales, Fixed Manufacturing
Expenses and Operating costs, which relate to the IFRS 15 tolling fee
revenues adjustment (see section 3. Accounting policies), were reclassified
from the segment Manufacturing Service to the segments Czech Republic
and Slovak Republic.

The segment results for the half-year ended June 30, 2018 are as follows:

Ceska Slovenska Czech Slovak
republika republika Republic Republic Manufacturing
(v milionech K¢) (distribuce) (distribuce) Vyrobni sluzby Celkem (in CZK million) (Distribution)  (Distribution) Service Total
Pololeti koncici 30. 6. 2018 Half-year ended June 30, 2018
Hrubé trzby 4747 1727 0 6 474 Total gross
Mezi-segmentové segment revenues 4747 1727 - 6 474
trzby -1 159 0 0 -1159 Inter-segment
Poskytované revenues (1159) - - (1 159)
sluzby 35 0 1072 1107 Services provided 35 - 1072 1107
Externi trzby 3623 1727 1072 6422 External
Manazersky hruby revenues 3623 1727 1072 6422
zisk 2 657 1231 790 4678 Management
Manazersky gross profit 2657 1231 790 4678
provozni zisk 1333 701 158 2192 Management
profit from
Vysledky segmentt za pololeti koncici 30. 6. 2017 maiji tuto strukturu: CREEIENS I sk 40 ilst8 2192
Ceska Slovenska The segment results for the half-year ended June 30, 2017 are as follows:
republika republika
(v milionech K¢) (distribuce) (distribuce) Vyrobni sluzby Celkem Czech Slovak
Pololeti koncici 30. 6. 2017 Republic Republic Manufacturing
Hrubé trzby 4180 1391 0 5571 (in CZK million) (Distribution)  (Distribution) Service Total
Mezi-segmentové Half-year ended June 30, 2017
trzby -1 158 0 0 -1158 Total gross
Poskytované segment revenues 4 180 1391 - 5571
sluzby 91 0 1278 1364 Inter-segment
Externi trzby 3113 1391 1273 5777 revenues (1158) = - (1158)
Manazersky hruby Services provided 91 - 1273 1364
zisk 2073 922 907 3902 External
Manazersky revenues 3113 1391 1273 5777
provozni zisk 1181 569 244 1994 Management
gross profit 2073 922 907 3902
Odsouhlaseni manazerského hrubého zisku na celkovy hruby zisk je Management
nasledujici: profit from
operations 1181 569 244 1994
Pololeti koncici: 30. 6.2018 30. 6.2017
v milionech Ké - . " .
{ - - J — A reconciliation of management gross profit to gross profit is provided as follows:
Manazersky hruby zisk 4 678 3902
Licencni poplatky -338 -341 Half-year ended: June 30, 2018 June 30, 2017
Fixni vyrobni naklady -690 -558 (in CZK million)
Hruby zisk 3 650 3003 Management gross profit 4 678 3902
Royalties (338) (341)
Licenéni poplatky a fixni vyrobni naklady jsou pro ucely analyzy management hiieelmaniiae HungIexpenses (690) (555)
Gross profit 3650 3003

tymem Skupiny vyjmuty z manazerského hrubého zisku a jsou obsazeny

v manazerském provoznim zisku.

Odsouhlaseni manazerského provozniho zisku na celkovy zisk pred

zdanénim je nasleduijici:

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

nosiclconcicly $0:6.2018 80-6-2017 A reconciliation of management profit from operations to profit before income
(v milionech K¢&) . .
— - — tax is provided as follows:

Manazersky provozni zisk 2 192 1994

Ostatni vynosy (+) / naklady (-), Cisté 24 17 Half-year ended: June 30, 2018 June 30, 2017

Urokové vynosy (+) / naklady (-) 5 -5 (in CZK million)

Zisk pred zdanénim 2 163 2 006 Management profit from operations 2192 1994
Other operating income / (expense), net (24) 17
Interest income / (expense) (5) (5)
Profit before tax 2163 2 006
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Odpisy, amortizaci a snizeni hodnoty zahrnuté v manazerském provoznim
zisku Ize rozdélit do jednotlivych segmentt v roce 2018 a 2017 nasledovné:

Depreciation, amortisation and impairment charge included in management
profit from operations allocated to individual segments in 2018 and 2017

= is as follows:
Ceska Slovenska
republika republika Czech Slovak
(v milionech K¢) (distribuce) (distribuce)  Vyrobni sluzby Celkem Republic Republic Manufacturing
2018 9 4 392 405 (in CZK million) (Distribution)  (Distribution) Service Total
2017 9 6 292 307 2018 9 4 392 405
2017 9 6 292 307

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

nasledujici: Revenues are derived from sales of tobacco products and services.
Breakdown of the revenues is as follows:
Pololeti koncici: 30. 6. 2018 30. 6. 2017
(v milionech K¢) Half-year endea: June 30,2018 June 30, 2017
Prodej zbozi 5315 4413 (in CZK million)
Prodej sluzeb 1107 1364 Sales of merchandise 5315 4 413
Celkem 6422 5777 Rendering of services 1107 1364
Total 6422 5777

Trzby od zékaznikd nebo skupin zékaznikd pod spole¢nou kontrolou
prevysuijici 10% celkovych trzeb Skupiny: trzby ve vysi 1 792 milion K&
(2017: 1 413 miliont K¢) z prodeje jednomu zakaznikovi segmentu
Ceska republika (distribuce) a trzby ve vysi 1 072 miliont K¢

(2017: 1 273 milion K¢) z prodeje spolec¢nostem ve skupiné PMI

jsou zahrnuty v segmentu Vyrobni sluzby.

Hodnota dlouhodobych aktiv Skupiny, jinych nez odloZzena darova
pohledavka a ostatni finanéni aktiva, umisténych v Ceské republice, je
4179 milionl K&, z ¢ehoz ¢astka 4 151 miliont K¢ se vyuziva k podpore
aktivit souvisejicich s vyrobnimi sluzbami (k 31. 12. 2017: 4 231 miliont K¢)
a 28 miliont K¢ k podpore aktivit souvisejicich s distribuci zboZzi

(k 31.12. 2017: 26 miliont K¢) a hodnota téchto aktiv, podporujicich pouze
aktivity souvisejici s distribuci zbozi umisténych ve Slovenskeé republice,

je 14 miliond K¢ (k 31. 12. 2017: 11 miliond K¢&).
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Revenues from customers or groups of customers under common control
exceeding 10% of the Group’s revenues: revenue of CZK 1 792 million
(2017: CZK 1 413 million) derived from one customer is included

in segment Czech Republic (distribution) and revenue of CZK 1 072 million
(2017: CZK 1 273 million) derived from the PMI group of companies

is included in segment Manufacturing Services.

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

is CZK 4 179 million from which CZK 4 151 million is used to support
Manufacturing service related activities (at December 31, 2017:

CZK 4 231 million) and CZK 28 million to support Distribution related
activities (at December 31, 2017: CZK 26 million) and those located

in Slovak Republic supporting only Distribution activities is CZK 14 million
(at December 31, 2017: CZK 11 million).



7. POZEMKY, BUDOVY A ZARIZENI

Pohyby v oblasti pozemki, budov a zafizeni jsou nasledujici:

7.

PROPERTY, PLANT AND EQUIPMENT

The movements in the property, plant & equipment are as follows:

Dopravni Constructions
Pozemky, prostiedky, Pofizeni aktiv Property, Vehicles & in progress
budovy stroje Inventai  a poskytnuté (in CZK Buildings & Machinery Furniture & Advances
(v milionech K¢) a stavby a zafizeni a vybaveni zalohy Celkem million) Constructions Equipment & Fixtures paid Total
K 1.1.2017 As at January 1, 2017
Pofizovaci cena 2079 5983 56 1321 9439 Cost 2079 5983 56 1321 9439
Opravky a snizeni Accumulated
hodnoty -1 499 -3 642 -48 0 -5 189 depreciation
Zistatkova and impairment (1 499) (3642) (48) - (5189)
hodnota 580 2 341 8 1321 4 250 Net carrying
Pololeti kondici 30. 6. 2017 amount 580 2341 8 1321 4250
Pocatedni Six months ended June 30, 2017
zUstatkova Opening net
hodnota 580 2 341 8 1321 4 250 carrying amount 580 2 341 8 1321 4250
Prirtstky Additions cost € 992 - (672) 323
v pofizovaci cené 3 992 0 672 323 Disposal net
Vyrazeni carrying amount - (141) = = (141)
v zlistatkové Release
hodnoté 0 -141 0 0 -141 of provision _ 53 - ; 53
Rozpusténi Depreciation
opravné polozky 0 58] 0 0 53 charge (40) (253) ) B (294)
Odpisy -40 -253 -1 0 294 Closing net
Koneéna carrying
zustatkova amount 543 2992 7 649 4191
hodnota 543 2992 7 649 4191 As at June 30, 2017
K 30.6. 2017 Cost 2082 6 596 53 649 9380
Pofizovaci cena 2082 6 596 53 649 9 380 Accumulated
Opravky a snizeni depreciation
hodnoty -1 539 -3 604 -46 0 -5189 and impairment (1539) (3604) (46) - (5189)
Zustatkova Net carrying
hodnota 543 2992 7 649 4191 amount 543 2992 7 649 4191
K 1.1.2018 As at January 1, 2018
Pofizovaci cena 2145 7009 52 497 9703 Cost 2145 7 009 52 497 9703
Opravky a snizeni Accumulated
hodnoty -1 591 -3 812 -44 0 -5 447 depreciation
Zustatkova and impairment (1591) (3812) (44) - (5447)
hodnota 554 3197 8 497 4256 Net carrying
Pololeti kondici 30. 6. 2018 amount 554 3197 8 497 4256
Pocatedni Six months ended June 30, 2018
zUstatkova Opening net
hodnota 554 3197 8 497 4256 carrying amount 554 3197 8 497 4 256
PrirGstky Additions cost 3 12 6 312 333
Vv pofizovaci cené 3 12 6 312 333 Disposal net
Vyrazeni carrying amount - (55) - - (55)
v zlistatkové Release
hodnoté 0 -55 0 0 -55 of provision ; - ; - -
Rozpusténi Transfers* 15 139 1 (155) -
o?ravne polozky 0 0 0 0 0 Depreciation
Prevody* 15 139 1 -155 0 charge (44) (298) (1) _ (343)
Odpisy -44 -298 -1 0 -343 Closing net
Koneéna carrying
zustatkova amount 528 2995 14 654 4191
hodnota 528 2995 14 654 4191 As at June 30, 2018
K 30.6. 2018 Cost 2162 6 930 59 654 9805
Pofizovaci cena 2162 6 930 59 654 9 805 Accumulated
Opravky a snizeni depreciation
hodnoty -1634 -3935 -45 0 5614 and impairment (1634) (3935) (45) - (5614)
Zlstatkova Net carrying
hodnota 528 2995 14 654 4191 amount 528 2995 14 654 4191

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

and advances paid.

Zkracena mezitimni konsolidovana Gcetni zavérka
Condensed Interim Consolidated Financial Statements

*Transfers represent capitalization of PP&E from construction in progress

27



Za prvnich Sest mésict roku 2018 Skupina vyradila nékteré stroje a zafizeni,
které identifikovala jako déale nepotfebné, a schvélila jejich vyfazeni v hodnoté
55 milion K¢ (2017: 10 miliond K¢).

Najemné v hodnoté 77 milion K¢ v roce 2018 (2017: 76 milion K¢)
za pronajem skladu a kancelarskych prostor, vypocetni techniky a dopravnich
prostfedku je vykazano do zisku nebo ztraty.

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

In the first six months of 2018 the Group disposed of several assets which
have been identified as no longer needed and approved for scrapping
in amount of CZK 55 million (2017: CZK 10 million).

Lease rentals during on 2018 amounting to CZK 77 million
(2017: CZK 76 million) relating to the lease of warehousing, office space,
IT equipment and vehicles are included in profit or loss.

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

8. ZASOBY 8. INVENTORIES

(v milionech K¢) 30. 6.2018 31.12. 2017 (in CZK million) June 30,2018 December 31, 2017
Material 124 123 Materials 124 123
Zbozi 788 507 Merchandise 788 507
Celkem 912 630 Total 912 630

Pofizovaci naklady na zasoby vykazané ve zkraceném mezitimnim
konsolidovaném vykazu Uplného vysledku za prvnich Sest mésict
roku 2018 jako naklad a zahrnuté v polozce Néklady na prodané zbozi
¢inily 1 744 miliond K& (2017: 1 875 miliond K&).

9. OBCHODNI A OSTATNI FINANCNI POHLEDAVKY
A OSTATNI NEFINANCNI AKTIVA

The cost of inventories recognised as an expense in Condensed Interim
Consolidated Statement of Comprehensive Income in the first six months
of 2018 and included in costs of goods sold amounted to CZK 1 744 million
(2017: CZK 1 875 million)

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

(v milionech K¢) 30. 6.2018 31. 12. 2017 (in CZK million) June 30,2018 December 31, 2017
Obchodni a ostatni finan¢ni pohledavky Trade and other financial receivables

Treti strany 1090 618 Third parties 1090 618
Spfiznéné strany 24 217 Related parties 24 217
Celkem 1114 835 Total 1114 835
Ostatni nefinancni aktiva Other non-financial assets

Ostatni aktiva - spotfebni dan 1710 2337 Other assets - excise tax 1710 2337
Placené zalohy 39 27 Prepayments 39 27
Ostatni aktiva 1 1 Other assets 1 1
Celkem 1750 2 365 Total 1750 2 365
Ostatni dlouhodoba finanéni aktiva Other non-current financial assets

Ostatni finan¢ni aktiva 106 106 Other financial assets 106 106
Celkem 106 106 Total 106 106

10. PENEZNI PROSTREDKY A PENEZNi EKVIVALENTY

10. CASH AND CASH EQUIVALENTS

(v milionech K¢) 30. 6.2018 31.12. 2017 (in CZK million) June 30, 2018 December 31,2017
Uéty v bance 702 6 372 Cash at banks 702 6 372
Kratkodobé pujcky spriznénym On-demand deposits with related

stranam splatné na pozadani 5830 940 parties 5830 940
Celkem 6 532 7 312 Total 6 532 7 312

Kratkodobé pujcky sptiznénym stranam splatné na pozadani predstavuiji
urocené kratkodobé puljcky. Analyza kratkodobych pohledavek
za spriznénymi stranami je uvedena v bodé 15.
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On-demand deposits with related parties are interest bearing short-term
loans - see Note 15 for the analysis of short-term receivables
from related parties.



Penézni prostredky a penézni ekvivalenty a debetni zistatky na bankovnich Gctech
pro Ucely sestaveni konsolidovaného vykazu penéznich tokl jsou nasleduijici:

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

(v milionech K¢)

30.6.2018 31.12.2017 30.6.2017 31.12.2016

June 30, December 31,

June 30, December 31,

Pen&zni prostredky a penézni (in CZK million) 2018 2017 2017 2016
ekvivalenty 6 532 7312 6 033 8 164 Cash and cash equivalents 6532 7312 6 033 8 164
Debetni zlstatky Bank overdrafts (32) (26) (37) (56)
na bankovnich Uétech -32 -26 -37 -56 Total cash and cash
Penézni prostiedky equivalents 6 500 7 286 5996 8 108
a penézni ekvivalenty celkem 6 500 7 286 5996 8 108
) ) L 1. TRADE AND OTHER FINANCIAL LIABILITIES
1.  OBCHODNI A OSTATNI FINANCNI ZAVAZKY AND OTHER NON-FINANCIAL LIABILITIES
A OSTATNI NEFINANCNI ZAVAZKY
(in CZK million) June 30,2018 December 31,2017
(v milionech K¢) 30. 6. 2018 31.12. 2017 Trade and other financial liabilities
Obchodni a ostatni finanéni zavazky Third parties 309 311
Treti strany 309 311 Other related parties 775 462
Ostatni spfiznéné strany 775 462 Accrued expenses 522 548
Dohadné Ucty pasivni 522 548 Dividends payable 5 6
Nevyplacené dividendy 5 6 Other financial liabilities 132 107
Ostatni finanéni zavazky 132 107 Total 1743 1434
Celkem 1743 1434
Other non-financial liabilities
Ostatni nefinancni zavazky Amounts due to employees 126 154
Zavazky vici zaméstnancdm 126 154 Social security and health insurance 60 69
Zavazky ze socialniho zabezpecéeni Deferred revenues 19 21
a zdravotniho pojisténi 60 69 Other liabilities 6 4
Vynosy pfistich obdobi 19 21 Total 211 248
Ostatni zavazky 6 4
Celkem 21 248

Zavazky vyplyvajici z transakci mezi spfiznénymi stranami jsou popsany v bodé 15.

12.  OSTATNi DANOVE ZAVAZKY

Trade payables to related parties are disclosed in Note 15.

12. OTHER TAX LIABILITIES

(in CZK million) June 30, 2018

December 31, 2017

VAT 300 179
(v milionech K¢) 30. 6.2018 31.12. 2017 Excise tax 4045 4307
Dan z pridané hodnoty 300 179 Other taxes 149 23
Spotrebni darn 4045 4307 Total 4494 4 509
Ostatni dané 149 23
Celkem 4494 4 509

13. EXPENSES BY NATURE - ADDITIONAL

.. Lo q . INFORMATION
13. DRUHOVE CLENENI NAKLADU - DOPLNUJICI
INFORMACE Half-year ended: June 30, 2018 June 30, 2017
(in CZK million)

Pololeti konéici: 30. 6.2018 30. 6.2017 Changes in inventories of finished
(v milionech K¢) goods 105 (97)
Zmény stavu zasob hotovych vyrobki 105 97 Raw materials, consumables used and
Spotteba materialu, energie merc.hand|se sold 1548 1838
a prodané zbozi 1548 1838 Services 1213 808
Sluzby 1213 808 Royalties 338 341
Licen¢ni poplatky 338 341 Employee benefits expense 616 566
Néklady na zaméstnance Depreciation and amortisation 405 307
a zaméstnanecké pozitky 616 566 Other 8 19
Odpisy, amortizace a snizeni hodnoty 405 307 Costs of goods sold, distribution
Ostatni 8 19 and administrative expenses 4233 3782
Naklady na prodané zbozi,
odbytové a administrativni naklady 4 233 3782
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14. ROZDELENI ZISKU

Valna hromada akcionaf Spolecnosti schvalila v dubnu 2018 vyplatu
dividend ve vysi 2 965 milion K& (1 080 K¢ na akcii).

Valna hromada akcionari Spolecnosti schvalila v dubnu 2017 vyplatu
dividend ve vysi 2 745 milion K¢ (1 000 K¢ na akcii).

Kromé dividend vyplacenych spoleénosti Philip Morris CR a.s. vyplatila
spolecnost Philip Morris Slovakia s.r.o. vlastniku mensinového podilu
dividendu ve vysi 0,6 milionu K& (2017: 0,6 milionu K¢&).

15.  TRANSAKCE SE SPRIZNENYMI STRANAMI
Spriznénymi stranami se rozumi Matefska spolecnost a ostatni spole¢nosti
skupiny PMI (,Ostatni spfiznéné strany*), ¢lenové predstavenstva, ¢lenové
dozorci rady a osoby blizké témto ¢lendm.

Mezi spfiznénymi stranami byly uskute¢nény nasledujici transakce:

a) Prodej vyrobki, zboZi a sluzeb spole¢nostem skupiny PMI

14. PROFIT DISTRIBUTION

The dividends approved by the Annual General Meeting in April 2018 were
CZK 2 965 million (CZK 1 080 per share).

The dividends approved by the Annual General Meeting in April 2017 were
CZK 2 745 million (CZK 1 000 per share).

Besides dividends paid by Philip Morris CR a.s., Philip Morris Slovakia s.r.o.
paid dividends to Non-controlling interest in the amount of CZK 0.6 million
(2017: CZK 0.6 million).

15. RELATED PARTY TRANSACTIONS

The Group considers Parent company and other companies of the PMI group
of companies (“Other related parties”), members of its Board of Directors,
Supervisory Board and parties close to such members of management

to be related parties.

The following transactions were carried out with related parties:

a) Sales of goods, merchandise and services to affiliates within PMI

Pololeti konéici: 30. 6.2018 30. 6.2017
(v milionech K¢) Halt-year ended: June 30, 2018 June 30, 2017
Prodej materialu (in CZK million)
Ostatni spfiznéné strany 1 2 Sales of materials
Prodej pozemku, budov a zafizeni Other related parties 1 2
Ostatni spfiznéné strany 0 81 Sales of PP&E
Prodej sluzeb Other related parties - 81
Ostatni spfiznéné strany 1406 1363 Sales of services
Prefakturace Other related parties 1406 1363
Ostatni spriznéné strany 22 3 Recharges
Vynosové uroky Other related parties 22 &
Ostatni spriznéné strany 2 0 Interest income
Celkem 1431 1449 Other related parties 2
Total 1431 1449
b) Nakup zbozi a sluZzeb od spole¢nosti skupiny PMI

b) Purchases of merchandise and services from affiliates within PMI

Pololeti koncici: 30. 6.2018 30. 6.2017

(VimilicnechlKE) Half year ended: June 30, 2018 June 30, 2017
Nékup zboZzi a materialu (in CZK million)
Ostatni spfiznéné strany 2013 1552 Purchases of merchandise
Nakup pozemkd, budov, zafizeni and materials
a nehmotnych aktiv Other related parties 2013 1552
Ostatni spfiznéné strany 104 118 Purchases of PP&E and intangible
Nékup sluzeb assets
Ostatni spfiznéné strany 364 278 Other related parties 104 118
Licen&ni poplatky placené Purchases of services
Ostatni spfiznéné strany 338 341 Other related parties 364 278
Celkem 2819 2 289 Royalties paid
Other related parties 338 341
Total 2819 2 289

c) Dividendy

Spole¢nost v roce 2018 vyplatila spole¢nosti Philip Morris Holland
Holdings B.V. ¢astku v celkové vysi 2 300 miliont K&. Dividendy vyplacené
spolecnosti Philip Morris Holland Holdings B.V. v roce 2017 Cinily

2 130 miliont K&.

Kromé vyplacenych dividend Skupina neméla v prabéhu predchozich dvou
let Zadné jiné transakce s Matefskou spolecnosti.

Zkracena mezitimni konsolidovana Gcetni zavérka
Condensed Interim Consolidated Financial Statements

30

c) Dividends

In 2018 Company paid to Philip Morris Holland Holdings B.V. the total
amount of CZK 2 300 million. The dividends paid to Philip Morris Holland
Holdings B.V. in 2017 amounted to CZK 2 130 million.

Except for dividends there were no other transactions with the Parent
company during the last two years.



d) Zistatky se spolec¢nostmi skupiny PMI

d) Balances with affiliates within PMI

(v milionech K¢) 30. 6.2018 31.12. 2017 (in CZK million) June 30,2018 December 31, 2017
Pohledavky za spfiznénymi stranami Receivables from related parties

Ostatni spfiznéné strany 24 217 Other related parties 24 217
Zavazky vaci spiiznénym stranam Payables to related parties

Ostatni spriznéné strany 775 462 Other related parties 775 462
PUjcky poskytnuté Loans and deposits

Ostatni spriznéné strany 5830 940 Other related parties 5830 940

K 30. 6. 2018 Skupina poskytovala pajcky sptiznénym stranam,

které zahrnuji Grocené kratkodobé puijcky splatné na pozadani (cash
pool) ve vysi 5 830 milion K& poskytnuté spolecnosti Philip Morris
Finance S.A. (k 31. 12. 2017: 940 miliont K¢&). VSechny kratkodobé pujcky
jsou v konsolidovaném vykazu finanéni pozice Skupiny k 30. 6. 2018

a 31. 12. 2017 vykéazany jako soucast penéznich prostiedkll a penéznich
ekvivalentt.

Bézna vyse Urokové sazby z kratkodobé pujcky je stanovena jako tydenni
PRIBOR plus/minus marze odpovidajici trznim podminkam u pajcek

s obdobnou délkou vkladu a likviditou, béZna vyse Urokové sazby

z kratkodobych pujc¢ek splatnych na pozadani je stanovena jako no¢ni
PRIMEAN - 0,25 %, tj. PRIMEAN ((no¢ni PRIBOR + noc¢ni PRIBID)/2) plus/
minus marze odpovidajici trznim podminkam u pujcek s obdobnou délkou
vkladu a likviditou.

Skutecna vyse Urokové sazby zavisi na aktualni situaci na penéznim trhu

a druhu pujcky. Primérna vyse efektivni Urokové sazby z kratkodobych
puUjcek za pololeti koncici 30. 6. 2018 byla 0,16 % p.a. (2017: 0,010% p.a.)

v Ceské republice a 0,02% p.a. (2017: 0,010% p.a.) ve Slovenské republice.

e) Odmeény klicovych ¢lenu vedeni

Odmeény klicovych ¢lent vedeni zahrnuji odmeény ¢lenl predstavenstva
a dozorci rady za vykon funkce dle smlouvy o vykonu funkce ¢lena
predstavenstva, respektive dozorci rady.

Odmeény clend vedeni, ktefi jsou zaméstnanci Spole¢nosti nebo spole¢nosti
skupiny PMI, se skladaji z odmeény za vykon funkce ¢lena predstavenstva,
respektive dozor¢i rady, roéniho platu, bonusu podle individualniho vykonu,
Uhrad akciemi a ostatnich nepenéznich pfijmd, jako jsou pouzivani firemniho
automobilu, pfispévky na zavodni stravovani a prispévky na penzijni
pripojisténi, Zivotni a Urazové pojisténi a pozitky spojené s ukonéenim
pracovniho pomeéru, jak je uvedeno nize. Soucasti nepenéznich prijmu ¢lend
predstavenstva, respektive dozorci rady, ktefi jsou zaméstnanci spole¢nosti
Philip Morris Services S.A. nebo jiné spole¢nosti skupiny PMI, je navic uhrada
najemného a skolného.

Pozitky spojené s ukonéenim pracovniho poméru ¢lent vedeni
zaméstnanych Spole¢nosti, kterym byla dana vypovéd z organizacnich nebo
zdravotnich ddvodl podle § 52 pism. a) az e) Zakoniku prace nebo s kterymi
byl rozvazan pracovni pomér dohodou z tychz divodt, zahrnuji odstupné
dle Redukéniho programu, jenz je specifikovan v Kolektivni smlouveé. PoZitky
spojené s ukonéenim pracovniho pomeéru ¢lenl vedeni zaméstnanych
spole¢nostmi skupiny PMI jsou vyplaceny v souladu s pracovni smlouvou
uzavienou s domovskym zaméstnavatelem a zavaznymi PMI pravidly

a postupy pro mezinarodni pracovni pobyt.

At June 30, 2018, the Group provided related parties interest-bearing
on-demand deposits (cash pool) of CZK 5 830 million with Philip Morris
Finance S.A. (at December 31, 2017: CZK 940 million). All short-term loans
and deposits are classified as cash and cash equivalents in the Group’s
consolidated statement of financial position as at June 30, 2018 and
December 31, 2017.

The interest rate for short-term loan is calculated as week PRIBOR plus/
minus a margin applicable in accordance with market practice for

deposits with similar duration and liquidity, the interest rate for on-demand
deposits is calculated as overnight PRIMEAN - 0.25%, i.e. PRIMEAN
((overnight PRIBOR + overnight PRIBID)/2) plus/minus a margin applicable
in accordance with market practice for deposits with similar duration

and liquidity.

The actual interest rates reflect the current money market and the nature
of the loan. The average effective interest rate of short-term loan

and on-demand deposits for the half-year ended June 30, 2018 was
0.16% p.a. (2017: 0.010% p.a.) in the Czech Republic and 0.02% p.a.
(2017: 0.010% p.a.) in the Slovak Republic.

e) Key management compensation

Key management compensation includes the remuneration of members
of the Board of Directors and Supervisory Board for the performance

of the office according to the agreements on performance of the office
of a member of the Board of Directors, Supervisory Board respectively.

The compensation of the members of management who are employees

of the Company or an entity within the PMI group comprises the remuneration
for the performance of the office of a member of the Board of Directors,
Supervisory Board respectively, as mentioned above, an annual base salary,
bonuses based on individual performance, share-based payments and other
income in-kind such as cars for use, lunch allowances, pension contributions,
life and accident insurance and termination benefits as described below.

In addition to this, the members of the Board of Directors, Supervisory Board
respectively, who are employees of Philip Morris Services S.A. or other PMI
entities also have other income in-kind such as the payment of rent and
school fees.

Termination benefits of the members of management who are employees

of the Company, whose employment agreement was terminated by notice
on the basis of the reason pursuant to § 52, letters a) to e) of the Labour Code
or by an agreement on the same grounds, include an increased severance
pay in accordance with the Employment Redundancy Program specified

in the Collective Labour Agreement. Termination benefits of the members

of management who are employees of an entity within the PMI Group

are paid according to the employment agreement with their respective
employer and the provisions of the PMI International Assignment principles
and practices.
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Pololeti koncici: 30. 6. 2018 30. 6. 2017 Half-year ended: June 30, 2018 June 30, 2017

(v milionech K¢) (in CZK million)

Mzdy a ostatni kratkodobé pozitky 20 30 Salaries, other short-term employee

Uhrady vazané na akcie 5 10 benefits 20 30

Nepenézni ptijmy 5 3 Share-based payments 5 10

Celkem 30 43 Income in-kind 5 3
Total 30 43

V roce 2018 a 2017 nebyly vykazany Zadné pozitky spojené s ukoncenim
pracovniho poméru.

Funkéni obdobi ¢lenl predstavenstva a dozorci rady jsou tfi roky.

f) Informace o poctu akcii vydanych Spolec¢nosti ¢lenam vedeni
Clenové dozoréi rady nevlastnili k 30. 6. 2018 ani k 30. 6. 2017 zadné

akcie Philip Morris CR a.s. Dal$i osoby s Fidici pravomoci, definované v § 2
odst. 1 pism. b) zakona ¢. 256/2004 Sb., o podnikani na kapitalovém trhu
v platném znéni, nevlastnily k 30. 6. 2018 zadné akcie Philip Morris CR a.s.
Jedna osoba s fidici pravomoci, definovana v § 2 odst. 1 pism. b) zakona

¢. 256/2004 Sb., o podnikani na kapitalovém trhu v platném znéni, vlastnila
1 akcii Philip Morris CR a.s. k 30. 6. 2017.

g) Smluvni a jiné budouci zavazky se spFiznénymi stranami
Smluvnimi a jinymi budoucimi zavazky vyplyvajicimi z transakci se
spriznénymi stranami, které nejsou vykazany v konsolidovanych Gcetnich
vykazech, se rozumi zavazky k budouci sméné zdroja dle zavaznych smiuv.

K 30. 6. 2018 Skupina neméla vyznamné smluvni ani jiné budouci zavazky
vyplyvajici z transakci se sptiznénymi stranami, kromé budoucich zavazku
z titulu nékupu sluzeb v souhrnné odhadované hodnoté 272 milion K¢
(hodnota budoucich zavazk( k 31. 12. 2017: 188 milion K¢).

Skupina v minulosti uzavrela nékolik zavaznych smluv o nakupu sluzeb,

u kterych jesté nebylo vyporadano povinné plnéni. Tyto smlouvy maji
vétsinou dvou az Sestimési¢ni vypovédni Ihitu. Celkova odhadovana hodnota
vyporadani sluZzeb dle téchto zavaznych smluv je zvefejnéna vyse.

Dle smluv s vlastniky ochrannych znamek, Philip Morris Global Brands

Inc., Philip Morris Products S.A. a CTPM International S.A., musi Skupina
platit licendni poplatky za tabakové produkty prodané v Ceské a Slovenské
republice. Za pololeti kongici 30. 6. 2018 dosahly naklady za licenéni
poplatky vySe 338 miliont K¢ (2017: 341 milion( K&). Ve druhém pololeti
2018 ocekava vedeni Skupiny naklady za licen¢ni poplatky v pfiblizné stejné
vySi. Tyto smlouvy jsou uzavieny na dobu neurcitou a mohou byt vypovézeny
kteroukoliv ze smluvnich stran.

16. POTENCIALNI ZAVAZKY

Skupina neni U¢astna zadnych soudnich, spravnich nebo rozhodg¢ich Fizeni,
ktera by méla, anebo mohla mit vliv na finanéni situaci Skupiny.
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There was no termination benefit recognised in 2018 and 2017.

The term of office for Board of Directors and Supervisory Board members
is three years.

f) Information on the number of shares issued by the Company

to Executives
Members of the Supervisory Board did not own any shares of Philip Morris
CR a.s. at June 30, 2018 and at June 30, 2017. No other persons with
executive powers as defined by Section 2 par. 1 letter b) of Act No. 256/2004
Coll. on Capital Market Undertakings, as amended, owned any shares
of Philip Morris CR a.s. either at June 30, 2018. One person with executive
powers as defined by Section 2 par. 1 letter b) of Act No. 256/2004 Coll.
on Capital Market Undertakings, as amended, owned 1 share of Philip Morris
CR a.s. as at June 30, 2017.

g) Contractual and other commitments to related parties
Contractual and other commitments to related parties that are not recorded
in the consolidated financial statements are considered as obligations

to exchange resources in the future under binding agreements.

As at June 30, 2018, the Group had no material commitments in respect
of related parties except for the future obligation to services purchase

in the total estimated value of CZK 272 million (commitment value

as at December 31, 2017: CZK 188 million).

The Group entered in the past into a number of binding service agreements,
under which some performance obligations are yet to be delivered. Those
agreements mostly have two or six month termination notice. The total
estimated value of services to be purchased under these agreements during
their respective termination terms is disclosed above.

According to the agreements with trademark owners, Philip Morris

Global Brands Inc., Philip Morris Products S.A. and CTPM International

S.A., the Group has to pay royalties in respect of tobacco products

sold in the Czech and Slovak Republic. During the first half-year ended

June 30, 2018, the Group incurred under these agreements royalties expense
of CZK 338 million (2017: CZK 341 million). Management expects the royalty
expense in 2018 to be at approximately similar level as in 2017. These
agreements shall continue indefinitely until terminated by either party.

16. 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.



17.  NASLEDNE UDALOSTI

Po rozvahovém dni 30. 6. 2018 nedoslo k Zzadnym udalostem, které by mély
vyznamny dopad na zkracenou mezitimni konsolidovanou Ucetni zavérku

k 30. 6. 2018.

Schvaleni konsolidované ucetni zavérky

Tato zkracena mezitimni konsolidovana Ucetni zavérka byla schvalena
ke zvetejnéni predstavenstvem a byla z jeho povéreni podepsana.

V Kutné Hore dne 24. zari 2018.

F

Arpad Konye
predseda predstavenstva

Petr Sedivec
¢len predstavenstva

17.  SUBSEQUENT EVENTS

No subsequent events have occurred after June 30, 2018 that would have
material impact on this condensed interim consolidated financial information
at June 30, 2018.

Statutory signatures

This condensed interim consolidated financial information for the period
ended June 30, 2018 was authorised for issue by the Board of Directors

and have been signed below on its behalf.

In Kutna Hora on September 24, 2018.

3

Arpad Konye
Chairman of the Board of Directors

Petr Sedivec
Member of the Board of Directors
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Zkraceny mezitimni samostatny vykaz financni pozice
k 30. 6. 2018 (v milionech K¢)

AKTIVA Bod 30. 6.2018 31.12. 2017
Pozemky, budovy a zafizeni 6 4172 4248
Nehmotna aktiva 7 9
Investice v dcefiné spolecnosti 19 19
Ostatni finanéni aktiva 8 106 106
Dlouhodoba aktiva 4 304 4 382
Zasoby 7 656 467
Obchodni a ostatni finan¢ni pohledavky 8 1154 737
Ostatni nefinan¢ni aktiva 8 1692 2339
Penézni prosttedky a penézni ekvivalenty 9 6 368 7 230
Kratkodoba aktiva 9 870 10773
Aktiva celkem 14 174 15 155
VLASTNI KAPITAL A ZAVAZKY Bod 30. 6.2018 31.12. 2017
Z&kladni kapital 2745 2 745
Emisni &zio a ostatni prispévky akcionart 2363 2373
Nerozdéleny zisk 2639 3827
Vlastni kapital celkem 7 747 8945
Odlozeny danovy zavazek 230 205
Dlouhodobé zavazky 230 205
Obchodni a ostatni finan¢ni zavazky 10 1478 1246
Ostatni nefinanéni zavazky 10 169 202
Dan z pfijmu splatna 227 187
Ostatni danové zavazky 1 4276 4330
Rezervy na kratkodobé zavazky 15 14
Prijaté pajcky 32 26
Kratkodobé zavazky 6 197 6 005
Zavazky celkem 6427 6 210
Vlastni kapital a zavazky celkem 14 174 15 155

Priloha tvofi nedilnou soucast této zkracené mezitimni samostatné Gcetni zavérky.
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Condensed Interim Separate Statement of Financial Position

at June 30, 2018 (in CZK million)

ASSETS Note June 30, 2018 December 31, 2017
Property, plant and equipment (“PP&E") 6 4172 4248
Intangible assets 7 9
Investments in subsidiary 19 19
Other financial assets 8 106 106
Non-current assets 4 304 4 382
Inventories 7 656 467
Trade and other financial receivables 8 1154 737
Other non-financial assets 8 1692 2339
Cash and cash equivalents 9 6 368 7 230
Current assets 9870 10773
Total assets 14 174 15 155
EQUITY & LIABILITIES Note June 30, 2018 December 31, 2017
Registered capital 2745 2745
Share premium and other shareholders’ contributions 2363 2 8J/3)
Retained earnings 2639 3827
Equity 7 747 8945
Deferred tax liability 230 205
Non-current liabilities 230 205
Trade and other financial liabilities 10 1478 1246
Other non-financial liabilities 10 169 202
Current income tax liabilities 227 187
Other tax liabilities 1 4276 4330
Provisions for current liabilities 15 14
Borrowings 32 26
Current liabilities 6 197 6 005
Total liabilities 6 427 6 210
Total equity & liabilities 14 174 15 155
The accompanying notes form an integral part of the condensed interim separate financial statements.
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Zkraceny mezitimni samostatny vykaz Gplného vysledku
za pololeti koncici 30. 6. 2018 (v milionech Kg)

Bod 1.1.2018 - 30. 6. 2018 1.1.2017 - 30. 6. 2017
Trzby 5879 5573
Néklady na prodané zboZzi 12 -2 662 -2 818
Hruby zisk 3217 2755
Odbytové naklady 12 -679 -410
Administrativni naklady 12 -400 -343
Ostatni vynosy 63 56
Ostatni provozni vynosy 34 63
Ostatni provozni naklady -65 -50
Provozni zisk 2180 2 071
Finan¢ni vynosy 2 0
Finan¢ni naklady -7 -5
Zisk pred zdanénim 2175 2 066
Dan z pfijmU -402 -361
Cisty zisk 1773 1705
Ostatni Uplny vysledek 0 0
Uplny vysledek za pololeti celkem 1773 1705
Zisk na akcii zakladni a ziedény (K¢&/akcie) 645 621

Priloha tvofi nedilnou soucast této zkracené mezitimni samostatné Gcetni zavérky.
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Condensed Interim Separate Statement of Comprehensive Income
for the half-year ended June 30, 2018 (in CZK million)

Note January 1, 2018 - June 30,2018 January 1, 2017 - June 30, 2017

Revenues 5879 5573
Cost of goods sold 12 (2662) (2 818)
Gross profit 3217 2755
Distribution expenses 12 (679) (410)
Administrative expenses 12 (400) (343)
Other income 63 56
Other operating income 34 63
Other operating expense (55) (50)
Profit from operations 2180 2 071
Finance income 2 -
Financial expense (7) (5)
Profit before income tax 2175 2 066
Income tax expense (402) (361)
Net profit for the year 1773 1705
Other comprehensive income - -
Total comprehensive income for the mid-year 1773 1705
Earnings per share basic and diluted (CZK/share) 645 621

The accompanying notes form an integral part of the condensed interim separate financial statements.
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Zkraceny mezitimni samostatny vykaz zmeén vlastniho kapitalu

za pololeti koncici 30. 6. 2018 (v milionech Kg)

Vztahujici se k vlastnimu kapitalu Spole¢nosti

Emisni azio
a ostatni
prispévky Kumulované Vlastni kapital
Bod Zakladni kapital akcionaru zisky celkem
Stavk 1. 1. 2017 2745 2 379 3 040 8 164
Uplny vysledek za pololeti celkem 0 0 1705 1705
Transakce s viastniky
Rozdéleni zisku 13 0 0 -2 745 -2 745
Zameéstnanecké akcie 0 -15 0 -15
Nevybrané dividendy 0 0 2 2
Stav k 30. 6. 2017 (neauditovano) 2745 2 364 2 002 7111
Stavk 1. 1. 2018 2745 2373 3827 8945
Uplny vysledek za pololeti celkem 0 0 1773 1773
Transakce s viastniky
Rozdéleni zisku 13 0 0 -2 965 -2 965
Zaméstnaneckeé akcie 0 -10 0 -10
Nevybrané dividendy 0 0 4 4
Stav k 30. 6. 2018 (neauditovano) 2 745 2 363 2639 7747

Priloha tvoti nedilnou soucast této zkracené mezitimni samostatné Gcetni zavérky.
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Condensed Interim Separate Statement of Changes in Equity
for the half-year ended June 30, 2018 (in CZK million)

Attributable to equity holders of the Company

Share premium
and other

Registered shareholders’ Retained

Note capital contributions earnings Total equity
Balance as at January 1, 2017 2745 2 379 3040 8 164
Total comprehensive income for the mid-year - 1705 1705
Transactions with owners
Profit distribution 13 - - (2 745) (2 745)
Share based payments - (15) (15)
Forfeited dividends - - 2 2
Balance as at June 30, 2017 (unaudited) 2745 2 364 2 002 7 11
Balance as at January 1, 2018 2 745 2373 3827 8945
Total comprehensive income for the mid-year - 1773 1773
Transactions with owners
Profit distribution 13 - - (2 965) (2 965)
Share based payments - (10) (10)
Forfeited dividends - - 4 4
Balance as at June 30, 2018 (unaudited) 2745 2 363 2 639 7 747

The accompanying notes form an integral part of the condensed interim separate financial statements.
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Zkraceny mezitimni samostatny vykaz o penéznich tocich
za pololeti koncici 30. 6. 2018 (v milionech Kg)

Bod 1.1.2018 - 30. 6. 2018 1.1.2017 - 30. 6. 2017
Penézni toky z provozni ¢innosti
Zisk pifed zdanénim 2175 2 066
Odpisy dlouhodobych aktiv (véetné nehmotného majetku) 12 346 290
Snizeni hodnoty a vyfazeni majetku 6,12 55 10
Cisté Grokové naklady 5 5
Prijaté dividendy -63 -56
Zisk z prodeje pozemkd, budov a zafizeni -1 -5
Zména stavu rezerv 1 -14
Ostatni nepenézni Upravy - Cisté -6 -12
Penézni toky z provozni ¢innosti pred zmé&nami pracovniho kapitalu 2 512 2284
Zména stavu:
Obchodnich a ostatnich finan¢nich pohledavek a ostatnich nefinanc¢nich aktiv 230 -311
Obchodnich a ostatnich finanénich zavazk( a ostatnich nefinanénich zavazkd 146 -744
Zasob -189 -4
Penézni toky z provozu 2 699 1225
Zaplacené Uroky -7 -5
Zaplacena dan z prijmu -338 -411
Cisté penézni toky z provozni éinnosti 2 354 809
PenéZni toky z investi¢ni ¢innosti
Vydaje na potizeni pozemkd, budov a zafizeni 6 -320 -321
PFijmy z prodeje pozemku, budov a zafizeni 1 85
Vydaje na pofizeni nehmotnych aktiv -3 0
Prijaté uroky 2 0
Prijaté dividendy 14 63 56
Cisté penézni toky z investiéni &innosti -257 -180
Penézni toky z financovani
Vyplacené dividendy 13 -2 965 -2 745
Cisty penézni tok z financovani -2 965 -2 745
Cisté snizeni penéznich prostredki -868 -2 116
Stav penéznich prostfedki a penéznich ekvivalent na zaéatku pololeti 9 7 204 7 861
Stav penéznich prostfedki a penéznich ekvivalent na konci pololeti 9 6 336 5745

Priloha tvofi nedilnou soucast této zkracené samostatni mezitimni Gcetni zavérky.
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Condensed Interim Separate Statement of Cash Flow
for the half-year ended June 30, 2018 (in CZK million)

Note January 1, 2018 - June 30,2018 January 1, 2017 - June 30, 2017
Cash flow from operating activities
Profit before tax 2175 2 066
Depreciation and amortisation expense, including intangibles 12 346 290
Impairment and disposal of PP&E 6,12 55 10
Net interest expense / (income) 5 5
Dividend income (63) (56)
Gain on disposal of PP&E (1) (5)
Change in provisions 1 (14)
Other non-cash transactions, net (6) (12)
Operating cash flows before working capital changes 2 512 2284
Changes in:
Trade and other financial receivables and other non-financial assets 230 (311)
Trade and other financial liabilities and other non-financial liabilities 146 (744)
Inventories (189) (4)
Cash generated from operations 2 699 1225
Interest paid (7) (5)
Income tax paid (338) (411)
Net cash generated from operating activities 2 354 809
Cash flow from investing activities
Purchase of PP&E 6 (320) (321)
Proceeds from sale of PP&E 1 85
Purchase of intangible assets (3) -
Interest received 2 -
Dividends received 14 63 56
Net cash used by investing activities (257) (180)
Cash flow from financing activities
Dividends paid 13 (2 965) (2 745)
Net cash used by financing activities (2 965) (2 745)
Net increase (decrease) in cash and cash equivalents (868) (2 116)
Cash and cash equivalents as at the beginning of the year 9 7 204 7 861
Cash and cash equivalents as at the end of the mid-year 9 6 336 5745
The accompanying notes form an integral part of the condensed interim separate financial statements.
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Pfiloha ke zkracené mezitimni samostatné Ucetni zaverce za pololeti kontici 30. 6. 2018
Notes to the Condensed Interim Separate Financial INformation for the hait-year ended june 30, 2018

1. ZAKLADNI INFORMACE

Philip Morris CR a.s. (,Spoleénost") je akciova spole¢nost registrovana

v Ceské republice. Zabyva se zejména vyrobou, prodejem, distribuci

a marketingem tabakovych vyrobkt. Do obchodniho rejstiiku byla Spole¢nost
zapsana 28. 3. 1991 a jeji registrované sidlo je v Kutné Hofe, Vitézna 1,
Ceska republika. Vedeni Spoleénosti sidli v Praze a vyrobni zavod se nachazi
v Kutné Hore.

Philip Morris CR a.s. je spolednosti ve skupiné Philip Morris International
Inc. (,PMI*). K 30. 6. 2018 byla Philip Morris International Inc. vrcholovou
ovladajici spole¢nosti Spole¢nosti.

K 30. 6. 2018 byl jedinym subjektem vlastnicim vice nez 20% podil
na zakladnim kapitalu Spole¢nosti Philip Morris Holland Holdings B.V.
(,Materskéa spolecnost*) vlastnici 77,6 % zékladniho kapitalu.

Akcie Spolec¢nosti jsou obchodovany na Burze cennych papirt Praha
od 13. 7. 1993.

Tato zkracena mezitimni samostatna Ucetni zavérka byla schvalena
predstavenstvem a dozorci radou ke zvefejnéni dne 24. 9. 2018.

2.  ZAKLADNI ZASADY SESTAVENI SAMOSTATNE
UCETNI ZAVERKY

Tato zkracena mezitimni samostatna Ucetni zavérka za pololeti koncici

30. 6. 2018 je zpracovana v souladu se standardem IAS 34 Mezitimni ucetni

vykaznictvi. Mezitimni zkracena samostatna Ucetni zavérka musi byt ¢tena

ve spojeni se samostatnou Ucetni zavérkou za rok koncici 31. 12. 2017, ktera

byla pripravena v souladu s Mezinarodnimi standardy Uc¢etniho vykaznictvi
ve znéni prijatém Evropskou unii (,IFRS®).

3. VYZNAMNE UCETNI ZASADY

Pouzité ucetni zasady jsou konzistentni se zasadami uplatnénymi
pfi sestaveni samostatné Ucetni zavérky za rok kondici 31. 12. 2017 tak,
jak je popséno v ro¢ni samostatné ucetni zavérce za rok kondici 31. 12. 2017.

Tato pravidla byla aplikovana na vSechna obdobi obsaZena v této Ucetni
zavérce, pokud neni nize uvedeno jinak.

V mezitimnim obdobi je dan z pfijmu uctovana dohadné s pouzitim
danoveé sazby, které by byla pouZzita na predpokladany celoroéni
vysledek hospodareni.
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1. GENERAL INFORMATION

Philip Morris CR a.s. (“the Company”) is a joint-stock company registered
in the Czech Republic and its main business is the production,

sale, distribution and marketing of tobacco products. The Company

was incorporated on March 28, 1991 and its registered address is

Kutné Hora, Vitézna 1, Czech Republic. Its headquarters is in Prague
and its manufacturing facility is in Kutna Hora.

Philip Morris CR a.s. is an affiliate of Philip Morris International Inc. (“PMI”).
As at June 30, 2018, Philip Morris International Inc. is the ultimate controlling
party of the Company.

As at June 30, 2018, the only entity holding more than 20% of the registered
capital of the Company was Philip Morris Holland Holdings B.V.
(“the Parent company”), which held 77.6% of the registered capital.

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

The Company's condensed interim separate financial information was
authorised for issue by the Board of Directors and Supervisory Board
on September 24, 2018.

2. BASIS OF PREPARATION

This condensed interim separate financial information for the six months
ended June 30, 2018 has been prepared in accordance with IAS 34, “Interim
financial reporting”. The condensed interim separate financial information
should be read in conjunction with the annual separate financial statements
for the year ended December 31, 2017, which have been prepared

in accordance with International Financial Reporting Standards as adopted
by the European Union (“IFRS”).

3.  ACCOUNTING POLICIES

The accounting policies adopted are consistent with those of the annual
separate financial statements for the year ended December 31, 2017

as described in the annual separate financial statements for the year ended
December 31, 2017.

These policies have been consistently applied to all years presented, except
as stated below.

Taxes on income in the interim periods are accrued using the tax rate
that would be applicable to expected total annual profit or loss.



Zmény v GcCetnich zasadach a smérnicich

IFRS 9 - Finan&ni nastroje (U¢inny pro Ucetni obdobi zacinajici

1. 1. 2018 nebo pozdéji). IFRS 9 nahrazuje standard IAS 39 - Finanéni

nastroje: Uctovani a ocenovani. Standard obsahuje pozadavky

na Uctovani a ocenovani, metodologie snizeni hodnoty a zajiStovaci

Ucetnictvi. Za pololeti kongici 30. 6. 2018 neméla aplikace IFRS 9

vyznamny dopad na ocenéni financnich nastroji ve vykazech

Spolecnosti ani na metodiku ocenovani pohledavek z obchodnich

vztaht a jinych finan¢nich aktiv. Od 1. 1. 2018 klasifikuje Spole¢nost

svoje finanéni pohledavky do nasledujicich kategorii, které jsou

ocenény realnou hodnotou:

- Pujcky a pohledavky z obchodnich vztaht bez nasledného
prodeje; a

- Pohledavky z obchodnich vztah( s naslednym prodejem.

IFRS 15 - Vynosy ze smluv se zékazniky (Ucinny pro Gcetni obdobi
zacinajici 1. 1. 2018 nebo pozdéji). IFRS 15 zavadi novy zakladni
princip, a to, Ze vynosy jsou uznany ve vysi ceny transakce, pokud
jsou zbozi nebo sluzby prevedeny na zékaznika. Zbozi nebo sluzby
jsou prevedeny, pokud nad nimi ziska zakaznik kontrolu. Jakakoliv

ve smlouvé neoddélena plnéni zbozi a sluzeb, ktera maji odliSnou
povahu, museji byt vykédzana samostatné a veskeré slevy a rabaty

ze smluvni ceny transakce jsou obecné alokovany na jednotliva pinéni.
Variabilni protipInéni se do ceny transakce zahrnuje v takové ¢astce,
aby bylo eliminovano vyznamné riziko ,podstatného oductovani
vynosu“ v budoucnu. Naklady na zajisténi smlouvy se zakazniky musi
byt kapitalizovany a umorovany po dobu, kdy jsou spotfebovavany
vyhody plynouci ze smlouvy. Standard rovnéz detailné upravuje otazky
jako odpovédny subjekt nebo zastupce, dohody o zpétném nakupu,
ujednani typu ,bill-and-hold“ a néktera dalsi témata. Spole¢nost
aplikovala novy standard IFRS 15 k 1. 1. 2018, a pouziva modifikovany
retrospektivni pristup. Pfi pouZiti této metody Spolecnost neupravuje
srovnatelné Udaje za obdobi koncici 30. 6. 2017 a 31. 12. 2017 tak,
aby odpovidaly novym Gc¢etnim postuptm dle IFRS 15. S vyjimkou
pfipadu uvedeného nize, aplikace IFRS 15 neméla vyznamny vliv

na finanéni vykazy Spoleénosti. Philip Morris CR a.s. poskytuje
zpracovatelské sluzby za uc¢elem vyroby cigaret a jinych tabakovych
vyrobkl pro PMI. Sougasné Philip Morris CR a.s. nakupuje od PMI
vyrobené produkty uréené pro distribuci na ceském a slovenském
trhu. Cena ujednana a obdrzena jako protihodnota za zpracovatelské
sluzby primo ovliviiuje pofizovaci cenu vyrobenych produkt(.

Philip Morris CR a.s. ma pravo na zpétny odkup zpracovatelskych
sluzeb, a proto PMI nekontroluje zpracovatelskou sluzbu, kdyz je

na ni doCasné prevedena spole¢né s vyrobenymi produkty. Proto

jsou podle nového standardu tyto dohody tykajici se obou transakci
chapany jako jedna kombinovana smlouva. Cena obdrzena od PMI

za zpracovatelskou sluzbu souvisejici s produkty uréenymi pro cesky
a slovensky trh je vyloucena z vynosu a o stejnou ¢astku jsou ponizeny
naklady na prodané zbozi, protoZze prodej zpracovatelskych sluzeb

je tfeba oductovat. Za pololeti koncici 30. 6. 2018 byl dopad na vynosy
300 milionli K¢ a o priblizné stejnou ¢astku byly snizeny také naklady
na prodané zbozi. Nerealizovany zisk, jenz se vaze ke zbozi drzenému
v zasobach, byl oductovan jako snizeni hodnoty zasob a snizeni
nerozdéleného zisku bylo posouzeno jako nevyznamné, a to véetné
snizeni dané z pfijmu a snizeni odlozeného danového zavazku.

Changes in accounting policies and procedures

IFRS 9 - Financial instruments (effective for annual periods beginning
on or after January 1, 2018). IFRS 9 is the replacement of IAS 39 -
Financial Instruments: Recognition and Measurement. The Standard
includes requirements for recognition and measurement, impairment,
derecognition and general hedge accounting. In the half-year ended
June 30, 2018, the adoption of IFRS 9 did not have a material

impact on measurement of financial instruments in the Company’s
financial statements, neither did the change in the methodology

on measurement of trade receivables and other financial assets.
From January 1, 2018 the Company classifies its financial receivables
into the following categories, valuated at fair value:

- Loans and trade receivables without subsequent sale; and

- Trade receivables with subsequent sale.

IFRS 15 - Revenue from Contracts with Customers (effective

for annual periods beginning on or after January 1, 2018). IFRS 15
introduces the new core principle that revenue must be recognised
when the goods or services are transferred to the customer,

at the transaction price. The goods or services are transferred

when the customer obtains control of these. Any bundled goods

or services that are distinct must be separately recognised,

and any discounts or rebates on the contract price must generally
be allocated to the separate elements. Variable consideration

should be included into transaction price at such amount to avoid
significant risk of considerable revenue reversal in the future. Costs
incurred to secure contracts with customers have to be capitalised
and amortised over the period when the benefits of the contract are
consumed. The standard also includes detailed guidance for principal
versus agent considerations, repurchase arrangements, bill-and-hold
arrangements and some other areas. The Company adopted

the new standard IFRS 15 on January 1, 2018 applying the modified
retrospective approach. Under this approach, the Company does
not restate the comparative information for the period ended

June 30, 2017 and December 31, 2017 using the new IFRS 15
accounting policies. Except as stated below, the adoption of IFRS 15
did not have material impacts on the Company’s financial statements.
Philip Morris CR a.s. provides the tolling service to produce
cigarettes and other tobacco products for PMI. Concurrently

Philip Morris CR a.s. purchases from PMI the manufactured
products intended for distribution in the Czech and Slovak markets.
The consideration agreed upon and receivable for the tolling

service directly affects the purchase cost of manufactured products.
In substance Philip Morris CR a.s. has the right to repurchase

the tolling service and thus PMI does not control the tolling service
when it transitorily acquires it within the manufactured products.
Therefore, under IFRS 15, the agreements related to both transactions
are considered as one combined contract. The consideration
received from PMI for the tolling service related to the finished
goods intended for the Czech and Slovak market is excluded

from revenues and the same amount is excluded from cost of goods
sold, because the sale of tolling service needs to be reversed.

In the half-year ended June 30, 2018 the impact on revenues was
CZK 300 million and approximately the same amount was excluded
from costs of goods sold. The unrealised profit relating to inventory
held on stock, which was adjusted through decreasing the carrying
amount of inventory, decreasing retained earnings, decreasing income
tax expense and decreasing deferred tax liability, was assessed

as immaterial.
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4. ODHADY

P¥i ptipravé zkracené mezitimni samostatné ucetni zavérky vedeni
Spolec¢nosti pracuje s posudky, odhady a predpoklady, jez maji vliv

na aplikaci Gcetnich postupt a na vykazovanou vysi aktiv a pasiv, vynost
a nakladd. Skute¢né vysledky se mohou od téchto odhadu liSit.

PFi pripravé této zkracené samostatné mezitimni cetni zavérky byly
vyznamné Usudky provedené vedenim za pouziti U¢etnich pravidel
Spolec¢nosti a klicové vstupy nejistot v odhadech stejné jako ty, které
byly pouzity pro samostatnou Uc¢etni zavérku za rok kongici 31. 12. 2017,
s vyjimkou zmén v odhadech pozadovanych pro stanoveni rezervy

na dan z prijmu.

5. RIZENi FINANCNICH RIZIK

51 Faktory financniho rizika

Z ¢innosti Spole¢nosti vyplyva rada financnich rizik: trzni riziko, Gvérové riziko
a riziko likvidity. Zkracené mezitimni samostatné finanéni vykazy nezahrnuji
vSechny finanéni informace o fizeni rizik a ostatni Gdaje pozadované

v ro¢ni samostatné ucetni zavérce a mély by byt posuzovany spole¢né se
samostatnou ro¢ni Ucéetni zavérkou Spolecnosti k 31. 12. 2017. Od konce roku
2017 nedoslo k zadnym zménam v pravidlech a postupech fizeni t€chto rizik.

5.2 Riziko likvidity
Ve srovnani s koncem roku 2017 nedoslo k podstatné zméné ve smluvnich
nediskontovanych penéznich tocich nebo ve finanénich zavazcich.
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4. ESTIMATES

The preparation of condensed interim separate financial statements requires
management to make judgments, estimates and assumptions that affect

the application of accounting policies and the reported amounts of assets
and liabilities, income and expense. Actual results may differ from these
estimates.

In preparing these condensed interim separate financial statements,

the significant judgments made by management in applying the Company’s
accounting policies and the key sources of estimation uncertainty were

the same as those that applied to the annual separate financial statements
for the year ended December 31, 2017, with the exception of changes

in estimates that are required in determining the provision for income taxes.

S.  FINANCIAL RISK MANAGEMENT

51 Financial risk factors

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

risk, credit risk and liquidity risk. The condensed interim separate financial
statements do not include all financial risk management information

and disclosures required in the annual separate financial statements,

and should be read in conjunction with the Company’s annual separate
financial statements as at December 31, 2017. There have been

no changes in the risk management processes since year end or in any risk
management policies.

5.2 Liquidity risk
Compared to year end 2017, there was no material change in the contractual
undiscounted cash outflows or financial liabilities.



6. POZEMKY, BUDOVY A ZARIZENI

Pohyby v oblasti pozemki, budov a zafizeni jsou nasledujici:

6. PROPERTY, PLANT AND EQUIPMENT

The movements in the property, plant & equipment are as follows:

Dopravni Constructions
Pozemky, prostiedky, Pofizeni aktiv Property, Vehicles & in progress
budovy stroje Inventai  a poskytnuté Buildings & Machinery Furniture & Advances
(v milionech K¢) a stavby a zafizeni a vybaveni zalohy Celkem (in CZK million) Constructions Equipment & Fixtures paid Total
K 1.1.2017 As at January 1, 2017
Pofizovaci cena 2076 5928 50 1320 9 374 Cost 2076 5928 50 1320 9374
Opravky a snizeni Accumulated
hodnoty -1 496 -3 598 -43 0 -5 137 depreciation
Zistatkova and impairment (1 496) (3 598) (43) - (5137)
hodnota 580 2 330 7 1320 4237 Net carrying
Pololeti kondici 30. 6. 2017 amount 580 2330 7 1320 4237
Podatedni Six months ended June 30, 2017
zUstatkova Opening net
hodnota 580 2330 7 1320 4237 carrying amount 580 2330 7 1320 4237
Prirtstky Additions cost 3 991 - (673) 321
v pofizovaci cené 3 991 0 673 321 Disposal net
Vyrazeni carrying amount - (141) - - (141)
v z(statkové Release
hodnoté 0 -141 0 0 -141 of provision B 53 B B 53
Rozpusténi Depreciation
opravné polozky 0 53 0 0 53 charge (40) (249) ) _ (290)
Odpisy -40 -249 -1 0 -290 Closing net
Koneéna carrying
zustatkova amount 543 2984 6 647 4180
hodnota 543 2984 6 647 4 180 As at June 30, 2017
K30.6. 2017 Cost 2079 6 555 47 647 9328
Pofizovaci cena 2079 6 555 47 647 9328 Accumulated
Opravky a snizeni depreciation
hodnoty -1 536 -3 571 -4 0 -5 148 and impairment (1536) (3571) (41) - (5148)
Zustatkova Net carrying
hodnota 543 2984 6 647 4180 amount 543 2984 6 647 4180
K 1.1.2018 As at January 1, 2018
Potizovaci cena 2143 6972 47 496 9658 Cost 2143 6972 47 496 9658
Opravky a snizeni Accumulated
hodnoty -1 589 -3 781 -40 0 -5 410 depreciation
Zustatkova and impairment (1 589) (3781) (40) - (5410)
hodnota 554 3 191 7 496 4248 Net carrying
Pololeti kondici 30. 6. 2018 amount 554 3191 7 496 4248
Po&atedni Six months ended June 30, 2018
zUstatkova Opening net
hodnota 554 3191 7 496 4248 carrying amount 554 3191 7 496 4248
PrirGstky Additions cost 3 12 6 299 320
Vv pofizovaci cené 3 12 6 299 320 Disposal net
Vyrazeni carrying amount - (55) - - (55)
v zistatkove Transfers* 15 139 1 (155) -
hodnoté 0 -55 0 0 -55 —
Depreciation
charge (44) (296) (1) - (341)
Prevody* 15 139 1 -155 0 "
Closing net
Odpisy -44 -296 -1 0 -341 carrying
Koneéna amount 528 2 991 13 640 4172
zlstatkova As at June 30, 2018
hodnota 528 2 991 13 640 4172 Cost 2160 6893 54 640 9747
K 30. 6. 2018
Accumulated
Pofizovaci cena 2160 6 893 54 640 9 747 depreciation
Opravky a snizeni and impairment (1632) (3902) (41) - (5575)
hodnoty -1 632 3902 -41 0 5575 Net carrying
ZUstatkova amount 528 2 991 13 640 4172
hodnota 528 2 991 13 640 4172

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

*Transfers represent capitalization of PP&E from construction in progress

and advances paid.
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Za prvnich Sest mésict roku 2018 Spolec¢nost vyradila nékteré stroje
a zafizeni, které identifikovala jako dale nepotfebné a schvalila jejich vyfazeni
v hodnoté 55 miliont K& (2017: 10 milion K&).

Najemné v hodnoté 68 milion K& v roce 2018 (2017: 68 miliond K¢&)
za pronajem skladu, kancelarskych prostor, vypocetni techniky a dopravnich
prostfedku je vykazano do zisku nebo ztraty.

Veskeré vydaje na pofizeni dlouhodobych aktiv byly financovany z vlastnich
zdroju Spolec¢nosti.

In the first six months of 2018 the Company disposed of several assets
which have been identified as no longer needed and approved for scrapping
in amount of CZK 55 million (2017: CZK 10 million).

Lease rentals during on 2018 amounting to CZK 68 million
(2017: CZK 68 million) relating to the lease of warehousing, office space,
IT equipment and vehicles are included in profit or loss.

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

7.  ZASOBY 7. INVENTORIES
(v milionech K¢) 30. 6.2018 31.12. 2017 (in CZK million) June 30,2018 December 31,2017
Material 124 123 Materials 124 123
Zbozi 532 344 Merchandise 532 344
Celkem 656 467 Total 656 467

Pofizovaci naklady na zasoby vykazané ve zkraceném mezitimnim
samostatném vykazu Uplného vysledku za prvnich Sest mésicu

roku 2018 jako naklad a zahrnuté v polozce Néklady na prodané zbozi
¢inily 1 635 miliond K& (2017: 1 913 miliond Ka&).

8. OBCHODNI A OSTATNI FINANCNI POHLEDAVKY
A OSTATNI NEFINANCNI AKTIVA

The cost of inventories, recognised as an expense in Condensed Interim
Separate Statement of Comprehensive Income in the first six months

of 2018 and included in costs of goods sold amounted to CZK 1 635 million
(2017: CZK 1 913 million).

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

(v milionech K¢) 30. 6.2018 31.12. 2017 (in CZK million) June 30, 2018 December 31, 2017
Obchodni a ostatni finanéni Trade and other financial receivables
pohledavky Third parties 862 424
Treti strany 862 424 Subsidiary 268 207
Dcefina spole¢nost 268 207 Other related parties 24 106
Ostatni spfiznéné strany 24 106 Total 1154 737
Celkem 1154 737

Other non-financial assets
Ostatni nefinanéni aktiva Other assets - excise tax 1668 2324
Ostatni aktiva - spotfebni dan 1668 2324 Prepayments 23 14
Placené zalohy 23 14 Other assets 1 1
Ostatni aktiva 1 1 Total 1692 2339
Celkem 1692 2 339

Other non-current financial assets
Ostatni dlouhodoba finanéni aktiva Other financial assets 106 106
Ostatni finanéni aktiva 106 106 Total 106 106
Celkem 106 106

9.  PENEZNI PROSTREDKY A PENEZNi EKVIVALENTY

9. CASH AND CASH EQUIVALENTS

(in CZK million) June 30,2018 December 31,2017
(v milionech K¢) 30. 6. 2018 31.12. 2017 Cash at banks 687 6 336
Uéty v bance 687 6 336 On-demand deposits with related
Kratkodobé puijcky spriznéné strané parties 5681 894
splatné na pozadani 5681 894 Total 6 368 7 230
Celkem 6 368 7 230

Kratkodobé pujcky spfiznénym stranam splatné na pozadani predstavuji
urocené kratkodobé pujcky. Analyza kratkodobych pohledavek
za spriznénymi stranami je uvedena v bodé 14.
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On-demand deposits with related parties are interest-bearing short-term
loans. On-demand deposits with related parties are interest bearing
short-term loans - see Note 14 for the analysis of short-term receivables
from related parties.



Penézni prostredky, penézni ekvivalenty, kratkodobé pljcky od spfiznénych
stran splatné na pozadani a debetni zlstatky na bankovnich Uctech pro tUcely
sestaveni samostatného vykazu penéznich tokud jsou nasleduiici:

Cash and cash equivalents, on-demand borrowings from related parties and
bank overdrafts for the purposes of the separate cash flow statement include
the following:

(v milionech K¢&) 30.6.2018 31.12.2017 30.6.2017 31.12.2016

June 30, December 31, June 30, December 31,

Penézni prostredky a penézni (in CZK million) 2018 2017 2017 2016
ekvivalenty 6 368 7 230 5782 7917 Cash and cash equivalents 6 368 7230 5782 7917
Debetni zlistatky Bank overdrafts (32) (26) (37) (56)
na bankovnich uctech -32 -26 -37 -56 Total cash and cash

Penézni prostredky equivalents 6 336 7 204 5745 7 861
a penézni ekvivalenty

celkem 6 336 7 204 5745 7 861

10. OBCHODN] A OSTATNI I:'INANCNT ZAVAZKY
A OSTATNI NEFINANCNI ZAVAZKY

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

(in CZK million) June 30, 2018 December 31, 2017

(v milionech K¢&) 30. 6.2018 31.12. 2017 Trade and other financial liabilities

Obchodni a ostatni finanéni zavazky Third parties 243 268
Treti strany 243 268 Other related parties 695 451
Ostatni spriznéné strany 695 451 Accrued expenses 403 414
Dohadné ucty pasivni 403 414 Dividends payable 5 6
Nevyplacené dividendy 5 6 Other financial liabilities 132 107
Ostatni financni zavazky 132 107 Total 1478 1246
Celkem 1478 1246

Other non-financial liabilities

Ostatni nefinan¢ni zavazky Amounts due to employees 108 130
Zéavazky vici zaméstnanciim 108 130 Social security and health insurance 51 59
Zavazky ze socialniho zabezpeceni Deferred revenues 2 9
a zdravotniho pojisténi 51 59 Other liabilities 8 4
Vynosy pristich obdobi 2 9 Total 169 202
Ostatni zavazky 8 4

Celkem 169 202

Zavazky vyplyvajici z transakci mezi spriznénymi stranami jsou popsany
v bodé 14.

Trade payables to related parties are disclosed in Note 14.

1.  OTHER TAX LIABILITIES

B . B B (in CZK million) June 30, 2018 December 31,2017

1.  OSTATNI DANOVE ZAVAZKY VAT 220 13

Excise tax 3909 4195

(v milionech K¢) 30. 6.2018 31.12. 2017 Other taxes 147 22

Dan z pridané hodnoty 220 113 Total 4276 4 330
Spotrebni dan 3909 4195
Ostatni dané 147 22
Celkem 4276 4 330

12. EXPENSES BY NATURE - ADDITIONAL

INFORMATION
12.  DRUHOVE CLENENI NAKLADU - DOPLNUJICI Half-year ended: June 30, 2018 June 30, 2017
INFORMACE (in CZK million)
Raw materials, consumables used

Pololeti konéici: 30.6.2018 30. 6. 2017 and merchandise sold 1460 1733
(v milionech K¢&) Services 951 690
Spotfeba materialu, energie Royalties 340 348
a prodané zbozi 1460 1733 Employee benefits expense 537 483
Sluzby 951 690 Depreciation, amortisation
Licendni poplatky 340 348 and impairment charge 401 300
Naklady na zaméstnance Other 52 17
a zaméstnanecké pozitky 537 483 Costs of goods sold, distribution
Odpisy, amortizace a snizeni hodnoty 401 300 and administrative expenses 3741 3 571
Ostatni 52 17
Naklady na prodané zbozi,
odbytové a administrativni naklady 3741 3571
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13.  ROZDELENI ZISKU 13. PROFIT DISTRIBUTION
Valna hromada akcionaf Spolecnosti schvalila v dubnu 2018 vyplatu
dividend ve vysi 2 965 milion K¢ (1 080 K¢ na akcii) a v dubnu 2017 vyplatu
dividend ve vysi 2 745 miliont K¢ (1 000 K¢ na akgii).

The dividends approved by the Annual General Meeting in April 2018
and April 2017 were CZK 2 965 million (CZK 1 080 per share)
and CZK 2 745 million (CZK 1 000 per share), respectively.

14. TRANSAKCE SE SPRIZNENYMI STRANAMI 14. RELATED PARTY TRANSACTIONS

Spfiznénymi stranami se rozumi Matefské spolec¢nost, Dcefina spole¢nost
a ostatni spolec¢nosti skupiny PMI (,Ostatni spfiznéné strany”), ¢lenové
predstavenstva Spolec¢nosti, ¢lenové dozorci rady Spolecnosti a osoby blizké

témto ¢lendm.

Mezi spfiznénymi stranami byly uskute¢nény nasleduijici transakce:

a) Prodej vyrobku, zbozi a sluZeb spoleénostem skupiny PMI

The Company considers Parent company, Subsidiary and other companies
of the PMI group of companies (“Other related parties”), members
of its Board of Directors, Supervisory Board and parties close to such

members of management to be related parties.

The following transactions were carried out with related parties:

a) Sales of goods, merchandise and services to affiliates within PMI

Pololeti koncici: 30.6.2018 30. 6.2017 Half-year ended: June 30, 2018 June 30, 2017

(v milionech K¢) (in CZK million)

Prodej vyrobku a zboZzi Sales of goods and merchandise

Dcefina spole¢nost 1159 1158 Subsidiary 1159 1158

Prodej materialu Sales of materials

Ostatni spfiznéné strany 1 2 Other related parties 1 2

Prodej pozemkd, budov a zafizeni Sales of PP&E

Ostatni spfiznéné strany 0 81 Other related parties 81

Prodej sluZzeb Sales of services

Dcefina spole¢nost 38 32 Subsidiary 38 32

Ostatni spriznéné strany 1406 1361 Other related parties 1406 1361

Prefakturace Recharges

Dcefina spole¢nost 0 1 Subsidiary 1

Ostatni spriznéné strany 22 2 Other related parties 22 2

Vynosové uroky Interest income

Ostatni spfiznéné strany 2 0 Other related parties 2 -

Celkem 2628 2 637 Total 2628 2 637
b) Nakup zbozi a sluzeb od spole¢nosti skupiny PMI b) Purchases of merchandise and services from affiliates within PMI

Pololeti koncici: 30.6.2018 30. 6.2017 Half-year ended: June 30, 2018 June 30, 2017

(v milionech K¢) (in CZK million)

Nakup zboZi a materialu Purchases of merchandise

Ostatni spfiznéné strany 1813 1539 and materials

Nékup pozemkd, budov, zafizeni Other related parties 1813 1539

a nehmotnych aktiv Purchases of PP&E and intangible assets

Ostatni spfiznéné strany 104 119 Other related parties 104 119

Nékup sluzeb Purchases of services

Dcefina spolecnost 1 1 Subsidiary 1 1

Ostatni spfiznéné strany 305 235 Other related parties 305 235

Licen¢ni poplatky placené Royalties paid

Ostatni spriznéné strany 340 348 Other related parties 340 348

Celkem 2 563 2242 Total 2 563 2242

c) Dividendy

V roce 2018 Spole¢nost prijala dividendy od Philip Morris Slovakia s.r.o.

ve vy8i 63 miliont K¢ (2017: 56 miliond K¢).

Dividendy vyplacené spolec¢nosti Philip Morris Holland Holdings B.V. v roce

2018 ¢inily 2 300 miliond K¢ (2017: 2 130 milionl K¢).

Kromé vyplacenych dividend Spole¢nost neméla v pribéhu predchozich

dvou let Zadné jiné transakce s Matefskou spolecnosti.
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c) Dividends

Dividends received from Philip Morris Slovakia s.r.0. in 2018 amounted

to CZK 63 million (2017: CZK 56 million).

In 2018 Company paid to Philip Morris Holland Holdings B.V. the total amount
of CZK 2 300 million. The dividends paid to Philip Morris Holland Holdings

B.V.in 2017 amounted to CZK 2 130 million.

Except for dividends there were no other transactions with the Parent

company during the last two years.



d) Zistatky se spolec¢nostmi skupiny PMI

d) Balances with affiliates within PMI

(v milionech K¢) 30. 6.2018 31.12. 2017 (in CZK million) June 30,2018 December 31, 2017
Pohledavky za spfiznénymi stranami Receivables from related parties

Dcefina spole¢nost 268 207 Subsidiary 268 207
Ostatni spriznéné strany 24 106 Other related parties 24 106
Celkem 292 313 Total 292 313
Zavazky vUci spfiznénym stranam Payables to related parties

Ostatni spriznéné strany 695 451 Other related parties 695 451
PUjCky poskytnuté Loans and deposits

Ostatni spfiznéné strany 5681 894 Other related parties 5681 894

K 30. 6. 2018 Spolecnost poskytovala tUrocené kratkodobé pljcky splatné
na pozadani (cash pool) ve vysi 5 681 milionli K& spole¢nosti Philip Morris
Finance S.A. (k 31. 12. 2017: 894 miliont K&). VSechny kratkodobé pujcky
jsou v samostatném vykazu finanéni pozice Spole¢nosti k 30. 6. 2018

a 31. 12. 2017 vykazany jako soucast penéznich prostredkl a penéznich
ekvivalent(.

BéZna vySe Urokové sazby z kratkodobé pujcky je stanovena jako tydenni
PRIBOR plus/minus marze odpovidajici trznim podminkam u ptjcek

s obdobnou délkou vkladu a likviditou, b&Zna vySe urokové sazby

z kratkodobych pujc¢ek splatnych na pozadani je stanovena jako no¢ni
PRIMEAN - 0,25 %, tj. PRIMEAN ((no¢ni PRIBOR + nocni PRIBID)/2) plus/
minus marze odpovidajici trznim podminkam u pujcek s obdobnou délkou
vkladu a likviditou.

Skuteéna vyse Urokové sazby zavisi na aktualni situaci na penéznim trhu
a druhu pUjcky. Primérna vyse efektivni Urokové sazby z kratkodobych
pujcek (cash pool) za pololeti koncici 30. 6. 2018 ¢ini 0,16 % p.a.

(2017: 0,010% p.a.).

e) Odmény klicovych ¢lena vedeni

Odmeény klicovych ¢lent vedeni zahrnuji odmény ¢lent predstavenstva
a dozor¢i rady za vykon funkce dle smlouvy o vykonu funkce ¢lena
predstavenstva, respektive dozorci rady.

Odmeény ¢lend vedeni, ktefi jsou zaméstnanci Spole¢nosti nebo spole¢nosti
skupiny PMI, se skladaji z odmeény za vykon funkce ¢lena predstavenstva,
respektive dozoréi rady, ro¢niho platu, bonusu podle individuélniho vykonu,
Uhrad akciemi a ostatnich nepenéznich pfijmu, jako jsou pouzivani firemniho
automobilu, prispévky na zavodni stravovani a ptispévky na penzijni
pripojisténi, zivotni a Urazové pojisténi a pozitky spojené s ukoncenim
pracovniho pomeéru, jak je uvedeno nize. Souc¢asti nepenéznich pfijmu ¢lend
predstavenstva, respektive dozorci rady, ktefi jsou zaméstnanci spole¢nosti
Philip Morris Services S.A. nebo jiné spole¢nosti skupiny PMI, je navic Uhrada
najemného a skolného.

Pozitky spojené s ukonéenim pracovniho poméru ¢lend vedeni
zaméstnanych Spole¢nosti, kterym byla dana vypovéd z organizacnich nebo
zdravotnich ddvodl podle § 52 pism. a) az e) Zakoniku prace nebo s kterymi
byl rozvazan pracovni pomér dohodou z tychz divodu, zahrnuji odstupné
dle Redukéniho programu, jenz je specifikovan v Kolektivni smlouveé. Pozitky
spojené s ukoncenim pracovniho poméru ¢lent vedeni zaméstnanych
spole¢nostmi skupiny PMI jsou vyplaceny v souladu s pracovni smlouvou
uzavienou s domovskym zaméstnavatelem a zavaznymi PMI pravidly

a postupy pro mezinarodni pracovni pobyt.

At June 30, 2018, the Company provided related parties interest-bearing
on-demand deposits (cash pool) of CZK 5 681 million with Philip Morris
Finance S.A. (at December 31, 2017: CZK 894 million). All short-term loans
and deposits are classified as cash and cash equivalents in the Company’s
consolidated statement of financial position as at June 30, 2018

and December 31, 2017.

The interest rate for short-term loan is calculated as week PRIBOR plus/
minus a margin applicable in accordance with market practice for deposits
with similar duration and liquidity, the interest rate for on-demand deposits
is calculated as overnight PRIMEAN - 0.25%, i.e. PRIMEAN ((overnight
PRIBOR + overnight PRIBID)/2) plus/minus a margin applicable

in accordance with market practice for deposits with similar duration

and liquidity.

The actual interest rates reflect the current money market and the nature
of the loan. The average effective interest rate of short-term loan

and on-demand deposits for the half-year ended June 30, 2018 was
0.16% p.a. (2017: 0.010% p.a.).

e) Key management compensation

Key management compensation includes the remuneration of members
of the Board of Directors and Supervisory Board for the performance

of the office according to the agreements on performance of the office
of a member of the Board of Directors, Supervisory Board respectively.

The compensation of the members of management who are employees

of the Company or an entity within the PMI group comprises the remuneration
for the performance of the office of a member of the Board of Directors,
Supervisory Board respectively, as mentioned above, an annual base salary,
bonuses based on individual performance, share-based payments and other
income in-kind such as cars for use, lunch allowances, pension contributions,
life and accident insurance and termination benefits as described below.

In addition to this, the members of the Board of Directors, Supervisory Board
respectively, who are employees of Philip Morris Services S.A. or other PMI
entities also have other income in-kind such as the payment of rent and
school fees.

Termination benefits of the members of management who are employees
of the Company, whose employment agreement was terminated by notice
on the basis of the reason pursuant to § 52, letters a) to e) of the Labour
Code or by an agreement on the same grounds, include an increased
severance pay in accordance with the Employment Redundancy Program
specified in the Collective Labour Agreement. Termination benefits

of the members of management who are employees of an entity within

the PMI group are paid according to the employment agreement with their
respective employer and the provisions of the PMI International Assignment
principles and practices.
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Pololeti koncici: 30. 6. 2018 30. 6. 2017 Half-year ended: June 30, 2018 June 30, 2017

(v milionech K¢) (in CZK million)

Mzdy a ostatni kratkodobé pozitky 20 30 Salaries and other short-term employee

Uhrady vazané na akcie 5 10 benefits 20 30

Nepenézni ptijmy 5 3 Share-based payments 5 10

Celkem 30 43 Income in-kind 5 3
Total 30 43

V roce 2018 a 2017 nebyly vykazany Zadné pozitky spojené s ukoncenim
pracovniho poméru.

Funkéni obdobi ¢lenl predstavenstva zvolenych na valné hromadé akcionart
Spole¢nosti v roce 2018 je tfi roky.

f) Informace o poétu akcii vydanych Spoleénosti ¢éleniam vedeni
Clenové dozoréi rady nevlastnili k 30. 6. 2018 ani k 30. 6. 2017 zadné

akcie Philip Morris CR a.s. Dalsi osoby s Fidici pravomoci, definované v § 2
odst. 1 pism. b) zakona ¢. 256/2004 Sb., o podnikani na kapitalovém trhu
v platném znéni, nevlastnily k 30. 6. 2018 7adné akcie Philip Morris CR a.s.
Jedna osoba s fidici pravomoci, definovana v § 2 odst. 1 pism. b) zakona

¢. 256/2004 Sb., o podnikani na kapitalovém trhu v platném znéni, vlastnila
1 akcii Philip Morris CR a.s. k 30. 6. 2017.

g) Smluvni a jiné budouci zavazky se spFriznénymi stranami
Smluvnimi a jinymi budoucimi zavazky vyplyvajicimi z transakci se
spfiznénymi stranami, které nejsou vykazany v samostatnych ucetnich
vykazech, se rozumi zavazky k budouci sméné zdroj dle zavaznych smluv.

K 30. 6. 2018 Spole¢nost neméla vyznamné smluvni ani jiné budouci zavazky
vyplyvajici z transakci se spriznénymi stranami, kromé budoucich zavazk

z titulu nékupu sluzeb v souhrnné odhadované hodnoté 233 miliont K&
(odhadovana souhrnna hodnota budoucich zavazki k 31. 12. 2017:

169 miliond K¢).

Spole¢nost v minulosti uzavrela nékolik zavaznych smluv o nakupu sluzeb,

u kterych jesté nebylo vypofadano povinné plnéni. Tyto smlouvy maji
vétsinou dvou az Sestimési¢ni vypovédni Ihitu. Celkova odhadovana hodnota
vyporadani sluzeb dle téchto zavaznych smluv je zverejnéna vyse.

Dle smluv s vlastniky ochrannych znamek, Philip Morris Global Brands Inc.,
Philip Morris Products S.A. a CTPM International S.A., musi Spole¢nost
platit licenéni poplatky za tabakové produkty prodané v Ceské a Slovenské
republice. Za pololeti kongici 30. 6. 2018 dosahly néklady za licencni
poplatky vyse 340 miliont K¢ (2017: 348 milioni K&). Ve druhém pololeti
2018 ocekava vedeni Spolecnosti naklady za licen¢ni poplatky v pfiblizné
stejné vysi. Tyto smlouvy jsou uzavieny na dobu neurc¢itou a mohou byt
vypovézeny kteroukoliv ze smluvnich stran.

15. POTENCIALNI ZAVAZKY

Spole¢nost neni U¢astna zadnych soudnich, spravnich nebo rozhodcich
fizeni, ktera by méla, anebo mohla mit vliv na finanéni situaci Spole¢nosti.
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There was no termination benefit recognised in 2018 and 2017.

The term of office for Board of Directors and Supervisory Board members
is three years.

f) Information on the number of shares issued by the Company

to Executives
Members of the Supervisory Board did not own any shares of Philip Morris
CR a.s. at June 30, 2018 and at June 30, 2017. No other persons with
executive powers as defined by Section 2 par. 1 letter b) of Act No. 256/2004
Coll. on Capital Market Undertakings, as amended, owned any shares
of Philip Morris CR a.s. either at June 30, 2018. One person with executive
powers as defined by Section 2 par. 1 letter b) of Act No. 256/2004 Coll.
on Capital Market Undertakings, as amended, owned 1 share of Philip Morris
CR a.s. as at June 30, 2017.

g) Contractual and other commitments to related parties
Contractual and other commitments to related parties that are not recorded
in the condensed interim financial information are considered as obligations
to exchange resources in the future under binding agreements.

As at June 30, 2018, the Company had no material commitments in respect
of related parties except for the future obligation to services purchase

in the total estimated value of CZK 233 million (expected commitment value
as at December 31, 2017: CZK 169 million).

The Company entered in the past into a number of binding service
agreements, under which some performance obligations are yet

to be delivered. Those agreements mostly have two or six month termination
notice. The total estimated value of services to be purchased under these
agreements during their respective termination terms is disclosed above.

According to the agreements with trademark owners, Philip Morris

Global Brands Inc., Philip Morris Products S.A. and CTPM International
S.A., the Company has to pay royalties in respect of tobacco products

sold in the Czech and Slovak Republic. During the first half-year ended
June 30, 2018, the Company incurred under these agreements royalties
expense of CZK 340 million (2017: CZK 348 million). Management expects
the royalty expense in the second half of 2018 to be at approximately
similar level. These agreements shall continue indefinitely until terminated
by either party.

15. 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.



16. NASLEDNE UDALOSTI

Po rozvahovém dni 30. 6. 2018 nedoslo k Zzadnym udalostem, které by mély
vyznamny dopad na zkracenou mezitimni samostatnou Ucetni zaveérku

k 30. 6. 2018.

Schvaleni ucetni zavérky

Tato zkracena mezitimni samostatna Ucetni zavérka byla predstavenstvem
schvalena ke zverejnéni a byla z jeho povéreni podepsana.

V Kutné Hore dne 24. zari 2018.

F

Petr Sedivec
¢len predstavenstva

Arpad Konye
predseda predstavenstva

16. SUBSEQUENT EVENTS

No subsequent events have occurred after June 30, 2018 that would have
material impact on this condensed interim separate financial information
at June 30, 2018.

Statutory signatures

This condensed interim separate financial information for the period ended
June 30, 2018 was authorised for issue by the Board of Directors and have

been signed below on its behalf.

In Kutna Hora on September 24, 2018.

3

Arpad Konye
Chairman of the Board of Directors

Petr Sedivec
Member of the Board of Directors
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Karlovo namésti 10, 120 00 Praha 2
TEL.: (+420) 266 702 111

FAX: (+420) 266 702 333
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www.philipmorris.cz

VAR
/



