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O NAS

O NAS

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

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

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

ve Slovenské republice. Spolecnost vice nez 28 let prispiva na pomoc
ruznym charitativnim projektim, véetné projektu zahrnujicich podporu
socidlnich programut zaméfenych na zlepseni zivotnich podminek v mistnich
komunitach. Vice informaci Ize nalézt na www.philipmorris.cz.
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Philip Morris CR a.s., an affiliate of Philip Morris International Inc. (PM/),

is the largest manufacturer and distributor of tobacco products and also

a distributor of smoke-free tobacco products HEETS, IQOS devices and
related accessories in the Czech Republic and is listed on the Prague Stock
Exchange (Burza cennych papirt Praha). The company, which has been
present in the country since 1992, employs more than 1 OO0 people across
the Czech Republic. Philip Morris CR a.s. has a 99% interest in Philip Morris
Slovakia s.r.o. registered in the Slovak Republic. Over the past 28 years,
Philio Morris CR a.s. has supported numerous charitable projects, including
the development of social programs aimed at improving living conditions
in local communities. For more information, see www.philiomorris.cz.
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CONSOLIDATED HIGHLIGHTS



CONSOLIDATED HIGHLIGHTS

Konsolidované udaje
(v milionech K¢&)

Consolidated Highlights
(in CZK million)

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

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

Zisk na akcii (K&) 1464 1397

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

Odbyt podle segmentu
(v miliardach ekvivalentnich jednotek)’

Shipments per Segment
(in billion units’ equivalent)’

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

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

Trzby bez zapocteni
spotrebni dané a DPH vzrostly o:

Revenues, net of excise tax
and VAT increased by:

21,4 %

Cisty zisk vzrostl o:

Net income increased by:

4,8 %

1 Shipments include other tobacco products such as cigarillos, tobacco
for make-your-own cigarettes (0.73g is equivalent to 1 cigarette)
and volume tobacco for make-your-own cigarettes (0.6049 is
equivalent to 1 cigarette), as well as heated tobacco units HEETS,
both in the Czech Republic and Slovakia.

Zisk pfed zdanénim vzrostl o:

Pre-tax income increased by:

5,54

Zisk na akcii (KC):

1 397 ke

Earnings per share 2018

(in CZK):

1 464 ke

20719
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INTRODUCY WORD

25, 3
¥ PHILIP MORRIS CR

UVODN/I SLOVO

INTRODUCTORY WORD

Vazené akcionarky, vazeni akcionari,

rok 2019 byl pro nas rokem plnym vyzev na cesté

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

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

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

Dear Shareholders,

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

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

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

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

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

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

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

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

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

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




UVODNI SLOVO

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

prodejl zafizeni IQOS a tabdkovych napini HEETS

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

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

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

v dasledku pfiznivého vyvoje cen v Ceské republice

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

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

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

a védeckého hodnoceni bezdymnych vyrobkd, které

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

4 600 patenty. /QOS je nejvyspélejsi ze viech

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

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

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

v koureni.

Consolidated revenues, net of excise tax and VAT,

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

driven by higher sales of HEETS and /QOS devices

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

Profit from operations of CZK 5.0 billion increased

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

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

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

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

is the result of innovations that are substantiated

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

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

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

We achieved a great milestone last year

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

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

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

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

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

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

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

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

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

ze celosvétoveé jiz témér devét miliont kurakd prestalo

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

bez koure.

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

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

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

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

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

Do budoucna se chceme jeste vice soustredit

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

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

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

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

a satisfying alternative that adult smokers will switch

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

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

the course of the year, we introduced new varieties

of the HEETS smoke-free tobacco sticks, as well

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

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

of the largest music festival in Slovakia - Pohoda - into

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

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

In the future, we would like to focus even more

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

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

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

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

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

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

Ddlezitou roli pro naplnéni vize budoucnosti bez

koure skupiny PMI hraje i vyrobni zavod v Kutné

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

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

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

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

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

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

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

the TOP Responsible Large Enterprise Award, which

we received for the first time in the Czech Republic

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

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

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

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

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

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

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

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

of Smoke-Free Environment.
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INTRODUCY WORD

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

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

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

Andrea Gontkovicova
generalni reditelka
predsedkyné predstavenstva

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

of these changes. | am very proud that our branches

in the Czech Republic and Slovakia play a larger role

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

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

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

IQOS 3 Duo

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

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

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

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

z vyrobku /QOS cini nejefektivnéjsi alternativu bez koure.

IQOS 3 Duo

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

the possibility of using two HEETS tobacco sticks

in a row. New versions aim to further encourage

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

The totality of PMI’s preclinical and clinical studies
indicate that switching completely to /QOS presents

less risk of harm than continued smoking. Evidence also
shows that /QOS does not negatively affect indoor air
quality. On average, 70 to 80 percent of /QOS users have
quit cigarettes completely, which makes /QOS the most
effective smoke-free alternative today.

13



NASE PRODUKTY

Tabakove naplné HEETS

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

JURQUOISE

HEETS tobacco sticks

Since its launch in the Czech and Slovak markets,

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

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

HEETS
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OUR PRODUCTS

Cigarety

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

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

v kategorii tabakovych vyrobkd.*

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

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

nabizi /QOS.

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

v roce 2019 na ceském a slovenském trhu predstavili

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

Cigarettes

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

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

of the Year 2019 award for tobacco products.*

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

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

the alternative of heated tobacco offered by /QOS.

Communication in classic cigarettes, offering /QOS

as a better alternative to smoking, took place

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

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

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

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

(8 Marlbirh

OPEN FOR MORE

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

In a large-scale nationwide survey, thousands of Czech and Slovak
consumers evaluated brands they trust the most. There is only one
trusted brand in each category.

PHILIP
MORRIS
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REPORT OF THE BOARD OF DIRECTORS

Zprava predstavenstva o podnikatelské ¢innosti

v, s

za obdobi koncici dnem 31. prosince, 2019

Report of the Board of Directors

for the year ended December 31, 2019

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

a prodejcem tabakovych vyrobk( v Ceské republice.
Dospélym kurakdm nabizi oblibené mezinarodni

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

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

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

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

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

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

s Mezinarodnimi standardy uUcetniho vykaznictvi ve znéni
prijatém Evropskou unii.

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

50 variants across different price segments.

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

is used with specially designed heated tobacco units
HEETS. The device delivers a nicotine-containing vapor,
and because the tobacco is heated and not burned, this
technological innovation allows to generate the aerosol
which has on average 95% lower levels of harmful
chemicals compared to the smoke of a reference
cigarette**.

Philip Morris CR a.s. is an affiliate of Philip Morris
International Inc. (“PMI”). Philip Morris CR a.s. holds

a 99% interest in Philip Morris Slovakia s.r.o. registered
in Slovakia, the largest distributor of cigarettes

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

The report of the Board of Directors is based

on the consolidated financial statements of Philip
Morris CR a.s. and Philip Morris Slovakia s.r.o. prepared
in accordance with International Financial Reporting
Standards as adopted by the European Union.

*

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

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

*x

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

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

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

* In the Czech Repubilic, the product was launched as HEETS FROM
MARLBORO in 2017. The brand name changed as of Q12018 to
HEETS. Hereinafter a single brand name HEETS is used throughout
the 2019 Annual Report for this product in both countries.

*%

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

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

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

prodejl zafizeni /IQOS a tabdkovych naplini HEETS

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

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

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

v dtsledku pfiznivého vyvoje cen v Ceské republice

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

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

Consolidated Financial Results

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

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

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

Consolidated revenues, net of excise tax and VAT,

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

driven by higher sales of HEETS and /QOS devices

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

Profit from operations of CZK 5.0 billion increased

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

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

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

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

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

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

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

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

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

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

Trzby v tuzemsku bez spotfebni dané a DPH se,

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

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

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

Od Vyroé¢ni zpravy 2018 vykazujeme také svdj trzni

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

vyrobky. Tato data dohromady tvori odhad celkovéeho
kombinovaného trhu, ktery je zakladem pro vypocet
trzniho podilu. Vérime, Ze trzni podil vykazovany dle této
metodologie presnéji vyjadruje skutec¢nou vykonnost
Philip Morris CR a.s., protoze data z maloobchodniho
prdzkumu agentury Nielsen Company (Europe)

Sarl (kterd jsme pouzivali pro predeslé vykazovani)

jsou zalozena na extrapolaci vzorku prodejnich dat
maloobchodnich prodejen.

Dle vyse popsané metodologie kombinovany trzni
podil Philip Morris CR a.s., v porovnani s predchozim
rokem, vzrostl 0 1,6 procentniho bodu na 41,3 %,
zejména v ddsledku nardstu trzniho podilu HEETS

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

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

Business in the Czech Republic

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

by a higher sales volume of HEETS and /QOS devices

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

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

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

Starting with the 2018 Annual Report, we report our
market share based on a monthly tabulation of cigarette
sales data®, administered by PricewaterhouseCoopers
Ceska republika, s.r.o. (“PwC”). Participating in this
tabulation are all the major companies selling tobacco
products in the Czech Republic, who submit to PwC
their data on cigarette sales to their direct trade
partners. PwC provides back to the survey participants
the anonymized aggregated total figure. Philip Morris

CR a.s. internal estimate for smoke-free products are
then added to the data, which then represents the total
market as a base for market share calculation. We believe
the market share reported using this methodology is
more representative of the true performance of Philip
Morris CR a.s., as Nielsen Company (Europe) Sarl
(“Nielsen”) research retail audit data (which we used

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

According to our estimates described above,

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

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

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

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

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

39,7 %
2018

HEETS

2,6 %

cigarety
cigarettes

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

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

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

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

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

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

Podnikani na Slovensku

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

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

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

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

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

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

Business in Slovakia

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

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

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

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

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

6 Neverejny maloobchodni prazkum agentury Nielsen Company
(Europe) Sarl

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

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

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

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

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

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

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

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

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

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

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

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

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

58,7 %
2018

HEETS

3,7 %

cigarety
cigarettes

Starting with the 2018 Annual Report we are

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

by PricewaterhouseCoopers Ceské republika, s.r.o.
("PwC”). Participating in this tabulation are all the major
companies selling tobacco products in Slovakia, who
submit to PwC their data on cigarette sales to their
direct trade partners. PwC provides back to the survey
participants the anonymized aggregated total figure.
Philip Morris Slovakia s.r.o. internal estimate for smoke-
free products are then added to the data, which
combined represents the total market as a base for
market share calculation. We believe the market share
reported using this methodology is more representative
of the true performance of Philip Morris Slovakia s.r.o.,
as Nielsen Company (Europe) Sarl research retail audit
data (which we have used as a proxy for our reporting
previously) is based on an extrapolated sample of retail
stores’ data.

According to the above described methodology

the combined market share of Philip Morris Slovakia s.r.o.
decreased by 1.3 share points (vs. prior year) to 57.4%, due
primarily to the decrease of our market share of cigarettes
by 4.3 share points to 50.7%, which was partially offset

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

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

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

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

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

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

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

Objem domaciho odbytu portfolia tabakovych

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

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

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

Vyrobni sluzby

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

Spotrebni dan

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

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

ViIdda v kvétnu 2019 schvalila navrh zakona, jehoz

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

zacal projednavat Parlament Ceské republiky, ktery

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

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

na Tkg tabdku. Novela obsahovala prechodné obdobi

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

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

For completeness, according to the Nielsen retail audit®,
the cigarette market share of Philip Morris Slovakia s.r.o.
decreased by 1.6 share points (vs. prior year) to 54.8%°,
due primarily to switching of our legal age smokers to
smoke-free products.

Domestic combustible portfolio shipments of Philip
Morris Slovakia s.r.o. decreased by 0.1 billion units

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

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

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

Manufacturing Services

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

Excise Tax

In the Czech Republic, an amendment to the Act

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

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

In May 2019, the government approved a proposal for

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

The amendment increased the specific component

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

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

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

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

9 Neverejny maloobchodni prazkum agentury Nielsen Company
(Europe) Sarl

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

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

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

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

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

2017 pevna sazba dané na cigarety vzrostla z 59,50 EUR
na 61,80 EUR na 1000 cigaret; sazba minimalni

dané z cigaret se zvysila z 91,00 EUR na 96,50 EUR

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

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

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

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

pro doprodej tabaku ke koureni jako opatreni proti
predzasobeni.

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

a zvykaciho tabaku). Danovou bazi pro jejich zdanéni

je hmotnost tabaku v bezdymném tabakovém vyrobku

a sazba je na Urovni sazby spotrebni dané na tabak

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

Regulace tabakovych vyrobku

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

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

s tabdkem a nikotinem smérem k budoucnosti, kde

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

Regulac¢ni opatreni by mela nadale odrazovat lidi

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

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

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

on Tobacco Excise Tax was adopted and published

as Act no. 296/2016 Coll.9" introducing a three-year
fiscal roadmap from 2017 to 2019. As of February 1,

2017, the specific excise rate for cigarettes increased
from EUR 59.50 to EUR 61.80 per 1,000 cigarettes;

the minimum excise rate for cigarettes increased from
EUR 91.00 to EUR 96.50 per 1,000 cigarettes; while

the ad-valorem component remains unchanged (at 23%);
fine cut tobacco excise tax rate increases from EUR 7111
to EUR 73.90 per 1kg. An additional increase had been
applied in February 1, 2019, when the specific component
for cigarettes was set at EUR 64.10 per 1,000 cigarettes,
the minimum excise tax rate for cigarettes at EUR 100.10
per 1,000 cigarettes, and the fine cut tobacco excise tax
rate at EUR 76.70 per 1kg. The excise tax increases were
accompanied by a one-month retail sell-by-date anti-
forestalling regulation for cigarettes and six months for
fine cut tobacco.

Effective May 1, 2017, the amended Act introduced

excise tax for smokeless tobacco products not
consumed through a process of combustion (excluding
nasal and chewing tobacco). The taxable base for
smokeless tobacco products is the weight of tobacco

in the smokeless tobacco product and the excise tax rate
is at parity to fine cut tobacco excise tax rate, EUR 73.90
per 1kg, which was further increased to EUR 76.70

per 1kg as of February 1, 2019.

Strong and Effective Regulation

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

The technology that we and others have developed

in recent years makes it possible to shift the tobacco
and nicotine market towards a future in which cigarettes
are replaced by less harmful, yet satisfying, smoke-

free alternatives. In this context, sensible, risk-based
regulation of smoke-free tobacco products, combined
with effective restrictions on cigarettes, can help address
the harm caused by smoking more effectively - and
faster - than traditional regulatory measures.

Regulations should continue to dissuade people from
starting to smoke combustible products and encourage
cessation. But it is equally clear that millions of men and
women will continue to smoke, and they should have
the access to better alternatives than cigarettes and
information on them.

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

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

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

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

a tabakovych vyrobcich, a daldich souvisejicich zakonu,

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

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

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

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

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

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

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

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

Tobacco Products Directive

Across the EU, the Tobacco Products Directive entered
into force on May 19, 2014. In the Czech Republic, Act
no. 180/2016 Coll. amending Act no. 110/1997 Coll.

on foodstuffs and tobacco products and other related
laws together with Decree no. 261/2016 Coll., which
transpose the EU Tobacco Products Directive, entered
into effect on September 7, 2076.

The legislation introduced new rules on - among others -
the manufacturing and sale of tobacco products, as well
as a regulatory framework for the commercialization

of e-cigarettes and novel tobacco products. In addition,
the new legislation includes other measures such

as enlarged, combined health warnings covering 65%

of the main surfaces of cigarette packs and roll-your-
own tobacco, enhanced reporting obligations, a ban

on the use of characterizing flavors in the manufacturing
of cigarettes and roll-your-own tobacco, other than
menthol cigarettes, and a new set of requirements related
to the tracking and tracing of tobacco products in order
to enhance the effectiveness of illicit trade prevention.
Mentholated cigarettes, including menthol capsules, are
allowed to be marketed in the Czech Republic until May
20, 2020 only. Tracking and tracing requirements came
into force on May 20, 2019 for cigarettes and tobacco for
smoking and will come into force on May 20, 2024 for
other tobacco products.

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

In Slovakia, the Tobacco Products Directive was
transposed to the Slovak national legislation by Act
no. 89/2016 Coll2 on the manufacture, labelling and
sale of tobacco products and related products and
on the amendment and supplement to selected laws,
effective as of May 20, 2016.

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

Tracking and tracing requirements entered into force

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

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

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

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

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

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

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

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

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

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

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

Single-Use Plastics Directive

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

The objectives of this Directive are to prevent

and reduce the impact of certain plastic products

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

of the internal market.

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

to reduce litter) should be introduced. Measures will

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

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

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

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

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

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

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

o navysovani zakladny dospélych uzivateld /QOS.

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

V roce 2020 dochazi ke zvyseni spotfebni dané

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

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

Expected economic and financial
situation

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

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

Sales of /QOS devices and HEETS are growing and

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

or to an increase in illicit trade.

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

in the tobacco excise tax rate in 2021-2023.

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

Nasledujici rizikové faktory by mély byt pozorné vzaty

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

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

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

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

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

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

k preshrani¢nim prodejdm legalnich vyrobk{

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

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

Risks Related to Our Business
and Industry

The following risk factors should be read carefully

in connection with evaluating our business and

the forward-looking statements contained in this 2019
Annual Report. Any of the following risks could materially
adversely affect our business, our operating results, our
financial condition and the actual outcome of matters

as to which forward-looking statements are made in this
2019 Annual Report.

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

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

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

*« We face intense competition, and our failure to
compete effectively could have a material adverse
effect on our profitability and results of operations.
We compete primarily on the basis of product quality,
brand recognition, brand loyalty, taste, innovation,
packaging, service, marketing, advertising and price.
We are subject to highly competitive conditions in all
aspects of our business. The competitive environment
and our competitive position can be significantly
influenced by weak economic conditions, erosion
of consumer confidence, competitors’ introduction
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cenovymi kategoriemi a produktovou regulaci, ktera
omezi moznosti diferenciace tabdkovych vyrobkd.

Nemusime byt schopni predvidat zmény

spotrebitelskych preferenci nebo reagovat

na spotrebitelské chovani ovlivnené potencialnimi

ekonomickymi poklesy. Nase podnikani v oblasti tabaku

je vystaveno zmeénam spotrebitelskych preferenci,

které mohou byt ovlivnény mistnimi ekonomickymi

podminkami. Abychom byli Uspésni, musime:

- Uspésné podporovat hodnotu obchodni znacky,

- predvidat nové spotrebitelské trendy a reagovat
na né,

- vyvijet nové vyrobky a trhy a rozsirovat portfolio
znacek,

- zlepSovat produktivitu,

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

- byt schopni zachovat nebo zvysit marze
prostrednictvim zvysovani cen.

Nase neschopnost Uspésné uvadet na trh vyrobky

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

s potencialem snizeného rizika.

Nase ziskovost, a tudiz i vyse vyplaty dividend,

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

v roli distributora s omezenym rizikem spojenym

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

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

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

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

of lower-price products or innovative products,
higher tobacco product taxes, higher absolute prices
and larger gaps between retail price categories, and
product regulation that diminishes the ability to
differentiate tobacco products.

We may be unable to anticipate changes in consumer

preferences or to respond to consumer behavior

influenced by potential economic downturns. Our

tobacco business is subject to changes in consumer

preferences, which may be influenced by local

economic conditions. To be successful, we must:

- promote brand equity successfully;

- anticipate and respond to new consumer trends;

- develop new products and markets and broaden
brand portfolios;

- improve productivity;

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

- be able to protect or enhance margins through price
iNncreases.

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

Our profitability, and consequently, the amount of our
dividend payout reflects our dual role of being a full
risk entrepreneur of combustible portfolio products
and a limited risk distributor for reduced-risk products.
Our remuneration for commercialization of reduced-
risk products is based on a set margin on revenues
from sales. As a limited risk distributor, we do not own
intellectual property rights for reduced-risk products
and therefore do not absorb all the costs or bear

the risks associated with such ownership. As our
return is proportionate to our risk for commercializing
reduced-risk products, the impact of the sales volume
variances of such products on our profitability

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

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

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

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

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

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

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

Our ability to grow profitability may be limited by our
inability to introduce new products or improve our
margins through higher pricing and improvements

in our brand mix. Our profit growth may suffer if we
are unable to introduce new products successfully, to
raise prices or to improve the proportion of our sales
of higher margin products.

Our ability to implement our strategy of attracting
and retaining the best talent may be impaired

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

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

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

Patfime k nejlepsim zaméstnavatelim a jiz posesté

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

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

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

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

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

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

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

Sustainability and Social Responsibility

For us, sustainability means creating long-term value
while minimizing the negative externalities associated
with our products, operations and value chain and
maximizing the positive impact we have on the world
around us. Our ambition is to be a true leader

in sustainable business practices. We therefore need
to excel in many areas, starting first and foremost with
our products. Through ground-breaking research PMI
has developed a range of smoke-free products that
are enjoyable for adult smokers and have the potential
to significantly reduce health risks when compared to
smoking. One day we want to achieve a smoke-free
future and replace cigarettes with these less harmful
alternatives completely. Even though our product, and
transformation of our business as such, is at the center
of our sustainability efforts, we cannot omit other pillars -
driving operational excellence, managing our social
impact and reducing our environmental impact.

We are a Top Employer and have been certified both

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

an EQUAL-SALARY Certificate holder. This prestigious
certification is awarded by the Swiss EQUALSALARY
Foundation in collaboration with the Geneva University
and the consulting firm of PwC as an independent means
of certifying the equal compensation of women and men
for the same work positions. Since May 2019, Philip Morris
CR a.s. is also a signatory of the Czech Diversity Charter
(Philip Morris Slovakia s.r.o. is a Slovak Diversity Charter
signatory since 2017). Together with other businesses
involved, we are committed to developing a tolerant
working environment, irrespective of age, religion,
gender, sexual orientation, or health status.

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

to implement youth smoking prevention programs.

In 2019, Philip Morris Slovakia s.r.o. continued to support
the youth smoking prevention program “Age Matters”,
launched in 1998. The objective of this program is to
prevent the access of minors to tobacco products

by encouraging retailers to comply with minimum age
legislation for purchasing tobacco products. In 2019 Philip
Morris CR a.s. designed a Youth Access Prevention (YAP)
Project for the Czech Republic. Since the beginning

of 2020, the YAP program is gradually implemented

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

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

aktivitach verni.

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

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

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

Na Slovensku se nase charitativni aktivity zameérovaly

na oblast ekonomického rozvoje a posileni postaveni
zen. V roce 2019 Philip Morris Slovakia s.r.o. usporadala
sbirku Satstva pro znevyhodnéné spoluobcany z celého
Slovenska a zapojila se do dobrovolnického programu
,Nase mesto”, organizovaného Nadaci Pontis. Spole¢nost
také podpotila nékolik organizaci z rdznych regiond
Slovenska, které bojuji proti domacimu nasili a podporujf
mladez z etnickych mensin i dalsich znevyhodnénych
oblasti. Philip Morris Slovakia s.r.o. i nadale podporovala
komunity, zejména handicapovanych lidi a osob

bez domova.

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

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

by a sticker at the entrance of the retail location that

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

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

with the internal regulations of the Philip Morris
International Inc. (PMI), which has designated key areas
of support that define the company’s charity program
worldwide. In 2019, in the area of empowering women
we continued our cooperation with the La Strada Czech
Republic, which is the only organization in the Czech
Republic that systematically tackles the problems

of human trafficking and exploitation. We also continued
our long-term cooperation with major charitable
organizations in the Czech Republic, such as “Sun for

All” and the largest platform for responsible business
“Business for Society.” We also cooperated with Charta
77 Foundation, which is focused on supporting a wide-
range of projects. We also supported community projects
focused on access to education within the location of our
operations in the Kutna Hora Region.

In Slovakia, our charitable activities were focused

on the areas of economic development and empowering
women. In the first half of 2019, Philip Morris

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

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

Philip Morris CR a.s. has been continuously striving

to reduce the environmental impact of its activities

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

Further non-financial information will be included

in the separate Sustainability Report of Philip Morris
International Inc., which will be published no later than
on June 30, 2020 and accessible at www.pmi.com.
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Vyhledova sdéleni a jind upozornéni

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

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

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

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

V Kutné Hore dne 23. brezna 2020

T

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

Andrea Gontkovicova
predsedkyné
predstavenstva

Philip Morris CR a.s.

Forward-Looking and Cautionary
Statements

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

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

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

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

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

We confirm that to the best of our knowledge the 2019
Annual Report and the 2019 consolidated Annual
Report gives a true and fair view of the financial
situation, business activities and economic results

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

In Kutna Hora on March 23, 2020

T

Petr Sedivec

Memlber

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

Andrea Gontkovicova
Chairwoman

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

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

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

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

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

Dozorci rada Spole¢nosti potvrzuje, Zze veskeré

projekty Spolec¢nosti byly pIné oddvodnéné s ohledem

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

Vzhledem k tomu, Ze dozorci rada Spolecnosti

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

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

Dozorci rada Spole¢nosti prezkoumala ve smyslu

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

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

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

Throughout 2019, the Company’s Supervisory Board
monitored and reviewed the progress and management
of the Company’s activities while paying special attention
to its financial state. During the year, the Company’s
Supervisory Board was fully advised of the financial
measures passed and also reviewed the capital
expenditures against the budgets and the timetables for
their implementation. Within its supervisory activities,
the Supervisory Board also closely cooperated with

the Audit Committee of the Company in all matters falling
within the scope of these two bodies of the Company,
including recommendation on statutory auditor.

The Company’s Supervisory Board confirms that

all projects of the Company were fully justified

in terms of the Company’s current and future needs.
The Company’s Supervisory Board agrees with

the Company’s business activities in 2019 and considers
its economic results for the said year satisfactory.

As the Company’s Supervisory Board found

no shortcomings in the Company’s business activities

or operations, it hereby refers the shareholders to

the Company’s Annual Report for the 2019 calendar year
accounting period, the report of the Board of Directors
on the Company’s Business Activities for the accounting
period of 2019 and the Report of the Company’s Board
of Directors on Relations between Controlling Entity and
Controlled Entity, and between Controlled Entity and
Entities Controlled by the same Controlling Entity for
the 2019 calendar year accounting period, with which it
fully agrees.

Statement of the Company’s Supervisory Board
regarding the report of the Company’s Board

of Directors on Relations between Controlling Entity
and Controlled Entity, and between Controlled Entity
and Entities Controlled by the same Controlling Entity
(the “Report on Relations”) for the 2019 calendar year
accounting period

The Company’s Supervisory Board reviewed the Report

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

mezi Spolecnosti a ostatnimi osobami ze skupiny, jejiz
soucasti je i Spole¢nost, jinych jednani ¢i opatreni,

kterd byla v zajmu nebo na popud téchto osob
uskutec¢néna Spolecnosti, ani plnéni ¢i protiplnént

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

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

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

a navrh predstavenstva Spole¢nosti na schvaleni
Ucetnich zaveérek.

Dozorci rada Spole¢nosti prezkoumala Ucetni zaverky

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

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

doporucuje radné valné hromadé Spole¢nosti Ucetni
zaverky schvalit.

V Praze dne 23. bfezna 2020

Sgeww

Stefan Bauer
predseda dozorci rady

The Company’s Supervisory Board agrees with

the conclusion of the Company’s Board of Directors
that, in the relevant period, the Company suffered no
detriment as a result of the execution of agreements
between the Company and other entities from

the group into which the Company belongs, other acts
or measures carried out by the Company in the interest
of these entities or at their initiative, or any performance
or counter-performance by the Company, as stated

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

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

Statement of the Company’s Supervisory Board to

the Company’s 2019 ordinary financial statements,

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

The Company’s Board of Directors presented to

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

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

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

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

In Prague on March 23, 2020

s&g&:xr

Stefan Bauer
Chairman of the Supervisory Board
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KONSOLIDOVANA UCETNIi ZAVERKA

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

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

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

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

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

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

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

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

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

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

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

Vztahujici se k vlastnimu kapitalu

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

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

Attributable to equity holders of the Company

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

for the year
Transactions with owners

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

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

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

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

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

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

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

1. Obecné udaje

1.1 Popis Skupiny

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

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

Philip Morris CR a.s. je akciova spoleénost registrovana v Ceské
republice. Do obchodniho rejstiiku byla Spole¢nost zapsana
28. 3.1991 a jeji registrované sidlo je v Kutné Hore, Vitézna 1,
Ceska republika. Vedeni Spole&nosti sidli v Praze a vyrobni
zavod se nachazi v Kutné Hore.

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

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

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

Predstavenstvo

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

Peter Piroch

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

Tomas Korko$ Petr Sedivec

Dozorci rada

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

Alena Zemplinerova

Sergio Colarusso Stanislava Jurikova

Tomas Hilgard

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

Predstavenstvo

1. General information

1.1  Group description

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

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

in the Czech Republic. The Company was incorporated

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

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

As at December 31, 2019, the only entity directly holding more
than 20% of the registered capital of the Group was Philip
Morris Holland Holdings B.V. (the “Parent company”), which held
77.6% of the registered capital.

Members of the Board of Directors and the Supervisory Board
as at December 31, 2019 were:

Board of Directors

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

Replaced Zarina Maizel
as of September 23, 2019

Tomas Korkos

Peter Piroch
Replaced Istvan Borus
as of April 26, 2019

Petr Sedivec

Supervisory Board

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

Sergio Colarusso

Alena Zemplinerova

Stanislava Jurikova

Tomas Hilgard

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

Board of Directors

Arpad Kénye - predseda

Arpad Kénye - Chairman

Zarina Maizel Istvan Borus
nahradila Martijna Pietera Laheija

k19.11. 2018

Zarina Maizel Istvdn Borus
Replaced Martijn Pieter Laheij

as of November 19, 2018

Petr Sedivec Tomas Korko$
nahradil Stanislavu Jurikovou

k 27.4.2018

Petr Sedivec Tomas Korko$
Replaced Stanislava Jurikova

as of April 27, 2018
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Dozorci rada

Supervisory Board

Johannes Franciscus Gerardus

. Alena Zemplinerova
Vroemen - predseda P

Johannes Franciscus Gerardus

; Alena Zemplinerova
Vroemen - Chairman P

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

Stanislava Jurikova
nahradila Vaclava Beranka
k 27. 4. 2018

Sergio Colarusso

Replaced Imarus Johannes
Adalarius Van Lieshout

as of September 24, 2018

Stanislava Jurikova
Replaced Vaclav Beranek
as of April 27, 2018

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

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

2. Shrnutivyznamnych uéetnich zasad

2.1 Zakladni zésady sestaveni konsolidované
ucetni zavérky

Tato konsolidovana ucetni zavérka je sestavena v souladu

s Mezindrodnimi standardy uc¢etniho vykaznictvi ve znéni

prijatém Evropskou unii (,IFRS®).

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

v zakladnich zasadach sestaveni konsolidované Ucetni zaverky.

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

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

Konsolidovana ucetni zavérka byla sestavena na zakladé
pozadavkl vykazovani a ocenovani stanovenych IFRS a vyklady
IFRIC v rozsahu, v jakém byly prijaty Evropskou komisi v dobé
sestaveni této konsolidované ucetni zaverky. Zakladni ucetni
pravidla pouzitd pri sestaveni konsolidované Ucetni zavérky jsou
popsana nize. Tato pravidla byla aplikovana na vSechna obdobi
obsazena v této konsolidované ucetni zavérce, pokud neni
uvedeno jinak.

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

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

1.2 Translation note

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

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

2. Summary of significant accounting policies

2.1 Basis of preparation of consolidated financial
statements

These consolidated financial statements have been prepared

in accordance with International Financial Reporting Standards

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

The consolidated financial statements have been prepared
under the historical cost convention except for financial
instruments, which are initially recognized at fair value and
subsequently measured in accordance with IFRS 9 as disclosed
in the accounting policies below.

The preparation of consolidated financial statements

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

The consolidated financial statements have been prepared
based on the recognition and measurement requirements

of IFRS standards and IFRIC interpretations issued and
effective, to the extent that they have been endorsed

by the European Commission by the time of preparing

this report. The principal accounting policies applied

in the preparation of the consolidated financial statements are
set out below. These policies have been consistently applied to
all years presented, unless otherwise stated.
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2.2 Zmény v ucetnich zdasaddch a smérnicich

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

Skupina prvotné aplikovala novy standard IFRS 16 Leasingy

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

IFRS 16 Leasingy

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

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

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

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

Popis politiky:

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

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

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

a dluhovou prémii skupiny PMI jako diskontni sazbu.

Zavazek z leasingu se nasledné zvysuje o Urokovy naklad

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

Skupina provadi Usudky pfi stanoveni doby trvani leasingu

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

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

2.2 Changes in accounting policies and procedures

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

The Group has initially adopted IFRS 16 Leases from

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

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

on the Group s financial statements.

IFRS 16 Leases

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

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

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

Policy description:

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

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

The lease liability is initially measured at the present value

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

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

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

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

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

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

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

Popis prechodu:

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

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

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

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

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

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

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

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

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

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

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

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

Transition:

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

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

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

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

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

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

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

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

* Relied on previous assessments on whether leases are
onerous.

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

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

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

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

Zavazek z leasingu -370
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Vykazana aktiva z prava k uzivani se vztahuji k nasledujicim
typUdm aktiv:

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

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

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

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

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

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

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

Minus: kratkodobé leasingy vykdzané rovnomérné 6
jako naklad

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

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

Kratkodobé zavazky z leasingu n4
Dlouhodobé zavazky z leasingu 256

2.3 Konsolidace

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

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

s postupy Spolec¢nosti.

2.4 Vykazovani podle segmentu

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

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

(in CZK million)

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

January 1, 2019

Discounted using the incremental borrowing rate

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

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

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

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

Current lease liabilities n4
Non-current lease liabilities 256

2.3 Consolidation

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

Intra-group transactions, balances and unrealized gains/losses
on transactions between Group companies are eliminated
unless the transaction provides evidence of an impairment

of the asset transferred. The accounting policies for

the subsidiary are changed, where necessary, to ensure
consistency with the policies adopted by the Company.

2.4 Segment reporting

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

a) Funkéni ména a ména vykazovani

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

b) Transakce a zlstatky

Transakce v cizi méné se prepocditavaji do funkéni meény

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

c) Dce¥Fina spolec¢nost

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

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

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

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

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

2.6 Pozemky, budovy a zaFizeni

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

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

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

Vypuj¢ni naklady vztahujici se pfimo k pofizeni, vystavbé

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

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

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

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

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

2.5 Foreign currency transactions

a) Functional and presentation currency

Iltems included in the consolidated financial statements

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

b) Transactions and balances

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

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

c) Subsidiary

The results and financial position of the Subsidiary that has

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

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

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

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

2.6 Property, plant and equipment

All property, plant and equipment is initially recorded

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

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

in the cost of that asset. Such borrowing costs are capitalized
as part of the cost of the asset when it is probable that they will
result in future economic benefits to the Group and the costs
can be measured reliably.

Subsequent costs are included in the asset’s carrying amount
or recognized as a separate asset when it is probable that
they will result in future economic benefits to the Group and
the costs can be measured reliably. All other repairs and
maintenance are charged to profit or loss during the financial
year in which they are incurred.

Property, plant and equipment, excluding freehold land, are
depreciated from the time they are available for use, using
the straight-line method.
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Odhadované doby zivotnosti (v letech) pouzité v této
konsolidované ucetni zaverce jsou nasledujici:

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

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

Pozemky nejsou odepisovany.

ZUstatkovd hodnota aktiv a jejich zivotnost jsou posuzovany
a v pripadé potreby upraveny ke kazdému rozvahovému
dni. V pripadé, Ze je Ucetni hodnota aktiva vyssi nez jeho
realizovatelna hodnota, snizi se U¢etni hodnota tohoto aktiva
okamzité na jeho realizovatelnou hodnotu (viz bod 2.8).

Pozemky, budovy a zafizeni, které se jiz nepouzivaji nebo jsou

z jinych dlvodU vytazeny, se z konsolidovaného vykazu finanéni
pozice vyfadi spolu s opravkami vztahujicimi se k prislusSnému
aktivu. Veskeré vynosy ¢&i ztraty vzniklé v souvislosti s vyrazenim
jsou uctovany do vysledku z bézné ¢innosti.

2.7 Dlouhodoby nehmotny majetek

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

(tri az pét let).

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

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

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

2.8 Snizeni hodnoty nefinanénich aktiv

Pozemky, budovy a zafizeni a ostatni nefinancni aktiva, véetné
nehmotnych aktiv, jsou posuzovdny z hlediska snizeni hodnoty,
kdykoli urcité udalosti nebo zmény okolnosti naznacuji, ze jejich
Ucetni hodnota nemusi byt realizovatelna.

Ztrata ze snizeni hodnoty je zauctovana ve vysi ¢astky, o kterou
Ucetni hodnota aktiva prevysuje jeho realizovatelnou hodnotu.
Realizovatelnd hodnota predstavuje redlnou hodnotu snizenou
o naklady prodeje nebo hodnotu z uzivani, je-li vyssi. Za ucelem
posouzeni snizeni hodnoty jsou aktiva sdruzovana na nejnizsich
urovnich, pro které existuji samostatné identifikovatelné penézni
toky (penézotvorné jednotky).

Land is not depreciated.

The assets’ residual values and useful lives are reviewed,

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

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

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

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

or disposal is included in net operating income.

2.7 Intangible assets

Intangible assets include computer software. Acquired
computer software licenses are capitalized on the basis

of the costs incurred to acquire and bring the specific software
to use. These costs are amortized over their estimated useful life
(three to five years).

Costs associated with developing or maintaining computer
software programs are recognized as an expense as incurred.
Costs that are directly associated with the production

of identifiable and unique software products controlled

by the Group, and that will probably generate economic
benefits exceeding costs for more than one year, are recognized
as intangible assets. Direct costs include the costs of employees
involved in software development and an appropriate portion
of relevant overheads.

Computer software development costs recognized as assets are
amortized over their estimated useful lives (three to five years).

2.8 Impairment of non-financial assets

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

An impairment loss is recognized for the amount by which
the carrying amount of the asset exceeds its recoverable
amount, which is the higher of an asset’s net selling price and
value in use. For the purposes of assessing impairment, assets
are grouped at the lowest level, for which there are separately
identifiable cash inflows (cash-generating units).
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2.9 Zasoby

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

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

2.10 Financni aktiva

2.10.1 Klasifikace a ocenéni

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

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

jsou klasifikovana v zavislosti na obchodnim modelu Skupiny

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

zda je cilem drzet financni aktivum a prodat ho (model

,drzet a prodat”). Dale Skupina zkouma a urcuje, zda smluvni
podminky spojené s pradvem na penézni toky maji pouze
charakter jistiny a uroku, tj. zda ma dluhovy nastroj jen ,,zakladni
uvérové rysy“. Za Urok je pfitom povazovana kompenzace
c¢asové hodnoty penéz a kreditniho rizika souvisejiciho se
zapujcenim jistiny po dané obdobi.

V rdmci dluhovych néstroji Skupina klasifikuje sva finan¢ni

aktiva do nasledujicich kategorii:

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

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

Financéni aktiva v nabéhlé hodnoté (portfolio AC)

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

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

2.9 Inventories

Inventories are stated at the lower of cost and net realizable
value. Costs of inventories include the purchase price and
related costs of acquisition (transport, customs duties, etc.).
The carrying amount of merchandise is determined on the basis
of FIFO. The carrying amount of materials, mainly represented
by spare parts, is determined on the basis of weighted average
costs.

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

2.10 Financial assets

2.10.1 Classification and measurement

The Group classifies its financial assets at the time of acquisition
and upon initial recognition of the financial asset. The Group
classifies its financial assets within debt financial instruments.

A debt instrument is to mean any contract that gives rise

to a financial asset of one party and a financial liability to

the other party. Financial assets under debt instruments

are classified according to the Group’s business model and

the nature of the contractual cash flows of the financial asset.

In the context of the business model test, the Group verifies
whether the objective of holding a financial asset is to collect all
cash flows arising from it (“hold to maturity” model) or whether
it is the objective to hold a financial asset and sell it (the “hold
and sell” model). Further, the Group examines and determines
whether the contractual terms and conditions associated

with the cash flow rights relate only to the principal and
interest, i.e. whether the debt instrument has only “basic debt
characteristics”. Interest is considered to be the compensation
of the time value of money and the credit risk associated with
lending the principal over a given period.

Under debt instruments, the Group classifies its financial assets

into the following categories:

a) Financial assets subsequently measured at amortized cost
determined by using the effective interest rate method
(financial assets at amortized cost)

b) Financial assets subsequently measured at fair value included
in profit or loss (financial assets at fair value through profit
or loss)

Financial assets at amortized cost (portfolio AC)

In this category, the Group recognizes debt instruments

that are held within the business model that is intended

to collect all contractual cash flows and which also have
contractual cash flows representing only principal and
interest payments on the principal outstanding. They are then
measured at amortized cost using the effective interest rate
method (hereafter referred to as the amortized cost). During
the financial years 2019 and 2018, the Group had only trade
receivables held to maturity and loans and deposits within
the PMI group. Loans and deposits are included in other
financial assets.
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Financni aktiva v redlné hodnoté proti zisku nebo ztraté
(portfolio FVPL)

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

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

2.10.2 Znehodnoceni

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

Obecny pfistup ke znehodnoceni

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

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

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

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

Financial assets at fair value through profit or loss

(FVPL portfolio)

Within this category, the Group classifies all other debt
instruments that cannot be classified into the above categories.
These financial assets are held for trading or their contractual
cash flows do not represent exclusively the payment of principal
and interest on the principal outstanding. Consequently, they
are measured at fair value through profit or loss. Under debt
instruments, the Group had only trade receivables intended to
be sold to factoring during the financial years 2019 and 2018

in this category.

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

in this category.

2.10.2 Impairment

The Group introduced a new impairment model as of 1
January 2018, under which an allowance is recognized before
the credit loss arises. This is a new IFRS 9 impairment model
reflecting expected credit losses (ECL). With the exception
of trade receivables, the Group applies the so-called general
approach to impairment for the relevant financial assets
(debt instruments reported at amortized cost - in the AC
portfolio. For trade receivables, the Group has taken advantage
of the possibility of applying a simplified approach using

an impairment matrix.

General approach to impairment

Under the general approach, an entity recognizes an allowance
for expected credit losses (ECL) over the life of the financial
instrument if there is a significant increase in the credit

risk (measured by the probability of default over the life

of the asset) from the initial recognition of the financial

asset. If, at the reporting date, the credit risk associated with

a financial instrument has not significantly increased since
initial recognition, the entity shall recognize an allowance for
the 12-month expected credit loss. The expected credit loss
over the lifetime indicates the expected credit losses that
arise as a result of all potential failures during the expected
duration of the financial instrument. The 12-month expected
credit loss is part of the expected credit losses over the life

of a financial instrument that may occur within 12 months from
the reporting date.

The group uses the three-step ECL model. Upon initial
recognition of a financial asset, unless there is an evidence

of a failure, the Group classifies the financial asset to Stage 1
and recognizes allowances corresponding to expected losses
over the following 12 months. If the credit risk associated with
the financial instrument has not significantly increased since
the initial recognition date, the financial asset remains in Stage
1and the allowance is measured at the date of the financial
statement at the 12-month expected credit loss. If a significant
increase in credit risk has occurred since the initial recognition
date, the Group classifies the financial asset to Stage 2 and
recognizes adjustments against the expected loss over the life
of the financial asset at the reporting date. If the financial
asset meets the definition of a default, the Group transfers

it to Stage 3 and recognizes allowance corresponding to

the expected loss over the life of the financial asset.
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Za potencidlni selhdni povazuje Skupina situace, kdy

nebude schopna inkasovat veskeré dluzné ¢astky podle
plvodné sjednanych podminek. Za indikatory selhani jsou
Skupinou povazovany vyznamné finanéni potize dluznika,
pravdépodobnost, ze dluznik vstoupi do konkurzu nebo
financéni restrukturalizace, nedodrzeni splatnosti nebo prodleni
ve splatnosti zavazku.

Pro zvolené budouci scénafe mozného vyvoje Skupina vypocte
ocekdvanou Uvérovou ztratu a rovnéz pravdépodobnostné
vazené vysledky pomoci nasledujiciho vzorce:

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

Zjednoduseny pfFistup ke znehodnoceni

Zjednoduseny pristup umoznuje ucetnim jednotkam vykazovat
ocCekavané uveérové ztraty za celou dobu trvani, aniz by bylo
nutné identifikovat vyznamné zvyseni Uvérového rizika.

U obchodnich pohledavek a smluvnich aktiv, jez neobsahuji
vyznamny prvek financovani, vykaze ucetni jednotka opravnou
polozku na o¢ekdvané uvérové ztraty za dobu trvani (tj. ucetni
jednotka musi vzdy aplikovat tzv. zjednoduseny pfistup).

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

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

se vztahuje na vSechna aktiva daného typu). Vyznamny

prvek financovani existuje tehdy, pokud z nacasovani

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

Aplikace zjednodusSeného pFistupu pomoci matice
znehodnoceni

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

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

Skupina nejprve rozdéli své jednotlivé obchodni pohledavky
do urcitych skupin pohledavek s obdobnou charakteristikou
uvéroveého rizika. Skupina pfitom identifikuje nejvyznamnéjsi
faktory, které uvérové riziko kazdé skupiny ovliviuji. V druhém
kroku Skupina stanovi pro kazdou skupinu s obdobnou
charakteristikou Uvérového rizika miru historickych ztrat. Tato
mira se stanovi za 3 po sobé jdouci Ucetni obdobi. V dalsSim
kroku Skupina urci miru o¢ekavanych ztrat pro kazdou skupinu
pohledavek, ktera je dale rozdélena do dil¢ich kategorii podle
poctu dni po splatnosti. Pfi stanoveni miry ocekavanych ztrat
Skupina pfihlizi k tomu, zda miry historickych ztrat vznikly

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

As a potential failure the Group considers a situation where it
will not be able to collect any amounts owed under the terms
initially agreed. As default indicators the Group considers
significant financial difficulties of the borrower, the likelihood
that the borrower will enter into bankruptcy or financial
restructuring, delay in payments or non-compliance with
maturity of the instrument.

For selected future scenarios of potential development,
the Group calculates the expected credit loss and probability-
weighted results using the following formula:

Expected credit losses (ECL) = probability of default (PD) x loss
given default (LGD) x exposure at default (EAD)

Simplified approach to impairment

Simplified approach enables entities to report expected credit
losses over the full period 