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m Project Star 2011
Important notice

This report on tobacco consumption in the EU (“Report") has been prepared by KPMG LLP in accordance with
specific terms of reference (“terms of reference") agreed between Philip Morris International Management S.A.
("PMI") and KPMG LLP.

This is a revised edition of the report presented to OLAF (Office Européen de Lutte Anti-Fraude — European
Commission Anti-Fraud Office) and representatives of the EU-27 Member States on 19 June 2012. Information
that is commercially sensitive has been removed from this edition.

KPMG LLP has agreed that the Report may be disclosed to any party on the basis set out herein. KPMG LLP
wishes all parties to be aware that KPMG LLP's work for PMI was performed to meet specific terms of
reference agreed between PMI and KPMG LLP and that there were particular features determined for the
purposes of the engagement.

The Report should not therefore be regarded as suitable to be used or relied on by any other person or for any
other purpose.

The Report is issued to all parties on the basis that it is for information only. Should any party choose to rely
on the Report they do so at their own risk. KPMG LLP will accordingly accept no responsibility or liability in
respect of the Report to any party other than PMI.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.



m Project Star 2011
Basis of preparation

This presentation of key findings (‘Report’) is given in accordance with our agreed written terms of engagement dated 22 September 2011
and our letter to OLAF dated 3 August 2005 detailing the scope of our review of the contraband and counterfeit segments of the tobacco
market within the 27 EU Member States. We draw your attention to the limitations in scope set out therein.

This is a revised version of the Report presented to OLAF and the Member States on 19 June 2012. The Report has been revised to
remove commercially sensitive information.

Our work has been ongoing since 1 November 2005. Our fieldwork for 2011 results is now complete.

In preparing this Report, KPMG LLP have used a range of sources. Details of our principal information sources are set out in the
Appendix and we have satisfied ourselves, so far as possible, that the information presented in our report is consistent with other
information which was made available to us in the course of our work in accordance with the terms of our engagement letter. We have
not, however, sought to establish the reliability of the sources by reference to other evidence. The scope of our work was different from
that for an audit and, consequently, no assurance is expressed.

Our report makes reference to ‘KPMG Analysis’; this indicates only that we have (where specified) undertaken certain analytical activities
on the underlying data to arrive at the information presented.

KPMG LLP has agreed that the Report may be disclosed to any party on the basis set out herein. KPMG LLP wishes all parties to be
aware that KPMG LLP's work for PMI was performed to meet specific terms of reference agreed between PMI and KPMG LLP and that
there were particular features determined for the purposes of the engagement.

The Report should not therefore be regarded as suitable to be used or relied on by any other person or for any other purpose.

The Report is issued to all parties on the basis that it is for information only. Should any party choose to rely on the Report they do so at
their own risk. KPMG LLP will accordingly accept no responsibility or liability in respect of the Report to any party other than PMI.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.
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Project Star 2011
Glossary of terms

Also called small-scale smuggling, bootlegging is the purchase of tobacco products
in one country for illegal consumption or resale in another country without paying
the applicable taxes or duties

Any factory-made product that contains tobacco and is intended to be burned or
heated under ordinary conditions of use

Genuine product that has been bought in a low-tax country and which exceeds
legal border limits or acquired without taxes for export purposes to be illegally re-
sold (for financial profit) in a higher priced market. There are generally two types of
contraband: bootlegging and wholesale smuggling/organised crime

Cigarettes that are illegally manufactured and sold by a party other than the
original trademark owner. For the purposes of this analysis, data relating to
Counterfeit is not included within the definition of Contraband. lllicit flows of Philip
Morris brands are split into their separate Counterfeit and Contraband

components. lllicit volumes of other manufacturer brands are reported as combined
Counterfeit and Contraband flows

Purchases made outside the EU that have no state, local or provincial taxes,
federal import duties or any other type of taxation added to the cost of the item
purchased. Subject to purchase volume restrictions

Most popular price category
National Manufactures Association / Tobacco Manufacturers Association

Other Tobacco Products (RYO/MYO, cigarillos, portions, rolls and cigars; excluding
smokeless tobacco and water-pipe tobacco)

Roll-your-own/Make-your-own - loose tobacco for the purpose of hand rolling /
loose tobacco for the purpose of tubing

The percentage of smokers in the total adult population
The number of cigarettes consumed per day on average by the adult population

The sum of all types of taxes levied on tobacco products. There are two basic
methods of tobacco taxation: Normal or specific taxes are based on a set amount
of tax per unit (e.g. cigarette); these taxes are differentiated according to the type
of tobacco. Ad valorem taxes are assessed as a percentage mark up on a
determined value, usually the retail selling price or a wholesale price and includes
any value added tax

Project Star
CAGR
C&C

Consumption

Consumption gap

Country of origin

EU
EU Flows Model

Illicit Whites

Inflows/Outflows

LDS

LDC

ND

ND(L)

Unspecified

OLAF

PMI

Compound Annual Growth Rate
Counterfeit and Contraband

Actual total consumption of cigarettes in a market, including legal IMS and
illicit products as well as those purchased overseas to be brought back and
smoked in market

The difference between total consumption and legal domestic consumption

Country from which the packs collected are deemed to have originated.
This is determined by either the tax stamp on the pack or in cases where
tax stamp is not shown, on the health warning and packaging
characteristics

European Union

The primary methodology for measuring consumption in a market. The
model details the volume of inflows and outflows of product for a given
market by country of origin (the model only specifies flows to EU countries)

Brands that are mainly produced for the purpose of smuggling

Inflows of non-domestic product into a market/outflows of product from a
market

Sales of genuine domestic product through legitimate, domestic channels
based on In Market Sales (IMS) data

Legal Domestic Consumption is defined as legal domestic sales net of
outflows

Non-Domestic product — product that was not originally intended for the
market in which it is consumed

Non-Domestic (Legal) — product that is brought into the market legally by
consumers, such as during a cross-border trip

Unspecified market variant refers to cigarette packs which do not bear
specific market labelling or Duty Free labelling

Office Européen de Lutte Anti-Fraude (European Commission Anti-Fraud
Office)

Philip Morris International

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.



Project Star 2011
Glossary of terms

PMI data sources

EPS Empty Pack Survey

GCTS Global Consumer Tracking Survey

IMS In Market Sales (the primary source of legal domestic sales volumes)
Retail Panel Sales measurement at a retail level

Market research

CAPI Computer-aided personal interviewing
CATI Computer-aided telephone interviewing
Measurements

Bn Billion

Mn Million

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.
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KPMG

The primary deliverable of

Project Star is an
assessment of the level of
counterfeit and contraband
cigarettes across the EU
Member States.

Project overview and timing

Overview of Project Star

PMI’s co-operation with the

European Commission

As per PMI's agreement with the EC,
the incidence of Contraband Cigarettes
and Counterfeit Cigarettes in any New
Member State and in the Initial
Participating Member States shall be
determined by a methodology agreed
to by the Parties

Phase 1 of the research was
conducted in 2006 in the 25 EU
Member States

Phase 2 and subsequent phases
include Bulgaria and Romania to
reflect the accession of these countries
to the EU in January 2007

KPMG's approach to meet this

challenge

Develop a methodology to measure
the size of the legal, contraband and
counterfeit markets for tobacco
products

Develop a programme plan for
management of delivery

Carry out, with third party research
providers as required, measurement of
counterfeit and contraband across all
EU Member States

Denmark
Luxembourg

Netherlands

Ireland
UK

Belgium

France

Spain
Portugal

Key:
Country covered from 2006 (Phase 1)
Country added to coverage from 2007 (Phase 2)
Country not covered

Germany

Italy

Malta

Sweden

Finland

Estonia

Latvia

Lithuania

Poland

Czech

Republic
Slovakia

Austria
Hungary

Slovenia Romania

Bulgaria

Greece

Cyprus

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.



Project overview and timing
Project timing

Fieldwork work commenced

Project Star 2011 results: research timetable

in early 2011 and was
2011 2012

completed in February 2012
when full year legal Jan Feb Mar | Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

domestic sales data became

Empty Pack Surveys

Agency set up

available.

Data analysis and modelling
was undertaken during the
first quarter of 2012.

stic legal research

Preliminary results were
then tested with both PMI
Country Management Teams
and external experts.

anagement and Member State
Customs meetings

Full 2011 results have now
Data analysis and

been finalised and are modelling

contained in this report.

Data review and external
challenge

Member State
Communication

A

19 June 2012
Member State

presentation
| |

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 7
KPMG International Cooperative, a Swiss entity. All rights reserved.
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m European cigarette market
Overview

576 billion cigarettes were The eight largest EU markets accounted for 75.5% of total cigarette sales in 2011

Id legally in the EU in 2011 . .
sold legally in the EU in 20 m  Ofthese, Italy and Germany each accounted for more than 80 billion cigarettes of legal domestic sales in 2011

Prices have increased in the | Despite widespread price increases in 2011, retail prices continue to vary widely across the EU
majority of EU markets in

2011, but notable price m Price increased in Euro terms in 25 of the 27 Member States in 2011, with increases of over 5% in 15 countries

variances continue to exist = Across the EU, the price of a pack of Marlboro ranges from €2.58 in Lithuania to €8.55 in Ireland, while prices in bordering non-EU countries such
between some EU member as Ukraine, Russia, Belarus and Serbia remain significantly below EU levels
states

Cigarette sales have declined | EU legal domestic sales continued to decline reaching 576 billion cigarettes in 2011; a fall of over 100 billion cigarettes since 2007
on a European level, partly
driven by declining

consumption — This follows a longer term trend of declining sales; EU legal domestic sales declined at an annual rate of 4.4% between 2006 and 2011

= EU cigarette sales declined by 3.2% in 2011, compared to a 6.1% decline in 2010

m  The steepest declines in legal domestic sales during 2011 were observed in the Mediterranean region

— Five Mediterranean markets, Spain, Greece, Cyprus, Portugal and Malta experienced rapid sales declines of over 5%; Spain, Greece and
Cyprus experienced declines of over 10%

= Seven countries experienced growth in legal domestic sales in 2011

— However, of these seven countries, only Belgium and Sweden saw legal sales levels higher than 2009 levels

Legal sales of Other Tobacco | Legal sales of Other Tobacco Products in the EU increased by 6.5% in 2011; the fourth consecutive year of sales growth

Products increased in 2011 . . . . .

= The six largest markets for smoking tobacco sales in the EU, Germany, Netherlands, Belgium, France, Spain and the UK account for 75% of
overall sales

The Benelux markets had the greatest share of Other Tobacco Product sales as a proportion of overall legal domestic tobacco sales

= Smoking tobacco accounted for approximately half of total tobacco sold in Luxembourg, the Netherlands and Belgium in 2011

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.



European cigarette market
Legal domestic sales by country

The eight largest markets EU legal domestic cigarette sales Legal domestic cigarette sales
2006-2011® 2011 Finland
accounted for 75.5% of total 4.8bn
. . Key: More than 30bn cigarettes
686.5
EU legal cigarette sales in 700 - S 10bn — 30bn cigarettes
2011. 633.7 Less than 10bn cigarettes
595.0 Sweden Estonia
600 4 1675 576.2
170.0
1653 6.3bn 1.8bn
155.2
1436 Latvia
500 1 336 45 1414 Denmark 1.8bn
— 05 a0 22 310 Luxembourg ~ 7.1bn Lithuani
2 : 306 78 3.9bn ithuania
= 90 40 228 o 242 : 2 7bn
@ J - 45.0 231 : ’
g 400 =8 453 s 256 Netherlands
2 . 549 o : 439 ) 12.7bn
< 55.0 3 Ireland UK Belgium
% 300 A : 54.1 4.1bn 43.9bn  11.9bn Poland
5 57.3 Germany 55.6bn
S 84.5bn
200 - Czech
Republic
21.1bn i
932 SI70\£/18tL)k|a
100 4 Austria -4on
France 13.1bn  Hungary
54.1bn 13.9bn Romania
\ 25.6bn
0 Italy
2006 2007 2008 2009 2010 2011 85.5bn Slovenia
4.8bn Bulgaria
Hitaly Germany B Spain 10.8bn
Poland France UK
. Spain
Romania Greece Other Portugal 61.5bn
11.2bn Greece
24.2bn
. Cyprus
(" "\ Malta
*~--70.5bn 1.5bn

Source: (1) InMarket Sales provided by PMI management

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.



European cigarette market
Price comparison - Marlboro

Across the EU, the price of a Map denotes Marlboro price per 20 cigarettes
1 July 20110

pack of Marlboro ranges

from €2.58 in Lithuania to Norway

€8.55 in Ireland, while prices ) €11.09 *

in bordering non-EU

Estonia
. . €3.00
countries such as Ukraine, ¥ B
B . Rt Latvia ussia
Russia, Belarus and Serbia 3 €285 £€1.37
remain significantly below ¥ Lithuania
€2.58
EU levels. “ €1.37
Ireland Beéjlir;_ji(a)
8.55 .
Poland
€3.00
Czech Ukraine
Republic £1.00
€3.46  Slovakia ’
€3.37
Hungary Moldova
. €2.49 €1.05
Slovenia Romania
Italy €3.20 £€2.90
€4.60 B-H serbia
Croatia €169 €171 Bulgaria
‘ €2.97 / €256
Andorra Montenegro \
Key: ®  €6.00 or more Portugal €§p8aSI2’) €2.40 €1.70 Macedonia
®m  €5.00to0 €5.99 £€4.00 . £€1.94 TUl'key
€4.00 to €4.99 Albania - Greece €3.56
W €3.00to €3.99 €161 £4.00
€2.00 to €2.99
Less than €2.00 Tunisia ", Malta Cyprus
Note (a) Based upon the price of a pack of 20 Kent €291 o €4.00 €3.85
cigarettes, a comparable premium brand, as .
Marlboro is not sold in Belarus Morocco Algeria
(b) A number of price changes took place in Spain €2.88 €1.46
between April and October in 2011, the average ~ Canary Islands .
Marlboro price for the year per IMS data is €4.15 €2.30 Libya Egypt
Source: (1) PMI Management and EU Tax Tables e 2 €1.36 €1.33

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 11
KPMG International Cooperative, a Swiss entity. All rights reserved.



European cigarette market
Price comparison — cheapest brand

Differentials between the

Map denotes cheapest pack price per 20 cigarettes
1 July 2011(M@)

lowest price legally sold

Finland
brands highlight the ) Norway €4.00
differences between €8.59
" . Estonia
countries. >~ Sweden €210
’ €4.34 .
Furthermore, the differential T4 Latvia Russia
[ [ Denmark €2.02 €0.41
in the lowest price legally Luxembourg €409
i €3.40 Lithuania
sold brands is often more €1.91
L A Netherlands £0.41 ’
significant between EU and £4.48 :
. . . Belarus
bordering non-EU countries Belgium £€0.26
. . 4.11 Poland
such as Ukraine, Russia, €2.21
Germany :
Belarus and Moldova. €4.04 St
zech Ukraine
Republic £0.33
€2.39 Slovakia '
Austria €231
zerland £€3.45 Hungary Moldova
€4.10 £2.01 €0.18
Slovenia Romania
Italy €250 €2.19
€3.90 B-H  serhia
croatia €066 gg 75 Buldari
£1.75 ulgaria
Key: ®  €6.00 or more Agf%ga ' €2.04
m  €5.00to €5.99 ; Monténegio \ .
€4.00 to €4.99 Portugal Spain £0.40 Macedonia
b : €0.60
-00to €2. Albania Greece €2.14
Less than €2.00 £0.77 €240
Note: (a) Based on the cheapest pack of 20 cigarettes sold in i ’
each country on 1st July 2011. For non-Euro Gibraltar e .
currencies, Euro prices are based on PMI standard €1.350)  ~--7 Tunisia e Malta Cyprus
exchange rates as at June 2011 B - €3.30 £€2.90
(b) Latestavailable price data for Gibraltar is from July :
2010, Morocco Algeria
Source: (1) PMI Management and EU Tax Tables €0.84 €0.52
Canary Islands .
£€0.69 Libya Egypt
LT €1.00 €0.58
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 12
KPMG International Cooperative, a Swiss entity. All rights reserved.
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European cigarette market
Legal sales trends

Total EU legal domestic Historic legal domestic cigarette sales for EU-27

- (1)(a)
sales declined by 3.2% in 1997-2011

2011, compared with a 6.1%
fall the previous year.

1,000 1
0 800 804 810 789 793 800 771
= 800 729
[
g
2
© 600
c
=
©
£ 400
3
<)
>
200
0
~ o] (2] o fu) N o < [Te) © ~ [c) (2} o —
o o 1) S o o =} o =} o o o S = o
2} )} > S S S S =] S S S S =] =} =}
— - - N N N N N N N N N N N N
1997-2006  2006-2007  2007-2008  2008-2009 2009-2010 2010-2011
CAGR (%) -1.7% -1.3% -2.8% -3.8% -6.1% -3.2%
Note: (a) No data available for Latvia, Lithuania and Malta prior to 2000, therefore 2000 data has been used for 1997-1999. No data available for Romania prior to 2004 and so 2004 data has been used for

1997-2004. Similarly, no data available for Bulgaria prior to 2005 and therefore 2005 data has been used for 1999-2005
Source: (1) InMarket Sales provided by PMI management

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.
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European cigarette market
Legal sales, price and tax trends

In 2011, the steepest falls in Percentage change in legal domestic cigarette sales for EU-27

. 2010-2011@
legal domestic sales were

observed in the 15%

Mediterranean region. ‘é’ 10% 7%
. £ 5%
Price increases of over 5% o
S 0%
5 ©
were observed in 15 Member < -
: o 5% 0 o 3% -3% 2% 2% 2% -2% -1% -1% “L0 FU27=-32%
States in 2011. 2 S0y 50 5% 4% 3% 3% 3%
2 -10%
(9]
S -15% 9
[ -
& _15%_14% 13%
-20%
c ¢ 9 & w W & x 9 & W X > > ¢ ¢ @© & o 2 > g T“ £ L& 8
& E g &£ 258 5§ &8 € g &8 ° 2 § % § 8§ 5 5 3 & 2 5 3§ 2 & &
wGLEngC:gg s 8 £ £ 3 a2 € E g = 2 3 2 ¢
© g - ¥ g £ I o 8 » g § § @ * 0 Z e
) = X
z g 4
N
[$)
Weighted average price change in local currency
2010-2011@@
0 15%
15% 113% 1% 12% 12%
o 10% 1
D
S 5% A4 EU 27=6.0%
S
o 0% 4
g -0%
£ 5% 1 4%
O
S -10% A
o
-15% A
-20% - . ©
c ¢ 9 & B T & Xx o & T-w X > > g O &4 & o P » g T Fg & £
£ 8 g 8 92 s 5 8 &8 g &8 > & § % £ 8§ 5 5 3 8 2 5 3§ 2 & 8
magﬁge‘aczgg ggiggagga.s;_.gs
= = = = o
a w 8 g T o @ u & s g m L 3 = g
] < =
z 2 a
N
o
Note: (a) The weighted average price in a market can be impacted by changes to the mix of brands and their relative market shares from one year to the another

Sources: (1) In Market Sales provided by PMI
(2) PMI Management and EU Tax Tables
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OTP sector analysis
EU Other Tobacco Product market size

For the 18 largest Other EU legal domestic sales of smoking tobacco Sales of smoking tobacco have continued to increase in 2011

: 2003-2011M@®)E) . . . .
Tobacco Product markets in = Smoking tobacco sales increased by 6.5% in 2011, whilst

manufactured cigarette sales across the EU-27 Member States

the EU, smoking tobacco ) . )
declined by 3.2% during the same period.

sales were estimated at 115.6
AR . w 120 107.2 108.5 . . .
115.6 billion cigarette £ 9.1 1038 100.9 100.9 102.0 = OTP sales volume data for Bulgaria, Cyprus, Estonia, Latvia,
) ; S 100 Lithuania, Malta, Romania, Slovakia and Slovenia was not available
equivalents in 2011, an % from 2009 to 2011:
. 80
0, X . .
(EFEEEE U7 Bt R perE?) 2 — OTP share of total tobacco sales in these countries was less
[ . . . .
to 2010. < 60 than 5% in 2008, the last year for which reliable data is
£ 40 available.
() . . .
E 20 The six largest markets for smoking tobacco sales in the EU
S account for 75% of overall sales
2003 2004 2005 2006 2007 2008 2009 2010 2011 » The Mediterranean countries of Portugal, Italy and Greece all
experienced significant increases in OTP sales each with increases
greater than 20%:
EU leading markets for smoking tobacco — Additionally, OTP sales in Spain increased by 12.9% (1 billion
by volume, 2006-2011M@(®)C) stick equivalents) in 2011,
Other — Portugal, ltaly, Greece and Spain all experienced declines in
legal sales of manufactured cigarettes in excess of 5% in 2011.
—_ 115.6 MLuxembourg
£ 120 1 1072 1085
5 100.9  100.9  102.0 13.2 Hungary
S 1004 7.9 5 7.7 “ff_.g. = m—
g ZHS0 wmme T2UO S8gg 5054 iss  Poland
¥ 801514 © 6.3 99 52 " 72 e
2 038 5449 54gg 7.6 7.7 8.7 UK
o : ’ y 11.2
5 60 1 22l % 10.4 ﬂ 10.8 Spain
& 40 145 14.5 13.8 12.9 12.1 12.2 France
qé . Notes:  (a) Smoking tobacco calculated based on 0.75 grams per cigarette for all countries except Poland
=) 20 A mBelgium and Belgium where significant amounts of volume tobacco were identified by local
§ Netherland management. In these countries a proportion of the smoking tobacco is calculated based on
0 - etherlands 0.55 grams per cigarette in Poland for the years 2010 and 2011, and 0.50 grams per cigarette
2006 2007 2008 2009 2010 2011 mGermany in Belgium for years 2009 to 2011.
(b) Smoking tobacco includes pipe and ‘roll your own’ (RYO) and ‘make your own’ (MYO) fine cut
variants
(c) Data for historic years may differ from volumes reported in 2010 Star results due to updated
estimates available since May 2011
Source: (1) InMarket Sales provided by PMI management
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 17
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OTP sector analysis
Comparison of Other Tobacco Products with manufactured cigarette sales

Of the 18 largest Other EU tobacco sales by category
. 20110 @(b)(c)
Tobacco Product markets in

100% -
the EU, the Benelux markets . - -
0,
had the greatest share of 90% 1 18%
Other Tobacco Product 80% 4
sales as a proportion of the =oTP
. 70% A
overall legal domestic 0%
mManufactured
tobacco sales. 60% cigarettes
50% -
40% -
30% -
20% -
10% o
0% -
o (%) IS > > © [} - X T [=4 X @ o k=l o c oo} 2>
= k] c = el o c =) > 3 3 o c =4 = (7] = <
§ &8 5 § ¢ 3 & £% s & E ¢ S5 § 2 8 g =
— ® £ T a =
§ % K 8 :':; [T [ EC: 8 0] E & <
3 z 3
N
(@]

Notes:  (a) Smoking tobacco calculated based on 0.75 grams per cigarette for all countries except Poland and Belgium where significant amounts of volume tobacco were identified by local management. In these
countries a proportion of the smoking tobacco is calculated based on 0.55 grams per cigarette in Poland for the years 2010 and 2011, and 0.50 grams per cigarette in Belgium for years 2009 to 2011.

(b) Smoking tobacco includes pipe tobacco and ‘roll your own’ (RYO), ‘make your own’ (MYO) fine cut variants
(c) EU-18is the aggregate of the 18 largest Other Tobacco Product markets in the EU
Source: (1) InMarket Sales provided by PMI management

Smoking tobacco accounts for approximately half of total tobacco sold in Luxembourg, Belgium and the Netherlands

m Other countries where smoking tobacco accounts for over 10% of total tobacco sales are Germany, Hungary, France, Finland, UK, Portugal,
Spain, Denmark and Greece.

= A robust source of smoking tobacco legal sales data was not available for Bulgaria, Cyprus, Estonia, Latvia, Lithuania, Malta, Romania,
Slovakia and Slovenia. However, legal sales of smoking tobacco accounted for less than 5% of total tobacco sales in these countries in 2008.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 18
KPMG International Cooperative, a Swiss entity. All rights reserved.
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Project Star results 2011
Consumption overview: summary

Total cigarette consumption
reflects both legal domestic
consumption and the
consumption of non-
domestic product from legal
and illicit sources

Legal domestic consumption declined by 3.7% to 540 billion cigarettes in 2011
m Total cigarette consumption in the EU declined by 3.1% in 2011 to 629 billion cigarettes
— Legal domestic consumption accounted for 85.9% of consumptionin 2011
= Differences between changes in legal domestic sales and legal domestic consumption reflect net inflows from non-EU countries;

— Legal domestic sales of cigarettes in the EU declined by 3.2% to 576 billion cigarettes over the same period.

The volume of non-domestic
flows reached 88.5 billion
cigarettes in 2011 for the 27
Member States

Non-domestic cigarettes accounted for 14.1% of EU consumption in 2011, an increase from 13.5% in 2010

= Total non-domestic flows to the EU in 2011 surpassed the volume of legal domestic sales in Italy, which is the largest single market in the EU

In 2011, counterfeit and
contraband cigarettes
accounted for over 10% of EU
consumption for the first time

Total counterfeit and contraband accounted for 10.4% of total consumption in 2011, up from 9.9% in 2010
m Counterfeit and contraband volumes accounted for 65.3 billion cigarettes in 2011

= The Baltic states, Bulgaria and Ireland had the highest C&C share of cigarette consumption in 2011, with levels exceeding 16% respectively

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.
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Counterfeit and contraband

increased to 10.4% of

Project Star results 2011
EU Consumption by type

EU consumption by type
2006-2011®
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Total non-domestic flows to
the EU of 88.5 billion
cigarettes in 2011 surpassed

the volume of legal domestic
sales in Italy, which is the
largest single market in the
EU.

Project Star results 2011

Legal sales trends versus EU non-domestic trends

Legal domestic sales by country versus total EU non-domestic cigarette volumes
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m Project Star results 2011
ND(L) and C&C share of total consumption

The share of consumption ND(L) and C&C share of total consumption 2006 — 20111
accounted for by counterfeit
and contraband increased 12% A
for the fifth year to 10.4% in
10.4%
10% -
8.9%
S 8.3% 8.4% 8.6%
a
E 8%
[%2]
5
O
8
6%
(]
N
4.5%
4% 3.7%
2%
0% T )
2006 2007 2008 2009 2010 2011
ND(L) volume
(bn cigarettes) 31.0 30.3 29.0 25.0 23.7 23.3
C&C volume 56.8 60.6 60.5 61.1 64.2 65.3
(bn cigarettes)
Key: C&C
® ND(L)
Source: (1) EU Flows Model 2006 - 2011
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Total cigarette consumption by type

The Baltic states, Bulgaria, Total(():igarette consumption by type
2011
Ireland and France had the 0
highest C&C share of Volume
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m Project Star results 2011
Non-domestic (legal) overview

Non-domestic (legal) Declining non-domestic (legal) volumes in France, the Netherlands and Portugal were partially offset by increases in Austria, Germany
volumes accounted for 23.3 and Spain in 2011

billion cigarettes and 3.7%
of total consumption in
2011, down from 23.7 billion
cigarettes in 2010 = Austria, Germany and Spain accounted for 11.5 billion cigarettes of EU non-domestic (legal) volumes in 2011, up from 10.9 billion cigarettes the
previous year

= France, the Netherlands and Portugal accounted for 5.1 billion cigarettes of EU non-domestic (legal) volumes in 2011, down from 6.1 billion
cigarettes in 2010

Non-domestic (legal) Germany and France accounted for approximately 53% of EU ND(L) consumption in 2011
inflows as a proportion of
total consumption are

typically higher in western Ireland and the Netherlands had the highest non-domestic (legal) share of consumption in 2011 at 9.9% and 9.1%, respectively
Member States

= Austria, Spain, the Netherlands, the UK and Italy were the only other Member States that accounted for over 5% of the EU total ND(L)

= Austria, Germany, Finland, Belgium and France were the only other Member States where ND(L) share of consumption accounted for more
than 5% in 2011

Flows from EU source Non-domestic (legal) flows between the EU-27 Member States accounted for 76.3% of total ND(L) inflows in 2011, compared to 75.2% in
countries account for the 2010
majority of non-domestic

(legal) consumption = Spain was the largest single source of non-domestic (legal) inflows, representing 10.4% of total EU ND(L) flows in 2011

Overall PMI share of non- Non-domestic (legal) volumes of PMI brands remained broadly stable at 37.1% of the EU total in 2011
domestic (legal) flows

remained broadly stable in
2011 = L&M share of total non-domestic (legal) was 4.5% in 2011

= Marlboro share of total non-domestic (legal) increased to 26.5% in 2011, up from 24.7% in the previous year

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 26
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KPMG

Non-domestic (legal) inflows by destination country

Non-domestic (legal) inflows by destination

Non-domestic (legal) flows

Non-domestic (legal) volume by destination®®

2006-2011®
to the EU-27 Member States Destination 2006 2007 2008 2009 2010 2011
declined to 23.3 billion in 100% Germany 10.6 8.9 9.4 8.6 8.4 8.6
2011, compared to 23.7 0 . France 7.7 53 4.7 33 4.2 3.6
! 90% 20% 18% 19%
o ° © A% 3% 23% Austria 0.2 0.6 1.0 13 12 14
billion cigarettes the )
) 80% - %% 5 55 Spain 12 24 1.9 16 13 14
DSBS JIEELr, Netherlands 0.9 2.4 1.3 1.0 1.8 1.4
1% g 0 OB 8% 6% omerru | 34 41 19 21 13 13
Germany and France 70% 7% 6% : : ' ' : :
_ y 3% % 8% o Italy Italy 1.0 0.5 1.9 15 11 11
— 0
remained the largest T 60% zltof 8% 4% 4% 5% g UK Belgium 0.9 08 10 07 07 08
q . IS] 9 0
destination markets for non- £ 0 8% 7% o%  [SiN - Netherlands  |Ireland 1.0 0.8 05 0.6 0.6 0.6
. . : = 50% 4% 5%
domestic (legal) cigarettes in S| asp m2oem Spain Poland 0.6 0.6 0.9 0.9 0.5 0.5
5 ’ ) B Finland 0.7 0.4 0.4 0.6 0.4 0.4
2011. & a0% . 6%  13% mAustria iman ' : : : : :
17% . Romania n/a 0.7 0.8 0.4 0.4 0.4
20% rance Greece 03 05 0.6 0.6 03 0.3
mGermany Denmark 0.4 0.4 0.3 0.2 0.3 0.3
20% Czech Republic 0.1 0.1 0.1 0.2 0.2 0.2
Sweden 0.7 0.7 0.5 0.2 0.2 0.2
10% Bulgaria na 0.1 0.2 0.2 0.2 0.2
0% Slovakia 0.3 0.1 0.2 0.1 0.1 0.1
0 . .
2006 2007 2008 2009 2010 2011 Lithuania 0.1 0.1 0.2 0.1 0.1 0.1
Hungary 0.1 0.3 0.2 0.2 0.1 0.1
ND(L) share of .
consumption. 45% 42%  41%  37%  37%  3.7% Latvia 0.3 0.2 0.2 0.1 0.1 0.1
NO(share O 35306 334%  32.4% 29.1% 27.0%  26.3% Ponug‘f’“ 0.3 0.1 0.2 0.1 0.1 0.1
non-domestic Slovenia 0.1 0.0 0.1 0.1 0.1 0.1
Luxembourg 0.1 0.1 0.1 0.1 0.1 0.0
Estonia 0.1 0.1 0.0 0.1 0.1 0.0
Cyprus 0.1 0.1 0.1 0.1 0.0 0.0
Malta 0.0 0.0 0.0 0.0 0.0 0.0
Total 31.0 30.3 29.0 25.0 23.7 23.3
Note (a) Volumes in billion cigarettes
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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Major ND(L) flows

Germany and France are the Major ND(L) flows over 0.4 billion Cigarettes
. . . 2011@

main destination markets for
major non-domestic (legal)

flows by volume.

Source: (1) KPMG analysis based on ND(L) research
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Non-domestic (legal) share of consumption

Non-domestic (legal) flows ND(L) share of total consumption by country
2011M ’
as a percentage of Finland
_ . 6.6%
consumption are typically
higher in Central and
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Change in non-domestic (legal) share of consumption

Ireland and the Netherlands Non-domestic (legal) share of consumption by country
. 2011®
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Non-domestic (legal) flows by country of origin

ND(L) flows between the EU- glon-dzor;fg)tg): (legal) flows by country of origin ND(L) inflows by country of origin®
27 Member States accounted 006-20 Source 2006 2007 2008 2009 2010 2011
for 76.3% of total ND(L) 100% - Spain 20.2% 19.3% 15.0% 11.4% 11.8% 10.4%
inflows in 2011, compared to 5% - Poland . 14.3% 6.5% 8.3% 6.1% 7.7% 10.3%
75.2% the previous year. 90% 4 20% 21% 22% 19% ° Cze{:h Republic 11.8% 7.8% 8.8% 10.1% 9.4% 9.0%
0% 100 Belgium 3.4% 5.4% 4.1% 4.0% 4.9% 6.0%
80% 7 0% 0% B o % Other non-EU Italy 35% 53% 7.8% 52% 4.0% 52%
—— 1 Andorra Luxembourg 50% 46% 22% 23% 3.9% 48%
34% Canary Islands France 2.6% 5.9% 4.8% 4.5% 4.4% 4.6%
T 60% 30% - 31% Other EU Germany 32% 45% 27% 32% 3.9% 3.8%
E 5% 34% Luxembourg Slovenia 0.3% 1.0% 1.8% 2.4% 2.5% 2.8%
R bl ay UK 13% 38% 29% 35% 30% 2.6%
g o 2 5% , Greece 3.0% 3.4% 26% 39% 35% 2.6%
a. 40% 1 . oo &% 2% pil 5% Belgium Hungary 04% 12% 15% 2.0% 1.9%  2.4%
0% - e i:/’: o 6% mCzechRepublic  |\etherlands 1.8% 21% 17% 22% 3.4%  2.0%
1% - . - Poland Portugal 23%  21% 20% 29% 20%  1.6%
20% = . mSpain Denmark 04% 05% 21% 12% 09%  14%
6% 8% 10% Other EU27 6.3% 9.4% 8.2% 8.6% 7.9% 6.6%
10% 1 Total EU27 Member State  79.9% 82.8% 76.4% 73.4% 75.2% 76.3%
0% Canary Islands 00% 15% 22% 32% 42% 3.4%
2006 2007 2008 2009 2010 2011 Andorra 0.2% 0.4% 0.1% 1.7% 1.7% 2.8%
Russia 13% 05% 09% 19% 11% 1.1%
Turkey 1.0% 0.7% 0.4% 0.4% 0.4% 0.2%
Switzerland 0.0% 0.3% 0.4% 0.2% 0.4% 0.1%
Other non-EU 17.7% 13.8% 19.7% 19.2% 17.0% 16.1%
Total non-EU 20.1% 17.2% 23.6% 26.6% 248% 23.7%
Total 100% 100% 100% 100%  100%  100%
Note: (a) ND(L) by origin shares are based on country of purchase rather than variant
purchased. As a result, these shares may include purchases of Duty Free variants
made when travelling outside the EU
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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Non-domestic (legal) flows by brand

Overall PMI share of non- Non-domestic (legal) flows by brand ] ] a
) 2006-2011M Non-domestic (legal) inflows by brand
domestic (legal) flows

) ) Source 2006 2007 2008 2009 2010 2011
increased slightly to 37.1% 100% - Marlboro 28.7%  32.0% 258%  26.4% 24.7%  26.5%
in 2011. L&M 4.7% 8.7% 7.7% 4.9% 4.2% 4.5%
% Philip Morris 1.0% 1.0% 1.0% 1.2% 1.9% 2.6%
90% p
29.5% 38% Chesterfield 1.2% 1.1% 0.7% 1.8% 2.0% 1.7%
X 0
80% o 404% 1.9% 82% 3% othernon-PMI Next 0.3% 0.2% 0.8% 2.3% 0.4% 0.4%
Benson & Hedges | Basic 00% 00%  02%  00% 01%  0.2%
70% 1 45% pall Mall Other PMI 1.5% 1.7% 2.6% 2.8% 3.6% 1.2%
5.1% i'm PMI total 37.3% 44.7% 38.7% 39.4% 36.8% 37.1%
T 60% 1 23% s 21% 3.1% Lucky Strike
g ;6T 33 b2 Gn, 48 A ‘ Camel 47%  62%  50%  53%  47%  5.6%
5 g.gﬁ 41% 3.9% 4.0% 4.3% Gauloises
c (U 60 3 9.7% 3.9% 4.5% es 070 A% .0% AN A% (Y%
50% 26% o %g‘g}; West West 5.5% 4.1% 3.0% 9.7% 5.7% 4.7%
[} . .
e 5.5% o 3.0% s 5.7% 47% Gauloises 2.6% 3.3% 2.1% 2.7% 3.9% 4.5%
5.0% - .
aheal B -° a7~ 56%  Ccamel Lucky Strike 23%  23%  29%  28%  40%  43%
. (70
ry - - 636  =otherPmi Pall Mall 34%  51%  39%  44%  46%  3.4%
0, - 3
30% ame SN as%k ey Benson & Hedges 40%  48%  23%  19%  21%  3.1%
2006 EMarlboro Winston 11%  1.0% 1.0%  1.0%  24% @ 21%
('
Fortuna 0.3% 1.5% 0.0% 0.0% 1.4% 1.6%
10% - Davidoff 0.9% 0.7% 1.2% 1.2% 1.0% 1.5%
John Player Special 1.6% 2.4% 1.2% 1.5% 2.0% 1.3%
0% - Prince 0.6% 1.6% 1.1% 1.1% 0.9% 1.0%
2006 2007 2008 2009 2010 2011 Dunhill 1.4% 0.7% 1.7% 0.7% 0.8% 0.8%
Hb 0.9% 0.8% 1.6% 0.3% 0.6% 0.7%
Silk Cut 1.2% 1.2% 0.7% 1.1% 0.8% 0.7%
Kent 0.0% 0.7% 0.6% 0.4% 0.6% 0.6%
Other non-PMI 32.5% 18.8% 32.8% 26.6% 27.7% 27.2%
Non-PMI 62.7% 55.3% 61.3% 60.6% 63.2% 62.9%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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Project Star results 2011
C&C inflows and country comparison overview

Total EU counterfeit and
contraband volumes
increased to 65.3 billion
cigarettes in 2011

Total C&C volumes accounted for 10.4% of total consumption in 2011 compared to 9.9% in 2010

= Latvia, Lithuania and Bulgaria remain the markets with the highest share of illicit products, though all three experienced declines in counterfeit
and consumption levels in 2011.

= Involume terms, Germany and France were the two largest destination countries for C&C inflows and accounted for over a third of total EU
C&C inflows.

= Declining C&C volumes in Romania and Bulgaria were more than offset by increases in Spain, France, Poland, Greece and Germany in 2011.

The share of counterfeit and
contraband originating from
outside the EU remained
broadly stable at 60.0% in
2011

Unspecified product was the largest non-EU source for C&C in 2011, accounting for 11% of consumption in 2011
= Unspecified product is that which does not bear any specific market or Duty Free labelling.

m The share of C&C accounted for by Unspecified increased from 7% in 2010 to 11% in 2011.

Ukraine and Russia remain major source markets for C&C, both representing 8% of consumption in 2011

m The share of C&C accounted for by these countries fell from 14% and 10% respectively in 2010.

= Poland accounts for the largest share of intra-EU C&C flows by source country at 12.9% in 2011 compared to 11.7% in 2010

The share of illicit cigarette
consumption in
Mediterranean countries
increased significantly in
2011.

C&C share of consumption in the Mediterranean region increased to 6.5% in 2011, up from 4.1% the previous year and equivalent to 12.6
billion cigarettes

= Spain and Greece have seen significant increases in the volume of C&C consumed in 2011 compared to 2010.

In 2011, C&C volumes in Eastern border countries declined for the first time since 2006

= Significant declines in C&C consumption were observed in Romania and Bulgaria during 2011; these countries had previously experienced rapid

growth in the illicit trade since 2007.
C&C volumes increased slightly in the Western and Central EU countries in 2011.

m This increase was primarily driven by France and Germany, whilst volumes in Czech Republic and the UK declined.
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Project Star results 2011
C&C volumes by category

Counterfeit and contraband C&C cigarette volumes by category

- )
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Germany, France, Poland

Project Star results 2011
C&C volumes by destination country

C&C volumes by destination country

2006-20111)

C&C volume by destination®®

and the UK together
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b -
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Project Star results 2011
C&C inflows share of total consumption

Latvia had the highest C&C C&C as a share of consumption by country

. 2011®
share of consumption at 0
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Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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The share of EU illicit
cigarette consumption

accounted for by the
Mediterranean countries
increased significantly to
19% in 2011.

Over the same period the
share accounted for by
Eastern border countries
declined from 32% to 25%.

Project Star results 2011

C&C inflows by destination regions

Share of total EU C&C inflows by destination regions
2006-2011M

Finland
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Key: Eastern border EU countries — Bulgaria, Estonia, Finland, Hungary, Latvia, Lithuania, Poland, Romania and Slovakia

Western and Central EU countries — Austria, Belgium, Czech Republic, Denmark, France, Germany, Ireland, Luxembourg, Netherlands, Slovenia, Sweden and UK
Mediterranean EU countries — Cyprus, Greece, Italy, Malta, Portugal and Spain

Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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Project Star results 2011
C&C inflows by destination regions

Counterfeit and contraband C&C inflows to Western and Central EU countries
L 2006-2011M
share of consumption in the
Western and Central EU M 2%
. o 40 A
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L : g 37 F15% 2
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Key: B Western and Central EU countries
= Source countries with inflows of over 1 billion
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—> C&C flows of over 0.4 billion cigarettes in 2011
Note: (a) Packs which have no clear indication of origin were
classified as “Unspecified” -
Source: (1) KPMG analysis based on EPS, LDS and ND(L) Lo

research
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Project Star results 2011
C&C inflows by destination regions

Counterfeit and contraband C&C inflows to Eastern border EU countries

L 2006-2011M
as a share of consumption in

Eastern border countries
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classified as “Unspecified”

Source: (1) KPMG analysis based on EPS, LDS and ND(L)
research
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Project Star results 2011
C&C inflows by destination regions

Counterfeit and contraband C&C inflows to Mediterranean EU countries
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Non-EU sources accounted

for the majority of
counterfeit and contraband
inflows in the Eastern border
and Mediterranean EU
countries.

In contrast, EU sources
predominated in the Western
and Central EU counties.

Project Star results 2011
C&C inflows by destination regions

Share of C&C inflows by origin
2011

Western and Central EU countries Mediterranean EU countries Eastern border EU countries

PMI counterfeit PMI counterfeit PMI counterfeit
4% 4% EU 2%
2%

EU
56%

36.5bn cigarettes 12.6bn cigarettes 16.2bn cigarettes

Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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Project Star results 2011
C&C inflows by origin

At atotal level the share of C&C inflows by origin, 2006-2011®
counterfeit and contraband

.. . . 0,
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Project Star results 2011
C&C flows by country of origin

Unspeciﬁed products C&C inflows by Origin, 2006-20110@)
became the largest source of
illicit products from outside

the EU in 2011; Russian and 100% 1 Other EU
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Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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The level of Unspecified

products consumed in the
EU increased to 7.0 billion in

Project Star results 2011
Consumption of Unspecified product

C&C inflows by origin Unspecified contraband inflows from non-EU countries,
2011M

2009-2011M@
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Source: 1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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m Project Star results 2011
Major destination markets for Unspecified product

The growth in consumption Unspecified share of total consumption 2009-2011M®
of Unsp-ecmed Product ha.s 2009 2010 2011
been driven by increases in
the Mediterranean countries
in particular.
4.2bn 4.7bn 7.0bn

Key: No Unspecified observed
Accounts for 0% - 0.49% consumption
Accounts for 0.5% - 0.9% consumption
B Accounts for more than 1.0% consumption

Note: (a)  Unspecified refers to packs which do not bear any specific market or Duty Free labelling
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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Project Star results 2011
C&C inflows and brand comparison overview

The share of EU counterfeit
and contraband accounted
for by Marlboro, Viceroy and
Classic declined in 2011,
while those of Pall Mall,
Route 66 and American
Legend increased

Consumption of counterfeit and contraband Marlboro, Viceroy and Classic declined in 2011

m Contraband volumes of Marlboro fell from 6.5 billion cigarettes in 2010, to 5.6 billion in 2011

m The share of EU counterfeit and contraband accounted for by volumes of Viceroy and Classic fell from 5% to 4% for both brands
Pall Mall and Route 66 accounted for an increased share of EU counterfeit and contraband in 2011

= Pall Mall's share increased from 5% in 2010 to 6% in 2011 and Route 66’s share increased from 3% in 2010 to 5% in 2011

lllicit white volumes
increased to 24% of total EU
counterfeit and contraband,
exceeding 15 billion
cigarettes in 2011

The overall decline in the three largest lllicit White (Jin Ling, Classic and American Legend) volumes was more than offset by volume growth in a
number of fast growing illicit brands

= American Legend was the only established lllicit White to experience increased volumes in 2011 due to increased penetration in France;

= The number of illicit brands in the EU with volumes of over 200 million grew significantly in 2011, with fast growing illicit brands accounting for 6.5 billion
cigarettes, reflecting increasing fragmentation of overall illicit volumes at a brand level;

— The growing illicit brands of Fest, Gold Mount, Minsk, Premier, Fast, Raquel, Ducal, Marble, CK, Kiss, NZ, Austin, GR, Magnat and Queen accounted
for 10% of total counterfeit and contraband consumption in 2011, doubling from 5% in 2010.

— A number of lllicit Whites are entirely or partly of Unspecified variant, including; American Legend, Gold Mount, Raquel, Ducal and Austin.

— Karelia, Kaanee American Tobacco and H.Van Landewyck were the largest manufacturers of Unspecified product, representing a combined share of
44% of the EU total in 2011.

PMI contraband share of EU
counterfeit and contraband
inflows declined to 20.7% in
2011, down from 23.5% in
2010

PMI contraband volumes fell from 15.1 billion cigarettes in 2010 to 13.5 billion cigarettes in 2011
m The decline in total PMI contraband flows was largely driven by reduced illicit flows of Marlboro.

m  Marlboro inflows decreased from 10.2% of total EU C&C inflows in 2010 to 8.6% in 2011.
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The share of counterfeit and

contraband accounted for by
Marlboro, Viceroy and
Classic declined in 2011
whilst the share of Pall Mall,
Route 66, American Legend
and a number of growing
Illicit White brands
increased.

Project Star results 2011
Share of C&C flows by brand

Percent of total

C&C inflows by brand, 2006-2011M@
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(a) Growing illicit brands include; Austin, CK, Ducal, Fast, Fest, Gold Mount, GR, Kiss, Magnat, Marble, Minsk, NZ, Premier, Queen and Raquel

KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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lllicit white volumes

increased to 24% of

Project Star results 2011
Consumption of lllicit Whites

Consumption of key and growing lllicit White brands,

2006-20110@

. 16 - 15.7
counterfeit and contraband
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. . . 3.2
of Jin Ling and Classic.
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% of total
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Note: (a) This analysis covers lllicit White brands with an inflow greater than 200 million sticks in 2011 as well as Unspecified brands.
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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Project Star results 2011
Consumption of growing lllicit White brands

The share of counterfeit and Consumption of growing Illicit White brands, 2006-2011M®
contraband flows accounted 7 -
. . 6.5
for by fast growing lllicit -
White brands doubled in . 0.2 - Queen
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Note: (a) Fast growing illicit brands are defined as those with an inflow greater than 200 million sticks in 2011
Source: 1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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Karelia, Kaanee American

International Tobacco and H.

Van Landewyck accounted
for 44% of Unspecified
volumes consumed in the

Project Star results 2011
Unspecified brands by manufacturer

C&C inflows from Unspecified market by manufacturer, 20110®

Karelia Tobacco
23%

Selected brands for major manufacturers of Unspecified

EU in 2011. Oners Manufacturer Brand
Karelia Tobacco American Legend
Karelia
Unknown manufacturers Goal
Amigos
Lampsi
Ray Tobacco Unknown Kaanee American International Tobacco Gold Mount
3% manufacturers
13% H.Van Landewyck Gmbh Ducal
European Tobacco _— .
4% Austin
Explosal Ltd. Raquel
Explosal Ltd. Kaanee American G0|d CIaSSlC
8% International .
H-VanLandewyck Tobacco European Tobacco President
9% 12% Hd
Ray Tobacco Walton
100% = 7.0 billion cigarettes
Note: (a) All Unspecified brands are classed as lllicit Whites
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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PMI counterfeit and contraband share of EU total

Genuine PMI product share PMI share of C&C consumption,
; @

of EU counterfeit and 2006-2011

contraband consumption

declined to 20.7% in 2011.
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Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research
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Project Star results 2011
Seizure data for PMI product

Counterfeit product
accounted for 92% of
seizure volumes in 2011

Seizure data is dominated by counterfeit products
= Anecdotal evidence suggests that counterfeit is more likely to be transported in large shipments such as containers

— Average seizure size for counterfeit product was approximately 444,000 cigarettes in 2011, compared to 26,000 cigarettes for genuine
product

— In addition, smaller seizures of less than five cases and instances of individuals attempting to exceed import allowances may not be reported

= The availability of low cost genuine product in other markets means this can be moved in large numbers of smaller shipments which may be
more difficult to detect and intercept
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Project Star results 2011
Counterfeit share of PMI seizures

Counterfeit products
accounted for 92% of PMI
seizure volumes in 2011.

Counterfeit share of cigarette seizures
(all EU PMI seizures), 2006-2011M@(®)

Counterfeit product accounted for the majority of seized
cigarettes in the EU in 2011

= The share of counterfeit as a proportion of total seizures has

100% increased by 4 percentage points from 2010 to 2011
| e e o oo
80% Counterfeit seizures tend to be larger than seizures of genuine
70% product
60% ®mPMI Geniune . . . . .

50% 920 The average seizure size (hnumber of cigarettes seized divided by
(] H . . . .
40% | 81%  83%  83% 799 8% PMI Counterfeit number of seizure events) differs between genuine and counterfeit
30% product:
20% ) _
10% — The average seizure of PMI counterfeit product was
0% approximately 444,000 cigarettes, compared to 26,000
2006 2007 2008 2009 2010 2011 cigarettes of genuine product
Seizure data is weighted towards counterfeit product
= Customs and investigations reports suggest that counterfeit is more
likely to be transported in large shipments such as containers
Average number of cigarettes per seizure event m The availability of low cost genuine product from outside the EU
(all EU PMI seizures), 2006-2011M@®) means that it can be moved in a large number of smaller quantities
which may be more difficult to detect and intercept
800 770 = Smaller seizure volumes and instances of individuals attempting to
. exceed import allowances may not be reported
08
§g e00 507
[S=d 444
2o 389 377
gg 400 337 EPMI Geniune
[
>
< _§ PMI Counterfeit
£ 200
37 29 26 37 27 26 Notes:  (a) Seizures data presented is based on EU-27 countries for 2007-2011, and EU-25 countries
0 | — e mem — o for 2006
(b) Seizure data in this report is based upon the most recently available sources. Variances
2006 2007 2008 2009 2010 2011 with the Project Star 2010 report and seizure data presented for prior years are attributable
to additional seizure data received after publication of the Project Star 2010 report
Source: (1) PMI Management, based on notifications received from local law enforcement as supplied
to KPMG on 17 May 2012
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Austria
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change

consumption in Austria
accounted for by counterfeit
and contraband increased to
11.6% in 2011.

Key:

Notes:

Sources:

(@
(b)

(©
(d)
()]
()

®

from 2010 and major flows®@@®)c)(d)

€3.46
8.1%

€5.16
v

) w
€4.40 X
4.8% \ €2.49
-8.6%
€3.20
6.7%

Austria

Top three source countries

Top destination country

Map shows flows over 1% of consumption. Countries which are both source and
destination countries are coded according to the larger flow

Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and
June 2011

Relative cigarette prices in the Czech Republic and Hungary are subject to fluctuations as
result of exchange rate changes of the Koruna and Forint respectively versus the Euro
Arrow size indicates relative cigarette flow volume

KPMG EU Flows Model and interviews with PMI Local Management

Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011

Synovate/lpsos ND(L) research 2006, 2008, 2010 and 2011(Ipsos acquired Synovate in
2011)

Share of Austria consumption by type
2006-2011ME)

100% -
11.7%  12.6% 9.9% 8.5% 9.0% 11.6%
0% | 13% IEr 16.8% | 8.0% [ 7.4% 18.9% |
C&C
60% -
END(L)
40% { 87.0% 83.9% 83.3% 83.5% 83.7%  79.50 LbC
20% A EOutflows
0% T T T T T 1
-3.1% 28% -3.1% -1.7%  -2.9%  -2.3%
-20%
2006 2007 2008 2009 2010 2011
volume (bn o 15.8 153 157 15.7 16.0
cigarettes)
Comparison of EU and Austrian consumption by type
2011ME)
< 25% 1
< 20.5%
c
S 20% -
£ mAustria
E 14.1%
@ 15% )
g 11.6% . EU 27 total
IS 8.9% 10.4%
T 10% o ‘
2 5.7%
S o
o 5% 1 3.7% 2.3%
©
S ow : : A
ND ND(L) c&C Outflows
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Consumption of non-

domestic cigarettes has
increased to 3.28 billion in

Austria
Total cigarette consumption

o . (D@
Total Austria cigarette consumptlon( =

Billion cigarettes 2006 2007 2008 2009 2010 2011
13.40 13.66 13.20 13.39 13.54 13.09

Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@

Legal domesticsales (LDS) 4 A
2011, driven largely by an Outflows -0.46 045 -048 -027 -045 -0.36 & 328 Other countries
increase in the volume of Legal domesticconsumption (LDC)  12.94 13.22 12.72 13.12 13.09 12.72 % 3 1 254 255 259 256 0.69
g Ukraine
inflows from Hungary and i oL, e 089 0.79 “
Slovenia Non-domestic legal(ND(L)) 020 056 104 125 115 143 g 020 mCzech Republic
’ Counterfeit andcontraband (C&C) 174 198 151 134 141 185 2 023
Total non-domestic 194 254 255 259 256 3.28 § 11 - ®Hungary
X X 0 4 W Slovenia
Total cigarette consumption 14.87 15.76 15.27 15.71 15.65 16.00 2006 2007 2008 2009 2010 2011
) b
Austria Other Tobacco Product market S8
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 056 071 071 061 0.68 0.75
. @
Cigarette outflows from Austria
Billion cigarettes 2006 2007 2008 2009 2010 2011
Germany 0.23 017 020 0.18 033 0.28
Other EU 024 028 028 0.09 0.12 0.09
Total cigarette outflows 0.46 045 048 027 045 0.36
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are
shown on an equivalent sticks basis and have been calculated at one cigarette per 0.75
grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006, 2008, 2009, 2010 and 2011
(3) InMarket Sales data provided by PMI.
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 60
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The EU Flows Model
estimate for non-domestic

consumption in 2011 was
calculated using results
from Empty Pack surveys
conducted in Quarter 2 and
Quarter 4.

The EU Flows Model
suggests an increase in non-
domestic incidence, from
16.3% in 2010 to 20.5% in
2011.

Austri

a

Comparison of external sources for non-domestic estimates

EU Flows Model non-domestic market estimates®

25% 1

20% A

15% -

10% A

5% A

Share of total consumption

0% -

EPS non

25% 1
20% A
15%

10%

Share of total packs

5%

0%

Sources: (1)

(@)

(©)
(©)

20.5%

16.1% 16.7% 16.5% 16.3%
13.0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

-domestic market estimates®@®)

22.4% 21.3%

9 17.0% 16.9% 9
1T4% 16 40 15.706-2%

16.0%

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4
2006 2007 2008 2008 2009 2009 2010 2010 2011 2011

KPMG EU Flows Model

Austrian Chamber of Commerce Empty Pack surveys 2006-2010
Full PMI results were available along with total non-domestic share
National Manufacturers Association Empty Pack survey 2011
Slovenian Statistics Bureau, extracted March 2012.

Non-domestic incidence of 20.5% for the 2011 EU Flows Model
uses the arithmetic average of the two Empty Pack Surveys
conducted in 2011

= The EU Flows model estimates non-domestic incidence to be
20.5% in 2011.

= An adjustment was made to limit the level of Slovenian non-
domestic inflows in the year as these appeared overstated given
price and visitor trends in 2011.

— The Slovenian Statistics Bureau estimated that Austrian tourists
to Slovenia increased by 23% in December 2011,

— Theincrease in inflows from Slovenia between 2010 and 2011
has therefore been capped at a 23% increase from the 2010
inflow in the 2011 EU Flows Model.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 61
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Austria
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

201100
inflows were 1.85 billion 2006-2011

1.98
cigarettes in 2011, compared 27 174 18
with 1.41 billion cigarettes in 1.5 1aq e 9® Other countries
: 0.09
2010. 1.24 Ukraine
1.18 0.72 044 049 043

Slovenia

0.10 0.13 0.20 0.19 0.44
0.30 0.30

0.05 Czech Republic

Volume (bn cigarettes)
P
1

HEHungary

2006 2007 2008 2009 2010 2011

C&C share of
consumption: 12% 13% 10% 9% 9% 12%
&G share of 90%  78% 5%  52%  55%  56%

Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006, 2008, 2009, 2010 and 2011
(3) Interviews with PMI Local Management
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KPMG International Cooperative, a Swiss entity. All rights reserved.



Austria
Non-domestic (legal) breakdown

Non—domestic (legal) inflows Non-domestic (legal) by origin -
. o 2006-201101C) ND(L) analysis (1. @ © @)
increased to 1.43 billion in Ave.
2 Population Propensity Propensity ~ Ave.no. purchases Total ND(L)
2011. . . ;
— 19+ totravel to purchase  oftrips  (cigarettes) (cigarettes)
1]
] 1.43 )
Z 125 Other countries | \/glues _
8 : 115 Qa1 2011 6m | X 50% (X 44% | X 40 247 | =| 1.43
2 1.04 - HBGermany
c 14 0.41 0.27
% 0.32 mHungary
£ 0.56 ﬁ - - oven EU rank
E 0.20 0.17 Slovenia 2011 15 13 2 5 5 3
0.16 0.43 0.49 0.55 0.62
o 10.010.03 0.23
2006 2007 2008 2009 2010 2011
ND(L) share of
consumption: 1% 4% 7% 8% 7% 9%
:g)rsl_(} j:]irseilc;f 10% 29% 21% 28% 25% 44% ND(L) analysis: 2008-2011
2008 2009 2010 2011
Propensity to travel and purchase cigarettes W x @2 13.4%  23.4% 18.3% 21.9%
Non-domestic (legal) by brand Average annual cigarettes purchased @ x@ 1,175 807 959 993
2006-2011M@G)
2 -
? 3
o L2 14 Other Non-PMI
g ‘ 1.15
o 1.04 HOther PMI
g 1 0.98
g 0.80 : HPall Mall
2 0.56 0.77 0.80
% WBenson & Hedges
>
EMarlboro
O 4
2006 2007 2008 2009 2010 2011
Sources: (1) KPMG EU Flows Model
PMI share of 47% 47% 15% 20% 2204 14% (2) Synovate/lpsos ND(L) research 2006, 2008, 2009, 2010 and 2011
ND(L) (3) Interviews with PMI Local Management
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Austria
Historic sales and pricing trends

0.2 billion cigarettes related to additional inventories held at the

Legal domestic cigarette Historic cigarette prices and legal domestic sales end of 2010 were not included within the 2010 Project Star
1997-2011M@)@ results. 0.2 billion cigarettes were added back to 2011 legal
sales declined by 3.4% to domestic sales to reflect unwinding of 2010 additional
A . . inventories.
13.1 billion cigarettes in 20 1 -5
2011. 2
P r4 a
g 151 k]
= @
© 2
S 8
° 10 A &
s L2 §
g 2
5 5. 3
S F1
S
0 - 0]
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGROO) ] 19972001 2001-2005  2005-2009 2009-2011 _ 2010-2011]
B Manufactured cigarette legal domestic sales 2.9% -3.9% 0.8% -0.3% -3.4%
B Weighted average cigarette pack price 3.3% 4.9% 1.4% 3.2% 4.0%
Manufactured cigarette consumption n/a n/a 1.8%® 0.9% 2.3%
OTP legal domestic sales®() n/a n/a 2.5% 10.7% 10.4%
Note: (a) Sales of manufactured cigarettes in 2010 were adjusted down by 0.2bn to reflect higher inventories, with a corresponding upwards adjustment made to sales in 2011.
(b) CAGR from 2006 to 2009
(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on data from local distributor
(2) PMI Management and EU Tax Tables
(3) In Market Sales data provided by PMI.

Legal domestic sales declined by 3.4% in 2011

= Anincrease in excise duty on tobacco products came into effect in the first quarter of 2011.

The EU Flows Model results reflect an adjustment for unwinding of additional inventories held at the end of 2010

= In 2010, 0.2 billion of legal domestic sales were removed from the original estimate of 13.7 billion cigarettes to account for additional
inventories which were held at the end of the year, resulting in an adjusted legal domestic sales volume of 13.5 billion.

= In 2011, PMI Austria indicated that there was no significant excess inventory held at the end of the year and therefore 0.2 billion
cigarettes were added back to the original estimate of 12.9 billion cigarettes to reflect the unwinding of inventories within the year,
resulting in adjusted legal domestic sales of 13.1 billion.
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Austria
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents
. 2003-2011M@

products increased to by

10.4% to 0.75 billion

cigarette equivalents in

2011.

1.0 1

0.71 0.71 0.68

0.55 0.56

Cigarette equivalents (bns)

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 151 145 13.0 134 137 132 134 135 131
cigarettes):

CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco 12.4% 1.5% 10.4%
Manufactured cigarettes -2.4% -1.1% -3.4%
Note: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams

Source: (1) OTP volumes supplied by PMI
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Belgium
Market overview

The share of cigarette

consumption in Belgium
accounted for by counterfeit
and contraband was stable
at 5.9% in 2011.

Key: ]
]
Notes: (a)

(b)
Sources: (1)

(@)
3)

Marlboro 2011 price comparison in Euros, percentage change
from 2010 and major flows®®)@(®)

€5.47
8.3%

€5.05

2.1% /
N\
®, €4.40

4.8%

€5.90
5.4%

Belgium

Major source countries

Major destination countries

Map shows flows over 1% of consumption. Arrow size indicates relative
cigarette flow volume. Countries which are both source and destination
countries are coded according to the larger flow.

Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011
KPMG EU Flows Model and interviews with PMI Local Management
Synovate/lpsos ND(L) research 2006-2008 and 2010, AC Nielsen ND(L)
research 2011

Marlboro retail selling price supplied by PMI, based on PMI standard
exchange rates as at June 2010 and June 2011

Share of Belgium consumption by type
2006-2011M@

100% A 6.6% 6.2% 5.5% 9.8% 5.9% 5.9%
— ———
50% 4 66% 6.5% 78%  ame 5% 6.3%
60% -
40% 86.8% 87.3% 86.8% 84.9% 88.2% 87.8%
20% -
| I ——
0% J s 26w B B3 6Ty a,
2006 2007 2008 2009 2010 2011
volume (bn 45 125 12.4 12.9 12.4 12.0

cigarettes)

Comparison of EU and Belgium consumption by type
2011M@)

25%

20%

15%

10%

5%

Share of total consumption (%)

0%

14.1%
12.2%

6.3%

10.4%

5.9%

11.3%

5.7%

3.7%
T

ND I ND(L)

C&C

Outflows

c&C
END(L)
LDC

HOutflows

EBelgium

EU 27 total
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Belgium
Total cigarette consumption

Consumption of non- Total Belgium cigarette consumption V@ Total non-domestic inflows (ND(L) and C&C) by origin

2006-20110@

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
remained stable at 1.46 Legal domesticsales (LDS) 13.39 1249 11.89 11.74 11.73 11.86 27 1m 195
billion cigarettes in 2011. Outflows -204 -158 -1.10 -0.81 -085 -1.35 a ' 158 164 L4 a6 Other countries
9] . .
Legal domesticconsumption (LDC)  11.35 10.92 10.78 10.93 10.89 10.50 = 064
g . 0.68 1.31 0.55 mPoland
© 1.02 :
Non-domestic legal(ND(L)) 08 081 096 068 073 076 £ 11 079 aRussia
Counterfeit andcontraband (C&C) 086 077 068 127 073 0.71 g - 0.08
Total non-domestic 173 158 164 195 146 146 § MDuty Free
- - 0 - WLuxembourg
Total cigarette consumption 13.07 1250 12.42 12.88 12.35 11.97
2006 2007 2008 2009 2010 2011
Belgium Other Tobacco Product market ©@®©
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 12.22 10.01 8.60 9.68 10.73 11.24
Cigarette outflows from Belgium @)
Billion cigarettes 2006 2007 2008 2009 2010 2011
France 053 073 071 048 043 0.90
Netherlands 054 073 013 015 024 0.29
Other EU 096 012 026 018 0.19 0.16
Total cigarette outflows 204 158 110 081 085 1.35
Notes: (@) Smoking tobacco volumes include the categories ‘Roll Your Own’ (RYO) and
‘Make Your Own’ (MYO). Sales of Cigarillos have not been included.
(b) Volumes have been calculated at one cigarette per 0.75 grams for the RYO
category and for the MYO category 4% is converted at 0.50 grams per cigarette
and 96% is converted at 0.75 grams per cigarette
(c) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the scope
of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2008 and 2010, AC Nielsen ND(L) research 2011
(3) 2011 OTP volumes are based on IMS data provided by PMI. Prior to 2008, OTP data provided
by PMI is based on tax stamps.
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Belgium

Comparison of external sources for non-domestic estimates

The EU Elows Model EU Flows Model non-domestic market estimates®
estimate for non-domestic
S . 25% 1
consumption in 2011 is Lo
2
based on the arithmetic 5 20% 1
a 15.1%
average of the Q2 and Q4 S 15w | B w1 e 122%
2011 Empty Pack Surveys. T
8 10% A
5
E 5% o
]
0% A

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates@®(@)

19.6%
20%
o
2 15.9% 0
8 14.8% 14.4%
3 % e 13.1%
o .8%
£ 10.3% 10.4% 10.8%
g 10%
o
kS
<
s 5%
=
n
0%
gs g8 g8 & g, 8. 8. 2. 2
W wg ug W, wg W3 wg wg Wy
S8 53 33 28 2R 2R 28 28 28§
oo ao aco 2R B9 Yo B To Bx
S s9@ 5O 50 50O 5O
£ £ £ < < <
Note (a) 818 packs have been excluded from the Q4 EPS sample for the purpose of the EU Flows

model as they were collected in January/February 2012. Non-domestic incidence in the
Q4 EPS excluding those packs collected in 2012 was 11.1%,; this figure has been used in
the EU Flows model for 2011.

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys Q3 2007, Q3 2008, Q4 2009
(3) Industry market surveys 2006, 2010 — 2011
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Belgium
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

- [€NEIE©)
inflows declined slightly to 2006-2011

1.5 1

.71 billion cigar in : o
v billienicigarettes . 1.27 Other countries includes Duty Free and
2011. 3 ) small volumes from a number of

g Other countries source countries including Portugal

g 104 0.86 0.7 Spain, Ukraine and Serbia.

(=2

5 ) 0.73 0.71 ;

: 0.68 1.03 Romania

2

()

£ 0.5 1 0.69 0.64 0.48 0.53 0.42 mPoland

o .03

> 0.01 1 0.10 0.03 d

q 0.03 ﬂ i
oo LR qor 8% 0100% BBE B o1z  RuesR

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

7% 6% 5% 5% 6% 6%

50% 49% 41% 65% 50% 48%

Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006-2008 and 2010, AC Nielsen ND(L)
research 2011
(3) Interviews with PMI Local Management
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Non-domestic (legal) inflows

increased slightly to 0.76

Belgium
Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-20110EE)(@)

©

Ave.

@ @ 3)

ND(L) analysis

0.96 . .
- . . 1.0 Population Propensity Propensity  Ave.no. purchases Total ND(L)
0.86
billion cigarettes in 2011, - 0.81 0.13 0.76 19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
driven largely by cross % 0.13 0.05 0.68 0.73 ’ Other countries Values
. . s 0.13 2 0.13 0.10 - X % | X 9 X X =
c 0.5 =06 0.07 022 e : Duty Free
Luxembourg. §°Y .02 0.13 0.10
° MNetherlands
£ =02 011 EU rank
2 0.50 - Foo7t (47 mFrance 2011 12 9 26 8 2 6
> 0.31
0.25 . Luxembour
0.12 0.23 g
0.0 T T T !
2006 2007 2008 2009 2010 2011
Osh . ND(L) analysis: 2008-2011
ND(L) share o o o o o o o
consumption: ' 6% 8% % 6% 6% 2008 2009 2010 2011
i i 0, 0, 0, 0,
r':‘c?rfl-_gcfrrr]lzrsiigf 50% 51% 59% 35% 50% 5206 Propensity to travel and purchase cigarettes Dx218.0% 16.0% 17.2% 7.5%
. Average annual cigarettes purchased @x@® 52 518 524 1,215
Non-domestic (legal) by brand
2006-2011ME)@
10 - 0.96
n oss 08!
2 0.06 0.73 0.76 Other Non-PMI
(3]
_% BLucky Strike
o
c 0.5 Camel
a2
“E’ mOther PMI
=
S 007001 o) gn
0.0 mMarlboro
2006 2007 2008 2009 2010 2011
Sources: (1) KPMG EU Flows Model
PMI share (2) Synovate/lpsos ND(L) research 2006-2008 and 2010, AC Nielsen ND(L) research 2011
f 51% 91% 53% 54% 57% 29% (3) Interviews with PMI Local Management
of ND(L)
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Belgium
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

. 1997-2011M@
sales volumes increased to

11.9 billion cigarettes in 15 1 r5
2011. o
n 48
2 o
g 101 2
g 3
= Q.
s g
Y r2 ¢
£ °] 8
<>3 1 Ju
c
0 - -0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales 3.0% 0.7% -3.2% 0.5% 1.0%
B Weighted average cigarette pack price n/a 5.1% 4.6% 3.0% 5.9%
Manufactured cigarette consumption n/a n/a -0.5%@ -3.1% -2.1%
OTP legal domestic sales®(®) n/a n/a -3.0% 7.8% 4.7%

Note: (a) CAGRis 2006-2009
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams for fine cut
Sources: (1) In Market Sales supplied by PMI based on tax stamp and AC Nielsen Audit data
(2) PMI Management and EU Tax Tables
(3) 2011 OTP volumes are based on IMS data provided by PMI. Volumes have been calculated at one cigarette per 0.75 grams for the RYO category and for the MYO category 4% is converted at 0.50
grams per cigarette and 96% is converted at 0.75 grams per cigarette. Prior to 2008, OTP data provided by PMI is based on tax stamps.

Legal domestic sales increased by 0.2bn from 2010 to 2011, whilst the average pack price increased by 5.9%.
= Estimates for legal domestic sales based on tax stamp data may vary to the figures used above,

— For the purposes of Project Star, tax stamp data has not been used due to the impact of trade loading by retailers in response to price
increases.
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Belgium
OTP market size and growth

Sales of smoking tobacco Other Tobacco Products sales in billion stick equivalents
) 2003-2011L@b)E)(d)

increased by 4.7% to 11.2

billion stick equivalents in 14 - .

2011. 12 {111 112 1099 ; 107 112

Stick equivalents (bns)

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 143 136 134 134 125 119 117 117 119
cigarettes)

CAGR (%) 2003-2007  2007-2011  2010-2011

Manufactured cigarettes -3.3% -1.3% 1.0%|

Notes: (@) Smoking tobacco volumes include the categories ‘Roll Your Own’ (RYO) and
‘Make Your Own’ (MYO). Sales of Cigarillos have not been included.

(b) Volumes have been calculated at one cigarette per 0.75 grams for the RYO
category and for the MYO category 4% is converted at 0.50 grams per cigarette
and 96% is converted at 0.75 grams per cigarette

(c) 2009 OTP data shown in this report is 0.4 billion lower than the number stated in
the Project Star report in 2010. The difference is due to the revision of data
and conversion rates used in the data received from PMI. The updated figure is
used for this report.

(d) 2010 OTP data shown in this report is 0.7 billion lower than the number stated in
the Project Star report in 2010. The difference is due to the revision of data
and conversion rates used in the data received from PMI. The updated figure is
used for this report.

Source: (1) 2011 OTP volumes are based on IMS data provided by PMI. Prior to 2008, OTP
data provided by PMI is based on tax stamps.
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Bulgaria
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage Share of Bulgaria consumption by type
. . change from 2010 and major flows®E@®)©) 2007-20110@)
consumption in Bulgarla
accounted for by counterfeit o -
100%
i 11.1% 12.9% 16.5% 20.2%
and contraband declined to ol 07% ..., —— 30.7% :
80% 1 1.1% 1.2% |
Ar —_— 0 C&C
20.2%in 2011. o | Ton
END(L)
o, { 88.2% 86.0% 9
40% 82.4% 68.3% 78.7% Lpe
20% 1 HOutflows
0%
-3.4% -2.3% -2.4% -1.7% -2.1%
-20% -
2007 2008 2009 2010 2011
€171
+15.7%
volume (bn 4 5 213 19.8 15.6 13.4
cigarettes)
S ess
+0.0%
Comparison of EU and Bulgaria consumption by type
2011M©)
Unspecified@
< 25% 1 0
Key: = Bulgaria i’ 21.3% 20.2%
®  Top two source countries S 20% A
Notes:  (a) Map shows flows of over 1% of consumption. Countries which are both source g- EBulgaria
and destination countries are coded according to the larger flow > 15% 4 14.1% 9
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non- 2 ° EU 27 total
Euro currencies, Euro prices are based on PMI standard exchange rates as at 3 10.4%
June 2010 and June 2011 T 10% A1
(c) Relative cigarette prices in Bulgaria, Serbia and Ukraine are subject to 2 5.7%
fluctuations as result of exchange rate changes of their respective currencies S 50 - 3.7%
versus the Euro o 0 1.1% 2.1%
(d) Since 2009, packs which had no clear indication of origin were classified as _f:“ -
“Unspecified”. Unspecified market variants are defined as those packs which do N 0% A - — T T 1

not bear any market-specific health warning or tax stamp, or mention of ‘Duty ND ND(L) C&C Outflows
Free’ on the pack
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2007-2010 (Ipsos acquired Synovate in 2011)
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange
rates as at June 2010 and June 2011
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Total non-domestic consumption

Consumption of non-

; (D) Total non-domestic inflows (ND(L) and C&C) by origin

domestic cigarettes declined Billion cigarettes 2007 2008 2009 2010 2011

4.93
to 2.84 billion cigarettes in Legal domesticsales (LDS) 18.06 18.77 16.80 10.91 10.80 5 0.66
2011. Outflows -0.67 -049 -047 -0.27 -0.29 9 2 _
: : B 3.50 Other countries
Legal domesticconsumption (LDC)  17.38 18.28 16.33 10.64 10.51 2 297 0.28 284
Outflows from Bulgaria g 3 : 1.68 ' mSerbia
increased slightly to 290 Non-domesticlegal (ND(L)) 0.14 022 023 015 0.15 % 2 Unspecified
million cigarettes in 2011. Counterfeit andcontraband (C&C) 219 275 326 478 2.69 g mDuty Free
Total non-domestic 233 297 350 493 284 2 1
- 0
Total consumption 19.71 21.25 19.83 15.57 13.36 2007 2008 2009 2010 2011
Outflows from Bulgaria @
Billion cigarettes 2007 2008 2009 2010 2011
Germany 0.05 0.04 004 0.03 o0.07
UK 0.09 0.13 0.09 0.03 0.06
Other EU 053 033 034 020 0.16
Total outflows 0.67 049 047 027 0.29
Note: (a) Since 2009, packs which had no clear indication of origin were classified as “Unspecified”.
Unspecified market variants are defined as those packs which do not bear any market-
specific health warning or tax stamp, or mention of ‘Duty Free' on the pack
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2007-2010
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Bulgaria
m Comparison of external sources for non-domestic estimates

The EU Flows Model shows EU Flows Model non-domestic market estimates® The EU Flows Model shows a 10.4 percentage point decline in
adec“ne in non_domestic non'domestic incidence |eVe| in Bulgal’ia in 2011
incidence to 21.3% in 2011. 35% 1 3L.7% m The EU Flows Model estimate for non-domestic share of total

30% consumption uses the results of PMI Empty Pack Surveys (EPS)

conducted in the second and fourth quarters of 2011

25%

17.6%

20% = To reflect an improvement in the economic situation in the fourth

15% A quarter of 2011 a weighting was applied to the EPS results.

10% — The quarter two EPS was weighted to represent the first nine

5% A months of 2011

Share of total consumption

0% :
EUFlows EUFlows EUFlows EUFlows EU Flows — The quarter four EPS was weighted to represent the last three

Model Model Model Model Model months of 2011
2007 2008 2009 2010 2011 ) .
For reasons of consistency of treatment across the EU, Project

Star calculates non-domestic incidence based on the share of
packs collected by source market

EPS and other non-domestic market estimates® = Using a stick based approach, which allocates a weighting to each
pack to reflect the number of cigarettes contained within, the non-
domestic incidence for Bulgaria would be 22.6%, a difference of

© 35% 1 34.1% 1.3 percentage points from the pack based measure used in this
3 30% report
B . 0, 0, 0, . . . .
E 2% 122.8% 21.3%22'(“’ 023'“’20 5% — This difference reflects that a proportion of domestic packs
g 20% 19.0% collected were packets of 10 cigarettes, whilst nearly all non-
Q. . .
5 15% domestic packs were packets of 20 cigarettes.
[}
Qg ) .
j:(; 10% — The difference between the pack and cigarettes based
5% approach has been consistent for the period for which data is
0% available.
™~ ] 2] ~ @ 2] o o — — v 0
O 9 © 9 9 9 494 4 4 4 ¢ £ . i oL
5 5 8 8 8§ & &8 8 ]/ ¢ 2 = Itis not currently possible to measure non-domestic incidence
Q Q [2) [2) . . .
g8 830350860303 == using the stick based methodology in all EU Member States.
T F 8 0o o o o o o »o 9 9
e =4 o o o a o o o o o
g g L L L w w w L [3Y [3Y
a a o 3 Sources: (1) KPMG EU Flows Model
L 9Q (2) PMI Empty Pack Surveys 2007-2011
(] w
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Counterfeit and contraband

inflows declined to 2.69
billion cigarettes in 2011,
driven by reduced inflows of
all major market variants.

Bulgaria
Counterfeit and contraband breakdown

Counterfeit and contraband by origin
2007-2011M@)@)

5 4.78
—_ 0.65
8 a4 1029
3 3.26
g 2.75 2.69
2 3 % 1.68 :
g . . Other countries
= - 0.20
q, 2 W Serbia
g
° Unspecified
s 1 P
mDuty Free
0
2007 2008 2009 2010 2011
C&Cshareof o, 13% 16% 31% 20%
consumption:
ﬁg?Sha’e of 940 92% 93% 97% 95%
Note: (a) Since 2009, packs which had no clear indication of origin were classified as

“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do not
bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on
the pack. Unspecified packs may be counterfeit
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2007- 2010

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.

78



Bulgaria
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin ND(L) analysis
: o0 2011t (L) analy @ ©) ® (@)
remained stable at 0.15 Ave.
billion cigarettes in 2011. 0.3 1 Poplu;itlon Ptropt>en3|lty Properr\]sny A\;e..no. pgrchases thal ND(L)
= 0.22 0.23 otravel topurchase oftrips  (cigarettes) (cigarettes)
@ .
=1 ' Values —
§0.2 | Other countries 2011 5.8 X 33% X 30% X 2.2 X 119 = 015
g 0.14 0.09 0.12 0.15 0.15
c mGreece
=)
% 0.1 EGermany EU rank
§ 2011 16 22 11 19 13 17
mDuty Free
0.0
2007 2008 2009 2010 2011
ND(L) Sh‘i.re of 106 1% 1% 1% 1% ]
consumption: ND(L) analysis: 2008-2011
ND(L) share of
non-domestic: ©7° 8% % 3% 5% 2008 2009 2010 2011
Propensity to travel and purchase cigarettes @ x @ 10.1% 10.8% 9.8% 9.8%
) Average annual cigarettes purchased @x@ 375 367 266 266
Non-domestic (legal) by brand g g B

2007-20110@

0.3

—~ 0.23

8 0.22 Other Non-PMI

i3]

[ mKarelia

2

2 ®Davidoff

2

aE.» mOther PMI

>

2 mL&M

>

EMarlboro
2007 2008 2009 2010 2011
PMI share Sources: (1) KPMG EU Flows Model
0, 0, 0, 0, 0,
of ND(L) 56% 52% 53% 42% 43% (2) Synovate/lpsos ND(L) research 2007- 2010
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Bulgaria
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- (D@)(@)b)(c)
sales declined by 1.0% in 2005-2011

2011, whilst the average 25 - 5 3
[}
pack price increased by 3
0.4%. 7 % AN
[
g Q.
g g
s 1B 3 3
3] =
s &
Z 10 2 7
Q o
£ o
5 2
S s 1 £
®
>
O
=
0 0
2005 2006 2007 2008 2009 2010 2011
CAGR (%) 2005-2009 2009-2011 2010-2011
B | egal domestic sales -4.8% -19.8% -1.0%
B Weighted average pack price 6.9% 21.4% 0.4%
Consumption 0.3%(©) -17.9% -14.2%

Notes: (a) Government data for sales of cigarette tax stamps suggested sales of 19.6 billion cigarettes in 2006, 21.9 billion cigarettes in 2007, 17.5 billion cigarettes in 2008, 11.7 billion cigarettes in 2009 and 10.8

billion in 2010. However, the government tax stamp sales estimate was distorted by high levels of inventory built up prior to price increases in 2008, 2009 and 2010. Therefore, to reflect actual retail
sales in the calendar year 2008, for the purposes of Project Star the In Market Sales estimate based on AC Nielsen Retail Audit data was used as the estimate for LDS.
(b) In Market Sales for 2011 indicate Legal Domestic Sales of 11.1 billion cigarettes. However, LDS estimates by PMI local management are equal to 10.8 billion cigarettes, the figure used in the above
analysis.
(c) CAGR s from 2007 to 2009
Sources: (1) In Market Sales supplied by PMI based on AC Nielsen Retail Audit data and EU, ERC and Excise Tax yearly data
(2) PMI Management and EU Tax Tables
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Cyprus
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Cyprus consumption by type

. from 2010 and major flows®E@®)E)) 2007-20110@)
consumption in Cyprus
1.1%

f 1.5% 1.7%  L7% 17%  0.6%
accounted for by counterfeit 100% o :
. 0, 0, 0,
and contraband increased to 80% - o [74% [ 66% [6.6% AV i TGS
. . C&C
1.1%in 2011, but remains 60% -

BND(L
significantly below total EU a0% | 90-9% 90.9%  9L7%  9L.7% 98.3%  97.8% LDé)
levels.

20% A EOutflows
T asan e aeaw e 140% asse
€7.91 -20% -
[ 2006 2007 2008 2009 2010 2011
volume bn 5y 155 160 158 156 130
cigarettes)
Comparison of EU and Cyprus consumption by type
2011M@
'\",'
€4.40 =~ g 25%
14.3% ;’
Key: Cyprus S 20% - 18.5%
Major destination country a .
Notes: (a) Map shows flows over 1% of consumption. Countries which are both source and § o 14.1% yprus
destination countries are coded according to the larger flow 2 15% A EU 27 total
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro 3 10.4%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and T 10% A
June 2011 i<} 5.7%
(c) Relative cigarette prices in the UK are subject to fluctuations as result of exchange rate © 50 4 . 3.7%
changes versus the Euro g 2.2% 1.1% 1.1%
(d) Arrow size indicates relative cigarette flow volume < -
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management D 0% - T T T !

(2) AC Nielsen ND(L) research 2006 ND ND(L) c&C Outflows
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Total non-domestic consumption

Consumption of non- Total Cyprus consumption®® Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@)

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
remained broadly stable in Legal domestic sales (LDS) 160 167 172 171 175 151
Outflows 023 027 -0.26 -0.25 -0.22 -0.24 0157 0138 O o150y
2011 at 29 million cigarettes. - - : : : : : : —
Legal domesticconsumption (LDC) 1.38 140 146 145 153 1.27 4 oth .
g 0.053 0.054 0.056 ther countries
= 0.10 - : 0.055
Non-domestic legal (ND(L)) 0.12 0.11 0.10 0.10 0.02 o0.01 g mGreece
Counterfeit andcontraband (C&C) 0.02 0.03 0.03 0.03 0.01 o0.01 &
<] 4
Total non-domestic 0.14 014 0.13 013 0.03 0.03 g 005 0027  0.028 ERomania
3 .
9 0.011 gops 0.0100 001
Total consumption 151 155 159 158 156 1.29 0.00 - 2 0% mDuty Free
2006 2007 2008 2009 2010 2011
Outflows from Cyprus V@@
Billion cigarettes 2006 2007 2008 2009 2010 2011
UK 0.21 025 0.24 0.21 0.20 0.20
Other EU 0.02 0.02 0.02 0.04 0.02 0.03
Total outflows 0.23 0.27 026 025 0.22 0.24
Note (a) Outflows from Cyprus to the UK are adjusted each year to reflect tourism trends. In
2011, according to the national statistics office in Cyprus the number of tourist arrivals
from the UK increased by 2.5% in 2011 compared to 2010.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006
(3) National statistics office of Cyprus, Tourist arrivals January to December 2010-2011,
accessed March 2012
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Cyprus
Comparison of external sources for non-domestic estimates

The EU flows model EU Flows Model non-domestic estimates®

indicates a 0.5 percentage

. . - _ 10% 7 9.1% 9.1%
point increase in non 5.3% 8.3%

domestic consumption from
2010 to 2011.

8% A
6% A

The EU Flows Model
estimate for non-domestic

4% -

2% A

Share of total consumption

consumption in 2011 uses

the results of the PMI Empty 0% =

i i Model Model Model Model Model Model
Pack Survey carried out in 2006 2007 2008 2009 2010 2011

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows

the fourth quarter of that
year.

EPS non-domestic estimates®

10% 8.8%

8.3%

8%

6%

4%
2.2%

Share of packs collected

2%

0%
EPS Q3 2006 EPSQ4 2008 EPSQ4 2010 EPSQ4 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006, 2008, 2010 and 2011
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Counterfeit and contraband

inflows increased to 14
million cigarettes in 2011,
compared to 9 million
cigarettes in 2010.

Cyprus

Counterfeit and contraband breakdown

Counterfeit and contraband by origin
2006-2011M@@E)

0081 0026 928 o027
n 0.023

8

©

g 0.02

)

o

8 0022 0025 0.026 0.026
2 o001

=]

(=]

>

0.00 =28 0.00L 000k 5000k -0.00., [0W00%

0.009

0.007

0.014

0.012

2006 2007 2008 2009 2010 2011
C&Cshare of 2% 2% 2% 1% 1%
consumption:
C&C share of )4y, 17% 21% 20%  33% 50%

ND:

Sources: (1) KPMG EU Flows Model

(2) AC Nielsen ND(L) research 2006
(3) Interviews with PMI Local Management

Other countries

BMRomania

‘Other countries’ consists of small
volume inflows from a large number
of countries (volumes less than 5
million cigarettes)
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Cyprus
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin ND(L) analysis ©) ©) ©) (4)
. - 2006-2011M@E)@
declined to 14 million Ave.
: : .15 - Population Propensity Propensi Ave. no. urchases Total ND(L
cigarettes in 2011. 015 P pensity - Propensity no. pL otal ND(L)
- 0115 0115 19+ totravel to purchase  oftrips  (cigarettes) (cigarettes)
@ . E
= 0.105 0.105 Values « B
g 0.10 2011 0.6m 64% (X 41% | X 18 | X 63 =1 0.02@
< 0.074 0053 0048
GE) 0.05 0109 Other countries | EU rank
2 2011 25 8 3 23 21 26
> EDuty Free
0.00
2006 2007 2008 2009 2010 2011
ND(L) share of
. 8% 8% 7% 7% 1% 1% . .
consumption: Non-domestic (legal) research was updated in 2011 to reflect trends
rl:l(IJDrSLgosr?lzrstilgf 83%  83% 79% 80%  67% 50% from the Empty Pack Survey and changes in tourism
= The number of outbound passengers from Cyprus to other countries
. declined slightly in 2011*)®) ,
Non-domestic (legal) by brand
2006-2011M@E)@
0.15 1
n
o 0115 0115
% 0.10 - 0.105  0.105 Other Non-PMI
S 0.05 0.054
= 0.049  0.049 BOther PMI
Q
0.05
E - - EMarlboro Notes: (a) Adjustments have been made to the raw ND(L) data to ensure inflows from source markets are
g representative, this can result in a variance between the raw ND(L) analysis and the EU
Flows Model output
0.00 (b) According to the National Statistics Office in Cyprus the total volume of outbound passengers
' 2006 2007 2008 2009 2010 2011 from Cyprus to EU destinations declined by approximately 3% between 2010 and 2011
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006
(3) Interviews with PMI Local Management
PMI share 0, 0, 0, 0, 0, 0 (4) National Statistics Office of Cyprus, Statistics on residents of Cyprus travelling abroad 2011,
of ND(L) 53% 53% 53% 53% 20% 17% accessed March 2011
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Cyprus
Historic sales and pricing trends

Historic cigarette prices and legal domestic sales
1997-20110@

Legal domestic cigarette

sales declined by 14.1% in

2011, whilst the average 20 -
pack price increased by
0 —
15.3 /0. g 15 -
©
®
2
o
© 1.0 A
2
(4]
g
S 0.5 1
>
0.0 A
1997 1998 1999 2000 2001 2002 2003 2004 2005
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B |egal domestic sales 3.5% -2.9% 3.3% -6.0% -14.1%
B Weighted average pack price n/a n/a 1.3% 7.5% 15.3%
Consumption n/a n/a 1.5%@ -9.5% -17.0%

Note (a) CAGR 2006-2009
Sources: (1) PMI sales and estimates by local distributor
(2) PMI Management and EU Tax Tables

2006

2007

2008

2009

2010

2011

(0un3) senarebio oz Jad 8dld
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Czech Republic
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Czech Republic consumption by type
. from 2010 and major flows®E@E)E)() 2006-2011M@)
consumption in the Czech

Republic accounted for by 100% 1 -0.3%- -03%_  650%  5.8% . 55% _3.6%

. 0.7% 0.7% 0.7% 1.2% 9 .29
counterfeit and contraband 80% ° N B B
declined to 3.6% in 2011. 60% C&C
40% 98.9%  98.9% 928y 93.0% 93.2% 952%  END()
Outflows from the Czech B0 I~ 20% LDC
Republic continued to 3% o o 0% =Outflows
increase in 2011, with — 1% 20%
Germany the key destination ¥ -40%
2006 2007 2008 2009 2010 2011
market.
€4.40 Volume (bn
4.8% . 19.8 20.0 20.2 19.0 17.0 15.5
cigarettes)
Comparison of EU and Czech consumption by type
20110@)
g 50% 4
= 40.6%
Key: ®  Czech Republic S 40% 4
i Q.
Major source country I mCzech Republic
Major destination countries 2 30% A
Notes: (@) Map shows flows over 1% of consumption. Countries which are both source and S EU 27 total
destination countries are coded according to the larger flow o
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro g 20% A 14.1%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and = 10.4%
S
June .201; Lo . . ) - o 10% 7 4.8% 3.7% 3.6% 5.7%
(c) Relative cigarette prices in the Czech Republic and Ukraine are subject to fluctuations as a c 1.2% .
result of exchange rate changes of their respective currencies versus the Euro & 0% _- I
(d) Arrow size indicates relative cigarette flow volume ) ) ) '
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management ND ND(L) c&C Outflows
(2) AC Nielsen ND(L) research 2006, 2008, 2009 and Synovate/Ipsos ND(L) research 2011 (Ipsos
acquired Synovate in 2011)
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Czech Republic
Total cigarette consumption

Consumption of non- Total Czech Republic cigarette consumption @ Total non-domestic inflows (ND(L) and C&C) by origin

2006-2011M@

domestic cigarettes declined

Billion cigarettes 2006 2007 2008 2009 2010 2011
to 0.75 billion cigarettes in Legal domestic sales (LDS) 2431 2397 2277 2165 21.06 21.06
2011, compared to 1.15 Outflows 476 -419 -406 -400 -521 -6.30 15 - v,
- . . i i . . . . . . > Oth tri
billion in the previous year. Legal domesticconsumption (LDC)  19.54 19.78 18.71 17.65 15.85 14.76 B 1.15 er countries
g Poland
The main driver for this Non-domestic legal (ND(L)) 0.15 015 015 0.23 021 0.19 2 _
change was a continued Counterfeit andcontraband (C&C) ~ 0.06  0.06 130 109 094 056 = § mRussia
L Total non-domestic 0.21 0.21 145 132 115 0.75 g HEBelarus
decline in the volume of 5
o
. . > mUkraine
inflows from Ukraine. Total cigarette consumption 19.75 19.99 20.16 18.97 17.01 15.51
2006 2007 2008 2009 2010 2011
3)(a)(b;
Czech Republic Other Tobacco Product market( A
Billion cigarette equivalents 2006 2007 2008 2009 2010 2011
OTP (LDS) 069 166 028 082 111 1.36
Cigarette outflows from Czech Republic(l)
Billion cigarettes 2006 2007 2008 2009 2010 2011
Germany 3.77 328 353 353 466 5.69
Austria 0.17 016 020 023 025 047
Other EU 082 076 033 024 030 0.14
Total cigarette outflows 476 419 406 400 521 6.30
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on
an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2008 and 2009, Synovate/lpsos ND(L) research 2011
(Ipsos acquired Synovate in 2011)
(3) Data provided by PMI, sourced from media and customs statistics, 2011
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Czech Republic
Comparison of external sources for non-domestic estimates

EU Flows Model non-domestic market estimates™ Non-domestic incidence of 4.8% for the 2011 EU Flows Model uses
the arithmetic average of the two Empty Pack Surveys conducted

The 2011 EU Flows Model
results for the Czech
in 2011.

Republic suggest a decline 10% 1

in non-domestic incidence in
2011.

7.2% 7.0% 6.8%

5% A
The EU Flows Model uses an

average of the Q2 and Q3
Empty Pack Surveys.

1.1% 1.1%

Share of total consumption

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates®®)

10% A
8.2%
7.6%

7.2%

Share of total packs

EPS EPS EPS EPS EPS EPS EPS EPS
Q Q3 Q2 Q3 Q2 Q3 Q2 Q3
2006 2008 2009 2009 2010 2010 2011 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys, Q3 2006, Q3 2008
(3) Empty Pack Surveys for the Czech Republic Tobacco Manufacturers’ Association (NMA)
conducted by Ultex, Q2 2009, Q3 2009, Q2 2010, Q3 2010, Q2 2011 and Q3 2011
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Czech Republic
Counterfeit and contraband breakdown

Counterfeit and contraband by origin Counterfeit and contraband inflows declined to 0.56 billion
2006-2011M@)E) cigarettes in 2011

m The decline in C&C was driven by a fall in inflows from Ukraine,

Counterfeit and contraband
inflows declined to 0.56

billion cigarettes in 2011, 1.5 1 130
down from 0.94 billion in g 100 Other countries but was partially offset by a growth in inflows from Belarus.
@ 0.94
2010. gl.o 1 0.57 0.24 HRussia
‘©
s S0 %12 0.33 0.56 EBelarus
(] W
% 051 0.06 b 0.15 Ukraine
2 : 0.68 0.70
s oso G
0.01 0.24
0.08 :
0.0 : . . T s
2007 2008 2009 2010 2011
C&C share of
consumption: 0% 6% 6% 6% 4%
caCshareof 300 90% 83% 82% 74%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2008 and 2009, Synovate/lpsos ND(L) research 2011 (Ipsos
acquired Synovate in 2011)
(3) Interviews with PMI Local Management
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Czech Republic
Non-domestic (legal) breakdown

Non-domestic (legal) Non-domestic (legal) by origin :
volumes declined to 0.19 Ave.
- . ) 0.3 1 Population Propensity Propensity ~ Ave.no. purchases Total ND(L)
billiam cigarettes inf201.1. @ 0.23 19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
2 0.21 Other countries
g0, 0.19 Values X ) X _
S 0.15 0.15 0.10
s : 0.09 Germany
@ 0.06 )
e 0.08 MmSlovakia
g0 o 80t EU rank
E 0.04 | - mGreece 2011 12 13 15 12 23 15
0.04 0:04 Poland
oo | P0IpRE 0003%R 0.03
2007 2008 2009 2010 2011
ND(L) share of
coreumpior; % - ” ; - ND(L) analysis: 2008-2011
analysis: -
ND(L)share OF - 700 10% 17% 18% 26%
2008 2009 2010 2011
Propensity to travel and purchase cigarettes (Wx@ 5.0% 6.2% 6.2% 12.7%
Non-domestic (legal) by brand Average annual cigarettes purchased @x@ 349 438 402 183
2006-2011M@G)
0.3
w 0.23
é 0.21 Other Non-PMI
S, 0.19
< 0. =Viceroy
S 0.15 0.15 0.09 0.08 s
c . HPall Mall
Q
3 Gt 0.06
£ 0.1 . mOther PMI
3
§ EMarlboro
mL&M
0.0
2007 2008 2009 2010 2011
PMI share of Sources: (1) KPMG EU Flows Model
ND(L) 70% 54% 60% 59% 48% (2) AC Nielsen ND(L) research 2006, 2008 and 2009, Synovate/Ipsos ND(L) research 2011
(Ipsos acquired Synovate in 2011)
(3) Interviews with PMI Local Management
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Czech Republic
Historic sales and pricing trends

. . L . . Prior to the January 2008 excise
Legal domestic cigarette Historic cigarette prices and legal domestic sales tax increase, higher inventories
. 1997-2011M@)@ held accounted for 6.8 billion
sales remained flat between cigarettes®
2010 and 2011. 25
L 2
7 20 8
Q el
= @
& ]
g 15 S
2 Q.
s S
S 10 g
5 &
2 ~
> 5 (,;‘)
o
0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales -5.4% 6.9% -2.5% -1.4% 0.0%
B Weighted average cigarette pack price 1.3% 0.7% 12.4% 3.4% 2.9%
Manufactured cigarette consumption n/a n/a -1.3%@ -9.6% -8.8%
OTP legal domestic sales®© n/a n/a -0.2% 28.7% 22.5%

Note: (a) CAGR from 2006 to 2009
(b) Sales of manufactured cigarettes in 2007 include an adjustment down by 6.8 billion sticks from 30.8 billion cigarettes to 24.0 billion cigarettes to reflect higher inventories, with a corresponding
upwards adjustment made to sales in 2008 from 16.0 billion cigarettes to 22.8 billion cigarettes.
(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) PMI sales, PWC estimates and Nielsen data
(2) PMIManagement and EU Tax Tables
(3) Data provided by PMI, sourced from media and customs statistics, 2011
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Czech Republic
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents

- D)(@)(b)
increased by 22.5% to 1.36 2003-2011
billion cigarette equivalents

In 2011 sales of smoking tobacco reached the highest level
since 2007

= Volume sales have increased consistently since 2008, however

in 2011 27 the sales trend between 2007 and 2009 was distorted by
£ increased inventory holdings at the end of 2007 prior to an
@ increase in excise tax
c
Q .
T OTP values include both Roll Your Own (RYO) and Make Your
?T 11 Own (MYO) products
I} . . . . ie P
8 = MYO seizures by Czech customs indicate that a significant illicit
s OTP market may operate in the Czech Republic®
O
0 - — In 2011 24.6 tons of illicit tobacco was seized®
2003 2004 2005 2006 2007 2008 2009 2010 2011
Cigarette
sales (bn 204 226 239 243 30709 16.0© 217 211 211
cigarettes)®
2003- 2006- 2008- 2009- 2010-
CAGR(6) 2006 2009 2009 2010 2011
™ Smoking tobacco - -185%  6.1% 1906%  352%  22.5%
Manufactured cigarettes 6.0% -3.8% -4.9% -2.7% 0.0%
Notes: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams
(b) Cigars/cigarillos have been excluded from this analysis
(c) Sales of manufactured cigarettes in 2007 were adjusted down by 6.8 billion sticks to reflect higher
inventories, with a corresponding upwards adjustment made to sales in 2008
Source: (1) OTP volumes based on PMI sales, PWC estimates and Nielsen data
(2) Manufactured cigarettes sales from In Market Sales supplied by PMI based on shipment data,
(3) Data provided by PMI, sourced from media and customs statistics, 2011
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Denmark
Market overview

The share of cigarette Marlboro and cheapest brand 2011 price comparison in Euros, Share of Denmark consumption by type
. percentage change from 2010 and major flows®@(@(b)c)(d) 2006-2011ME)
consumptlon in Denmark
accounted for by counterfeit 100% ; _18% 19% 6.1% 35% 4.3% 3.0%
and contraband declined to 80%
3.0% in 2011, significantly 60% c&c
]
below the EU average of a0 | BB BB soow BB oigw  S0% ND(L)
0
LDC
10.4%
20% EOutflows
0% =
-33% 20% 2% -21%  21% 1A%
-20%
2006 2007 2008 2009 2010 2011
volume (bn 8.3 8.3 8.4 8.1 7.9 76
cigarettes)
Comparison of EU and Denmark consumption by type
201100
— - 14.1%
g 15% 0
Key: = Denmark S
= Top source country k= 10.4%
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 £ 10% A mDenmark
£ 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 a 7.0% EU 27 total
Notes:  (a) Map shows flows over 1% of consumption. Countries which are both source and destination 3 5.7%
countries are coded according to the larger flow s o
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand S 5% 1 4.0% 3.7% 3.0%
available as at July 1st 2010 and 2011. For non-Euro currencies, Euro prices are based on s ’
PMI standard exchange rates as at June 2010 and June 2011 o 1.4%
(c) Relative cigarette prices in Sweden and Denmark are subject to fluctuations as a result of g -
exchange rate changes of their respective currencies versus the Euro 0 0% A T T T 1
(d) Arrow size indicates relative cigarette flow volume ND ND(L) C&C Outflows
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
(3) Synovate/lpsos ND(L) research 2006, 2008 and 2011 (Ipsos acquired Synovate in 2011)
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Denmark
Total cigarette consumption

Consumption of non-

Total Denmark cigarette consumption LE) Total non-domestic inflows (ND(L) and C&C) by origin
2006-20110@

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011
to 0.53 billion cigarettes in Legal domestic sales (LDS) 808 7.93 779 775 739 7.3 10 -
Outflows -0.28 -0.17 -0.23 -0.17 -0.17 -0.10 ' 0.85
2011, compared to 0.65 : : N Other countries
- . Legal domestic consumption (LDC) 7.80 7.76 756 758 7.22 7.03 4]
billion the previous year. g 0.65
5 0.38 HPoland
. =) 0.52 0.51 0.50 0.53
Non-domestic legal (ND(L)) 036 036 034 022 031 0.30 5 0.23
<
Counterfeit and contraband (C&C) 015 015 051 028 034 023 < 015 015 QQL . 016 0035p. O-20 mGermany
Total non-domestic 052 051 085 050 065 053 £ |[c06 (a0 Toio" 00860: 017 M6 ecen
E . . 0.11
Total cigarette consumption 832 828 841 808 7.87 7.56 0.0 - =Duty Free
2006 2007 2008 2009 2010 2011
Denmark Other Tobacco Product market @@®
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 1.34 125 109 105 091 0.9
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are
shown on an equivalent sticks basis and have been calculated at one cigarette per 0.75
grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006, 2008 and 2011
(3) OTP volumes pre 2006 supplied by Mac Baren distributors. Volumes from 2006 supplied
by NMA
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Denmark
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates™ The Q2 PMI Empty Pack Survey was considered to be representative

estimate for non-domestic of the continuing trend of declining non-domestic incidence
12%

consumption in 2011 is 101% = Danish custom’s most recent estimate of non-domestic incidence of
5.6% in 2009 supports the view of Denmark being a country with low

levels of illicit trade relative to other EU Member States.

based on the results of the 10%

Empty Pack survey 8%
conducted in Q2 2011. 6%
4%

2%

Share of total consumption

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS and other non-domestic market estimates@@®®

11.1%

12%

10%
8.2% 8.2%

8%
6% NEPS

* .

4% Customs estimates

2%

Share of total packs collected

0%

Q22006 2007 Q22008 Q22009 Q22010 Q42010 Q22011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006 - 2011
(3) Q42011 Empty Pack Survey undertaken by BAT utilising the same methodology as PMI Empty Pack Surveys
(4) Danish Chamber of Commerce estimates — ‘Status over Graensehandel’ 2007 & 2010
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Denmark
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

-20110@)
inflows declined to 0.23 2006-2011

billion cigarettes in 2011. 0.6 7 0.51
7
o
©
8041 0.34 Other countries
3 0.28
s 0.43 0.23
2024 015 0.15 0.30 Russia
s 0.24 :
S 0.11 0.11 0.02 0.19
0.0 1008%% 003001 7007 00299 0,02%% 0,0%%  mPoland

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

2% 2% 6% 3% 4% 3%

30% 30% 60% 57% 53% 43%

Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006, 2008 and 2011
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Denmark

Non-domestic (legal) breakdown

Non-domestic (legal) Non-domestic (legal) by origin ND(L) analvysis
. | A (L) analy @ @ ® (@)
consumption declined Ave.

. - 0.4 A Population Propensity Propensity  Ave.no. purchases Total ND(L)
slightly to 0.30 billion - 0.36 0.36 0.34 19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
cigarettes in 2011. % 0.09 0.31 0.30 - Other countries values

g 0.16 0.11 OGE _ 2011 42 | X 67T% (X 250 @ X| 51 |X 84 = 0.30
o 0.03 0.10 - spain
g 0.2 0.04 .2
% ' 0.05 ' 0.10 ﬂ (&02 HGreece
£ EU rank
E] - - EGermany 2011 18 6 16 2 18 14
S 0.17
010 010 o010 011 " 1 sweden
0.0 r T s
2006 2007 2008 2009 2010 2011
ND(L) share of ./ 4% 4% 3% 4% 4% )
consumption: ND(L) analysis: 2008-2011
ND(L) share of
n Orf_gomesticz 70% 70% 40% 43% 47% 57% 2008 2009 2010 2011
Propensity to travel and purchase cigarettes (1) x(2 21.0% 21.0% 21.0% 16.8%
. Average annual cigarettes purchased 244 244 348 427
Non-domestic (legal) by brand g g B Sx@
2006-2011M3)
Non-domestic (legal) inflows declined from 0.31 billion in 2010 to
047 0% 0% 0.30 billion in 2011
n ' 0.31 0.30 = Swedish non-domestic (legal) inflows declined in 2011;
£ 012 009 Other Non-PMI
g 0.13 0.22 - Travel trends for the main link between the two countries (the
3 00 - ' 0.16 0.15 Prince @resund bridge) show that both rail and road traffic has
& 0.17 0.22 0.06 remained at broadly the same level since 2008®)
2 ‘ 0.16 mOther PMI
% 0.12 0.11 0.11
gl B FTTTR R
0.0 4
2006 2007 2008 2009 2010 2011
t'jo'\t’!fhare of g%  15%  15%  16%  12%  14%
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006, 2008 and 2011
(3) Tendensoresund.org, data to 2010
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Denmark
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- D@
sales declined to 7.1 billion 1997-2011

in 2011. 12 A r 40

10 A
I 30

Volume (bn cigarettes)
(M1MQ) senarebio oz Jad 82ld

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR(O) 1997-2001  2001-2005  2005-2009  2009-2011 _ 2010-2011
B Manufactured cigarette legal domestic sales 1.6% 3.3% -1.1% -4.1% -3.5%
B Weighted average cigarette pack price n/a n/a 0.5% 9.5% 7.5%
Manufactured cigarette consumption n/a n/a -1.0%@ -3.3% -3.9%
OTP legal domestic sales®®) n/a n/a -8.4% -7.4% -1.3%

Note: (a) CAGR from 2006 to 2009

(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on data from local distributor

(2) PMI Management and EU Tax Tables

(3) OTP volumes pre 2006 supplied by Mac Baren distributors. Volumes from 2006 supplied by NMA

Legal domestic sales declined by 3.5% in 2011, whilst the average pack price increased by 7.5%
= The weighted average price has increased by 9.5% year-on-year between 2009 and 2011.

= In March 2011, pack sizes changed from 20 cigarettes a pack to 19 cigarettes a pack for a majority of brands.
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Denmark
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents
. : 2003-2011M@0)

products declined slightly to

0.90 billion cigarette

equivalents in 2011. 2.5 1

2.10

2.0 A

15 134 495

1.09 1.05

.91
1.0 0.91 0.90

0.5

Cigarette equivalents (bns)

0.0

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 74 80 81 81 79 78 77 74 71
cigarettes):

CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco -12.1% -8.0% -1.3%
Manufactured cigarettes 1.7% -2.6% -3.5%

Notes: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams
(b) Cigars/cigarillos and smokeless tobacco have been excluded from this analysis
Source: (1) OTP volumes pre 2006 supplied by Mac Baren distributors. Volumes from 2006 supplied by NMA
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Estonia
Market overview

The share of cigarette

consumption in Estonia
accounted for by counterfeit

Marlboro and cheapest available brand 2011 price comparison in
Euros, percentage change from 2010 and major flows®®@@®)c)(d)

Share of Estonia consumption by type
2006-2011M@

- 0 o A0.7%, 1.0%. 16.7%  17.5%
and contraband increased to 9% | Eell Seow BiEd ERE Sl SR
g 70% | 6.4% ae% 8% 1%
17.5% in 2011. ° ‘ O c&C
50% o =ND(L)
7a4% 869% SLS® o 80.6%  80.6%
30% ’ LDC
10% B Outflows
€5.00
£ 10% “-“
-30%
2006 2007 2008 2009 2010 2011
€3.00 | €2.10
17.3%| | 26.4% Volume (bn 22 22 21 21 2.0 1.9
cigarettes)
€1.37 |  €0.41
9.8% | |43.8%
Comparison of EU and Estonia consumption by type
20110@)
g 25% 4
Key: L] Estpnia = 19.4%
= Major source country -%_ 20% A 17.5%
Major destination country o € . mEstonia
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010. 2 15% 4 14.1% 12.5%
0 2011 pack of 20 cheapest available brand price in Euros and percentage change from S o ) EU 27 total
2010. o 10.4%
Notes: (@) Map shows flows over 1% of consumption. Countries which are both source and g 10% 1
destination countries are coded according to the larger flow = 5.7%
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand g 5% A 1.9% 3.7%
available as at July 1st 2010 and 2011 s 70
(c) Relative cigarette prices in Russia (prior to 1 January 2011) are subject to fluctuations as & 0% A . | . . .
a result of exchange rate changes of their respective currencies versus the Euro ND ND(L cec outfl
(d) Arrow size indicates relative cigarette flow volume L uttiows
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management.
(2) AC Nielsen ND(L) research 2006, 2007, 2009 and 2011.
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at

July 2010 and July 2011
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Estonia

m Total non-domestic consumption

Non-domestic consumption Total Estonia consumption ®®

Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@

declined slightly to 0.37 Billion cigarettes 2006 2007 2008 2009 2010 2011
billion cigarettes in 2011. Legal domestic sales (LDS) 226 246 237 189 185 177 0.6 4 0.55 0.56
Ouitflows -0.65 -0.52 -043 -0.33 -0.24 -0.24 s
i i A )
Russia remains the major Legal domesticconsumption (LDC) 1.61 1.94 194 155 161 153 & Other countries
source market. g
Non-domestic legal (ND(L)) 0.14 005 003 0.10 0.06 0.04 2
Q .
Counterfeit and contraband (C&C' 0.42 024 0.15 046 033 0.33 ‘qE'I “Russia
Total non-domestic 0.55 0.29 0.18 056 039 0.37 2
>
Total consumption 216 2.23 212 211 2.00 1.90
2006 2007 2008 2009 2010 2011
Outflows from Estonia ®
Billion cigarettes 2006 2007 2008 2009 2010 2011
Finland 043 025 025 0.27 021 0.20
Other EU 022 027 018 0.06 0.03 0.03
Total outflows 065 052 043 033 024 0.23
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2007, 2009 and 2011
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Estonia
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates® Non-domestic incidence of 19.4% for the 2011 EU Flows Model
estimate for non-domestic uses the average of the three Empty Pack Surveys conducted in
30% 1 2011

consumption in 2011 is 26.6%

25.7%

= An equal weighting has been applied for each EPS conducted
194%  194% during the year.

based on equally weighted 25%

EPS results, and indicates 20%

stable non-domestic 15% 13.1%

incidence from 2010 to 2011. 10%

5%

Share of total consumption

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates(®@

30%
> ]25.7% 26.6%
o 25%
S 19.4%
8 20% 17.1%
8
S 15%
k]
o 10%
<
e
9 5%
0%
EPS EPS EPS EPS EPS EPS EPS EPS
Q2 Q3 Q4 Q2 Q4 Q2 Q3 Q4
Sources: (1) KPMG EU Flows model
2006 2007 2008 2009 2010 2011 2011 2011 (2) PMI Empty Pack Surveys 2006-2011
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Estonia
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

- DERE)
inflows remained stable at 2006-2011

0.33 billion cigarettes in 0.5 ot 0.46
2011. Toad

g 0.4 0.33 0.33

o

. n [ 0

Russia remains the largest 203 1 0.21 0.24 001 .05 Other countries
counterfeit and contraband éo 5 0.02 015 0.46

() " .
source market despite a E 0.02 032 g3

- So01d 02 022 Russia
decline in volume to 280 > 0.13
0.0

million etz ol 2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

19% 11% 7% 22% 17% 18%

75% 82% 82% 82% 86% 90%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2007, 2009 and 2011
(3) Interviews with PMI Local Management
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Estonia

Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-2011MQ)E)

Non-domestic (legal) inflows
declined to 0.04 billion

ND(L) analysis @ @ @ @

Ave.

. . 0.14 Population Propensity Propensity  Ave.no. purchases Total ND(L)
ClgdtetieslEa0 T 0.14 e totravel to purchase oftrips  (cigarettes) (cigarettes)
g 012 0.10 Rl x| 550 | X 2505 | X x =
% 010 2011 1.0m 55% 25% 3.3 75 0.04
5
© 0.08
= 0.13 0.06 oth .
- 0.06 er countries
< 0.06 0.05 EU rank
E 0.08 0.03 0.01 0.04 2011 24 11 17 10 20 25
S 0.04
Z 0.02 002 (004 004 %02  wRussia
0.02
0.00 0.01 i 0.01 i 0.01 i
2006 2007 2008 2009 2010 2011 .
NDLysh ; ND(L) analysis: 2008-2011
Share 0
i 6% 2% 2% 5% 3% 2%
consumption: 2008 2009 2010 2011
NDLshare of 2596 18%  18%  18%  14%  10% Propensity to travel and purchase cigarettes Dx@ 9.0% 13.4% 13.4% 13.7%
Average annual cigarettes purchased @x@ 349 726 398 250
Non-domestic (legal) by brand
2006-2011M@G)
0.14
0.14 1
‘« 0.12 1
] 0.10
= 5 Other Non-PMI
% 0.10 A 0.06
S 0.08 1 mOther PMI
s 0.07 0.06
S i 0.05
@ 0.06 0.04 mMarlboro
E 0.04 A1 0.02 0.03 0.03 )
o
> 0.02
0.00 -
2006 2007 2008 2009 2010 2011
PMI share of o o 0 o 0, 0,
ND(L) 54% 59% 58% 35% 43% 58% Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2007, 2009 and 2011
(3) Interviews with PMI Local Management
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Estonia
Historic sales and pricing trends

Legal domestic sales have Historic cigarette prices and legal domestic sales

- (1))
declined steadily between 2000-2011

2009 and 2011. 3 - r3
0
=S
—~ (0]
8 g
g 20w
< o
2 o
o «Q
s 2
=2 o
° =
E 1 8
3 £
e
r 0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Legal domestic sales n/a 2.8% -5.4% -3.1% -4.2%
B Weighted average pack price n/a n/a 13.9% 8.7% 14.8%
Consumption n/a n/a -0.7%@ -5.1% -4.8%

Note: (a) CAGR from 2006 to 2009

(b) For the years 2006-2010 weighted average price has been translated into Euros at average Kourna/Euro rate for the respective year.
Sources: (1) PMI sales and estimates based on Nielsen data
(2) PMI Management and EU Tax Tables

The rate of decline in legal domestic sales in the Estonian market has slowed following a significant drop in legal domestic sales
between 2008 and 2009

= The weighted average pack price increased from €2.10 to €2.41 in 2011, the largest increase since 2008.
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Finland
Market overview

The share of cigarette Marlboro and cheapest brand 2011 price comparison in Euros, Share of Finland consumption by type
R percentage change from 2010 and major flows®@(@(b)c)(d) 2006-2011ME)
consumption in Finland
accounted for by counterfeit 100%
.1% 0
; 10.1% 15905 16.9% 13.5% 15.9%  15.4%
and contraband declined 80% | T00l ey pewve NOWE] NEOYM  NGYEYM
i 0/ i C&C
slightly to 15.4% in 2011. 60%
END(L)
40% 78.4% 76.7% 76.2% 77.2% 78.1% 78.0% LDC
20% mOutflows
0%
-1.0% -0.6% -0.7% -0.6% -0.2% -0.7%
-20%
2006 2007 2008 2009 2010 2011
volume (bn ¢ , 6.4 6.4 6.3 6.0 6.1
cigarettes)
Comparison of EU and Finland consumption by type
201100
S 25% 7 22.0%
c
K ®  Finland g 20% 1
ey: inlan Q. 0 .
= Top two source countries § 0 14.1% 15.4% EFinland
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 2 15% 1 EU 27 total
0 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 § 10.4%
Notes: (a) Map shows flows over 1% of consumption. Countries which are both source and destination & 10% 1 6.6%
countries are coded according to the larger flow E : 5.7%
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand © 5oy 3.7%
available as at July 1st 2010 and 2011. For non-Euro currencies, Euro prices are based on ‘l‘; 0.7%
PMI standard exchange rates as at June 2010 and June 2011 ﬁ )
(c) Relative cigarette prices in Russia are subject to fluctuations as a result of exchange rate 0% - T T T !
changes of their respective currencies versus the Euro ND ND(L) c&C Outflows
(d) Arrow size indicates relative cigarette flow volume
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
(3) Synovate/lpsos ND(L) research, 2006-2011 (Ipsos acquired Synovate in 2011)
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Finland
Total cigarette consumption

Consumption of non-

ol Erlemel tt tion V@ Total non-domestic inflows (ND(L) and C&C) by origin

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
increased to 1.34 billion Legal domestic sales (LDS) 505 495 490 4.88 468 4.76 21
1.51
cigarettes in 2011, compared Outflows 007 -004 -005 -004 -0.01 -0.04 7 138 % 143 134 Othercountres
to 1.31 billion in the previous Legal domesticconsumption (LDC) 499 491 485 485 467 472 g —_— 0.11 0.13 ' 0.09
2 i ; : MEstonia
ear. 4
y Non-domestic legal (ND(L)) 073 041 044 059 036 040 s !
Counterfeit andcontraband (C&C) 0.64 1.08 107 085 095 0.93 OE; EDuty Free
Total non-domestic 138 149 151 143 131 134 S
0 WRussia
Total cigarette consumption 6.36 6.41 6.37 6.28 5.97 6.06 2006 2007 2008 2009 2010 2011
. 3)(a)(b
Finland Other Tobacco Products market ®®
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 106 106 1.01 100 0.98 0.98
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on an
equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and outflows of
product from/to other countries. Measurement of these flows is outside of the scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research, 2006-2011
(3) OTP volumes supplied by the Finnish Food and Drink Ind. Federation
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Finland
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates® PMI EPS results report lower levels of inflows from Russia

. . compared to the Project Star results from 2007 to 2010
estimate for non-domestic

= The levels of Russian inflows implied by the EPS surveys carried

incidence is higher than the 30% 1 .

; . 233%  238% gy out from 2008 to 2011 are not supported by analysis of external
Empty Pack Survey estimate 25% 1 21.6% ST 21.9%  22.0% sources; including relative price changes, changes in cross-border
due to an adjustment to 20% travel trends and interview programme responses from Finnish

L (©)
Russian inflows. 1555 - Border Guard personnel.

= In 2011, inflows from Russia have been uplifted by 0.53 billion
10% - . - ;

cigarettes to 0.79 billion cigarettes.

5% A

Share of total consumption

— The Russian inflow has been adjusted to reflect the trends in
0% - border crossings and seizure levels between 2010 and 2011.
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows

Model Model Model Model Model Model

2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates(®@

30%

25.6%

25% 1 21.6%

20%
16.4% 15.6% 15.2% 14.5%

15%

10%

5%

Share of total packs collected

0%

EPSQ3 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2
2006 2007 2008 2009 2010 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
(3) KPMG interview programme conducted 14t March — 21st March 2012
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Finland
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

- [€NEIE©)
inflows declined slightly to 2006-2011

0.93 billion cigarettes in 1.2 9 108 107
— 0.95
2011. 2 1.0 A 0.17 0.93
] 5 | 0.26 0.85
Q
= 0.23 i
_% 0.8 0.64 010 0 0.31 Other countries
) 10.04
500 |l Yodgy "oom
e 0.4 . MEstonia
£ ' 0.72 0.66
R 0.51 0.57
' 0.33 Russia
0.0
2006 2007 2008 2009 2010 2011
C&Cshareof 40, 17% 17% 13% 16% 15%
consumption:
'c\‘:g_c share of 79, 73%  71%  59%  72%  70%
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research, 2006-2011
(3) Interviews with PMI Local Management
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Non-domestic (legal)

consumption increased to
0.40 billion cigarettes in
2011.

Finland
Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-2011MQ)E)

ND(L) analysis @) (2

3) ©

Ave.

0.8 9 0.73 Population Propensity Propensity ~ Ave.no. purchases Total ND(L)
. 0.5 19+ totravel to purchase  oftrips  (cigarettes) (cigarettes)
1% .
% 0.6 1 0.29 Values X 0, X X X =
g 0.41 0.44 0.11 0.40 Other countries 2011 4.1 63% 38% 2.1 195 - 040
© 0.36 ’
g 047 0.11 Russia
= 0.29 0.19 0.32 0.11 .4
Q . k
£ 02 0.47 0.13 mEstonia 20 9
20 0.08 0.12 2011 19 ) 20 8 11
>

2006 2007 2008 2009 2010 2011
ND(L) share of o0 gy 7% 9% 6% %
consumption:
ND(L) analysis: 2008-2011
?g{fﬁ;’;i’seﬁgf 53%  27% 29% 41% 28% 30%
: 2008 2009 2010 2011
Propensity to travel and purchase cigarettes (L x (2 22.5% 24.0% 21.6% 24.2%
Average annual cigarettes purchased @ x@ 475 594 409 407
Non-domestic (legal) by brand
2006-2011M@@E)
0.8 0.73
I 0.18
206 0-59 Other Non-PMI
Z 0.
IS
2 mKent
o
= 04
S mOther PMI
Q
g
2 0.2 mL&M
>
mMarlboro
0.0
2006 2007 2008 2009 2010 2011
sfw::)f;are 76%  91%  77%  79%  81%  78%
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research, 2006-2011
(3) Interviews with PMI Local Management
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Finland
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- (€¥E)
sales increased slightly to 1997-2011

4.8 billion in 2011. 8 -5

6 .__\.____/_/./-/'/.—. L,

Volume (bn cigarettes)
(0dn3) sanaltehio oz Jad aoud

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
' Manufactured cigarette legal domestic sales 06% 12%  -10%  -12% 1.8%
B Weighted average cigarette pack price n/a -0.4%@ 3.2% 2.8% -0.2%
Manufactured cigarette consumption n/a n/a -0.4%® -1.8% 1.4%
OTP legal domestic sales®(©) n/a n/a -3.0% -0.9% -0.5%

Notes: (@) CAGR from 2002 to 2005

(b) CAGR from 2006 to 2011

(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on data from local distributor

(2) PMI Management and EU Tax Tables

(3) OTP volumes supplied by the Finnish Food and Drink Ind. Federation

Legal domestic sales increased by 1.8% in 2011, whilst the average pack price declined by 0.2%
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Finland
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents
. 2003-2011M@0)

products remained stable at

0.98 billion cigarette

equivalents in 2011.

=
ul
)

106 1.06 301 1.00 098 098

g
o

o
2

Cigarette equivalents (bns)

o
o

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 48 49 51 51 50 49 49 47 48
cigarettes):

CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco -4.0% -1.9% -0.5%
Manufactured cigarettes 0.8% -1.0% 1.8%

Notes: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams
(b) Cigars/cigarillos and smokeless tobacco have been excluded from this analysis
Source: (1) OTP volumes supplied by the Finnish Food and Drink Ind. Federation
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France
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of France consumption by type
L from 2010 and major flows®E)@(®) 2006-2011M@
consumptlon in France !
accounted for by counterfeit 100% -
d band i d 11.9%  14.6% 16.7% 13.8% 13.7%  15.8%
and contraband increase 80% { N w [r— m ﬁ W
g 0 A 0, b 5 . 370
by 2.1 percentage points to 60% | 10.8% 6.9% cec
. [ |
15.8% in 2011. ND(L)
_ 40% 1 77.3% 77.8% 76.4% 81.3% 80.0%  78.9% LDC
20% 1 mOutflows
0% T T T T T
-1.3% -1.9%  -1.3% -0.9% -1.0%  -0.6%
-20% -
2006 2007 2008 2009 2010 2011
volume bn 715 690 600 669 676 681
cigarettes)
€3.850) . .
0.0% | 26.9% . Comparison of EU and France consumption by type
2011M©)
Unspecified®
< 25% A
) 21.1%
c
S 20% A
Q.
Key: = France £ o 15.8% EFrance
) = o 14.1%
W Top source countries 2 15% EU 27 total
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 8 10.4% otal
0 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 T 10% 1
Note: (@ Map shows flows of over 6% of consumption. Countries which are both source o 5.3% 5.7%
and destination countries are coded according to the larger flow ‘s 3.7%
o R 5% 4 170
(b) Arrow size indicates relative cigarette flow volume 1< 0.6%
(c) A number of price changes took place in Spain between April and October in 2011, the average g o7
price of Marlboro for the year per IMS data was €4.15 0 0% A T T T 1
(d) Since 2009, packs which had no clear indication of origin were classified as “Unspecified”. ND ND(L) c&C Outflows
Unspecified market variants are defined as those packs which do not bear any market-specific
health warning or tax stamp, or mention of ‘Duty Free’ on the pack
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research, 2006-2011
(3) Retail selling prices supplied by PMI, based on PMI standard exchange rates as at June 2010
and June 2011
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France
Total cigarette consumption

Total non-domestic inflows (ND(L) and C&C) by origin

Consumption of non-
2006-20110@)®)

Total France cigarette consumption®®

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
increased to 14.37 billion Legal domestic sales (LDS) 55.77 54.95 53.59 54.99 54.80 54.11 187 1611 .., 1629
Ouitflows -091 -1.32 -0.92 -0.61 -0.68 -0.42
Legal domestic consumption (LDC) 54.86 53.63 52.67 54.38 54.11 53.69

14.37 Other countries

=
(2}
1

13.53
5.89 12.49 Luxembourg

cigarettes in 2011, compared
to 13.53 billion in the

NN
NN
L

8.31 7.26 a5 410 401 4.88 =Belgium

. 057)3 #41 g 8%2f 0% Aigeria
J s g R 4as 080" 989> 127 Unspecified
3.42 3.25 2.08 1.57

2.40 Spain
1 mDuty Free

Total cigarette consumption 70.97 68.95 68.96 66.86 67.64 68.06 2006 2007 2008 2009 2010 2011

France Other Tabacco Product market

Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 10.39 10.26 10.41 9.68 10.77 11.17

=
o
1

[P SR Non-domestic legal (ND(L)) 766 529 474 329 424 363
Counterfeit and contraband (C&C) 8.45 10.04 1155 920 9.29 10.74
Total non-domestic 16.11 15.33 16.29 12.49 13.53 14.37

Volume (bn cigarettes)

o N O 0
L

Cigarette outflows from France ®®

Billion cigarettes 2006 2007 2008 2009 2010 2011
Netherlands 037 035 012 008 035 0.13
Other EU 054 097 081 053 033 0.28
Total cigarette outflows 091 132 092 061 068 0.42

Notes:  (a) High level analysis of the Swiss Empty Pack Survey results indicate outflows from France to

Switzerland. However, Switzerland is not covered within the scope of Project Star and
therefore it is not possible for KPMG to reliably estimate the volume of these outflows.
Furthermore, as cigarette prices in France are more expensive than in Switzerland, any
outflows are likely to be incidental and/or driven by inbound tourism.

(b) Since 2009, packs which had no clear indication of origin were classified as “Unspecified”.
Unspecified market variants are defined as those packs which do not bear any market-
specific health warning or tax stamp, or mention of ‘Duty Free’ on the pack

(c) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown
on an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams . . )

(d) Consumption of OTP will differ from the legal domestic sales measure due to inflows and Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
outflows of product from/to other countries. Measurement of these flows is outside of the (2) AC Nielsen ND(L) research, 2006-2011
scope of Project Star. (3) OTP volumes based on Altadis Distribution France data supplied by PMI
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France

Comparison of external sources for non-domestic estimates

Non-domestic market estimates(®

The EU Flows Model
estimate of increasing non-

23.6%

25% 7 22.7%

0,
22:2% 21.1% u

domestic consumption in

2011 is directionally 20%

consistent with the Empty 15%

Pack Survey and JTI
10%

Share of total consumption

The EU Flows Model indicates non-domestic consumption in 2011
to be 21.1%, slightly higher than in 2010

The Q2 EPS has been weighted to represent the first three quarters
of 2011 and the Q4 EPS has been weighted to represent the final
three months of the year,

— This reflects the price changes that occurred in October 2011.

estimates. = Non-domestic incidence of American Legend in Marseille increased
o significantly in the Q2 EPS, however this was considered to be only
a short term trend that was highly concentrated in Marseille,
0% B o . .
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows 74% of all A_mencan _Legend packs collected in the Q2 EPS
Model ~Model ~ Model Model  Model  Model were found in Marseille
2006 2007 2008 2009 2010 2011 ) o ] o
— The American Legend incidence in Marseille in the Q2 EPS was
considered representative of only three months in the year and
has been weighted accordingly.
) . 26 m Alternative estimates by JTI for the period to October 2011 suggest
Other non-domestic market estimates non-domestic incidence of 15.1%, an increase of 2.6 percentage
points compared to 2010.
30% 1
° 26.0%
2 50y i 240% 23% 24.0%
S 22.0%
2 20% A
2 14.8% 151%
8 15% A 125%  125%
g 11.1%
S 10% -
c
o
=z 5% -
0% -
5 8853833328588 34d¢d
o o o o o o o - o o o o o o o
N N N N N N N 8 N N N N N N N
E E E E E E E o g o ¥ $ o %
S &34~ """ p oo oo oo Sources: (1) KPMG EU Flows Model 2006-2011
>
= & & & & & & & (2) PMI Empty Pack Surveys.- 2006-2011. o .
- (3) JTland BAT non-domestic market surveys, cited in Revue Des Tabacs magazine,

December 2007 to December 2011.
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France
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfel(tl)gng(;ontraband by origin Counterfeit and contraband inflows accounted for 10.74 hillion
inflows increased to 10.74 2006-2011 cigarettes in 2011, an increase of 1.45 versus prior year
o ) ) 11.55 Other countries . . . . . .
billion cigarettes in 2011 12 1 10.04 10.74 = The increase was primarily driven by increased ‘Unspecified’
710 A ' 9.20  9.29 Luxembourg inflows as well as increased inflows from Algeria, Romania,
Flows of American Legend £ 8.45 - Poland Poland and Luxembourg.
. - 3 81 3 5.99
increased from 0.79 billion 2 6.20 3.78 580 Romania
] ] 6 0.45 .
cigarettes in 2010 to 1.21 ) 6.14 069 027 002 1051 Spain
aAnR . . o i 0.40 0.61 I 0.54
billion cigarettes in 2011. £ 4 g 061 136 90 (057 Algeria
S 5 520 1.30 DT 0.80 28(7) 21‘2‘ ‘Unspecified’ is
0+ 18 °® 14105 om %8  gge 127 Unspecified P American ﬂ‘éggr%pﬂfffdm
2006 2007 2008 2009 2010 2011 cigarettes

C&C share of
consumption:

C&C share of
ND:

12% 15% 17% 14% 14% 16%

52% 66% 71% 74% 69% 75%

Note: (a) Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do not
bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on
the pack. Unspecified packs may be counterfeit

Sources: (1) KPMG EU Flows Model

(2) AC Nielsen ND(L) research, 2006-2011
(3) Interviews with PMI Local Management
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France
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin g
. ( 9 .) 2006-201 1K@ ND(L) analysis @) 2 ©) (4)
declined to 3.63 billion Ave.
) ) _ 7.66 Population Propensity Propensi A h Total ND(L
8 - pensity ve.no. purchases Tota (L)
cigarettes in 2011 driven by - 19+ totravel to purchase  oftrips  (cigarettes) (cigarettes)
alower average number of 8 . 1.95 5.2 Other countries | \/alues
. g 4 . X 0, X X X =
trips compared to the 5 s 424 Luxembourg 2011 | 496m 38% 28% 3.9 175 3.63
) S ' 0.67 :
previous year. £ 4- ﬁ 329 110 % mputyFree
K om | 0.50 832 mitaly EU rank
E 2 “ 071 - ) 2011 2 21 13 6 9 2
S 2.29 1.84 1.62 “0.32 038" : Spain
= o4 112 08
o | meuss 0.73 071 048 043 0.90 Belgium
2006 2007 2008 2009 2010 2011 ND(L) analysis: 2008-2011
?ﬁg&;hpii’gn?’f 1% 8% % 5% 6% 5% 2008 2009 2010 2011
NDIL) share of Propensity to travel and purchase cigarettes @Wx @ 12.8% 12.2% 11.9% 10.7%
non-domestic; ¢%  34% 29% 26%  31%  25% Average annual cigarettes purchased @x@ 646 504 729 681

Non-domestic (legal) by brand
2006-2011M@@)

g o /.66

w

2 Other Non-PMI

©

ey mWinston

]

s Camel

qé W Other PMI

2 - )

§ EPhilip Morris

mMarlboro
2006 2007 2008 2009 2010 2011
Sources: (1) KPMG EU Flows Model
PMI share of 24% 22% 29% 60% 20% 58% (2) AC Nielsen ND(L) research, 2006 - 2011
ND(L) (3) Interviews with PMI Local Management
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France
Historic sales and pricing trends

Legal domestic sales Historic cigarette prices and legal domestic sales
. - 1997-20110@
declined to 54.1 billion
cigarettes in 2011. 90 - -6
. . 80 B
There was a 5.6% increase in —~ 70 rs §
. 3 o
average pack price over the £ 60 L4 o]
. g S}
same period. 2 50 o
) L 3 Q.
c «Q
a8 40 ]
P o
E 30 F2 3
g 20 @
- 1 a
10 ~
0 - 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales 0.1% -10.0% 0.1% -0.8% -1.3%
B Weighted average cigarette pack price 4.8% 11.4% 1.7% 5.7% 5.6%
Manufactured cigarette consumption n/a n/a -2.0%@ 0.9% 0.6%
OTP legal domestic sales®®) n/a n/a -1.7% 7.5% 3.8%
Note: (@) CAGR is 2006-2009
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) Altadis distribution France (monthly data)
(2) PMI Management and EU Tax Tables
(3) OTP volumes based on Altadis Distribution France data supplied by PMI
Legal domestic sales declined by 1.3% between 2010 and 2011, while the average pack price increased by 5.6% over this period
= Prices rose on average by €0.30 cents in October 2011.
= Declining legal domestic sales in 2011 were offset by rising non-domestic incidence, leading to an increase in total consumption.
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France
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion stick equivalents
-20110@®)

increased to 11.2 billion 2003-2011

cigarette equivalents in "

2011.

_ 11.2
105 104 104 103 104 10.8

Stick equivalents (bns)
[}

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 69.6 549 548 558 549 53.6 550 548 54.1
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011

B Smoking tobacco 2.4% 2.2% 3.8%

Manufactured cigarettes -5.8% -0.4% -1.3%

Note: (a) Smoking tobacco volumes have been calculated at one cigarette per
0.75 grams

(b) Categories included in ‘Smoking tobacco’ are Roll Your Own (RYO),
Make Your Own (MYO) and Pipe Tobacco
Source: (1) OTP volumes based on Altadis Distribution France data supplied by PMI
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Germany
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Germany consumption by type
. from 2010 and major flows®R@E)E)) 2006-2011ME)
consumptlon n Germany
i 0
accounted for by counterfeit 100% 1 1060  9.7%  10.8%  12.0% 12.5%  13.1%
and contraband increased to sow | 93% 83%  88%  81%  81%  81%
. C&C
13.1% in 2011. 60%
mND(L)
£1.37 40% 80.1% 82.0% 80.4% 79.9% 79.4% 78.7% LDC
9.8%
20% EOutflows
0% T T T T r
-1.6% -1.2% -0.9% -0.8% -0.9% -0.8%
-20%
2006 2007 2008 2009 2010 2011
volume (bn 1,40 1073 1069 1060 1045 1062
cigarettes)
€3.46
8.1%
Comparison of EU and Germany consumption by type
2011ME)
< 25% 1
S 21.3%
c
Key: ®  Germany L2 20% A
®  Top five source countries g‘ mGermany
Notes:  (a) Map shows flows over 0.5% of consumption. Countries which are both source and 2 15% A 14.1% 13.1%
destination countries are coded according to the larger flow 5 10.4% EU 27 total
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro ° o 8.1% A
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and g 10% 70
June 2011 2 5.7%
(c) Relative cigarette prices in Poland, Russia, the Czech Republic and Ukraine are subject to g 5% 4 3.7%
fluctuations as result of exchange rate changes of their respective currencies versus the 5 0.8%
Buo o b oy . . . .
(d) Arrow size indicates relative cigarette flow volume
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management ND ND(L) C&C Outflows
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
(3) GFKND(L) research 2006, Synovate/Ipsos ND(L) research 2007-2011 (Ipsos acquired
Synovate in 2011)
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Germany
Total cigarette consumption

Consumption of non- Total Germany cigarette consumption®® Total non-domestic inflows (ND(L) and C&C) by origin
L - D@
domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011 2006-2011
increased to 22.58 billion Legal domesticsales (LDS) 93.17 89.34 86.95 85.49 83.91 84.47 24 - 2266 135 2152 2258
: : Outflows 186 -1.31 -0.97 -0.84 -0.95 -0.86 1028 092 = ' Other countries
cigarettes in 2011. - - %20 A : s untri
Legal domesticconsumption (LDC) 91.31 88.03 85.97 84.65 82.96 83.60 e 6.57 6.02 5.05 6.05 : )
g 5.67 ' HUkraine
516 1 .
Non-domestic legal (ND(L)) 10.55 8.87 939 862 843 862 212 Belarus
Counterfeit andcontraband (C&C) 12.11 10.39 11.53 12.73 13.09 13.96 % s 4 HRussia
S
Total non-domestic 22.66 19.26 20.92 21.35 2152 22.58 2
>

mCzech Republic

I
1

mPoland

o
'

Total cigarette consumption 113.97 107.30 106.89 106.00 104.48 106.19

(3)(a)(b)
Germany Other Tobacco Product market

Billion Cigarette Equivalents 2006 2007 2008 2009 2010 2011
OTP (LDS) 36.28 33.20 33.03 35,52 34.03 35.32

2006 2007 2008 2009 2010 2011

|
=

Cigarette Outflows from Germany

Billion cigarettes 2006 2007 2008 2009 2010 2011
Netherlands 0.45 029 020 013 035 0.25
France 0.68 023 019 024 022 021
Other EU 0.72 0.78 058 047 037 041
Total cigarette outflows 1.86 131 097 084 095 0.86

Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on an
equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and outflows of
product from/to other countries. Measurement of these flows is outside of the scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) GFKND(L) research 2006, Synovate/lpsos ND(L) research 2007-2011
(3) OTP volumes supplied by PMI In Market Sales data, offtake panels and publications
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Germany
Comparison of external sources for non-domestic estimates

Non-domestic incidence EU Flows Model non-domestic market estimates® EU Flows Model estimates for non-domestic consumption are
directionally consistent with the trends highlighted by the

increased in 2011 according Yellow Bag survey results

to both the Yellow Bag 25% . .
< ) 2019 o060 2L3% m The Yellow Bag survey is conducted on a monthly basis.
survey and the EU Flows S 0% 19.9% w2 7 _
Model £ ' = The non-domestic incidence represents a consolidated output
' 2 from all 2011 monthly results.
S 15%
o
g 10% Czech and Polish inflow levels appeared to be overstated in the
i ° 2011 Yellow Bag survey results compared to estimates from
S 50 corroborating KPMG analysis
ey
@ 0% = Asin 2010, the Gorlitz collection centre was included in the
0 .
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows Yellow Bag sample but recorded very high levels of Czech and
Model Model Model Model Model  Model Polish variant packs which, while reflecting its proximity to the
2006 2007 2008 2009 2010 2011 border, were not felt to be representative of the wider region.
— Therefore, in both 2010 and 2011 results the Gorlitz centre
results were excluded from the EU Flows Model calculation.
YBS non-domestic market estimates®
25% 1
0 2120 221%
P 19.9% 1900 199%  20.1%
S 20% A ‘
®©
o
g 15% A
kS
°  10% A
[
<
n
5% A
0% -
YBS 2006 YBS 2007 YBS 2008 YBS 2009 YBS 2010 YBS 2011
Sources: (1) KPMG EU Flows Model
(2) Yellow Bag surveys 2006-2011
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Germany
Counterfeit and contraband breakdown

Counterfeit and contraband gg&”;%rﬁ'(tl)gﬂg contraband by origin The overall level of counterfeit and contraband inflows increased
inflows increased by 0.87 in 2011
billion cigarettes in 2011, 15 - 13.09 1396 = Increased levels reflect growth in flows from Czech and Poland and
12.73 . : H H H
with the growth being driven = 12.11 11.53 0GR other countri Belarus, despite a decline in the flow from Russia.
T g 10.39 2.81 0.61 ercountries
by Czech and Polish inflows. s B e
<8 3.81 0.18 182 Belarus
© 7.38 4.63 0.13 1.95 .
é 2:26 1118 Russia
@ J
g 5 167 & 1123 B Czech Republic
g 052 6.15 5.81 6.39
2.53 3.60 4.10 Poland
0 . . . . . .
2006 2007 2008 2009 2010 2011
ff‘rf;j;ap’ﬁof’rf 11% 0%  11%  12%  13%  13%
C&C share of 53% 54%  55%  60%  61%  62%

Sources: (1) KPMG EU Flows Model
(2) GFKND(L) research 2006, Synovate/Ipsos ND(L) research 2007-2011
(3) Interviews with PMI Local Management

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 131
KPMG International Cooperative, a Swiss entity. All rights reserved.



Non-domestic (legal) inflows
increased to 8.62 billion
cigarettes from 2010 to 2011.

Germany
Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-2011MQ)E)

10.55
9.39
A 10 2.81 8.87 8.62 8.43 8.62
j) . )
T 8 1.67 508 Other countries
g : .
% 6 4.37 3.94 3.59 ESpain
‘5’ mCzech Republic
g 4
3 Poland
S 2 4.00
. 3.30
2.22 1.39 1.68 2.25

0 T T T T T |
2006 2007 2008 2009 2010 2011

Coneumpton: 9% 8% %% 8% 8% 8%

ﬂoD,ng j;i;‘i@f 47% 46% 45% 40% 39% 38%

Sources: (1) KPMG EU Flows Model
(2) GFKND(L) research 2006, Synovate/lpsos ND(L) research 2007-2011
(3) Interviews with PMI Local Management

@ @ 3) ©

Ave.
purchases Total ND(L)

ND(L) analysis

Population Propensity Propensity  Ave. no.

19+ totravel to purchase  oftrips  (cigarettes) (cigarettes)
Values . 0 . . . _
2011 | 66.5m 49% 39% 1.7 391 | =| 8.63
EU rank
2011 1 15 4 24 1 1

ND(L) analysis: 2008-2011

2008 2009 2010 2011
Propensity to travel and purchase cigarettes@ x @ 18.1% 22.5% 18.2% 19.1%
Average annual cigarettes purchased @x@ 7171 568 695 679
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Germany
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- @)
sales increased by 0.7% in 1997-2011

2011, while the average pack 150
price increased by 2.6% over )
. . —~ 6
this period. @ 2
£ 100 8
g S
g Q,
5 g
Py ot
g 50 o
’ T
S
0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales 0.7% -9.0% -3.1% -0.6% 0.7%
B Weighted average cigarette pack price 1.8% 10.1% 2.8% 2.1% 2.6%
Manufactured cigarette consumption n/a n/a -2.4%@ 0.1% 1.6%
OTP legal domestic sales ©)®) n/a n/a -3.4% -0.3% 3.8%
Note: (a) CAGR from 2006 to 2009
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on IMS segment data, offtake panels and publications
(2) PMI Management and EU Tax Tables
(3) ‘Germany to raise Taxes on Tobacco, Cut Energy Subsidies Less Than Planned’, Bloomberg.com, October 2010
(4) Analysis of In Market Sales data provided by PMI, 2011
(5) OTP volumes supplied by PMI In Market Sales data, offtake panels and publications
Legal domestic sales increased by 0.7% in 2011 whilst the average pack price increased by 2.6%
= Germany introduced tobacco excise price increases in 2011 which resulted in an average retail selling price increase of €0.20 cents for many
brands.®®)
— Excise tax increased between €0.04 and €0.08 a pack of 19 cigarettes in 2011.4)
= These tax changes also impacted the OTP (Other Tobacco Products) sector.
— Excise tax increased between €0.12 and €0.14 for a 40 gram pack of smoking tobacco in 2011(),
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Germany
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents

- (@)
products increased to 35.3 2003-2011

billion cigarette equivalents

in 2011.
0 45 4 40.7
% 40 1 36.3 35.5 35.3
%) . 34.0 :
é a5 33.2 33.0
%]
E 30
< 25
2
qg; 20
o 15
T 10
5 5
o
0
2003 2004 2005 2006 2007 2008 2009 2010 2011
Cigarette
sales (bn 1344 1136 969 93.2 89.3 869 855 839 845
cigarettes):
CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco 7.4% 1.6% 3.8%
Manufactured cigarettes -9.7% -1.4% 0.7%
Note: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams
Source: (1) OTP volumes supplied by PMI In Market Sales data, offtake panels and publications
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Greece
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Greece consumption by type
. from 2010 and major flows®E@®)E)) 2006-2011M@)
consumptlon in Greece
accounted for by counterfeit 100% 4 36%  55%  22%  3.0% o0 10.1%
- . 0, *
and contraband continued to .l B 20% 20m 09% Ty
0
increase in 2011, reaching 0% c&c
0
10.1%. 95.6% 93.1% 95.8% 94.9% 92.8% gg 79 =ND(L)
40% .
LDC
20% mOutflows
€5.16 o
e 0% = -
-4.0% -45%  -3.1% @ -2.7%  -23%  -1.8%
-20%
2006 2007 2008 2009 2010 2011
volume (bn 45, 336 326 317 29.2 26.8
cigarettes)
Comparison of EU and Greek consumption by type
[€¥E)
™ 2011
5.3%
g 25% 4
Unspecified@ c
2 20% A
- £ EGreece
i . '(I';(:ze;:stination country § 15% 1 14.1%
c 0,
= Top source country S 11.3% 10.1% 10.4% EU 27 total
Notes: (@) Map shows flows over 0.5% of consumption. Countries which are both source and E 10% A
destination countries are coded according to the larger flow. o 5.7%
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro G 50 4 3.7%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and [ ° 1.2% 1.8%
June 2011. S .
(c) Arrow size indicates relative cigarette flow volume N 0% A — T T d
(d) Since 2009, packs which had no clear indication of origin were classified as “Unspecified”. ND ND(L) C&C Outflows
Unspecified market variants are defined as those packs which do not bear any market-
specific health warning or tax stamp, or mention of ‘Duty Free’ on the pack
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 -2008, 2011 (Ipsos acquired Synovate in 2011)
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Greece
Total cigarette consumption

Total non-domestic inflows (ND(L) and C&C) by origin
2006-20110@)@

Consumption of non-

Total Greece cigarette consumption e

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
increased to 3.02 billion Legal domestic sales (LDS) 33.57 32.74 3223 3097 27.78 24.24 3.5 - 3.02
cigarettes in 2011. Outflows 134 149 -1.02 085 -0.66 -0.50| 2 304
Legal domesticconsumption (LDC)  32.22 31.25 31.21 30.11 27.12 23.75 g o5 )
. ) 5~ Other countries
The principal driver for the 2 20
i o
e e e T el T ES 6 Counterfeit anddo.ntraband (C&C) 122 185 072 097 183 270 E 1o
. L Total non-domestic 1.48 2.30 1.36 161 209 3.02 3 EDuty Free
Unspecified’ cigarettes to > 05
over 1.2 billion in 2011. Total cigarette consumption 33.70 33.55 3257 31.72 29.21 26.77 0.0
2006 2007 2008 2009 2010 2011
3)(b
Greece Other Tobacco Product market S
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 157 172 182 200 229 285
Cigarette outflows from Greece e
Billion cigarettes 2006 2007 2008 2009 2010 2011
Germany 0.27 028 024 026 019 0.17
UK 068 076 032 028 016 0.12
Other EU 039 045 046 032 031 0.20
Total cigarette outflows 134 149 102 085 0.66 0.50
Notes: (a) Since 2009, packs which had no clear indication of origin were classified as “Unspecified”.
Unspecified market variants are defined as those packs which do not bear any market-specific
health warning or tax stamp, or mention of ‘Duty Free’ on the pack
(b) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on
an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(c) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006, 2008 - 2011
(3) OTP volumes supplied by PMI based on actual IMS for PMI and on estimates for other
manufacturers
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Greece
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates® The 2011 non-domestic incidence in Greece of 11.3% is calculated
. f d . using a weighting of 25% for the first and second quarter Empty
estimate for non-domestic 1206 - 11.3% Pack Surveys and a 50% weighting for the third quarter

consumption in 2011 is
P = The Q3 2011 Empty Pack Survey was carried out in September and

was deemed to be representative of market conditions in the
second half of the year.

based on the Empty Pack

Surveys conducted during 8%

the year and highlights the = In 2010 six Empty Pack Surveys were carried out, non-domestic

continued increased in non- 4% incidence was calculated by applying an equal weighting to all six

Share of total consumption

L surveys.
domestic incidence.
0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011
EPS non-domestic market estimates@@1®)
11.9%
12%
©
10.6%
£ 10.392:2%
Q2
°
o
o 8% 1
X
Q
<
o
8
LY
k]
<t
<
<
n
0%
© ~ o) [o2] o o o o o o - — —
S © © © 49 494 4 49 9 49 oA oA o
S © &6 © © © © © © © o o o
N & § & & § &8 & & & & & &
8 8» 8 8 E g g ; g g 6«' 8 8 Note: (a) In 2010 six Empty Pack Surveys were undertaken between May — November in 2010
2 g g_) 2 g (L(L) 2 & g g_) g 2 g (b) Empty Pack Surveys were undertaken in February/March, May and September in 2011
w w w w oy o oW W oW oW W owow Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
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Greece
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

201102
inflows increased to 2.70 2006-2011

billion cigarettes in 2011, 3 2.70
compared to 1.83 billion 4 0.52
. . ® | 1.85 1.83 )
cigarettes in 2010. g 2 Other countries
g Lo 0.37 0.44
The growth in C&C was =4 ‘ 0.97 mDuty Free
g 14 034 0.72
i i 0.28
largely driven by an increase § 191 ——
in ‘Unspecified’ inflows. -0 oo 0.52
0 A — T T )

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

4% 6% 2% 3% 6% 10%

83% 80% 53% 60% 88% 90%

Note: (a) Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. ‘Unspecified’ market variants are defined as those packs which
do not bear any market-specific health warning or tax stamp, or mention of
‘Duty Free’ on the pack. Unspecified packs may be counterfeit

Sources: (1) KPMG EU Flows Model

(2) Synovate/lpsos ND(L) research 2006 — 2008 and 2011
(3) Interviews with PMI Local Management
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Non-domestic (legal) inflows

increased slightly to 0.32

Greece

Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-2011MQ)E)

ND(L) analysis @ @ @ @

Ave.

- . . 0.8 1 Population Propensity Propensity  Ave.no. purchases Total ND(L)
billiam cigarettes ini200.L, but - 0.64 0.64 19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
i i ifi Q
IO e g 061 0.16 o Other countrie Values 8.7 X 34% X 0 X X =
= b u les -
pre-2010 levels. g 0.45 2011 -rm 0 39% 3.0 92 0.32
o
é 0.4 = Bulgaria
g aital EU rank
§ 0.2 y 2011 9 20 7 13 17 13
EDuty Free
0.0
2006 2007 2008 2009 2010 2011
ND(L) share of .
consumption: 1% 1% 2% 2% 1% 1% ND(L) analysis: 2008-2011
:(?rf"g Sﬂiﬁ.?f 17%  20%  47%  40%  12%  10% 2008 2009 2010 2011
. Propensity to travel and purchase cigarettes @) x (@) 25.2% 25.2% 12.3% 13.0%
Average annual cigarettes purchased @x@ 290 290 242 212
Non-domestic (legal) by brand
2006-2011MQ)E)
0.7 1 0.64 0.64
g 0.6 A
= Other Non-PMI
° 05 4 0.45
[ .
? 0.4 0.40 0.43 Karelia
c
% 0.3 mDavidoff
€
2 02 HOther PMI
Z 01
EMarlboro
0.0
2006 2007 2008 2009 2010 2011
Sources: (1) KPMG EU Flows Model
PMI share of 61% 61% 34% 30% 49% 51% (2) Synovate/lpsos ND(L) research 2006, 2008 - 2011
ND(L) (3) Interviews with PMI Local Management
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Greece
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales
1997-2011MW@E)

sales declined to 24.2 billion

cigarettes in 2011, the 35 -
second successive year of 30 -
significant falls in market 8
volume. 2
2 20 A1
o
c
2 15 A1
()
;Es 10 A
o
>
5 -
0 -
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales 2.4% 0.8% -2.3% -11.5% -12.7%
B Weighted average cigarette pack price n/a n/a 5.3% 9.3% 3.8%
Manufactured cigarette consumption n/a n/a -2.0%@ -8.1% -8.4%
OTP legal domestic sales®(®) n/a n/a 9.7% 19.4% 24.4%
Note (@) CAGR is 2006-2009
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) PMIl sales and estimates based on Nielsen data
(2) PMI Management and EU Tax Tables
(3) Discussions with local PMI management
(4) OTP volumes supplied by PMI based on actual IMS for PMI and on estimates for other manufacturers

Legal domestic sales declined by 12.7% in 2011, whilst the average pack price increased by 3.8%

= Over the same period sales of smoking tobacco increased by 24.4% to 2.85 billion cigarette equivalents.

(0un3) sanatebio oz Jad adud
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Greece
OTP market size and growth

Smoking tobacco sales Smoking tobacco sales in billion stick equivalents

. 2003-20110@

increased by 24.4% to 2.85

billion cigarette equivalents 3 - 285
in 2011.

Stick equivalents (bns)

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 33.2 343 34.0 336 327 322 310 278 242
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011

B Smoking tobacco 9.3% 13.4% 24.4%

Manufactured cigarettes -0.4% -7.2% -12.7%

Note: (a) Smoking tobacco volumes have been calculated at one cigarette per
0.75 grams

Source: (1) OTP volumes supplied by PMI based on actual IMS for PMI and on
estimates for other manufacturers
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Hungary
Market overview

Marlboro 2011 price comparison in Euros, percentage change
from 2010 and major flows®®E@®)c)(d)

Share of Hungary consumption by type
2006-2011M@@

The share of cigarette

consumption in Hungary
accounted for by counterfeit

100% 1 0 6.6% 5.5% 3.8%
) 17.3% 9:5% _1.9% - oaw  0.6%
and contraband continued to 00v% | oo L6% 1A% 1.2% -
0 0.7%
decline in 2011, reaching 0% - ce&c
END(L
3.8%. €2.49 v | g20% 88.9% 90.7% 92.2% 94.2%  95.6% ©
€5.16 8.6% 40% 4 82.0% b
4.3% €4.40 '
4.8% €1.00 20% A = Qutflows
o -8.1%
0% '—-—_-r-'
-2.3% -3.7% -4.5% -6.09 -6.2%
20% 1 6.0% o 115%
2006 2007 2008 2009 2010 2011
€1.72 |
b 7% Volume (bn 188 178 171 156 141 130
cigarettes)
Comparison of EU and Hungary consumption by type
2011M©)
< 25% 4
Key: ®  Hungary <
®  Major source countries é 20% A
Major destination countries =3
. . - . £ EHungary
Notes:  (a) Map shows flows over 0.75% of consumption. Countries which are both source and 3 150 A 14.1%
destination countries are coded according to the larger flow 2 ° 11.6% EU 27 total
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro 3 10.4%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and T 10% A
June 2011 i) 0 5.7%
(c) Relative cigarette prices in Hungary, Ukraine and Serbia are subject to fluctuations as a ] 5% A 4.4% 3.7% 3.8%
result of exchange rate changes of their respective currencies versus the Euro % 0.6%
(d) Arrow size indicates relative cigarette flow volume Z/:) 0% -
0 T T T T 1
(e) Total cigarette volume in Hungary relates to consumption of manufactured cigarettes only;
all Other Tobacco Products are excluded ND ND(L) c&c Outflows
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2007, 2008 and 2009. Synovate/Ipsos ND(L) research
2010 (Ipsos acquired Synovate in 2011)
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at

June 2010 and June 2011
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Hungary
Total cigarette consumption

Total Hungary cigarette consumption>® Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@)

Consumption of non-

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011
to 0.57 billion cigarettes in Legal domestic sales (LDS) 1587 16.46 16.30 15.30 14.18 13.94 4 4 3.40
A0, e [y A alesline 17 Outflows -0.44 -0.66 -0.78 -0.93 -0.87 -1.50 n Other countries
. . Legal domesticconsumption (LDC)15.43 15.80 15,53 14.36 13.31 1244 Z 31 o088
inflows from Ukraine and g
. 2 M Serbia
Serbia. Non-domestic legal (ND(L)) 0.14 028 024 018 0.05 0.08 g 2
T ianifi ; Counterfeit andcontraband (C&C) 3.26 169 135 1.03 0.78 0.49 g mUkraine
erewas asigniican Total non-domestic 340 197 159 121 083 057 31
increase in outflows to >
. . - - 0
Austria which accounted for Total cigarette consumption 18.83 17.77 17.11 1557 14.14 13.01 2006 2007 2008 2009 2010 2011
0.99 billion cigarettes in
2011. v~
Hungary Other Tobacco Product market( HE
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 240 287 320 3.77 498 542
. (1)
Cigarette outflows from Hungary
Billion cigarettes 2006 2007 2008 2009 2010 2011
Austria 013 032 045 048 048 0.99
Germany 0.12 0.12 013 0.16 017 0.21
UK 003 0.10 0.04 0.10 0.02 0.09
Other EU 0.16 0.12 016 019 020 0.21
Total cigarette outflows 044 066 078 093 087 1.50
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on an
equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and outflows of
product from/to other countries. Measurement of these flows is outside of the scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2007, 2008 and 2009. Synovate/Ipsos ND(L) research 2010
(3) OTP volumes based on PMI estimates
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Hungary
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates®®?@)

estimate for non-domestic
consumption shows a 20% 7
continued decline in non-

15%
domestic incidence.

10%

Share of total consumption

0%

5% 1

18.0%

11.1%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows

Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates®@(@

20% 1

Share of total packs

Note:

Sources:

15% A

10% A

5%

0% -

@)

(€}
(@)

®

17.5%

11.0%

EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2
2006 2007 2008 2009 2010 2011

The 2011 non-domestic incidence in Hungary of 4.4% is calculated
by applying a population weighting to the MDSZ Empty Pack
Survey

= Results for the 20 largest cities from the EPS were included in the
EU Flows Model in 2011, comprising 15 cities from the main sample
and the 5 largest cities from the additional sample.®

= This approach is consistent with previous years and the method
applied in all EU markets.

Non-domestic estimate based on unadjusted EPS results for main sample cities, in line with results

displayed for 2006-2011.

KPMG EU Flows Model

Empty Pack Survey results 2006-2011 carried out by GfK for MDSZ, the local manufacturers
association; all collections were undertaken during May and June of each year
CityPopulation.de, data extracted March 2012
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Hungary
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

i, D@)(3)
inflows declined to 0.49 2006-2011

billion cigarettes in 2011. 357 326

This was driven largely by a 7 301 o074

declinein inflows from g 251 10055 Other countries
(=2}

. . 2 2.0 - 1.69

o

Ukraine and Serbia. = o1 135 Serbia
S 1.5 1 0:06-=
o 2.48 0.24 1.03
= 1.0 4 0.11 0.78 .
% 1.42 o2 0.12 0.49 Ukraine
> 0.5 A 1.10 0go 0m&I 014

0.0 : 0.46 gm0

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

17% 10% 8% % 5% 4%

96% 86% 85% 85% 94% 86%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2007, 2008 and 2009, Synovate/Ipsos ND(L) research 2010
(3) Interviews with PMI Local Management
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Hungary

Non-domestic (legal) breakdown

o i i Non-domestic (legal) by origin :
Non-domestic (legal) inflows 2006-2011(1)(2)(3§ gal) by orig ND(L) analysis ©) ©) ©) (4)
increased to 0.08 billion Ave.
. . 0.3 1 0.28 Population Propensity Propensity  Ave.no. purchases Total ND(L)
cigarettes in 2011, but - 0.24 19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
1 1 1fi Q
remain significantly below g o1 Other countries TN . . _
pre 2010 levels. gO.Z E . 2011 7.9m 26% 13% X 8.1 X 36 - 0.08
© 0.14 1 Austria
5 0.24 0.15 090
%0.1 1 ou 0.08 HSlovakia EUTanK
2 ' 00a 004 005 2011 | 13 25 25 1 27 20
0.01 0.03 0.03
0.0 A
2006 2007 2008 2009 2010 2011
Efrf;&fnhpﬁfzrf’f 1% 2% 1% 1% 0% 1% =
ND(L) share of ND(L) analysis: 2008-2011
non-domastio: 4% 14% 15% 15% 6% 14%
: 2008 2009 2010 2011
Propensity to travel and purchase cigarettes © x @2 4.9%  4.1% 2.6% 3.4%
Non-domestic (legal) by brand Average annual cigarettes purchased @x@® 451 502 198 295
2006-2011M@@E)
0.3 0.28
@ 0.24
£ Other Non-PMI
% 0.2 0.15 0.18
g 0.14 0.13 Vogue
Q
@
g0l mOther PMI
G
>
M Marlboro
0.0
2006 2007 2008 2009 2010 2011
PMI share of 47%  46%  46%  50%  31%  27%
ND(L) Sources: (1) KPMG EU Flows Model

(2) AC Nielsen ND(L) research 2006, 2007, 2008 and 2009, Synovate/Ipsos ND(L) research 2010
(3) Interviews with PMI Local Management
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Legal domestic cigarette

sales volumes declined by
1.7%in 2011.

Hungary
Historic sales and pricing trends

Historic cigarette prices and legal domestic sales
1997-20110@

25 1 700
600 g
—~ 20 A1 3
g 500 3
= o
= _ N
S 1571 __ 400 S
o S
c )
a8 300 o
2 10 A %
3 200 ,;\
> 5 c
100 I
0 A 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011

B Manufactured cigarette legal domestic sales -1.3% -10.0% 2.6% -4.5% -1.7%

B Weighted average cigarette pack price n/a 13.0% 6.1% 5.8% 1.6%

Manufactured cigarette consumption n/a n/a -6.1%@ -8.6% -8.0%

OTP legal domestic sales®(®) n/a n/a 12.0% 19.9% 8.8%

Note: (@) CAGR from 2006 to 2009

(b)
Sources: (1)

)

Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
PMI sales and estimates based on Nielsen data
PMI Management and EU Tax Tables

(3) OTP volumes based on PMI estimates

Legal domestic sales volumes have declined since 2007

= Over the same period non-domestic incidence has also declined, resulting in a significant fall in consumption of manufactured
cigarettes.

= Sales volumes of Other Tobacco Products have increased significantly, rising from 2.9 billion stick equivalents in 2007 to 5.4 billion
stick equivalents in 2011.
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Hungary
OTP market size and growth

Volume sales of Other Smoking tobacco sales in billion cigarette equivalents Increased OTP sales between 2007-2011 have corresponded with a

) o decline in manufactured cigarette sales
Tobacco Products increased 2003-2011 .

In 2011 OTP smoking incidence increased significantly:

by 8.8% in 2011 to reach 5.42 "

billion cigarette equivalents. 7 sos ¥ - OTP smoking incidence increased 9.8 percentage points from

4.5% to 14.3% from 2010 to 2011W

2.87
2.40 2.40

Cigarette equivalents (bns)
w

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 18.7 149 138 159 165 16.3 153 142 139
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011
® Smoking tobacco 24.7% 17.2% 8.8%
Manufactured cigarettes -3.1% -4.1% -1.7%

Notes: (a) Smoking tobacco volumes have been calculated at one cigarette per 0.75 grams
(b) OTP prices have been calculated using the average annual HUF-EUR exchange rate in 2011
Source: (1) OTP volumes based on PMI estimates

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 150
KPMG International Cooperative, a Swiss entity. All rights reserved.



KPMG

Project Star 2011
Contents — country detail

Austria
Belgium
Bulgaria
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland

Italy

Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden

United Kingdom

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.

151



Ireland
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Ireland consumption by type

. from 2010 and major flows®@@®E)C)A)E) 2006-2011ME)
consumption in Ireland

accounted for by counterfeit

100% 10.2%
: : 16.9% 0 .89
and contraband declined 80% - -° 22.8% 22.3% 19.3% %
slightly to 17.8% in 2011, but 0% R c&c
0
remained high compared s =ND(L)
i ©1 762%  71.4%  70.7% % 70.5%  72.3% LbC
with the EU total of 10.4%. ° N B °
20% EOutflows
0%
€3.00] €2.39 -1.6% -3.2% -1.8%  -1.4% -1.2% -1.0%
2.6%| 0.4%
-20%
2006 2007 2008 2009 2010 2011
volume (bn 5, 7.2 7.0 6.5 6.0 56
cigarettes)
€2.30 69 ) H
i Comparison of EU and Ireland consumption by type
2011ME)
Canary Islands®
Key: = lreland = 30% q 27.7%
®  Top four source markets S
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 .5 25% 4
I 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 s
Notes: (@) Map shows flows over 1% of consumption. Countries which are both source and destination E 20% - 17.8% =lreland
countries are coded according to the larger flow @ o
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand S 15% H 14.1% EU 27 total
available as at July 1st 2010 and 2011. For non-Euro currencies, Euro prices are based on = 9.9% 10.4%
PMI standard exchange rates as at June 2010 and June 2011 § 10% A
(c) A number of price changes took place in Spain between April and October in 2011 the 5 o 5.7%
average Marlboro price for 2011 per IMS data was €4.15. o 5% 1 3.7% o
(d) Relative cigarette prices in Poland and the United Kingdom are subject to fluctuations as a 8 1.0%
result of exchange rate changes of their respective currencies versus the Euro 0% A r r o "
(e) Arrow size indicates relative cigarette flow volume ND ND(L) c&C Outflows
(f) Canary Islands are not shown to scale
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
(3) _ Synovate/Ipsos ND(L) research 2006-2011 (Ipsos acquired Synovate in 2011)
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Ireland
Total cigarette consumption

Total Ireland cigarette consumption Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@

Consumption of non-

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011
to 1.54 billion cigarettes in Legal domestic sales (LDS) 563 539 508 452 428 4.09 25 -
- - - - - - 2.07 2.05 2.04 i
2011, compared to 1.76 Outflows 0.12 -0.23 -0.13 -0.09 -0.07 -0.06 %72 o ] 0. Other countries
o ) Legal domestic consumption (LDC) 552 516 4.96 4.43 421 403 £*= 1.72 1.76
billion in the previous year. e 0.80 550 0.88 1.54 Canary Islands
21,5 - ’ :
. 0.66 i
Non-domestic legal (ND(L)) 099 085 045 060 061 055 ¢ 0230 95 rots 078 s Spain
Counterfeit and contraband (C&C) ~ 0.74 1.22 1.60 1.44 115 0.99 E 101 014 0.49 : 0gr 020 . gua EDuty Free
" . 0.50 .
Total non-domestic 172 207 205 204 176 154 2,5 %% gles ﬁ mPoland
- - 0.0 ﬁ 0.19 0.35 0.20 0.24 UK
Total cigarette consumption 724 723 701 647 597 557 : T T T T T '
2006 2007 2008 2009 2010 2011
Ireland Other Tobacco Product market @®®)
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 0.15 016 0.17 029 025 0.34
Notes: (a) Other Tobacco Products (OTP) data is based on duty paid volumes of Roll Your Own
(RYO). Duty paid figures may not coincide with sales figures. OTP volumes are shown on
an equivalent cigarettes basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate ND(L) research, 2006-2011
(3) OTP volumes are based on Irish Revenue data
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Ireland

m Comparison of external sources for non-domestic estimates (1/2)

EU Flows Model non-domestic market estimates®

The EU Flows Model
estimate for non-domestic

L : 35% 31.6%
consumption in 2011 is 28.6%  29.3% 29.5%

27.7%

30%

calculated using the Empty 23.8%

25% 4
Pack Survey results from the ’

20%
second and fourth quarters
15%

Share of total consumption

The 2011 non-domestic incidence in Ireland of 27.7% is calculated
using the arithmetic average of the two Empty Pack Surveys
conducted in 2011

= The first EPS took place in May, and the second during October and
November.

There is significant variance between the non-domestic incidence
estimates from the two Empty Pack Surveys carried out in 2011

of 2011. . . . .
10% A m 2011 was the first year in which an Empty Pack Survey was carried
5% - out in the second quarter of the year;
0% -EU Clows EU Flows £U Flows £U Flowe £U Flone £U FI — The Q2 EPS gave a non-domestic estimate of 23.9%, whilst the
ows owsS oOwWsS oOWsS owWsS ows . -
Model  Model  Model  Model  Model  Model Q4 EPS gave a non-domestic estimate of 31.5%.
2006 2007 2008 2009 2010 2011 - o .
m This difference may reflect seasonality in non-domestic inflows.
For reasons of consistency of treatment across the EU, Project
Star calculates non-domestic incidence based on the share of
packs collected by source market
EPS and other non-domestic market estimates® . . . _
= Using a stick based approach, which allocates a weighting to each
35% % 29.4% . 31.5% pack to reflect the number of cigarettes, the non-domestic incidence
=} . .
) 28.7% 29.3% 29.4% 29.3% . 0 for Ireland would be 26.9% in 2011, a difference of 0.8 percentage
2 23.8% 23.9% points from the pack based measure used in this report;
S 25%
£ 20% — This difference reflects that nearly all domestic packs collected
g 15 were packets of 20 cigarettes, whilst some non-domestic packs
S 10% were packets of 10 cigarettes.
= 0
©
B 50 — The difference between the pack and stick based approach has
0% been consistent for the period for which data is available.
EQP?’S Eg?’s Eg?’s EQPf EQF"?’S %’f EQPZS EQPf = Itis not currently possible to measure non-domestic incidence using
2006 2007 2008 2009 2010 2010 2011 2011 the stick based methodology in all EU Member States.
Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
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Ireland
Comparison of external sources for non-domestic estimates (2/2)

The EU Flows Model results EU Flows Model non-domestic market estimates® The ITMAC and JTI estimates of non-domestic incidence between
have historically been higher 2006 and 2010 have been lower than the EU Flows Model
. - im
than other estimates of non- 35% sse  293% O 2050 estimates
30% 1 : 27.7% = The initial ITMAC estimate on non-domestic incidence in 2011 is in

domestic incidence. 23.8%

25% 4 line with the EU Flows model estimate;

20%

— However, the initial ITMAC estimate for 2011 is based on
15% tobacco revenue loss data®.

10%

The JTI non-domestic incidence survey was discontinued in 2011

Share of total consumption

5% A

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

Other non-domestic market estimates®@®(@()

0,
30% A 26% 28% 27%

250 - 23% 23%
20% 20%

20% A
15% A
11%

9%
10% A ;

5% -

Share of total consumption

0% T T T T T T T T !
ITMACITMACITMACITMACITMACITMAC JTI  JTI  JTI
2006 2007 2008 2009 2010 2011 2008 2009 2010

(est)

Note: (a) ITMAC 2011 figure is a KPMG estimate based on ITMAC revenue loss data
(b) 2010 JTI estimate of 23% shown is the midpoint of an 22% to 24% range estimate
(c) The JTI survey was discontinued in 2011
Sources: (1) KPMG EU Flows Model
(2) Irish Tobacco Manufacturers Advisory Committee website, accessed May 2012
(3) Steve Payne, Director JTI Ireland, Tom McGurck Show, 4FM, broadcast on 19th March 2008
(4) JTl lllicit tobacco trade review 2011
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Ireland
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

-20110QE@@
inflows declined to 0.99 2006-2011

billion cigarettes in 2011. 2 1
— 1.60
4 1.44 Other countries
g 122 115 Romania
3 0.7 0.99
g 11 ™ 0.68 1.20 1.03 Lithuania
o 0.23 0.78 0.60 » Unspecified market variants accounted for
§ 0.05 0.12 Unspecified approximately 0.08 billion of counterfeit and
S 0.10 %‘120_07 0.05) o= 0.064 g mPoland contraband inflows®
0 B

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

10% 17% 23% 22% 19% 18%

43% 59% 78% 71% 65% 64%

Note: (a) Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do not
bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on
the pack. Unspecified packs may be counterfeit

Sources: (1) KPMG EU Flows Model

(2) Synovate ND(L) research, 2006-2011
(3) Interviews with PMI Local Management
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Ireland

Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin -
declined to 0.55 billion 0.99 Ave.
. . 1.0 1 Population Propensity Propensity ~ Ave.no. purchases Total ND(L)
cigarettes in 2011 and > 0.85 19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
iy <fE i o 0.35
remain significantly below £ 0.25 060 ool values , 2 o0 I ] 5 ) _
pre 2007 levels. s ’ ) 0.55 Other countries 2011 A4m ° 32% 2.5 285 0.55
(8]
£05 045 015 021 6
v 0.50 013  0.10 Spain
E oA 0.20 0.15 EU rank
3 0.13 ‘ 2011 20 2 9 17 3 9
> 0.35 UK
014 014 019 020 024
0.0 T T T T T 1
2006 2007 2008 2009 2010 2011
ND(L) Sh"’:.'e oF a0 120 6% 9% 10% 10% ]
consumption: ND(L) analysis: 2008-2011
ND(L) share of
non-domestic: 57% 41% 22% 29% 35% 36% 2008 2009 2010 2011
Propensity to travel and purchase cigarettes @ x @ 21.4% 20.8% 33.1% 22.8%
Non-domestic (legal) by brand Average annual cigarettes purchased @x@® 692 930 543 708
2006-2011M@G)
0.99
1.0 4
0.85
8 0.37 oan Other Non-PMI
o b 0.61
) 0-60 0.55 silk Cut
© Al .
§, 0.5 1/0.22 0.19 0.45 0.25 0.19 EJohn Player Special
g EBenson & Hedges
=}
S HOther PMI
00 A mMarlboro
2006 2007 2008 2009 2010 2011
sfw::)f;are 13%  17%  26%  11%  24%  27%
Sources: (1) KPMG EU Flows Model
(2) Synovate ND(L) research, 2006-2011
(3) Interviews with PMI Local Management
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Ireland
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- (1))
sales declined to 4.1 billion 1997-2011

cigarettes in 2011. 8 - -9

Volume (bn cigarettes)
(0dn3) sanaltehio oz Jad aoud

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
' Manufactured cigarette legal domestic sales 29% - 50% 53% 49%  -46%|
B Weighted average cigarette pack price 6.8%@ 12.8% 6.9% 1.7% 0.3%
Manufactured cigarette consumption n/a n/a -3.7%® -7.2% -6.7%
OTP legal domestic sales®© n/a n/a 26.1%®) 7.1% 31.8%

Notes: (@) CAGR s from 1998 to 2001

(b) CAGR is from 2006 to 2009

(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on JP&S estimates of total market volumes

(2) PMI Management and EU Tax Tables

(3) Smoking tobacco volumes are based on Irish Revenue data

Legal domestic sales declined by 4.6% in 2011, whilst the average pack price increased by 0.3%

m Excise duty on a packet of 20 cigarettes was increased by around €0.25 in December 2011.
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Ireland
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents
. . 2006-2011M(@)®)
increased by 31.8% in 2011,
reaching 0.34 billion . 0.4 -
. . @ 0.34
cigarette equivalents. S
£ o3
k3]
[
=
3 02
(3]
2
g o1
2
(@)
0.0
2006 2007 2008 2009 2010 2011
Cigarette
sales (bn 5.6 5.4 5.1 45 4.3 4.1
cigarettes)
CAGR (%) 2006-2009 2009-2011 2010-2011
B Smoking tobacco 26.1% 7.1% 31.8%
Manufactured cigarettes -7.1% -4.9% -4.6%

Notes: (@) Smoking tobacco volumes have been calculated at one cigarette per 0.75 grams
(b) Data is based on duty paid volumes of Roll Your Own (RYO). Duty paid figures
may not coincide with sales figures.
Source: (1) Smoking tobacco volumes are based on Irish Revenue data
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Italy
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Italy consumption by type
. from 2010 and major flows®R@E)E)) 2006-2011ME)
consumption in ltaly

accounted for by counterfeit 100% - _4-2% 45% _21%  33% 50%  5.3%

. 0 0 2%
and contraband increased to el B 20%  1.6% 12%
b A
5.3% in 2011. c&c
60% A
94.8% 95.0% 95.8% 95.1% 93.9% 93.4% END(L)
40% A
LDC
20% mOutflows
0% T T T T T
-2.2% -2.1% -1.9% -1.0% -1.0% -1.1%
-20% -
2006 2007 2008 2009 2010 2011
€100 volume bn g5 7 956 041 927 918 904
-8.1% cigarettes)
€5.90
5.4%
Comparison of EU and Italy consumption by type
2011ME)
g 25% 4
c
Unspecified® 2 20% A
Q.
£ o mitaly
Key: = ltaly é 15% - 14.1%
®  Top source country 3 10.4% EU 27 total
Top destination country < 10% A
Notes:  (a) Map shows flows over 0.5% of consumption. Countries which are both source § 6.6% 5.3% 5.7%
and destination countries are coded according to the larger flow S 506 - 3.7% )
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For [ ° 1.2% 1.1%
non-Euro currencies, Euro prices are based on PMI standard exchange rates E )
as at June 2010 and June 2011 0 0w 4 - , - .
(c) Relative cigarette prices in Ukraine are subject to fluctuations as a result of ND ND(L) Cc&C Outflows
exchange rate changes versus the Euro
(d) Arrow size indicates relative cigarette flow volume
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard
exchange rates as at June 2010 and June 2011
(3) Synovate/lpsos ND(L) research 2008 - 2011 (Ipsos acquire Synovate in
2011)
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Italy
Total cigarette consumption

Consumption of non-

Tota non-domesti nfows (4D(L) and CAC) by origin
2006-2011M@@

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011 603
increased to 5.93 billion Legal domestic sales (LDS) 93.81 92.81 92.00 89.16 87.05 85.47 6 - 5.64 '
_ _ _ _ ~ _ 5.02 .
cigarettes in 2011, compared Outflows 213 201 -1.83 092 -093 -1.01 2 4.82 450 Other countries
o i Legal domesticconsumption (LDC) ~ 91.68 90.80 90.17 88.24 86.12 84.46 £ 3.90 2.39 _
to 5.64 billion the previous e WSlovenia
2
year. Non-domestic legal (ND(L)) 098 051 191 146 1.09 1.12 :%’ HUnspecified
Counterfeit andcontraband (C&C) 404 431 200 304 455 4381 FEI mDuty Free
Total non-domestic 502 482 390 450 564 593 2 )
S HUkraine
Total cigarette consumption 96.70 95.62 94.08 92.74 91.76 90.39
2006 2007 2008 2009 2010 2011
Italy Other Tobacco Product market I
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 114 157 166 207 266 3.83
Cigarette outflows from ltaly @
Billion cigarettes 2006 2007 2008 2009 2010 2011
France 0.71 050 062 032 038 051
Netherlands 065 045 025 006 021 0.18
Germany 0.16 0.13 0.09 0.08 0.11 0.10
Other EU 062 093 087 046 023 0.23
Total cigarette outflows 213 201 183 092 093 1.01
Note: (a) ‘Unspecified market variants are defined as those packs which do not bear any market-specific
health warning or tax stamp, or mention of ‘Duty Free’ on the pack
(b) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on
an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(c) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the scope
of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006, 2008 - 2011
(3) OTP volumes are based on IMS data provided by PMI
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Italy
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates The 2011 EU Flows Model estimate for non-domestic incidence in
suggests an increase in non- Italy of 6.6% is calculated weighting the two Empty Pack Surveys
8% 1 carried out in 2011

domestic incidence, from
6.1% in 2010 to 6.6% in 2011.

6.1% o = The Q2 2011 EPS has been weighted to represent the first ten

months of 2011.

= The Q4 2011 EPS survey took place in December 2011 and was
deemed more representative of two months of the year.

6% A

4% A

2% A

Share of total consumption

0% -
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates(®@
1 6.8% 7:0%

6% 15.6% 5.6%

3.9% 3.79%
4%

2%

Share of packs collected

0%

EPS EPS EPS EPS EPS EPS EPS EPS EPS
QL Q2 Q2 Q1 Q4 Q2 Q4 Q2 Q4
2006 2007 2008 2009 2009 2010 2010 2011 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
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Italy
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

i, D))
inflows increased to 4.81 2006-2011

4.81
billion cigarettes in 2011, 57 T 4.55
. . ™ : .
driven largely by an increase g 47 GG Other countries
: I . [ 3.04 2.07
‘ , L 1.92 .
in ‘Unspecified’ inflows. S 34 199 ESlovenia
o
I3 2.00 192 - mDuty Free
2 21 : 0.68 3
5 1.05 008 | Unspecified
S 1 6% 0% 1.61 1.51
0.89 1.00 006 (.92 . o Ukraine
0 0.67
2006 2007 2008 2009 2010 2011
C&C share of 4% 5% 2% 3% 5% 5%
consumption:
ﬁgc share of 80% 89% 51%  68% 81% 81%
Note: (a) Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do
not bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’
on the pack. Unspecified packs may be counterfeit
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006 - 2011
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Non-domestic (legal) inflows

remained relatively stable in
2011 at 1.12 billion
cigarettes.

Italy
Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-2011MQ)E)

5 - 1.91
8 1.46 )
5 0.81 Other countries
a
0.34 1.09 1.12
2 Germany
§ 17
g mSpain
g
2 BFrance
>
mDuty Free
0 -
2006 2007 2008 2009 2010 2011
ND(L) share of 50 4545 49%  32%  19%  19%
consumption:
ND(L) share of =,/ 1% 2% 2% 1% 1%
non-domestic:
Non-domestic (legal) by brand
2006-20110@E)
5 - 1.91
? 1.46
% 0.71 Other Non-PMI
< 1.09 1.12
8 0.98 0.39
1 4 Camel
c
s
(]
£ WOther PMI
p=}
3
>
EMarlboro
o -
2006 2007 2008 2009 2010 2011
PMI share of o o o o o o
ND(L) 52% 69% 50% 60% 61% 65%

Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2007 - 2011

ND(L) analysis @ @ @ @

Ave.

Population Propensity Propensity ~Ave.no. purchases Total ND(L)
19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
Values . . % . . _
2011 48.1 40% 23% 1.5 167 - 1.12
EU rank
2011 4 17 19 26 10 6

ND(L) analysis: 2008-2011

2008 2009 2010 2011
Propensity to travel and purchase cigarettes (1) x(214.3% 11.8% 8.3%  9.2%
Average annual cigarettes purchased @ x@ 279 257 274 255
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Italy
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales
. - 1997-2011M@

sales declined to 85.5 billion

cigarettes in 2011. 110 -

100
%
80
70
60
50
40
30
20
10
0

Volume (bn cigarettes)

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
W Legal cigarette legal domestic sales ~ 33% 23%  -09% 21%  -18%|
B Weighted average cigarette pack price 2.9% 6.9% 4.8% 3.6% 3.9%

Manufactured cigarette consumption n/a n/a -1.4%@ -1.3% -1.5%

OTP legal domestic sales®(®) n/a n/a 18.9% 36.0% 44.0%

Note (a) CAGRis 2006-2009

(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) PMI sales and estimates based on Nielsen data

(2) PMI Management and EU Tax Tables

(3) OTP volumes are based on IMS data provided by PMI

Legal domestic sales declined by 1.8% in 2011, whilst the average pack price increased by 3.9%
= Two price increases took place in Italy during 2011;

— InJduly prices increased on average by 2%, adding approximately €0.10 cents to the majority of brands.

— In October prices increased again, on average by 4%, adding approximately €0.20 cents to the majority of brands

= Sales of smoking tobacco increased by 44% to 3.83 billion stick equivalents in 2011

2011

(0un3) senarebio oz Jad 8dud
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Italy
OTP market size and growth

Sales of smoking tobacco Other Tobacco Products sales in billion stick equivalents
. 2003-2011M@(0)
increased by 44% to 3.83

3.83
billion stick equivalents in 47
2011.

Stick equivalents (bns)
N

2003 2004 2005 2006 2007 2008 2009 2010 2011

= Smoking tobacco

Cigarette
sales (bn 101.2 989 924 938 928 92.0 89.2 87.0 855
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco 22.2% 25.0% 44.0%
Manufactured cigarettes -2.1% -3.1% -1.8%

Notes: (a) Smoking tobacco volumes have been calculated at one stick per 0.75
grams
(b) Smoking tobacco volumes include the categories ‘Roll Your Own’ (RYO),
‘Make Your Own’ (MYO) and pipe tobacco. Sales of
Cigarillos have not been included.
Source: (1) OTP volumes are based on IMS data provided by PMI
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Latvia
Market overview

The share of cigarette Marlboro and cheapest available brand 2011 price comparison in Share of Latvia consumption by type

. . Euros, percentage change from 2010 and major flows®@@®)X)dE)  2006-2011MR)
consumption in Latvia

accounted for by counterfeit 100% 1 6.5% 4.1% o
. a  S— 25 8%
and contraband declined to go% | 6.1%  53%  56% g 37.0%  31.6%
I
: : c&C
0, 0 —
31.6% in 2011 but remained 60% - 4.2% — 7% "o
. 5% ]
high compared to the EU 10% 4 87.4% 90.7%  89.3%
.09 LDC
average of 10.4%. . 70.0% oo c0  65.6%
20% A EOutflows
0% A T T r S
-20% -
2006 2007 2008 2009 2010 2011
;’i‘;':r“;;ég)” 42 42 37 2.9 2.8 26
9.8%| |43.8%
Comparison of EU and Latvia consumption by type
2011M©)
. 34.4%
Key: = Latvia < 35% A 31.6%
= Major source countries <
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 S 30% A
[0 2011 pack of 20 cheapest available brand price in Euros and percentage change from B 2504 -
2010 E ° ELatvia
Notes: (a) Map shows flows over 1% of consumption. Countries which are both source and 2 20% A
destination countries are coded according to the larger flow 8 14.1% EU 27 total
(b) Based on pack prices as at July 1st 2010 and 2011 < 15% A ' 10.4%
(c) Relative cigarette prices in Latvia, Russia and Belarus are subject to fluctuations as a § 10% - R
result of exchange rate changes of their respective currencies versus the Euro ‘s 0 . 5.7%
(d) Price in Belarus refers to the Kent brand, which is an equivalent premium category brand % 5% A 2.7% 3.7% 1.9%
to Marlboro (which is not sold in Belarus).
oro (w sold ) & o A N , — ,
(e) Arrow size indicates relative cigarette flow volume
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management ND ND(L) c&c Outflows
(2) AC Nielsen ND(L) research 2006, 2008, 2009 and 2011
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Total cigarette consumption

Consumption of non- Total Latvia consumption®® Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@)

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011 1
to 0.9 billion cigarettes in Legal domestic sales (LDS) 445 471 346 212 165 177 1.2 4 '
2011, driven by lower flows Outflows 08 089 -018 -007 -0.04 -005 R Other countries
. . . Legal domesticconsumption (LDC) 3.63 3.82 328 204 161 1.72 °
from Russia which remains G 0.8 1
% MBelarus
the largest source country. Non-domestic legal (ND(L)) 025 022 021 012 012 007 506 —_
Counterfeit andcontraband (C&C) 0.27 0.17 019 0.75 1.02 0.83 20.4
=)
Total non-domestic 053 039 039 088 114 0.9 So2 -
- 0.0 1
Total consumption 415 422 367 292 275 263

2006 2007 2008 2009 2010 2011

Outflows from Latvia®

Billion cigarettes 2006 2007 2008 2009 2010 2011
UK 0.23 033 0.04 0.02 0.01 0.02
Ireland 0.13 020 0.02 0.02 0.02 0.01
Other EU 046 036 012 0.03 0.02 0.02
Total outflows 0.82 0.89 018 0.07 0.04 0.05

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2008, 2009 and 2011
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Latvia
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates® The 2011 non-domestic incidence in Latvia of 34.4% is calculated

estimate for non-domestic by applying an equal weighting to the two Empty Pack Surveys
50% conducted during the year

consumption in 2011 is 41.4%

= Both the Empty Pack Surveys and the EU Flows Model show a
decline in non-domestic incidence during 2011.

calculated based on the 40%

weighted results of the Q2 30%

and Q4 Empty Pack Surveys.
20%

10%

Share of total consumption

0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS and other non-domestic market estimates®®)

45% 43.1%

40%
35%
30%
25%
20%
15%
10%

5%

0%

365% 35,39

33.2% 33.4%

12.7%

Share of total packs

Q2 Q2 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4
EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
2006 2007 2008 2008 2009 2009 2010 2010 2011 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 171
KPMG International Cooperative, a Swiss entity. All rights reserved.



Latvia
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

-20110Q))
inflows declined to 0.83 2006-2011

billion cigarettes in 2011 1.2 1 Loz
from 1.02 billion cigarettes in 2101 0.9 0.83 Other countries :
° 0.75 Belarus is the largest source of
2010. g 08 7 ) counterfeit and contraband inflows
%0 6 0.06 0.23 Russia within ‘Other countries’
Although declining, Russian &
. 20.4 4 0.83
I 0.27
inflows account for the E 008 0.17 019 0.69 0160
. . 0241
majority of counterfeit and 023 [ggs  loas
0.0 T T T . r ,

contraband in Latvia at 0.60
billion cigarettes in 2011.

2006 2007 2008 2009 2010 2011

C&C share of
consumption: 7% 4% 5% 26% 37% 32%
C&C share of 52% 44% 48% 86% 89% 92%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2008, 2009 and 2011
(3) Interviews with PMI Local Management
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Non-domestic (legal) inflows
declined to 0.07 billion
cigarettes in 2011 and

account for just 3% of
overall cigarette
consumption.

Latvia

Non-domestic (legal) breakdown

Non-domestic (legal) by origin
2006-20110EE)(@)

0.3 1

0.25
1]
] 0.22
@ 0.21 Other countries
g 0.2 1
© 0.16 0.07 ] .
= 0.13 012 012 ®Lithuania
(] .
€ 0.1 1 Russia
3 0.08 0.08 0.07
g 0.03

1 0.02 ~0.00
0.0 . _ 002 _ 003 _ 003 oo 1
2006 2007 2008 2009 2010 2011

ND(L) share of
consumption:

ND(L) share of
non-domestic:

6% 5% 6% 4% 4%

48% 56% 52% 14% 11%

3%

8%

Non-domestic (legal) by brand
2006-2011M@@)

0.3 1

ND(L) analysis @ @ @ @

Ave.
Population Propensity Propensity Ave.no. purchases Total ND(L)
19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
Values . ) % . . _
2011 1.8m 40% 36% 2.4 115 - 0.07
EU rank
2011 22 19 6 18 14 21

ND(L) analysis: 2008-2011

2008 2009 2010 2011
Propensity to travel and purchase cigarettes @ x (@2 15.3%  95%  9.5% 14.4%
Average annual cigarettes purchased @x@® 390 716 716 276

0.25
0 Other Non-PMI
g mWinston
2
‘:’ mOther PMI
=
© EMarlboro
£
% HL&M
>
2006 2007 2008 2009 2010 2011
PMI share of
0, 0, 0, 0, 0, 0,
ND(L) 56% 49% 54% 60% 55% 87% Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2008, 2009 and 2011
(3) Interviews with PMI Local Management
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 173

KPMG International Cooperative, a Swiss entity. All rights reserved.




Latvia
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales
. - 1997-2011M@@()e)

sales increased to 1.8 billion

cigarettes in 2011 from 1.7

billion cigarettes in 2010.

Volume (bn cigarettes)
(sre) senauebio oz Jad 92ld

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
W Legal domestic sales  39% 8.6%  -147% 84%  7.3%
B Weighted average pack price n/a n/a 31.8% 5.5% 7.7%

Consumption n/a nla  -11.1%@ -5.1% -4.5%

Notes:  (a) Thisreport and Project Star 2007, 2008 , 2009 and 2010 results use 4.7 billion cigarettes as estimated legal domestic sales (LDS) in Latvia in 2007. However, PMI internal estimates indicate that LDS in
2007 was 4.5 billion cigarettes. Use of the 4.5 billion cigarette estimate for LDS in 2007 implies a total consumption of 4.0 billion cigarettes, which is in line with the implied consumption decline between
2007 and 2008

(b) Legal domestic sales were adjusted upwards by 0.24 billion cigarettes in the 2008 EU Flows Model to control for the impact of inventory loading

(c) Differences in estimates of legal domestic sales can occur between AC Nielsen estimates and estimates based on tax stamp data. Latvian customs reported legal domestic sales of 1.77 billion
cigarettes in 2010 and 1.91 billion cigarettes in 2011. This results in an estimated increase in legal domestic sales of 7.7% between 2010 and 2011. For purposes of consistency throughout project Star,
AC Nielsen estimates have been used in this report.

(d) CAGR from 2006 to 2009
Sources: (1) PMI sales and estimates based on AC Nielsen data
(2) PMI Management and EU Tax Tables

Legal domestic sales increased by 7.3% in 2011, whilst the average pack price increased by 7.7%
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Lithuania
Market overview

The share of cigarette Marlboro and cheapest available brand 2011 price comparison in

consumption in Lithuania
accounted for by counterfeit

Euros, percentage change from 2010 and major flows®@(@b)c)d)e)

Share of Lithuania consumption by type
2006-2011M@

100%
. 0,
and contraband declined 57% 1B5% 225% 31 3%
} 80% 40.8% 3.50 5 40.7% :
from 40.7% in 2010, to 31.3% 1.5% 1.4% —  Ca&C
60% | — 2.3%
in 2011. 9.8% 1.8% 1.5% END(L)
40% 81.0% [
72.8% 76.1% 9 LDC
57.4% 57.8% 66-4%
20% EOutflows
”
5.9% | 85.1% -8.3% -4.8%
-20%
2006 2007 2008 2009 2010 2011
volume (bn 5 6.2 5.7 4.9 4.0 35
cigarettes)
Comparison of EU and Lithuania consumption by type
2011M©)
< 40% 1
Key: = Lithuania S5 33.6% 0
= Major source countries S 31.3%
O Major destination countries B 30% A ) .
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 5 HLithuania
£ 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 a EU 27 total
Notes: (@) Map shows flows over 1% of consumption. Countries which are both source and destination 8 20% A
countries are coded according to the larger flow § 14.1% o
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand 8 10.4% 10.5%
available as at July 1st 2010 and 20111 G 10% A 5.7%
(c) Relative cigarette prices in Lithuania, Russia, Belarus and the UK are subject to fluctuations as % 2.3% 3.7%
a result of exchange rate changes of their respective currencies versus the Euro ﬁ _
(d) Price in Belarus refers to the Kent brand, which is an equivalent premium category brand to 0% T T T !
Marlboro (which is not sold in Belarus). ND ND(L) c&C Outflows
(e) Arrow size indicates relative cigarette flow volume
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2007, 2009, 2010 and 2011
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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m Lithuania
Total cigarette consumption

Non-domestic consumption

2006-2011M@)

declined to 1.18 billion Billion cigarettes 2006 2007 2008 2009 2010 2011
cigarettes in 2011, driven by Legal domestic sales (LDS) 414 527 584 417 248 270 25, 240
afa” |n |anOWS from RUSSIa Ouitflows -090 -0.74 -119 -041 -019 -0.37 ’g’: 204 o Other countries
Legal domestic consumption (LDC) 3.24  4.53 465 376 229 234 g - ’ 1.70 1.67 '
Belarus is the primary Ty FRussia
) S 0.43 109 1.18 1.18
source of inflows Non-domestic legal (ND(L)) 0.10 0.09 020 0.07 0.06 0.08 5 : mBelarus
accounting for 0.80 billion Counterfeit andco.ntraband (C&C) 2.30 1.60 089 111 161 1.10 % 0.32
. . Total non-domestic 240 170 109 118 167 118 3 05 4
cigarettes in 2011. >
Total consumption 565 623 574 494 396 352 0.0 4
2006 2007 2008 2009 2010 2011
Outflows from Lithuania
Billion cigarettes 2006 2007 2008 2009 2010 2011
UK 020 015 032 019 006 021
Ireland 0.13 0.06 0.12 0.07 0.06 0.06
Germany 0.04 0.05 005 0.02 0.02 0.03
Other EU 054 048 069 0.13 0.04 0.07
Total outflows 090 074 119 041 019 037
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2007, 2009, 2010 and 2011
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Lithuania
Comparison of external sources for non-domestic estimates

- i i (1) - o .
The EU Flows Model EU Flows Model non-domestic market estimates The EU Flows Model indicates a decline in non-domestic
estimate for non-domestic incidence to 33.6% in 2011.
. . 0, - . . . . . .
consumption is calculated 50% 42.6% 9 m To reflect the timing of price changes in 2011, the first EPS wave in
- 42.2%
by weiahting the Empty Pack g 40% Q2 has been weighted to represent the first nine months of the year,
S py £ ’ 33.6% whilst the second wave from the Q4 results is weighted to re
5 g present
Survey results from the 2 aom 27.2% 23.0% the final three months of the year.
second and fourth quarters < 19.0%
3 20%
of 2011. i
2 10%
<
%]
0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011
EPS non-domestic market estimates(®@
50% - 48.1%
° 41.50443.0%
£ 40% 1 34.6%
3 30.8%
o
= 30% 1
e
S 20% 1
[}
8
» 10% A
0% -
EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q2 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4
2006 2007 2008 2008 2009 2009 2010 2010 2011 2011
Sources: (1) KPMG EU Flows model 2006-2011
(2) PMI Empty Pack Surveys 2006-2011
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Lithuania
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin
. . 2006-2011M@E)
inflows declined to 1.10
billion cigarettes in 2011, 259 230
driven by lower inflows from &204 071
. © 1.60 1.61 Other countries
Russia. 8 0.06
2 1.5 1 0.35 :
© 1.11 1.10 Russia
f f s 0.77
Belarus remains the major SRR 0.89 0.03 0.03
- £ | 157 0.13 0.27
source of counterfeit and 3 : : mBelarus
. >
contraband inflow.
2006 2007 2008 2009 2010 2011

C&C share of

consumption: 41% 26% 15% 23% 41% 31%

C&C share of 96%  95%  82%  94%  96%  93%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2007, 2009, 2010 and 2011
(3) Interviews with PMI Local Management
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Lithuania
Non-domestic (legal) breakdown

= i Non-domestic (legal) by origin :
Non-domestic (legal) 2006-2011(1)(2)(3§ gal) by orig ND(L) analysis ©) ©) ©) (4)
volumes increased slightly Ave.
s . . 0.3 q Population Propensity Propensity  Ave.no. purchases Total ND(L)
to'0.08 billion cigarettesiin @ 19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
. A .
2011, but remain small g 020 Other countries |\, 5 - & . 5 ~
compared to total non- 802 1 mPoland 2011 = 29m 43% 32% 4.4 48 | =| 0.08
. . t 0.08 .
domestic consumption. g Russia
o 0.10 0.09
E0.1 1 0.07 006 008 EU rank
g ' 2011 21 16 10 4 26 19
> 0.09 0.08 0.06 o5 0.07
00 | =0le 00— T —0-31——991— 002

2006 2007 2008 2009 2010 2011

?Eéé&;hi?grﬁf 2% 1% 4% 1% 2% 2% _
P ND(L) analysis: 2008-2011
ND(L) share of

0, 0, 0, 0, 0, 0,
non-domestic: 4% 5% 18% 6% 4% s 2008 2009 2010 2011
Propensity to travel and purchase cigarettes M x@ 14.7% 6.6% 10.0% 13.7%
Average annual cigarettes purchased @x@® 223 360 211 211

Non-domestic (legal) by brand

2006-2011M@E)

0.3
m
i
° 0.20 Other Non-PMI
s 0.2
> .
S HEWinston
c
a mOther PMI
()

0.1
g HL&M
S

EMarlboro
0.0
2006 2007 2008 2009 2010 2011
PMI share of o o o o 0, o
ND(L) 81% 57% 67% 59% 68% 41% Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2007, 2009, 2010 and 2011
(3) Interviews with PMI Local Management
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 180

KPMG International Cooperative, a Swiss entity. All rights reserved.



Lithuania
Historic sales and pricing trends

Legal domestic sales Historic cigarette prices and legal domestic sales

- (1))
increased to 2.7 billion 1997-2011

cigarettes in 2011, up from 8 - - 10
2.5 billion cigarettes in 2010 )
. .. - - 8 o
but still significantly below 2 6 ?‘:
- 1] jol
pre-2010 levels. g L 5 N
2 Q.
c 41 [
S 2
Y R
£ 3
o 2 =
> M2 =
2
0 - 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B |egal domestic sales -5.7% -12.8% 6.0% -19.5% 9.1%
B Weighted average pack price n/a n/a 13.8% 17.7% 3.4%
Consumption n/a n/a -4.4%@ -15.6% -11.2%
Note: (a) CAGR from 2006 to 2009
(b) Differences in estimates of legal domestic sales can occur between AC Nielsen estimates and estimates based on tax stamp data. Lithuanian customs reported legal domestic
sales increases of 12.1% between 2010 and 2011. For purposes of consistency throughout project Star, AC Nielsen estimates have been used in this report.
Sources: (1) PMI sales and estimates based on Nielsen data
(2) PMI Management and EU Tax Tables
Legal domestic sales increased by 9.1% in 2011, whilst the average pack price increased by 3.4 %
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Luxembourg
Market overview

Luxembourg has very high Marlboro 2011 price comparison in Euros, percentage change Share of Luxembourg consumption by type
. from 2011 and major flows®E@(®) 2006-2011M@)
outflows reflecting its low
prices relative to the 1000 1 7% 3T%  37%  46%  5.8% 1.9%
6
. . I N N s .
surrounding countries. 75%  7.6%  7.6%  6.6%  6.8% 3.9%
80% 1 B0
c&cC
Outflows from Luxembourg 60% 1 END()
increased slightly in 2011 a0% | 888% 88.7% 83.7% 88.8% .49 943%
LDC
and remain significant at €5.47 20% A mOutflows
. g .3%
approximately three times Sr ’ % T e
domestic consumption. gi-g/f\ €516 500% ?406,9% 441.5% -377.4% -290.5% -280.4% -290.8%
\\ )3% 2006 2007 2008 2009 2010 2011
/‘\e4.4o volume bn 595 995 095 110 107 102
5.8% cigarettes)
€5.90
5.4%

Comparison of EU and Luxembourg consumption by type

2011M@)
295.0%
g 300%
e =
S 20% A
E_ B Luxembourg
5 . | 14.1%
g 1% EU 27 total
3 10.4%
T 10%
2 5.7% 5.7%
Key: = Luxembourg kS 5% - 3.9% 3.7 ;
Major destination countries % 1.9%
Notes: (a) Map shows flows over 10% of consumption. Countries which are both source and ('7_, 0% A -
destination countries are coded according to the larger flow 0 ! ! ! !
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. ND ND(L) c&c Outflows

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 (Ipsos acquired Synovate in 2011)

(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Luxembourg
Total cigarette consumption

Consumption of non- Total Luxembourg cigarette consumption®™® Total non-domestic inflows (ND(L) and C&C) by origin

2006-20110@

domestic products Billion cigarettes 2006 2007 2008 2009 2010 2011
accounted for 0.06 billion Legal domestic sales (LDS) 477 5.05 443 415 393 3.94 0.2 7
cigarettes in 2011 Outflows -3.92 -420 -359 -318 -300 298 &
* |
Legal domesticconsumption (LDC) 085 0.84 084 0.97 093 0.96 b 012 0.13
g 0.11 0.11 0.11 ' Other countries
o
Non-domestic legal (ND(L)) 0.07 0.07 007 007 007 0.04 5 0.1 4 0.08 0.08 0.08 0.05 0.06 M Belgium
Counterfeit andcontraband (C&C) 004 004 004 005 006 0.02 2 i ' ' 0.06 France
Total non-domestic 011 011 011 0.12 013 0.06 § - - - 0.03
1002 002 002 SoSi  mGermany
Total cigarette consumption 096 095 095 110 107 1.02 0.0 4
2006 2007 2008 2009 2010 2011
Luxembourg Other Tobacco Product market
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 387 482 453 433 520 511
Cigarette outflows from Luxembourg &
Billion cigarettes 2006 2007 2008 2009 2010 2011
France 1.00 095 086 058 052 0.73
Belgium 047 025 031 012 0.23 047
Germany 035 038 044 080 038 041
Other EU 210 263 197 168 187 137
Total cigarette outflows 392 420 359 318 3.00 298
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown
on an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research, 2006
(3) Inmarket sales data provided by PMI, based on Tax Stamp data
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Luxembourg
Comparison of external sources for non-domestic estimates

The 2011 EU Flows Model
estimate shows a decline in

non-domestic consumption 15% A

in Luxembourg.

Share of total consumption

10% A

EU Flows Model non-domestic estimates®(@)

12.6%

11.2% 11.3% 11.3% 11.2%

5% -

The EU Flows Model shows a 6.9 percentage point decline in non-
domestic incidence level in Luxembourg in 2011.

= The 2011 EU Flows Model estimate for non-domestic consumption
share is based on the results of the Industry Empty Pack Survey
conducted in 2011.

- In Q3 and Q4 2011 Empty Pack Survey sampling was not
collected proportionately to the population of the two cities
sampled (Luxembourg city and Esch-sur-Alzette).

- For the purpose of Project Star, the Empty Pack Survey results
have been reweighted to reflect the relative population of both

0% - cities.
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011
EPS non-domestic market estimates®
. 19.4%
- 20%
|3
o
Qo
E 15% 13.0%
) 11.2%
S
g 10%
<
<}
S 5%
<t
<
<
D 0%
EPSQ3 EPSQ1 EPSQ2 EPSQ3 EPSQ3 EPSQ4
2006 2010 2010 2010 2011 2011
Note (a) Priorto 2010 the EU Flows Model was based on the results of Empty Pack Survey conducted
by PMI in Q3 2006.
Sources: (1) KPMG EU Flows Model 2006 - 2011
(2) PMI Empty Pack Surveys 2006 - 2011
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Luxembourg
Estimation of consumption

KPMG's estimate of total Consumption estimates The scale of outflows from Luxembourg and the small size of the
consumbtion in Luxembour 20110@E)# domestic market make an exact measurement of domestic
P g 12 consumption very challenging.
is based on the same . . .
) ) 10 N _ m  The estimation of outflows from Luxembourg requires the
methodology as in prior g non-domestic measurement of flows from Luxembourg into all other countries.
% 08 ) . e
years. g — these inflows are particularly difficult to measure as they are
2 06 o6t likely to be concentrated geographically within markets and are
by 096 relatively small compared to the domestic markets of the
g 04 destination countries.
o
> . .. .
0.2 m As aresult, this approach is likely to underestimate the volume of
0.0 flows out of Luxembourg and hence overstate consumption.
B oiad Lo otaer IMeratonel Undel(SROTINg eettion We have used consumer survey data®® to adjust the estimation
of the consumption in 2011.
HTotal Domestic ENon-domestic
= We have used consumer survey data to estimate domestic
Consumption calculation 2011 consumption by residents, commuters and visitors to Luxembourg.
. - we estimated the extent of under-reporting in the survey data at
Luxembourg Belgium 0 - - .
57% by performing the same calculation for Belgium, and
comparing the result to our own consumption estimates.
= Applying an uplift for under-reporting implies total consumption of
22.0% 13.6% 1.02 billion cigarettes.
° 4.6% 1.4%
15.0@ 15.5 Notes: (a) Implied consumption for Luxembourg includes 0.07 billion cigarettes attributed to
international commuters and tourists
(b) 2011 Luxembourg regular smokers incidence is based on a 2011 report from the
0.52 6.82 Luxembourg Cancer Foundation
(c) Figures for smoking incidence in Belgium relate to 2010 GCTS figures
/ 11.98 (d) Average daily consumption in Luxembourg is calculated as an average of GCTS daily
na . consumption figures for the Netherlands and Belgium. There is no GCTS data available
for Luxembourg.
57% ‘ 57% Sources: (1) Oxford Economic Forecasts (OEF)
(2) GCTS (Global Consumer Tracking Survey) provided by PMI
(3) Report by the Luxembourg Cancer Foundation, cited in a news article by Hello News,
1.02 n/a ‘Number of smokers in Luxembourg at record low’, published 15 February 2012
(4) KPMG EU Flows Model
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Luxembourg
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

201103
volumes declined from 62 2006-2011

million in 2010, to 19 million 0.08 1
. . - 0.062

cigarettes in 2011. 4
B 006 1 0.051
S
© Oth tri
£ 0.04 1 0.035  0.035  0.035 0.036 er countries
2 0039 0.019
£ oon] 0026 002 0026 10.004 Spain
g 0.016

0.022 Portugal
0.00 1 0.003

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

4% 4% 4% 5% 6% 2%

33% 33% 33% 41% 46% 33%

Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research, 2006
(3) Interviews with PMI Local Management
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Luxembourg
Non-domestic (legal) breakdown

Non-domestic (legal) inflows

2006-20110@E)

declined to 39 million

Non-domestic (legal) by origin

@ @ 3)

Population Propensity Propensity  Ave. no.

ND(L) analysis

(@

Ave.
purchases Total ND(L)

igar in 2011. 0.08 7 0. . X .
EREEES 0 0.073 0073 0072 0073 0073 19+ totravel topurchase  oftrips  (cigarettes) (cigarettes)
@ 0.007  0.007 ] 0.007
£ | %901 0.016 Values X
e 0.06 Other countries 2011 0.36m 88% | X 54% | X 2.0 113 0.04
2 0.032 0.032 0.032 0.032 0.039 Belgium
S 0.04 A1
% 0.038 0.007 %
= 0.008 mFrance EUran
. . . . - 26 1 1 21 15 24
§ % German oH
y
0.015 0.015 0.015 0.015 0.016
0.00 T T "
2006 2007 2008 2009 2010 2011
ND(L) share of  go = ggy 8% 7% 7% 4%
consumption:
ND(L)share of 70 6700 6706  59%  54%  67%
non-domestic:
Non-domestic (legal) by brand
2006-2011MQ)E)
0.08 7 0.073 0.073 0.072 0.073 0.073
E’,\ Other Non-PMI
2 er Non-
‘é‘ 0.06 A 0.029
s 0.045 0.045 0.044  0.045 0.039 HOther PMI
5 .
£ 0.04 1 +0.006 HLEM
e 0.002  _0.002. 0.016  gyariboro
2 0.02 1
>
0.00 A
2006 2007 2008 2009 2010 2011
Sources: (1) KPMG EU Flows Model
PMI share (2) Synovate/lpsos ND(L) research 2006
0, 0, 0, 0, 0, 0,
of ND(L) 38% 38% 38% 38% 60% 60% (3) Interviews with PMI Local Management
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Luxembourg
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales
1997-2011M@)
sales were stable at 3.9
billion in 2011, whilst the 8 1 -4
average pack price

increased by 7.2%.

Volume (bn cigarettes)
(0in3) senaltebio oz Jad aoud

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
W Manufactured cigarette legal domestic sales - 9% 22% - 55% - 26%  02%
B Weighted average cigarette pack price n/a 6.8% 3.7% 3.7% 7.2%
Manufactured cigarette consumption n/a n/a 4.4%@ -3.3% -4.1%
OTP legal domestic sales®®) n/a n/a 2.3% 8.6% -1.6%

Note (a) CAGRis 2006-2009
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams

Sources: (1) In Market Sales supplied by PMI based on actual IMS for PMI brands and estimates for UK brands and other based on tax stamp data
(2) PMI Management and EU Tax Tables
(3) Inmarket sales data provided by PMI, based on Tax Stamp data
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Luxembourg
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents
. 2003-2011M@

products declined to 5.11

billion cigarette equivalents

in 2011. 6 - 20
4.82 ' 511

3.99 402 396 3g7

Cigarette equivalents (bns)

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 56 65 52 48 50 44 42 39 39
cigarettes):

CAGR (%) 2003-2007 2007-2011 2010-2011

B Smoking tobacco 4.8% 1.5% -1.6%

Manufactured cigarettes -4.3% 19.9% -1.6%
Note: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams

Source: (1) Inmarket sales data provided by PMI, based on Tax Stamp data
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Malta
Market overview

The share of cigarette

consumption in Malta
accounted for by counterfeit
and contraband increased to
12.2%in 2011.

Key:

Notes:

Sources:

@
(b)

(©
(d)
()]

@)
®

Marlboro 2011 price comparison in Euros, percentage change
from 2010 and major flows®E@®)c)(d)

€7.91
7.7%

Unspecified® —) ~, €4.00
‘-’ 5.3%

Malta

Top destination country

Top source country

Map shows flows over 1% of consumption. Countries which are both source and
destination countries are coded according to the larger flow

Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and
June 2011

Relative cigarette prices in the UK are subject to fluctuations as result of exchange rate
changes versus the Euro

Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. Unspecified market variants are defined as those packs which do not bear
any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on the pack
KPMG EU Flows Model and interviews with PMI Local Management

Synovate/Ipsos ND(L) research 2006 (Ipsos acquired Synovate in 2011)

Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011

Share of Malta consumption by type
2007-2011M@

100% 7.3% ?.iz/o 6.5% 6.4% 10.8% 12.2%
0, . | |

80% 0.5% 0 1.3% 1.4% 1.2% T.3%
60%

40% 92.2% 92.2% 92.2% 92.2% 88.0% 86.6%
20%
0%

-0.5% -1.5% T -7.8% -8.4%

20% 10.0% 14.2% 0 °

2006 2007 2008 2009 2010 2011

Volume (bn 0.54 0.54 052 0.50 0.57 0.55

cigarettes)

Comparison of EU and Malta consumption by type,

2011M@

25% 1

20% A

13.4% 14.1%
1 ’ 12.2%

10.4%

3.7%
1.3%

8.4%

5.7%

Share of total consumption (%)

ND ND(L) c&c

Outflows

c&C
END(L)
LDC

MOutflows

mMalta

EU 27 total
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Malta
Total non-domestic consumption

Consumption of non-

Total nondomesticnfows (ND() and &) by orign
2006-2011M@@

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
increased to 74 million Legal domesticsales (LDS) 0.535 0.535 0.535 0.529 0.550 0.520 0.10 -
cigarettes in 2011, compared Outflows -0.035 -0.040 -0.053 -0.071 -0.045 -0.046
Legal domestic consumption (LDC) 0.500 0.495 0.482 0.458 0.505 0.474

0.08 0.069 0.074

to 69 million in the previous 0.013

0.06 0.012 Other countries

ear.
y 0.042 0042 0041 (039

Non-domestic legal (ND(L)) 0.003 0.007 0.007 0.007 0.007 0.007
Counterfeit and contraband (C&C) 0.040 0.035 0.034 0.032 0.062 0.067
Total non-domestic 0.042 0.042 0.041 0.039 0.069 0.074

0.022 0.028 Unspecified
0.04 A
mDuty Free

Volume (bn cigarettes)

0.02

Total consumption 0.542 0536 0.523 0.497 0.574 0.547 0.00

2006 2007 2008 2009 2010 2011

Outflows from Malta

Billion cigarettes 2006 2007 2008 2009 2010 2011
UK 0.027 0.027 0.044 0.039 0.035 0.037
Other EU 0.008 0.013 0.009 0.031 0.009 0.009

Total outflows 0.035 0.040 0.053 0.071 0.045 0.046

Notes: (a) Since 2009, packs which had no clear indication of origin were classified as “Unspecified”.
Unspecified market variants are defined as those packs which do not bear any market-
specific health warning or tax stamp, or mention of ‘Duty Free’ on the pack

(b) Outflows from Malta to the UK have been adjusted to reflect tourism trends in 2011,
according to the national statistics office in Malta the number of tourist arrivals from the UK
increased by 5.9% in 2011 compared to 2010
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) Research 2006
(3) National statistics office of Malta, Tourist arrivals 2010/2011, accessed March 2012
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Malta
Comparison of external sources for non-domestic estimates

The EU Elows Model EU Flows Model non-domestic incidence estimates®

indicates a 1.4 percentage

point increase in non- 15% 7 13.4%
12.0%

domestic consumption in

2011. 10%

7.8% 7.8% 7.8% 7.8%

The EU Flows Model

. . 5% A
estimate for non-domestic

Share of total consumption

consumption in 2011 uses

the results of the PMI Empty 0% =

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Pack Survey carried out in Model Model Model Model Model Model

2006 2007 2008 2009 2010 2011
the fourth quarter of that

year.
EPS non-domestic market estimates®
15% 1 13.4%

3 12.0%
©
2
S 10% A
» 7.8%
X
Q
154
(=5
© 5%
IS
IS
<
]

0%

EPS Q2 2006 EPS Q4 2010 EPS Q4 2011
Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
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Malta
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

- L@@
inflows to Malta increased to 2006-2011

67 million cigarettes in 2011. 0.08 -
0.067
m 0.062
2 ] 0.007 i
3 0.06 0.006 Other countries
[
2 0.040 0.028 .
c 0.04 - 0.035 0034 gz 0% Unspecified
Q
@ mDuty Free
= 0.02
o
>
0.00
2006 2007 2008 2009 2010 2011
C&Cshare of — 4q, 7% 6% 6% 11%  12%
consumption:
ﬁg_c share of 9306 g4%  83%  82%  90%  91%
Note: (a) Since 2009, packs which had no clear indication of origin were classified as

“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do
not bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’
on the pack. Unspecified packs may be counterfeit
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) Research 2006
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Malta
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin ND(L) analysis 1 2 3 4
. 2006-2011M@)(@)
have remained stable at 7 Ave.
s - Population Propensity Propensity  Ave.no. purchases Total ND(L)
0.008
millien year oniyear. - 0.007 0.007 0.007  0.007  0.007 19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
ﬁ 0.006 1 0.001  0.001  0.001  0.001  0.001 Values
£ - - - - - Other countries 2011 0.3m | X 30% | X 8% X 46 | X 196 | =| 0.01
2
o
S 0.004 A ®Duty F
< 0.003 uy e EU
= rank
E 0002 J 0001 0005 0005 0005 0.005 0.005 muUK 2011 27 23 27 3 7 27
- Italy
0.000 2001 . . . . .

2006 2007 2008 2009 2010 2011

ND(L) share of
consumption: .
ND(L) share of Non-domestic (legal) research was not been updated between 2007-

non-domestic: % 16% 17%  18%  10% 9% 2011, but corroborating research has not indicated any significant
changes to 2006 results.

1% 1% 1% 1% 1% 1%

Non-dome?tlzc (legal) by brand m The total change in the volume of outbound passengers from Malta to
2006-2011M@@ other counties remained broadly stable in 2011.3)®)
0-008 7 0.007  0.007

. 0.007 0.007 0.007 ’ ) ‘Other Non-PMI' includes brands

3 Other Non-PMI Benson & Hedges, Lambert & Butler

% 0.006 1 and Superkings.

<

% mMarlboro

c 0.004 A1 0.006 0.006 0.006 0.006 0.006

=) 0.003

Q

§

E 0.002 0.002

0.000 --Ml Notes: (a) ND(L) research was not updated between 2007 - 2011 but corroborating research
2006 2007 2008 2009 2010 2011 has not indicated any significant changes to 2006 results

(b) According to the National Statistics Office of Malta the volume of outbound passengers

PMI share 20% 20% 20% 20% 19% 19% from Cyprus to EU destinations increased by approximately 5% between 2010 and 2011

of ND(L) 0% 0% 0% 0% 9% 9% Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) Research 2006
(3) National Statistics Office of Malta, Outbound Tourism: December 2010, accessed March 2012
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Legal domestic cigarette

sales declined by 5.4% in
2011, whilst the average
pack price increased by
2.7%.

Malta
Historic sales and pricing trends

Historic cigarette prices and legal domestic sales
1997-20110@

0.8 9
g 0.6 1
I3
ISl
R=
o
c 0.4 1
a
[}
£
S 0.2 1
>
0.0 +
1997 1998 1999 2000 2001 2002 2003 2004 2005
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Legal domestic sales -0.4% 0.1% -2.0% -0.9% -5.4%
B Weighted average pack price n/a 7.9% 1.5% 4.3% 2.7%
Consumption n/a n/a -2.8%@ 4.9% -4.6%

Note (@) CAGR is from 2006-2009
Sources: (1) PMI sales and estimates by local distributor
(2) PMI Management and EU Tax Tables

2006

2007

2008

2009

2010

2011

(0un3) sanaurebio oz Jad 8old
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Netherlands
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Netherlands consumption by type
. from 2010 and major flows®E@®)©) 2006-2011M@)
consumption in the
0,
Netherlands accounted for 100% 156 B6% e 11.0%  10.2%
) 80% 24.2% : Fes g 79, figlov] HoMoel
by counterfeit and ? E— 12.5% cac
. .070
contraband declined to 60%
. END(L)
10.2% in 2011. 40% { 71005 7109 837% 892% 75100 06w .
€5.47 20% moutflows
8.3%
0%
€5.05 -3.0%  -43% -32% -33% -3.0% -18%
21% -20%
\ N\ 2006 2007 2008 2009 2010 2011
7 es6
4.3%
Volume (bn

19.0 19.1 16.8 14.5 16.2 154

cigarettes)

Comparison of EU and the Netherlands consumption by type

2011M@)
< 25% 17
g
c 19.4%
2 20% A
g ENetherlands
> o 14.1%
g 5% EU 27 total
S
8 9.1% 10.29% 10-4%
S 10% A
Key: = The Netherlands o 5.7%
= Major source countries kS 3.7% )
Notes: (a) Map shows flows over 1.5% of consumption. Arrow size indicates relative cigarette <] 5% A ) 1.8%
flow volume. Countries which are both source and destination countries are coded S
according to the larger flow 0 0% - -
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. ND ND(L) C&C Outflows

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research, 2006-2011 (Ipsos acquired Synovate in 2011)

(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange
rates as at June 2010 and June 2011
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m Netherlands
Total cigarette consumption

Consumption of non- Total Netherlands cigarette consumption D@ Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@)

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011
to 2.98 billion cigarettes in Legal domesticsales (LDS) 1411 1451 14.62 13.39 13.16 12.71 6 9 5.46 5.36
2011 Outflows -0.57 -0.82 -0.53 -0.48 -0.49 -0.27 % Other countries
. O
Legal domesticconsumption (LDC) 13.54 13.69 14.09 12.91 12.67 12.44 5 233 Spain
S 4 . 2.36 2.75 3.55
g 2.98 Hitaly
Non-domestic legal (ND(L 087 238 130 097 177 141 IS
i gal (ND(L)) = 0EE 0.72 1.93 mGermany
Counterfeit andcontraband (C&C) 459 297 145 060 178 158 g 5 1.33 1.56 1.50
- = mBelgium
Total non-domestic 546 536 275 156 355 2098 S 0.38 1, 0.75 8_82
d-zo ) EDuty Free
Total cigarette consumption 19.01 19.05 16.84 14.47 16.23 15.42 0 - )
2006 2007 2008 2009 2010 2011
Netherlands Other Tobacco Product market (3)(@)(b)
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 1453 14.47 13.79 12.85 1211 1224
Outflows from Netherlands Y@
Billion cigarettes 2006 2007 2008 2009 2010 2011
France 0.14 026 0.08 014 0.09 0.08
Other EU 043 056 045 034 040 0.19
Total cigarette outflows 057 082 053 048 049 0.27
Notes:  (a) Other Tobacco Products (OTP) include RYO (Roll Your Own) and MYO (Make Your Own)
tobacco. Pipe tobacco, Cigarillos and Cigars are not included. OTP volumes are shown on
an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research, 2006-2011
(3) OTP volumes are based on PMI estimates
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Netherlands
Comparison of external sources for non-domestic estimates

The EU Flows Model Non-domestic market estimates®®) The EU Flows Model estimate for non-domestic consumption in
2011 is based on the results of the Empty Pack Surveys undertaken

CEIMEADET TOm-CamES 288% 281% in the second and fourth quarters of 2011.

30% - 28.5%

consumption in 2011 is 21.7%

= The average of the two Empty Pack Surveys conducted during 2011
indicated a decline in non-domestic incidence in the Netherlands.

based on the arithmetic 25% 1
19.4%
average result of the Q2 and 20%

Q4 2011 Empty Pack

= Other non-domestic market estimates are based on results from the

15% survey conducted by the Dutch Tobacco Manufactures association.

Share of total consumption

10% . .
Surveys. — The results of the surveys are based on questionnaires
5% completed by participants and analysis of their returned empty
0% packs.
© ~ [e) [e) [«2] o - - © ~ © (o2} o -
S ©0 © © © 4 4 4 © o © © d o
S ©6 © © & © © © © © © © o o
N N N N N N N N N N N N N N
[52) [52) N [52] N N N < o) o) o) o) o) oy
cgccaRcdcdic oSN I -1 -Ik- 18-
PR YRR RRY ===z ==
w w o w w w w w w 0 [ 7 7, B B/}
2 32 2 32 2 3
o o o o o o
L oL o o o
> O O O O O
W W W W w m
Other non-domestic market estimates(®)
g 14.0% 1 13.0%
= 12.0% 12.0%
g 12.0% 0% 11.0% 11.0%
2 10.0%
S
< 8.0%
2 6.0%
S
L 4.0%
<
s
0 2.0%
0.0% -
N Sources: (1) KPMG EU Flows Model
‘?O (2) PMI Empty Pack Surveys
éé e“ (3) Determine Market Share of International Tobacco Packages Cigarettes and RYO’,
TrendBox on behalf of Vereniging Nederlandse Kerftabakindustrie (VNK) and Stichting
Sigarettenindustrie, December 2011
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Counterfeit and contraband

inflows declined to 1.58
billion cigarettes in 2011.

Netherlands

Counterfeit and contraband breakdown

Counterfeit and contraband by origin
2006-2011M@@E)

50 4 4.59
2
Z 4.0 1 Other countries
g 2.97
5 3.0 1 3.65 mPoland
c
Qo
2 ] 1.45 1.78
g 2.0 2.32 158 Russia
3 0.60
S 10 4 1.37
S 10 1.24 005 008 1205, mitaly
6 0.52 901 =010 3
0.0 - 5 001 i1/ L3
2006 2007 2008 2009 2010 2011
C&Cshareof 0, 16% 9% 4% 11% 10%
consumption:
ﬁg,c share of g0, 56% 53% 38% 50% 53%

Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research, 2006-2010
(3) Interviews with PMI Local Management

Other countries includes Duty Free and
small volumes from a large number of
source countries including Romania,
Slovenia and Hungary
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Netherlands
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin ND(L) analysis ©) ©) (3 (a)
. - 2006-2011MQ)E)
declined to 1.4 billion Ave.
) ) i 2.38 Population Propensity Pro it A h Total ND(L
25 pensity ve. no. purchases Tota (L)
ClgdtetieslEa0 T . 19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
1%}
% 2.0 1 0.85 177 Values =
g _ 2011  129m | X 67% |X| 329 | X 32 (X | 162 |=| 1.4
2 15 1.30 141 Other countries
o 0.25 ’ 0.83
& 104 087 026 0.97 os8 UK
qg’ - o 0.49 0.20 0.14 Spain EU rank
E 0.46 - 0.15 0.15 2011 8 5 8 11 11 4
> 0.5 1 0.20 %% 073 014 0.11 00 - 1025 HGermany
0.0 +-O1L0% b35% B0 026 020 oeloum

2006 2007 2008 2009 2010 2011

ND(L) share of

consumption: ~ °° %% 8% 7% 1% 9% 2008 2009 2010 2011
m)rfl__g Osrzzrstiizf 16% 44% 7% 62% 50% 247% Propensity to travel and purchase cigarettes @ x @ 19.1% 19.7% 21.3% 21.3%
: Average annual cigarettes purchased @x@ 327 226 263 512

Non-domestic (legal) by brand
2006-2011MA)E)

2.5 1 2.38

n 0.66

b 2.0 A 1.77 Other Non-PMI

[

=t ~0.03

5 .

S15 By 1.30 0.48 1.41 BLucky Strike

5, Camel

g HOther PMI

=

S HL&M

EMarlboro
2006 2007 2008 2009 2010 2011
Sources: (1) KPMG EU Flows Model
PMI share of 52% 53% 57% 56% 57% 58% (2) Synovate/Ipsos ND(L) research, 2006-2010
ND(L) (3) Interviews with PMI Local Management
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Netherlands
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- (1))
sales declined by 3.5% in 1997-2011

2011, whilst the average 20 - -6
pack price increased by 5 T
11.7%. @ 15 + L
= L 4 o}
e N
S 3
© 10 A L 3 o,
s g
o o
£ F2 o
=1 2]
s 5 g
t1§
ko)
0 - r 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales -0.5.% -4.5% 0.3% -2.6% -3.5%
B Weighted average cigarette pack price 5.9% 6.3% 5.0% 5.6% 11.7%
Manufactured cigarette consumption n/a n/a -8.7%@ 3.2% -5.1%
OTP legal domestic sales®(®) n/a n/a -12.8% -4.7% 1.1%
Note: (@) Consumption CAGR is from 2006 to 2010
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) Tax stamp data supplied by PMI is used for historic data; In Market Sales data is used for 2007 — 2011.
(2) Prices are based on PMI Management and EU Tax Tables
(3) OTP volumes are based on PMI estimates
Legal domestic cigarette sales volumes have declined since 2008
= Sales volumes of Other Tobacco Products also declined between 2008 and 2010, however sales increased by 1.1% between
2010 and 2011 to 12.7 billion stick equivalents.
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Netherlands
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion stick equivalents
. 2003-2011M@®)

increased by 1.1% to 12.2

billion cigarette equivalents

in 2011. 18 1 Bl
7 145 145 144

129 151 122

Stick equivalents (bns)
[
o

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bon 170 148 135 141 145 146 134 132 127
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco -4.5% -4.1% 1.1%
Manufactured cigarettes -3.9% -3.3% -3.5%

Notes: (a) Smoking tobacco volumes have been calculated at one cigarette per 0.75 grams
(b) Cigars, cigarillos and smokeless tobacco are not included in this analysis
Source: (1) Smoking tobacco volumes based on IMS and shipment data provided by PMI
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Poland
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Poland consumption by type

. from 2010 and major flows®E@E)E)d)E) 2006-2011M@)
consumption in Poland

accounted for by counterfeit

0, -
. 100% 1 57% 71%  82% 11.8% 10.6%  12.9%
and contraband increased to 0.9%  09% 1.5% 3 1.0%
} 80% - 1.6% B0 1.1%
12.9% in 2011. ce&c
o 4
€137 60% END(L)
9.8% 40% - 93.4% 92.0% 90.3% 86.69% 88.4%  86.1% LbC
20% A HOutflows
al O% -
Geow B GAT% | 150% 1% 20me
7.7% -20% -
£1.00 2006 2007 2008 2009 2010 2011
84 Vol b
olume (bn 66.9 65.7 60.1 59.7 54.3 52.0
£5.90 cigarettes)
5.4% £1.09

0.0%

Comparison of EU and Poland consumption by type
2011M©)

Key: = Poland
®  Major source countries ;@ 25% 1 20.8%
Major destination countries ‘E’ .8%
Notes:  (a) Map shows flows over 1% of consumption. Countries which are both source and 2 20% A
destination countries are coded according to the larger flow =
A £ o =Poland
(b) Based on a pack of 20 Marlboro King Size as at July st 2010 and 2011. For non-Euro 2 150 - 13.9% 14.1% 12.9%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and c EU 27 total
June 2011 3 10.4%
(c) Relative cigarette prices in Poland, Russia, Belarus, Moldova, Ukraine and the UK are < 10% A
subject to fluctuations as a result of exchange rate changes of their respective currencies g 5.7%
versus the Euro © 5o A 3.7%
(d) Price in Belarus refers to the Kent brand, which is an equivalent premium category brand g 1.1%
to Marlboro (which is not sold in Belarus). = —
(e) Arrow size ir(1dicates relative cigarette flo)w volume @ 0% - ND j ND(L j cacC j outfl '
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management O utflows
(2) AC Nielsen research 2006, 2007, 2008, 2009; Synovate/lpsos ND(L) research in 2010
and 2011 (Ipsos acquired Synovate in 2011)
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Poland
Total cigarette consumption

The consumption of non- Total Poland cigarette consumption™® Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@

domestic product increased Billion cigarettes 2006 2007 2008 2009 2010 2011
to 7.23 billion cigarettes in Legal domestic sales (LDS) 72.44 69.91 63.14 61.12 57.32 5555 97
. .. ~ 8 A 7.23 i
2011, driven largely by rising Outflows -9.94 -9.47 -8.81 -9.43 -9.35 -10.80 g 6.5 Other countries
. i i b 5.80 '
il e Belais., Legal domesticconsumption (LDC) 62.50 60.44 54.32 51.68 47.97 44.75 g 5 0.55 1.32 =Moldova
% 5 4 0.95 .
. BRussia
Non-domestic legal (ND(L)) 061 057 089 094 053 0.55 S 4
Counterfeit andcontraband (C&C) 3.80 4.69 492 7.07 577 6.68 g 3 - mUkraine
- 2 _
Total non-domestic 441 5.26 580 8.02 630 7.23 S 2 _ T Belarus
1 104 139
Total cigarette consumption 66.92 65.70 60.13 59.70 54.27 51.97 0 2006 2007 2008 2009 2010 2011
3)(a)(b,
Poland Other Tobacco Product market > ®®
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 469 6.32 987 877 562 553
. 1)
Cigarette outflows from Poland
Billion cigarettes 2006 2007 2008 2009 2010 2011
Germany 653 6.85 632 754 749 8.64
UK 140 102 093 101 0.86 0.96
France 041 032 041 028 030 055
Other EU 160 127 116 061 0.69 0.66
Total cigarette outflows 9.94 947 881 943 9.35 10.80
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are
shown on an equivalent sticks basis and have been calculated at one cigarette per 0.75
grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen research 2006, 2007, 2008, 2009; Synovate/Ipsos ND(L) research 2010 and
2011
(3) OTP volumes supplied by PMI based on information supplied by PMI Poland, AC Nielsen
retail audit, and PMI estimates of total market size
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The EU Flows Model results
suggest an increase in non-

domestic incidence to 13.9%
in 2011.

Poland

Comparison of external sources for non-domestic estimates

EU Flows Model non-domestic market estimates®

20%

13.4% 13.9%

15%

10%

5%

Share of total consumption

0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS and other non-domestic market estimates®®)

20%

0,
14.6% 15.6%

15% 13.6%

10.7% 12.1%1 1 305

10.5%

9.6%

10% 8.0%

6.6%

5%

Share of total packs

0%

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q3 Q3 Q2 Q4 Q2 Q4 Q2 Q3 Q4
2006 2007 2008 2009 2009 2010 2010 2011 2011 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
(3) Almares Research, November 2010

The 2011 EU Flows Model is based on the weighted results of the
three Empty Pack Surveys conducted in 2011

= To reflect the timing of the EPS surveys and the price increases in
2011, the Q2 wave was weighted to represent the first five months
of the year. The Q3 and Q4 waves were weighted to represent four
and three months respectively.

= In 2010 the two EPS waves were weighted equally.

— 2010 results were calculated by averaging the results from the
two Empty Pack Surveys conducted in 2010.
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Counterfeit and contraband

inflows reached 6.68 billion
cigarettes in 2011, driven
primarily by increased
inflows from Belarus which
reached 2.66 billion
cigarettes.

Poland

Counterfeit and contraband breakdown

Counterfeit and contraband by origin
2006-2011M@@E)

8 1 7.07
6.68
2 Other countries
£ 6. 0 8-77 0.81
g 4.69 4.92 Moldova
ks 3.80
g 47 02 ERussia
° 1.41
€ BUkraine
= 2 4
o
> 2.66 Belarus
0 : : )
2006 2007 2008 2009 2010 2011
C&C share of 6% 7% 8% 12% 11% 13%
consumption:
ﬁg,c share of 86%  89%  85%  88%  92%  92%

Sources: (1) KPMG EU Flows Model

(2) AC Nielsen research 2006, 2007, 2008, 2009; Synovate/Ipsos ND(L) research 2010 and 2011

(3) Interviews with PMI Local Management
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Non-domestic (legal)

increased slightly in 2011,
but remained significantly
below 2009 levels,

Poland
Non-domestic (legal) breakdown

‘Other countries’ includes small volumes
from a number of countries including

Non-domestic (legal) by origin Ukraine, Belgium, Spain, France and

ND(L) analysis @ @ @ @

Ave.

Population Propensity Propensity  Ave.no. purchases Total ND(L)

19+ totravel to purchase oftrips  (cigarettes) (cigarettes)
Values 2 0 . . . _
2011 30.4m 40% 30% 2.6 58 —| 0.55
EU rank
2011 6 18 12 16 25 10

2007-2011006 Sweden
0.94
1.0 7 0.89
n
2
° 0.61 Other countries
% 0.57 0.53 0.55
(8]
= 0.5 0.74 0.86 Slovakia
o 0.48 0.38 0.40
g 0.46 HLithuania
o
5] 0.03 Q.08
=001 % 0.04
7
oo B .. il 0.040,05 0.03; v Germany
2006 2007 2008 2009 2010 2011
ND(L) share of
consumption: 1% 1% 1% 2% 1% 1%
ND(Lshareof 4% 11%  15%  12% 8% 8%
Non-domestic (legal) by brand
2007-2011M@G)
0.94
1.0 1 0.89
n
2 Other Non-PMI
] 0.61 0.51
0.57 0.44
% 053 055 Lpaimal
c
% mOther PMI
§
3 HLEM
>
EMarlboro
2006 2007 2008 2009 2010 2011
Eg‘zf;‘are °f  43%  63%  50%  40%  57%  48%

ND(L) analysis: 2008-2011

2008 2009 2010 2011
Propensity to travel and purchase cigarettes W x(@2 6.2% 7.2% 4.3% 11.8%
Average annual cigarettes purchased @ x@ 468 430 402 153

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen research 2006, 2007, 2008, 2009; Synovate/lpsos ND(L) research 2010 and 2011
(3) Interviews with PMI Local Management
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Poland
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- D@
sales declined to 55.6 billion 1997-2011

cigarettes in 2011. 100 - - 11
10 o
- 80 9 3
2 8 2
‘6 =
S 60 ! S
S 6 =2
& 5 2
[ 40 4 %
5 3 2
2 20 , M
1 =
0 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales -5.2% -0.2% -4.6% -4.7% -3.1%
B Weighted average cigarette pack price 13.7% 4.9% 13.0% 11.8% 10.8%
Manufactured cigarette consumption n/a n/a -3.7%@ -6.7% -4.2%
OTP legal domestic sales®®)©) n/a n/a 23.4% -20.6% -1.7%

Note: (a) CAGR from 2006 to 2009

(b) Fine cut tobacco volumes have been calculated at one stick per 0.75 grams for traditional smoking tobacco and one stick per 0.55 grams for volume tobacco

(c) Estimates for volume tobacco in the Polish market are only available for 2010 and 2011. Prior to this all estimates are calculated based on a 0.75 gram per stick assumption.
Sources: (1) In Market Sales supplied by PMI based on inter-company data from Cyber Service (hired by the National Manufacturers’ Association)

(2) PMIManagement and EU Tax Tables

(3) OTP volumes supplied by PMI based on information supplied by PMI Poland, AC Nielsen retail audit, and PMI estimates of total market size

Legal domestic sales declined by 3.1% in 2011, whilst the average pack price increased by 10.8%

= 2011 was the first full year for the implementation of a smoking ban in designated public areas following its introduction in November 2010.
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Poland
OTP market size and growth

Sales of fine cut tobacco Fine cut tc’(gf‘ﬁso sales in billion cigarette equivalents Fine cut tobacco appeared to stabilise in 2011 following two
. . 2003-2011M@ i ;
products declined slightly to years of significant decline
5.53 billion cigarette = Between 2003 and 2007 sales had increased to a peak of 9.87
.87 . . :
equivalents in 2011. 10 - billion cigarette equivalents at an average annual rate of 17.1%.
g o = Sales declined annually by 24.5% between 2008 and 2010,
o however the rate of decline slowed in 2011 to 1.7%.
g 5.62 5. . .
§ 6 1 553 Recent developments in the Polish market may have slowed the
El . decline in consumption of OTP products
s _
% = Expanded (volume) tobacco increased share of the fine cut
g 27 tobacco market in 2011@.
o
0 - — The volume of expanded tobacco used for each cigarette is
2003 2004 2005 2006 2007 2008 2009 2010 2011 less than traditional fine cut products and is estimated at 0.55
grams.
Cigarette . o .
sales (bn 72.8 720 737 724 699 631 611 57.3 556 = Additionally, PMI Poland indicated a growing market for ‘green
cigarettes): tobacco leaf’, which is a dried, unprocessed and non-exercisable
product, which is self cut by the consumer.
ICAGR (%) .. 2003-2007 _ 2007-2011  2010-2011
|W_Finecuttobacco 1w 83 - 1.7%
Manufactured cigarettes -1.0% -5.6% -3.1%
Note: (a) Fine cut tobacco volumes have been calculated at one stick per 0.75 grams for traditional smoking

tobacco and one stick per 0.55 grams for volume tobacco
(b) Estimates for volume tobacco in the Polish market are only available for 2010 and 2011. Prior to this
all estimates are calculated based on a 0.75 gram per stick assumption.
Source: (1) OTP volumes supplied by PMI based on information supplied by PMI Poland, AC Nielsen retail
audit, and PMI estimates of total market size
(2) PMI Poland estimates, 2011
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Portugal
Market overview

The share of cigarette

consumption in Portugal
accounted for by counterfeit
and contraband increased to
3.0% in 2011.

Marlboro 2011 price comparison in Euros, percentage change
from 2010 and major flows®@@®)C)d)e)

/A0S
7.7%

€5.90
5.4%

€4.00
8.1%
Unspecified®
Key: = Portugal
= Top source variant
Top two destination countries
Notes:  (a) Map shows outflows over 1% of consumption, and the primary source of inflows. Countries
which are both source and destination countries are coded according to the larger flow
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and June
2011
(c) Relative cigarette prices in the UK are subject to fluctuations as a result of exchange
rate changes of the British Pound versus the Euro
(d) Arrow size indicates relative cigarette flow volume
(e) A number of price changes took place in Spain between April and October in 2011, the

®

Sources: (1)

)
®3)

average Marlboro price for the year per IMS data was €4.15

Since 2009, packs which had no clear indication of origin were classified as “Unspecified”.
Unspecified market variants are defined as those packs which do not bear any market-specific
health warning or tax stamp, or mention of ‘Duty Free’ on the pack

KPMG EU Flows Model and interviews with PMI Local Management

Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011

AC Nielsen ND(L) research 2006, Synovate/Ipsos 2008 and 2009 (Ipsos acquired Synovate in
2011)

Share of Portugal consumption by type
2006-2011ME)

100% - 4.5% 2.5%  3.9% 2.2% 2.3% 3.0%
53 L1% 12% 11% 11%  0.6%
80% -
60% -
03.2% 96.4% 94.9% 96.8%  96.5%  96.3%
40% A
20% -
0%
- -8.3% -5.2% - -6.4%
20% 4 -8.9% 9.7% 8.3% ° 7.9%
2006 2007 2008 2009 2010 2011
volume (bn 13.2 121 121 11.4 10.9

cigarettes)

Comparison of EU and Portugal consumption by type

2011ME)

Share of total consumption (%)

25%

20%

15%

10%

5%

0%

14.1%
10.4%
6.4% 5 79,
2 ==
ND ND(L) ca&c Outflows

C&C
mND(L)

LDC
HOutflows

mPortugal
EU 27 total
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Portugal
Total cigarette consumption

Consumption of non- Total Portugal cigarette consumption Y@ Total non-domestic inflows (ND(L) and C&C) by origin
S 2006-2011M@)®)
domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
remained relatively stable at Legal domestic sales (LDS) 14.33 1403 1248 12.37 11.86 11.23 109 0%
0.40 billion Cigarettes in Outflows -1.24 -1.28 -1.00 -0.63 -0.89 -0.70 ﬁ s | 0.15 Other countries
Legal domesticconsumption (LDC)  13.08 12.75 11.48 11.73 10.97 10.53 ] )
2011. g ESpain
'S 0.6 A
Non-domestic legal (ND(L)) 032 014 015 013 013 0.07 s 0.40 HUnspecified
Counterfeit andcontraband (C&C) 063 033 047 026 026 033 £ %] a1 mDutyFree
Total non-domestic 0.95 048 0.62 039 039 0.40 E’ 0.2 - ﬁ
X - 0.0 -
Total cigarette consumption 14.04 13.23 12.10 12.13 11.36 10.93 2006 2007 2008 2009 2010 2011
3)(b;
Portugal Other Tobacco Products market S
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 031 046 060 067 087 181
Cigarette outflows from Portugal @
Billion cigarettes 2006 2007 2008 2009 2010 2011
France 0.56 048 047 027 051 041
UK 031 051 034 012 010 0.11
Ireland 0.02 0.01 0.03 0.03 0.04 0.05
Other EU 035 028 016 021 0.23 0.13
Total cigarette outflows 124 128 100 0.63 089 0.70
Note: (a) Unspecified market variants are defined as those packs which do not bear any market-specific
health warning or tax stamp, or mention of ‘Duty Free’ on the pack
(b) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on
an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(c) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the scope
of Project Star.
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, Synovate 2008 and 2009
(3) 2011 OTP volumes are based on IMS data provided by PMI, 2008-2010 OTP data provided by
PMI
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Portugal

Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows non-domestic market estimates® Non-domestic incidence estimates vary in cities across
suggests an increase in non- Portugal, cities in the North have on average a higher non-
8% - domestic incidence than those in the South

domestic incidence to 3.7%
in 2011.

6.8%

[ ]
6%

4%

2%

Share of total consumption

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS — non-domestic market estimates®

8%

6.8%

6%

4%

2%

Share of total packs collected

0%

EPS Q2 2008
EPS Q2 2009
EPS Q2 2010
EPS Q2 2011

© ~
=] o
=] S
« Y
® N
[e4 (o4
%] n
o o
L w

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack surveys 2006-2011

Porto, Braga and Villa Nova De Gaia had the highest levels non-
domestic incidence in 2011 at 9.2%, 8.2% and 5.6%
respectively.
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Portugal
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

20110@)(@)
inflows increased to 0.33 2006-2011

- . . 0.7 1
billion cigarettes in 2011. - 0.63
o _
8 o6
S o5 0.47
2
2 04 0.33 0.33
& 0.54 )
= 0.26 0.26 Other countries
2 %37 0.42
2 0.2 0.28 . ey Unspecified
> 0.22 0.23
0.1 1 0.07
mDuty Free
0.0 009 005 o005 004 006

2006 2007 2008 2009 2010 2011

C&Cshareof o, 3% 4% 2% 2% 3%

consumption:

ﬁg_c share of - ge0p 70% 76% 67% 67% 82%
Note: (a) Since 2009, packs which had no clear indication of origin were classified as

“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do not
bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on
the pack. Unspecified packs may be counterfeit
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, Synovate 2008 and 2009
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Portugal
Non-domestic (legal) breakdown

= i i Non-domestic (legal) by origin ;
Non-domestic (legal) inflows AP (legal) by orig ND(L) analysis © ©) (3) (4)
declined to 0.07 billion Ave.

. . - 0.35 7 0.32 Population Propensity Propensity  Ave.no. purchases Total ND(L)
cigarettes in 2011, in line 70304 oos 19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
with the reduction in total e . values
inflows from Spain. 30'25 Othercountries | 5017 | 85m | X 21% | X 18% | X 35 |X 61 1= o007

'S 0.20
c
% 0.15 mDuty Free
£ ) EU rank
2 0.10 H Spain 2011 10 26 22 9 22 22
~ 0.05
0.00

2006 2007 2008 2009 2010 2011

ND(L) share of 04 % 1% 1% 1% 1% !
consumption: ND(L) analysis: 2008-2011
ND(L) share of

non-domestic: 34% 30% 24% 33% 33% 18% 2008 2009 2010 2011
Propensity to travel and purchase cigarettes Dx2 519% 39% 3.9% 3.9%
Average annual cigarettes purchased @x@ 350 394 394 214

Non-domestic (legal) by brand

2006-2011M@

0.35 7 0.32
7 0.30
= Other Non-PMI
@ 0254 0.14
®©
2 4 Lucky Strike
0.20
s 014 015 o0 os
% 0.15 : : mOther PMI
= J
E 0.10 0.06‘ ) 0.07 nLaM
> 0.05 A ! 0.03 001
000 MEMarlboro
0.00
2006 2007 2008 2009 2010 2011
PMI share
0, 0, 0, 0, 0, 0,
of ND(L) 55% 58% 65% 45% 45% 52%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, Synovate 2008 and 2009
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Portugal
Historic sales and pricing trends

Historic cigarette prices and legal domestic sales
1997-201110@@)

Legal domestic cigarette

Restated data suggested that legal
domestic sales in 2009 and 2010
were 12.73 and 12.56 billion
cigarettes respectively(@

sales declined to 11.2 billion
cigarettes in 2011.

15 4 _.,./—i/.
m
9 ——— —
° =
[
2 10 4
o
c
£
Q
5 5]
o
>
0 -
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarettes legal domestic sales 2.4% -3.0% -5.6% -4.7% -5.4%
B Weighted average cigarette pack price 3.6% 6.6% 8.0% 5.6% 7.2%

Manufactured cigarettes consumption n/a n/a -4.8%®) -5.1% -3.8%

OTP legal domestic sales®© n/a n/a 13.5% 64.7% 108.7%

Notes: (a) Legal domestic sales of cigarettes have been restated for 2009 and 2010, the restated figures suggest total legal domestic sales of 12.73 billion in 2009 and12.56 billion in 2010.
For the purposes of the Star report the original estimates have been used in the analysis and have not been restated.
(b) CAGR from 2006 to 2010
(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on data from Metris-GfK
(2) PMI Management and EU Tax Tables
(3) 2011 OTP volumes are based on IMS data provided by PMI, 2008-2010 OTP data provided by PMI

Legal domestic sales declined by 5.4% in 2011, whilst the average pack price increased by 7.2%

= Over the same period sales of smoking tobacco more than doubled to 1.8 billion stick equivalents in 2011

(0un3) senarebio oz Jad 8dld
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Portugal
OTP market size and growth

Sales of smoking tobacco Other Tobacco Products sales in billion stick equivalents
. R 2003-2011M@)®)

increased significantly to

reach 1.8 billion stick 2.0 1 1.81

equivalents in 2011.
1.5 A

1.0 A1

0.48 .43
0.5 A 0.40 0.31

Stick equivalents (bns)

0.0 +

2003 2004 2005 2006 2007 2008 2009 2010 2011

Cigarette
sales (bn 17.0 16,5 156 143 140 125 124 119 11.2
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011

Manufactured cigarettes

Notes: (@) Smoking tobacco volumes have been calculated at one cigarette per 0.75 grams
(b) Smoking tobacco volumes include the categories ‘Roll Your Own’ (RYO) and
‘Make Your Own’ (MYO). Sales of Cigarillos have not been included.
Source: (1) 2011 OTP volumes are based on IMS data provided by PMI, 2008-2010 OTP
data provided by PMI
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Romania
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Romania consumption by type

. . from 2010 and major flows®E@®)©) 2007-20110@)
consumption in Romania

accounted for by counterfeit

100% 1
d traband declined U] 2%l _96%_ 13.8% 19.2% 11.1%
and contraband decline 80% 4 21% 2.50% 1.3% EVTS 1.4%
from 19.2% of total cigarette 0% : ce&c
b -
consumption in 2010, to ENDQL)
_ p , a0v | 90.7% 87.9% 84.8% 79495  87.5% e
11.1% in 2011.
20% A mOutflows
0% A
€7.91 -5.6% -5.7% -4.6% -5.0%
7.7% -20% - -9.5%
2007 2008 2009 2010 2011
€1.00 Volume (bn
-8.1% cigarettes) 311 32.7 32.9 275 27.7
o €2.90 I\\
: ¥ 11.0%
€105 Comparison of EU and Romania consumption by type
1 20110
€1.71
+15.7%
;\; 25% ~
c
2 20% A
a
5 mRomania
=] 14.1%
. f o 15% 4 12.5%
Key: ®  Romania ) 5 5% 11.1% EU 27 total
= Major source countries o 10.4%
Major destination countries < 10% A
Notes: (a) Map shows flows over 1% of consumption. Arrow size indicates relative cigarette flow E 5.0% 5.7%
volume. Countries which are both source and destination countries are coded according to o 5% - 3.7%
the larger flow % 1.4%
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro ﬁ o _
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and 0% - T T T !
June 2011 ND ND(L) c&C Outflows
(c) Relative cigarette prices in the UK, Serbia, Moldova and Ukraine are subject to
fluctuations as result of exchange rate changes of their respective currencies versus the
Euro
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2007, 2008, Synovate ND(L) research 2010, 2011
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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Total non-domestic consumption

Consumption of non-

Total Romania consumption(l)(z) Total non-domestic inflows (ND(L) and C&C) by origin
2007-2011M@

domestic cigarettes declined Billion cigarettes 2007 2008 2009 2010 2011
to 3.46 billion in 2011. Legal domestic sales (LDS) 3115 3057 29.81 23.10 25.58 6 1 soo 5.67
_ _ _ Outflows -294 -183 -189 -1.26 -1.37 2 ) 175 Other countries
This decline was driven by Legal domestic consumption (LDC) 28.21  28.75 27.92 21.84 2421 5 . 3.95 Lo ' 3.6
- o J . 4
lower inflows from Moldova, _ % 289 0.94 - BUkraine
Serbia and Ukraine. Non-domgstlc legal (ND(L)) 0.66 0.82 0.44 0.38 0.38 g .
Counterfeit and contraband (C&C) 2.22 3.13 4.55 5.30 3.08 2 =Serbia
Total non-domestic 2.89 3.95 4.99 5.67 3.46 2
>
EMoldova
Total consumption 31.10 32.70 3291 27.52 27.67
2007 2008 2009 2010 2011
Outflows from Romania ®
Billion cigarettes 2007 2008 2009 2010 2011
France 1.30 0.61 0.62 0.32 0.56
UK 0.14 0.25 0.30 0.37 0.32
Italy 0.68 0.29 0.51 0.18 0.12
Other EU 0.82 0.68 0.47 0.38 0.37
Total outflows 2.94 1.83 1.89 1.26 1.37
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2007, 2008, Synovate ND(L) research 2010
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Romania
Comparison of external sources for non-domestic estimates

. - i i 1@
The 2011 non-domestic Non-domestic market estimates The 2011 EU Flows Model results are directionally

incidence in Romania of consistent with other estimates for non-domestic

25%

22.3% i
12.5% is based on an equal 4 20.6% consumption
20% = Both the EU Flows Model and the BAT/JTI estimates
suggest a significant decline in non-domestic incidence

12.5% in 2011.

weighting of the two Empty

15%

Pack Surveys conducted in 12.6%

121% 13 6oy 12.5% 12.1%

Share of total consumption

2011. 10% 9.3% o
— The average non-domestic incidence per BAT/JTI
- estimates declined to 15.3% in 2011.
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~ © (o2} [o2] o o — - ~ o [o2] o —
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Other non-domestic market estimates©)
0, -
40.0% 36.2%
5 35.0% { 33.9%
g 30.0% A4 26.8% 27.6%
= 24.4%
2 25.0% - 2%  22.0% o 22.8%| | 22.5%
o 20.6% 21.3%
O 20.0% {71800  221%
g : 14.7%  157%  150%153%
S ]
= 15.0% 11.8%| 11.8%
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2 2 8 o 3 > S B > 3 2 2 ; S B > 3 2 2 ; Sources: (1) KPMG EU Flows Model 2007 - 2011
o oo 8 2 53z s 2 53z (2) PMI Empty Pack Surveys 2007 - 2011
® EEEFEFESE Z F S E ZE =
S8 5 5 5 © 8 '; F E o E E g !_—) F E o E E g (3) Novel Research, Project DNP for BAT and JTI, 2008 — 2011 provided
N E EEEQ R 2R22EI2L2 QR EFR2E 22 by PMI Romania
FE3S535:53:E35:EsEE8EECE
o @O dd 5 85 F %550 ds g 2 add 0
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© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 225

KPMG International Cooperative, a Swiss entity. All rights reserved.



Romania
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

-201100
inflows declined to 3.08 2006 -2011

- . . 6 7
billion cigarettes in 2011. 530
’g 5 - 4.55
. . = 1.37 Other countries
Despite this overall fall, the g,
=3 3.13 1.48 3.08
C&C volumes of Fast and Jin - 222 - mUkraine
c - .
Ling increased during the by 0.95
9 9 g 2 1 Serbia
year. %
> 14
EMoldova
0 -
2007 2008 2009 2010 2011
C&C share of 7% 10% 14% 19% 11%
consumption:
ﬁg,c share of  Z7q, 79% 91% 93% 89%
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2007, 2008, Synovate ND(L) research 2010
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Romania
Non-domestic (legal) breakdown

Non-domestic (legal Non-domestic (legal) by origin ;
.( gal) 2007-20110® ND(L) analysis (D ©) (3 (a)
volumes remained stable at Ave.
0.38 billion cigarettes in 1.0 4 Population Propensity Propensity ~ Ave.no. purchases Total ND(L)
0 082 19+ totravel topurchase  oftrips  (cigarettes) (cigarettes)
2011. 2 0.8 1
© 0.66 Values ~
S 064 2011 | 175m | X 19% (X 26% | X 18 |X 246 |=| 038
2 o
s 0.71 0.44 0.38 0.38 Other countries
S 044 060
£ A
3 0.33 0.31 1 Spain EU rank
| &%00s 0% 003 004gq QO3ggs "MV
0.0
2007 2008 2009 2010 2011
ND(L) share of 3% 1% 1% 1%
consumptlon.
?5?35222?.? 23% 21% 9% % 11%

Non-domestic (legal) by brand
2007-2011M@)

0.9 0.82
= 0.8
207 Other Non-PMI
°©
z 0.6 Pall Mall
(=2}
'c 0.5
§, 04 BKent
g 0.3 W Other PMI
=
3 0.2 mLaM
0.1 mMarlb
arlboro
0.0
2007 2008 2009 2010 2011
PMI share of
0, 0, 0, 0, 0,
ND(L) 49% 50% 48% 48% 40%
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2007, 2008, Synovate ND(L) research 2010
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Romania
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales
2004 -2011D@@b)E)(d

sales increased by 10.7% in
2011, despite the average
pack price rising by 10.3%.

Updated data suggested that legal domestic sales in 2007,
2008, 2009 & 2010 were actually 33.2, 33.7, 30.6 and 24.1
billion cigarettes compared with the original estimates of 31.1,
30.6, 29.8 and 23.1 billion cigarettes, respectively@®)(e)d)

12
11
10
g 9
5] 8
S 7
o
- 6
% 5
IS 4
>
g 3
2
1
0
2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B | egal domestic sales 0.0% -2.2% -3.4% -7.4% 10.7%
B Weighted average pack price n/a n/a 22.3% 25.7% 10.3%
Consumption n/a n/a 2.9%(©) -8.4% 0.6%
Notes: (a) Project Star 2007 results use 31.1 billion cigarettes as estimated legal domestic sales (LDS) in Romania during 2007. However, PMI internal estimates suggest that LDS in 2007
was actually 33.2 billion cigarettes
(b) Project Star 2008 results use 30.6 billion cigarettes as estimated legal domestic sales (LDS) in Romania during 2008. However, PMI internal estimates suggest that LDS in 2008
was actually 33.7 billion cigarettes
(c) Project Star 2009 results use 29.8 billion cigarettes as estimated legal domestic sales (LDS) in Romania during 2009. However, PMI internal estimates suggest that LDS in 2009
was actually 30.6 billion cigarettes
(d) AC Nielsen estimates the 2010 legal sales to be 24.1 billion cigarettes. However, this report uses legal sales of 23.1 billion cigarettes provided by PMI Romania, which is based
on actual Q1-Q3 sales data and an estimate for Q4
(e) CAGR 2007-2009

Sources: (1)

(2)

In Market Sales supplied by PMI based on actual volumes for PMI and AC Nielsen and EU estimates for competition is used for historic data; Industry Data Exchange (IMS of
major players) provided by PMI Romania and AC Nielsen is used for 2010 and 2011
PMI Management and EU Tax Tables

(0dn3) sanalehio oz Jad adud
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KPMG

Project Star 2011
Contents — country detail

Austria
Belgium
Bulgaria
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland

Italy

Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden

United Kingdom
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Slovakia
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Slovakia consumption by type
. . from 2010 and major flows®E@E)©) 2006-2011M@)
consumption in Slovakia

accounted for by counterfeit 1.0% 13% 0.7%

100% 1 4.5% 7. 5.3%
. 9 “Eto 1.8% 1.2% 1.3%
and contraband declined to ooy, | 36% D 25%
0.7% in 2011 and remains 0% c&c
s
significantly below overall aoyp | 919%  963%  02200 O72%  97.6% 08.00%  ™ND(L)
-
LDC
EU levels.
20% A MOutflows
0% T T T T T d
7. 7% -4.7%  -45% -3.8%  -3.4%  -3.0%
€5.16 -20% -
4.3% 2006 2007 2008 2009 2010 2011
€3.37
€1.00
6.7% Volume (bn
-8.1%
e cigarettes) 7.0 7.7 8.3 7.6 7.4 7.3
€4.40 €2.49
4.8% -8.6%
Comparison of EU and Slovakia consumption by type
2011M©)
g 20% 1
5
B 15% A 14.1%
) £ mSlovakia
Key: ®  Slovakia Z 10.4%
B Major source countries 5 10% - ) EU 27 total
Notes: (a) Map shows flows over 0.5% of consumption. Countries which are both source and o
destination countries are coded according to the larger flow g 5.7%
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro hat 5% A 3.7%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and o ° 2.0% : 3.0%
June 2011 g 1.3% 0.7%
(c) Relative cigarette prices in Ukraine and Hungary are subject to fluctuations as result of ﬁ o _- . — -
exchange rate changes versus the Euro 0% T T T !
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management ND ND(L) c&c Outflows
(2) AC Nielsen ND(L) research 2006, 2007 and 2010
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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m Slovakia
Total cigarette consumption

Non-domestic consumption
declined to 0.15 billion

Total Slovakia consumption @ Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@)

Billion cigarettes 2006 2007 2008 2009 2010 2011
cigarettes in 2011. Legal domestic sales (LDS) 701 774 803 7.69 7.48 7.36
Outflows 054 -036 -037 -029 -025 -022 __ o .
Legal domestic consumption (LDC) ~ 6.47 7.38 7.66 7.40 7.23 7.15 & ercountries
[
[
2 mCzech Republi
Non-domestic legal (ND(L)) 025 015 021 014 009 010 © zechRepublie
Counterfeit and contraband (C&C) 032 013 044 007 0.09 0.05 % .
Total non-domestic 057 028 065 021 018 015/ ' 5 ungary
(=}
>
, WUkrai
Total consumption 704 7.66 831 7.62 741 7.30 raine

2006 2007 2008 2009 2010 2011

Outflows from Slovakia

Billion cigarettes 2006 2007 2008 2009 2010 2011
Germany 0.07 0.06 0.04 004 0.04 0.04
Austria 0.08 0.06 0.06 0.04 0.03 0.04
Hungary 0.06 0.03 004 003 0.01 o0.03
Other EU 034 020 023 017 016 011
Total outflows 054 036 037 029 025 0.22

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2007 and 2010
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The 2011 EU Flows Model
results for Slovakia suggest

a slight decline in non-

Slovakia
Comparison of external sources for non-domestic estimates

EU Flows Model non-domestic market estimates®

10%

8.1%

The EU Flows Model estimate for non-domestic consumption uses
the results of the PMI Empty Pack survey conducted in the second
quarter of 2011.

7.8%

domestic incidence in 2011.

5% -

Share of total consumption

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

EPS non-domestic market estimates(@

15%

10.2%

10%
7.8%

5.8%

5% 3.7% 320

Share of total packs

25% 2.4% 5 gy

0%
EPS EPS EPS EPS EPS EPS EPS EPS

Ql Q@ Q@8 Q@ Q2 Q4 Q2 Q2
2006 2006 2007 2008 2009 2009 2010 2011

Sources: (1) KPMG EU Flows Model
(2) Empty Pack Surveys 2006-2011
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Slovakia
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

- [€NEIE©)
inflows declined slightly to 2006-2011

0.05 billion cigarettes in 0.5 1 0.44
2011. $0.4 1 0.08
. . % 0.32 Other countries
Ukraine remains the largest 2031 004
T . c
source of illicit cigarettes. S0, Ukraine
g ’ 0.13 0.36
= 0.28 0.00 0.07 0.09
201 A : 0.05
0.13 0.02 0.04 0.01
0.0 i i i 0.05 . 0.05 . 0.05 .
2006 2007 2008 2009 2010 2011
C&Cshareof g0, 20 5% 1% 1% 1%
consumption:
ﬁg_c share of = g0, 48% 68% 34% 52% 36%
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2007 and 2010
(3) Interviews with PMI Local Management
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Slovakia
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin i
increased slightly to 0.10 Ave.
- . . 0.30 A Population Propensity Propensity Ave.no. purchases Total ND(L)
billiam cigarettes ini201.1. - 0.25 ey totravel to purchase oftrips  (cigarettes) (cigarettes)
2 0.25 1 0.21 Other countries | values
® X o, X 0 X X =
g 0.20 A B Czech Republic 2011 4.3m 68% 15% 3.7 59 0.10
S 0.15 0.14
5 0151 020 0.11 mPoland
= 0.10
£ 0.10 - 0.09 0.04 0.9 mHungary EU rank
3 0.0a 033 2011 | 17 3 24 7 24 18
> 0.05
0.00 -
2006 2007 2008 2009 2010 2011
ND(L) share of
consumption: 4% 2% 3% 2% 1% 1% .
ND(L) sh ] ND(L) analysis: 2008-2011
ND(share of 446 52%  32%  66%  48%  64%
: 2008 2009 2010 2011
Propensity to travel and purchase cigarettes @x@ 6.2% 6.2% 9.9%  9.9%
. Average annual cigarettes purchased @x@ 795 526 202 222
Non-domestic (legal) by brand 9 9 P
2006-2011M@@E)
0.30
0.25
é o 0.07 02t Other Non-PMI
% 0.20 b ther Non-
k= 0.15
S 015 0.11 0.14
-% 0.09 0.10 EOther PMI
g 0.10 0.10 0.09
5 0.03 0.03
S 0.05
> mMarlboro
0.00
2006 2007 2008 2009 2010 2011
PMIsh : Sources: (1) KPMG EU Flows Model
ND(LS) are o 73% 29% 49% 36% 61% 68% (2) AC Nielsen ND(L) research 2006, 2007 and 2010
(3) Interviews with PMI Local Management
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Slovakia
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- 1))
sales declined to 7.4 billion 1997-2011

cigarettes in 2011. 10 - 3

3

2 87 8

2 k=t

3 F2 e

5 6 3

2 Q.

5 2

S 4 @

[} =

S M1 a

S 21 m
S

0 - r 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011

B Legal domestic sales -3.0% -4.2% 1.9% -2.2% -1.5%

B Weighted average pack price n/a 16.8% 13.0% 6.3% 5.2%

Consumption n/a n/a 2.6%@ -2.1% -1.5%
Note: (@) CAGR from 2006-2011
Sources: (1) PMIl sales and estimates based on Nielsen data
(2) PMI Management and EU Tax Tables
Legal domestic sales declined by 1.5% in 2011, whilst the average pack price increased by 5.2%
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KPMG

Project Star 2011
Contents — country detail

Austria
Belgium
Bulgaria
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Czech Republic
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Finland
France
Germany
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Ireland
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Slovenia
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of Slovenia consumption by type
. . from 2010 and major flows®E@E)E)() 2006-2011M@)
consumptlon in Slovenia
accounted for by counterfeit 100%  7.4% 5.1% . 6.6% 5.4%  6.3%
_ T 10w 128%  ——r= Tew 1A%
and contraband increased to 80% 71 7 2.8% e
6.3% in 2011. 60% - c&C
a0% 4 91.2%  93.8%  gg 4y 914% 93.0% 922%  mND(L)
20% A LDC
0% mOutflows
€5.16 -20%
0/
4.3% 40%
2006 2007 2008 2009 2010 2011
€4.40 Volume
4.8% (bn 4.3 4.2 4.7 4.2 4.0 3.7
cigarettes)
€4.60 \
2.2% €3.20
6.7% €1.96
33.3% €1.71
15.7% . . .
Comparison of EU and Slovenia consumption by type
2011M@)
39.6%
g 40% 1
c
. S
Key: = Slovenia g 30% A
= Top two source countries £ mSlovenia
Top three destination countries §
Notes: (@) Map shows flows over 0.5% of consumption. Countries which are both source and 8 20% A EU 27 total
destination countries are coded according to the larger flow = 14.1%
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-Euro § o 10.4%
currencies, Euro prices are based on PMI standard exchange rates as at June 2010 and 5 10% A 7.8% 6.3% 5.7%
June 2011 I o 3.7% ’
(c) Relative cigarette prices in Bosnia and Herzegovina and Serbia are subject to fluctuations g . 1.4% -
as result of exchange rate changes of their respective currencies versus the Euro N 0% 4 - . . .
(d) Arrow size indicates relative cigarette flow volume ND ND(L) c&C Outflows
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research, 2006-2010
(3) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
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m Slovenia
Total cigarette consumption

Consumption of non-

Total Slovenia consumption Total non-domestic inflows (ND(L) and C&C) by origin
2006-2011M@)

domestic cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011
increased slightly to 0.29 Legal domestic sales (LDS) 452 478 511 498 487 484 0.8 1 0.74
billion cigarettes in 2011. Outflows 062 083 -1.13 -111 -1.19 -145 ) Other countries
Legal domestic consumption (LDC) ~ 3.90 3.95 3.98 3.86 3.68 3.39 50.6 1 0.2
. <
Outflows increased to 1.45 %o , | o 904~ 0.36 HSerbia
- . . - i -4 1 0.28
billion cigarettes in 2011 (N:on do:gsncdlegal (NE(L(); cac g'gg 8'2‘21' 8'23 g'g: g‘gi g'gz % os 02 0.08 020
ounterfeit and contraban . . . . . . - 002" .
driven by increases to : (C&C) S0z | 012 | 0.44 : 0.07 0.8 Bosnia and
Total non-domestic 038 026 074 036 028 0.29 g 10.04 0.26 Foo5" 0027 Herzegovina
Austria and Italy. 0.15 '”—0:12 : 0.16 0.19
: 0.0 T T T T T \
Total consumption 427 421 472 423 396 3.67 2006 2007 2008 2009 2010 2011
.1
Outflows from Slovenla( A
Billion cigarettes 2006 2007 2008 2009 2010 2011
Austria 023 053 073 079 085 1.04
Italy 025 014 019 013 0.09 021
Germany 0.06 007 010 014 0.16 0.3
Other EU 0.08 0.08 0.11 0.05 0.09 0.07
Total outflows 0.62 083 113 111 119 145
Note: (a) An adjustment has been performed to the Austrian EPS survey data in 2011 which limits the
increase in outflows of Slovenian variant cigarettes into the Austrian market. This adjustment
caps the increase outflows from Slovenia to Austria to 23%, in line with the increase in
Austrian tourists to Slovenia in December 2011 (data extracted from the Slovenian statistical
bureau).
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research, 2006-2010
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 238
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The EU flows model
indicates an increase in non-

domestic consumption to
7.8% in 2011.

Slovenia

Comparison of external sources for non-domestic estimates

Non-domestic market estimates®

20% 1

15.6%

15%

10% A

5%

Share of total consumption

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

Other non-domestic market estimates(®

20% - 18.8%

15%

10% A

5%

Share of packs collected

0%

EPSQ3 EPSQ3 EPSQ3 EPSQ4 EPSQ4 EPSQ4
2006 2007 2008 2009 2010 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011

The EU Flows Model estimate for non-domestic consumption
uses the results of the PMI Empty Pack survey conducted in
the fourth quarter of 2011.
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Slovenia
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

-20110Q))
inflows increased to 0.23 2006-2011

billion cigarettes in 2011. 0.7 1 0.60
%,,: 0.6 4
£ 0.5 - 0:15
.cEGD 0.4 1 00T Other countries
o 0.32 0.28
c .
% 0.3 4 0.13 0.22 . 0.21 ggi WSerbia
€ 0.2 0.44 g
2 po0ozm 0.08 =0:02= Bosnia And Herzegovina
S 01 A ] 0.26 0.18
015 g1 0.16 :
0.0 T T T T T 1

2006 2007 2008 2009 2010 2011

C&Cshareof 4o, 5% 13% 7% 5% 6%
consumption:
ﬁg_c shareof g, 83% 82% 77% 77% 81%

Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research, 2006-2010
(3) Interviews with PMI Local Management
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Slovenia
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin ND(L) analysis () © (3 (4)
. . 2006-2011M@E)@
declined to 0.05 billion Ave.
i 0.15 1 Population Propensity Propensity ~ Ave.no. purchases Total ND(L)
cigarettes from 2010 to 2011. —_ 013 19+ totravel topurchase oftrips (cigarettes) (cigarettes)
:“3 Other countries Values X X
2] . 0, 0, X X =
S 0-10 0.07 0.08 ESerbia 2011 1.7m 68% 23% 21 6 0.05
o
0.06
5, 0.06 0.05 EGermany
() .
0.05 M Austria EU rank
é 2011 | 23 4 18 14 19 23
>
0.00

2006 2007 2008 2009 2010 2011

ND(L) share of =, 1% 3% 2% 2% 1% )
consumption: ND(L) analysis: 2008-2011
ND(L) share of

non-domestic: 16% 17% 18% 23% 23% 19% 2008 2009 2010 2011
Propensity to travel and purchase cigarettes @) x 216.1% 13.4% 15.6% 15.6%
Average annual cigarettes purchased @x@ 287 382 251 207

Non-domestic (legal) by brand

2006-2011M@G) @

0.15 0.13
w
£ Other Non-PMI
g 0.10 0.05
.8 . 0.08
o HRonhil
c
=)
o
g mOther PMI
o
>
EMarlboro
2006 2007 2008 2009 2010 2011
PMI share o o o o o o Note: (a) ND(L) estimates are based on AC Nielsen research conducted in 2010.
of ND(L) 48% 48% 55% 58% 53% 54% Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research, 2006-2010
(3) Interviews with PMI Local Management
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Slovenia
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- 1))
sales declined to 4.8 billion 1997-2011

cigarettes in 2011. 6 - 3
)
%
1% @
2 k=t
T 4 2 2
S S
o 3 A o,
5 2
° e
£ 7] .
o m
> c
1A S
0 - r 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B |egal domestic sales 0.9% 1.1% 2.2% -1.4% -0.6%
B Weighted average pack price 9.8% 13.6% 5.7% 7.6% 5.3%
Consumption n/a n/a -0.4%@ -6.6% -7.2%
Note: (@) CAGR from 2006 to 2009
Sources: (1) In Market Sales supplied by PMI based on data from local distributor
(2) PMI Management and EU Tax Tables
(3) Tobacco News, “The price of cigarettes in Slovenia will go up on Saturday”, October 2011.
Legal domestic sales declined by 0.6% in 2011, whilst the average pack price increased by 5.3%
= The Slovenian government introduced increases to excise duties on tobacco in October 2011
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The share of cigarette

consumption in Spain
accounted for by counterfeit
and contraband increased to
7.2% in 2011.

This represents a significant
increase from the 2010 level
of 2.5%.

Spain
Market overview

Marlboro 2011 price comparison in Euros, percentage change

from 2010 and major flows®@@®)c)d)

€7.91
7.7%
€5.90
5.4%
\ 4
Canary €2.30
Islands® 4.5%
€2.70
8.0%
Unspecified®
(©)
Key: = Spain Andorra

Top source countries
Top destination countries
Map shows flows over 1% of consumption. Countries which are both source and
destination countries are coded according to the larger flow
(b) Based on a pack of 20 Marlboro King Size as at July 1st 2010 and 2011. For non-
Euro currencies, Euro prices are based on PMI standard exchange rates as at June
2010 and June 2011
(c) Relative cigarette prices in the UK are subject to fluctuations as result of exchange
rate changes of the British pound respectively versus the Euro
(d) Arrow size indicates relative cigarette flow volume
(e) Canary Islands and Andorra are not shown to scale
(f) A number of price changes took place in Spain between April and October in 2011,
the average Marlboro price for the year per IMS data is €4.15
(g) Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. Unspecified market variants are defined as those packs which do not
bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on
the pack
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange
rates as at June 2010 and June 2011
(3) Synovate/lpsos ND(L) research 2006 - 2008, 2010 and 2011 (Ipsos acquired
Synovate in 2011)

Notes: (a)

Share of Spai
2006-2011ME)

2.4%

n consumption by type

100% 2.2% 2.5% 2.4% 2.5% 7.2%
1.5%  2.9% 3% 20% @ 1.8% wiTs
80%
c&cC
60%
96.1% 04.9% 9520 955% 95.7% gogus OO
40% :
LDC
20% mOutflows
0% —I—I—Iiﬁ
oo | 1L4%  -12.1% -12.0% 7-3%  66%  S.1%
2006 2007 2008 2009 2010 2011
volume (bn g, , 837 83.7 795 711 64.3
cigarettes)
Comparison of EU and Spain consumption by type
2011ME)
< 25% A
s
=
S 20% -
E‘ M Spain
0,
S 15% - 14.1%
§ 0.4% 10.4% EU 27 total
T 10% 1 7.2%
j<i 5.1% 57%
3
£ o [
ND ND(L) C&C Outflows
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Spain
Total cigarette consumption

(63]¢3) Total non-domestic inflows (ND(L) and C&C) by origin
2006-20110@@)

Cigarette consumption

Total Spain cigarette consumption

declined to 64 billion Billion cigarettes 2006 2007 2008 2009 2010 2011
cigarettes in 2011, compared Legal domestic sales (LDS) 90.69 89.51 89.74 81.67 72.70 61.52 77 6.05
to 71 billion in the previous Outflows -9.61 -10.10 -10.04 -5.76 -4.68 -3.30 7 61 0.57 Other countries
year Legal domestic consumption (LDC) 81.08 79.41 79.70 75.91 68.01 58.21 8 5 mAlgeria
o .% .
. © WANd
Non-domestic inflows Non-domestic legal (ND(L)) 123 243 191 160 130 141 5, ndorra
. e Counterfeit and contraband (C&C) 206 1.85 213 194 176 4.64 2 =Unspecified
increased to over 6 billion in - E 2
] ) Total non-domestic 329 4.28 403 354 3.06 6.05 3 ECanary Islands
2011, driven by growth in =1
AR N N 0 EDuty Free
Canary Islands, Unspecified Total cigarette consumption 84.37 83.69 83.73 79.45 71.07 64.27 2006 2007 2008 2009 2010 2011
and Andorra market : 3)(b
i Spain Other Tobacco Product market S0
variants. . . 3
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 357 408 550 757 774 8.73
Cigarette outflows from Spain @@
Billion cigarettes 2006 2007 2008 2009 2010 2011
France 342 325 438 240 208 157
UK 407 422 317 191 115 081
Germany 110 092 0.73 052 044 035
Other EU 103 123 126 057 075 042
Total cigarette outflows 9.61 10.10 10.04 576 4.68 3.30
Note: (a) Unspecified market variants are defined as those packs which do not have a market-specific
health warning or tax stamp, or mention of ‘Duty Free’ on the pack
(b) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown on
an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006, 2007, 2008, 2010 and 2011
(3) OTP volumes are based on IMS data provided by PMI
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The EU Flows Model
estimate for non-domestic

consumption in 2011 is
based on the results of the
Empty Pack Surveys
conducted in Q2 and Q4
2011.

Spain

Comparison of external sources for non-domestic estimates

EU Flows Model non-domestic market estimates®

10%

8% A

6% A

4% A

2% A

Share of total consumption

0% -

EPS non

10% -

8% 1

6% A

4% A

2% A

Share of total consumption

0% -

9.4%

51%  48%

4.5% 0
3.9% 0 4.3%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011

-domestic market estimates®

9.5% 9.3%

5.7%
5.1%

AT%  4a% 4o

The EU Flows Model shows that non-domestic incidence in Spain
increased significantly to represent 9.4% of consumption in 2011

= Non-domestic incidence of 9.4% per the EU Flows model in 2011
uses the average of the two Empty Pack Surveys conducted in the
year.

© ~ © o} o — —
o o o o — — —
o o o o o o o
N N N N N N N
2] N N N N N <
(o4 (o4 (o4 (o4 o o o
(%] (%] [%2] [%2] [ [ [
o o o o o o o
w w w w w L [IT)
Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
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Counterfeit and contraband

inflows increased to 4.64
billion cigarettes in 2011,
driven by significant
increases in Unspecified,
Canary Islands and Andorra
inflows.

Spain
Counterfeit and contraband breakdown

Counterfeit and contraband by origin
2006-2011M@)(@)

5 - 4.64
— 0.45 .
2 44 1013 Other countries
©
< mAlgeria
2 3 A
o
s 2.06 185 2.13 1.94 1.76 1.31 Andorra
[
g mCanary Islands
o
> Unspecified
EDuty Free
2006 2007 2008 2009 2010 2011
C&Cshareof 5 2% 3% 2% 2% 7%
consumption:
ﬁg_c share of a9, 43% 53% 55% 57% 7%
Note: (a) Since 2009, packs which had no clear indication of origin were classified as

“Unspecified”. ‘Unspecified’ market variants are defined as those packs which
do notbear any market-specific health warning or tax stamp, or mention of
‘Duty Free’ on the pack. Unspecified packs may be counterfeit
Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006, 2007, 2008, 2010 and 2011

Unspecified counterfeit and contraband inflows increased to 1.3

billion cigarettes in 2011

= The increase in Unspecified inflows was driven primarily from
brands including Ducal, Austin and American Legend.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative, a Swiss entity. All rights reserved.

247



Spain
Non-domestic (legal) breakdown

. i i Non-domestic (legal) by origin .
Non-domestic (legal) inflows 0062011 D) ND(L) analysis@® (1) 2 (3 (4)
increased slightly to 1.41 Ave.
- . . 2.43 Population Propensity Propensity  Ave.no. purchases Total ND(L)
billiam cigarettes ini201.1. 25 19+ totravel to purchase  oftrips  (cigarettes) (cigarettes)

2.0 i Values
. Other countries il 37.3 X 27% | X 19% % 27 X 127 = 0.650
0
215 mPortugal
3] 03
<
=8 mDuty Free
© 1.0 Y EU rank
§, Andorra 2011 5 24 21 15 12 8
o 0.5
5 ECanary Islands
S 00 ]
2006 2007 2008 2009 2010 2011 ND(L) analysis: 2008-2011
ption: Propensity to travel and purchase cigareties Ux@2 4.0% 4.0% 54% 5.1%
ND(L) sh f .
norf.gfmiﬁig. 37% 57% 47%  45%  43%  23% Average annual cigarettes purchased @x@ 181 181 229 344
Non-domestic (legal) by brand The non-domestic (legal) research has been adjusted to reflect the
2006-2011M@(@) Canary Islands as an independent destination to the Spanish
mainland.
2.43
25 = The scale of ND(L) from the Canary Islands has been calculated by
? 1.91 adjusting prior year ND(L) volumes for changes to tourism trends
@ 20 0.84 Other Non-PMI .
Z 1.60 between Spain and the Canary Islands.
a 1.30 141 Camel
2 15 1.23 022 097 .
c ﬁ 0.85 mWinston
<10 08 0.67
g 009 MOther PMI
§ 05 Chesterfield
0.0 EMariboro Note: (a) In 2007 Project Star results, Canary Islands and Andorra variant cigarettes were classified as
2006 2007 2008 2009 2010 2011 Spanish legal domestic. From 2007 onwards, Canary Islands and Andorra variant cigarettes
are classified as non-domestic
(b) ND(L) analysis from Synovate/lpsos excludes adjustments from inbound tourism flows.
PMI share Total ND(L) including these inbound tourism flows is 1.41 billion cigarettes.
of ND(L) 62% 55% 36% 40% 35% 39% Sources: (1) KPMG EU Flows Model
(2) Synovate/lpsos ND(L) research 2006, 2007, 2008, 2010 and 2011
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 248

KPMG International Cooperative, a Swiss entity. All rights reserved.



Spain
Historic sales and pricing trends

Legal domestic sales Historic cigarette prices and legal domestic sales
. - 1997-2011MQ)@
declined to 61.5 billion
cigarettes in 2011, having 100
dropped from a level of 89.7 o
billion in 2008. g™ 3
5 ]
S 60 5]
2 23
5 E
S 40 L
B 3
S 20 m
s
0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales 3.8% 0.7% -3.3% -13.2% -15.4%
B Average cigarette pack price 6.0% 4.9% 6.8% 13.9% 12.8%
Manufactured cigarette consumption n/a n/a -2.0%® -10.1% -9.6%
OTP legal domestic sales®© n/a n/a 18.6% 7.4% 12.9%
Notes: (a) IMS indicated legal domestic sales of 90.6 billion cigarettes in 2008. However, Project Star 2008 results used legal domestic sales of 89.7 billion cigarettes to reflect an adjustment of 0.9 billion
cigarettes to account for additional inventories held in 2008. In 2009 and 2010 the Project Star results use the respective unadjusted IMS legal domestic sales figures. The effect of additional
inventories at the end of 2008 has been offset by additional inventories held both at the end of 2009 and 2010. In 2011 Project Star results uses an adjusted IMS legal domestic sales figure as the 0.9
billion adjustment from 2008 has been unwound. The adjustment has been made, in contrast to preceding years, as there did not appear to be additional inventories held at the end of 2011
(b) CAGR s from 2006 to 2009
(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on data from Logista and Comisionado de Tabacos
(2) PMI Management and EU Tax Tables
(3) OTP volumes are based on IMS data provided by PMI
Legal domestic sales declined by 15.4% in 2011, whilst the average pack price increased by 12.8%
= Excise duty on manufactured cigarettes was increased by around €0.40 a pack in December 2011
= A number of price changes took place in Spain during the summer of 2011
— Overall the weighted average price of a pack of cigarettes increased by 42 euro cents to €3.73 compared to €3.31 in 2010
= Sales of smoking tobacco increased by 12.9% to 8.73 billion cigarette equivalents in 2011
— PMI management have observed that some smokers of manufactured cigarettes have started to smoke other tobacco products
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Spain
OTP market size and growth

Sales of smoking tobacco Other tobacco product sales in billion stick equivalents
) 2003-2011 0@ )C)d)

increased by 12.9% to 8.73

billion cigarette equivalents
in 2011.

=
o

Stick equivalents (bns)

OFR NWMOUUTON©®O
L

2003 2004 2005 2006 2007 2008 2009 2010 2011

#Smoking tobacco

Cigarette
sales (bn 93.1 939 933 90.7 895 89.7 817 711 642
cigarettes)

CAGR (%) 2003-2007 2007-2011 2010-2011

Manufactured cigarettes -1.0% -9.0% -15.4%

Notes: (a) Smoking tobacco volumes have been calculated at one cigarette per

0.75 grams

(b) In 2008 fine cut tobacco is represented by ‘Roll Your Own’' (RYO)
tobacco only, whereas in 2003, 2007 and 2009 to 2011
fine cut tobacco is represented by RYO and ‘Make Your Own’
(MYO) tobacco. Sales of Cigarillos/Cigars have not been included.

(c) IMS indicated legal domestic sales of 90.6 billion cigarettes in 2008.
However, Project Star 2008 results used legal domestic sales of
89.7 billion cigarettes to reflect an adjustment of 0.9 billion
cigarettes to account for additional inventories held in 2008. In 2009 and
2010 the Project Star results use the respective unadjusted IMS legal
domestic sales figures. The effect of additional inventories
at the end of 2008 has been offset by additional inventories held both at
the end of 2009 and 2010

(d) In 2011 Project Star results uses an adjusted IMS legal domestic sales
figure as the 0.9 billion adjustment from 2008 has been unwound. The
adjustment has been made, in contrast to preceding
years, as there did not appear to be additional inventories
held at the end of 2011

Source: (1) OTP volumes are based on IMS data provided by PMI
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Spain
m Country outflow refinements: Spain to the UK and the Republic of Ireland

Adjustments have been Cigarette flows from Spain to the UK and Republic of Ireland M@ @)
made to outflows from Spain -
to the UK and Republic of '
Ireland.
1.5 4
0.03
2 1.22
£ . 0.27
g Others 0.02
2
° 1.0 1 —— Richmond 0.1
= — silk Cut
g _7 Benson & Hedges
. oo S
0.5 A — Mayfair
_7 John Player Special
o100
-— Lambert & Butler
0.0 - T T T T
LDS of Virginia brands  Non Virginia brands found Expat domestic Tourist consumption in  LDS outflows of UK and EPS
in EPS consumption Spain Ireland brands
In 2011, adjustments have been made to outflows from Spain to the UK and Ireland in line with prior years
= External data suggests the outflows from Spain to the UK and Ireland are understated by Empty Pack Surveys
= The EPS shortfall was estimated at 0.4 billion cigarettes in 2011, compared with estimates of 0.7 billion, 1.3 billion, 2.3 billion and 2.6
billion in 2010, 2009, 2008 and 2007 respectively
= Outflows to the UK and Ireland have therefore been adjusted upwards by 0.34 billion and 0.06 billion cigarettes respectively to reflect
sales of UK and Ireland cigarette brands in Spain net of;
— Estimated consumption by permanent UK and Irish expatriate residents in Spain and,
— Tourist consumption whilst in Spain
Sources: (1) In Market Sales supplied by PMI based on data from Logista and Comisionado de Tabacos
(2) UKand Ireland EPS 2011
(3) Adjusted GCTS Ireland (2007) and UK (2010)
(4) Eurostat, 2011
(5) Spanish Institute for Tourist Studies
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Sweden
Market overview

The share of cigarette Marlboro and cheapest brand 2011 price comparison in Euros, Share of Sweden consumption by type
. percentage change from 2010 and major flows®@(@(b)c)(d) 2006-2011ME)
consumption in Sweden
accounted for by counterfeit 100%
] 11.9% 12.5% 13.5% 10.2% 10.5% 9.2%
and contraband declined to 80 | Ngigogn OV eesmm 6% T7%  2.5%
. . (]
9.2% in 2011. 0% c&c
0
mND(L)
0,
40% | 79.1% 78.5% 79.3% ©7-2% 86.8%  88.3% LDC
20% EOutflows
0%
-8.1% -8.0% -6.8% -5.9% -9.39 -7.2%
-20% ° 93%
2006 2007 2008 2009 2010 2011
8.3%]| 7.0% Volume (bn
cigarettes) 7.9 7.3 7.0 6.7 6.4 6.6
€5.36| €4.09
.9%]12.8% . .
> Comparison of EU and Sweden consumption by type
2011M6)
0,
Key: ®  Sweden S 14% 1 14.1%
= Major source country = 11.7%
Major destination countries 2 12% A 10.4%
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 E‘ 10% A 9.2% mSweden
£ 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 7 720
Notes: (a) Map shows flows over 1% of consumption. Countries which are both source and destination 5 8% : EU 27 total
countries are coded according to the larger flow ‘_‘; 6% - 5.7%
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand s ° 3.7%
available as at July 1st 2010 and 2011. For non-Euro currencies, Euro prices are based on S 4% 4 250
PMI standard exchange rates as at June 2010 and June 2011 3
(c) Relative cigarette prices in Denmark, Sweden, Norway and Poland are subject to fluctuations 5 2% A -
as a result of exchange rate changes of their respective currencies versus the Euro ‘UE) 0% - . .
(d) Arrow size indicates relative cigarette flow volume ND ND(L) c&c Outflows
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
(3) AC Nielsen ND(L) research 2006-2008, Synovate/Ipsos ND(L) research 2010-2011(Ipsos
acquired Synovate in 2011)
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Sweden
Total cigarette consumption

Consumption of non- Total Sweden cigarette consumption @@ Total non-domestic inflows (ND(L) and C&C) by origin

2006-2011M@(@

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011
to 0.78 billion cigarettes in Legal domestic sales (LDS) 6.93 6.33 600 6.22 6.18 6.33 1.8 7 1.66 158
2011. Outflows 064 -058 -047 -039 -0.60 -0.48 @ 1.44 Other countries
Legal domestic consumption (LDC) 629 574 552 583 558 58|  § | 047 88 o = Ukraine
21 .
. S - 0.85 0.85 0.78 MRussia
Non-domestic legal (ND(L)) 071 066 051 017 017 0.7 £ - :
Counterfeit and contraband (C&C) 095 092 094 068 068 061 2gg - 019 02 o034 oz = Poland
Total non-domestic 1.66 1.58 144 085 0.85 0.78 2 ﬁo s Domestic whites
> L
Total cigarette consumption 795 732 697 6.68 643 6.63 0.0 w006 2007 | 2008 | 2006 | 2010 | 2011 EDuty Free
3)(b
Sweden Other Tobacco Product market SO0
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 105 081 033 039 038 0.38

Cigarette outflows from Sweden @

Billion cigarettes 2006 2007 2008 2009 2010 2011
Norway 050 037 031 023 030 0.32
Denmark 0.10 010 0.10 0.05 0.17 011
Other EU 0.04 012 006 011 013 0.05
Total cigarette outflows 064 058 047 039 060 048
Note: (a) Domestic whites are packs of Swedish market variant, but those that are priced below the

minimum tax yield. These products are treated as having not been legally sold in Sweden
and have therefore been reclassified as non-domestic

(b) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are shown
on an equivalent sticks basis and have been calculated at one cigarette per 0.75 grams

(c) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management

(2) AC Nielsen ND(L) research 2006-2008, Synovate/Ipsos ND(L) research 2010-2011

(3) Until 2007, OTP volumes supplied by PMI based on PM Scandinavia, Swedish Match
Distribution and tax authorities. 2008 and 2009 volumes based on estimates supplied by
PMI. 2010 and 2011 volumes supplied by PMI based on PM Scandinavia, Swedish Match
Distribution and tax authorities
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Sweden
Comparison of external sources for non-domestic estimates

The EU Flows Model EU Flows Model non-domestic market estimates® The Empty Pack Survey results for 2009, 2010 and 2011 were
adjusted to reclassify the status of Domestic Whites; those packs

Sl LT AEh-Ele e priced below the minimum tax yield

consumption in 2011 is 25% 1

20.9%  21.5% 50 794

= These products are treated as having not been legally sold in

based on the results of the Sweden and have been reclassified as non-domestic;

20%

Empty Pack survey
conducted in Q2 2011.

15% 128% 132% o — This adjustment resulted in an increase in non-domestic inflows

of 0.18 billion cigarettes in 2011, compared to an increase of

10% 0.06 billion cigarettes in 2010.

5% The Swedish Tobacco Manufacturers Association (TMA) indicates

a similar level of non-domestic consumption to the EU Flows

Share of total consumption

0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows Model in 2011
Model Model Model Model Model Model . . .
2006 2007 2008 2009 2010 2011 = In 2009, 2010 and 2011 TMA estimates also include packs priced

below the minimum tax yield in the non-domestic estimate.

EPS and other non-domestic market estimates®®)

25%
20.9%  20.6%

20%

16.7% 16.7%
15.2%

15% 12,20 13.0%

11.6%
10.2%

9.1%
10%

5%

Share of total packs collected

0%

PMI EPS Q2 2006
PMI EPS Q2 2007
PMI EPS Q2 2008
PMI EPS Q2 2009
PMI EPS Q2 2010
CPM EPS Q2 2011
Swedish TMA 2007
Swedish TMA 2008
Swedish TMA 2009
Swedish TMA 2010
Swedish TMA 2011

Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2010, CPM/TMA Empty Pack Survey 2011
(3) ‘The non-duty paid market for cigarettes in Sweden’, AB Handelns Utredningsintitut 2011
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Sweden
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin

- DEE)@
inflows declined to a level of 2006-2011

0.61 billion cigarettes in 1.2 q
0.95
2011. 1.0 4 — 0.92 0.94 Other countries
. 0.09
0.8 0.23
0.26 0.20 0.68 0.68 0.61 Poland
0.6 1 R 0.18 0.21 HRussia

0.15

0.4 1 ﬁ mDuty Free
0.2 1

Domestic whites
0.18

Volume (bn cigarettes)

0.0 A

2006 2007 2008 2009 2010 2011

C&C share of
consumption:

C&C share of
ND:

12% 13% 13% 10% 11% 9%

57% 58% 65% 80% 80% 78%

Note: (a) Domestic whites are packs of Swedish market variant, but those that are priced below the
minimum tax yield. These products are treated as having not been legally sold in Sweden and
have therefore been reclassified as non-domestic

Sources: (1) KPMG EU Flows Model

(2) AC Nielsen ND(L) research 2007-2008, Synovate/Ipsos ND(L) research 2010-2011
(3) Interviews with and data supplied by PMI Local Management
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Sweden
Non-domestic (legal) breakdown

Non-domestic (legal) inflows

remained stable at 0.17

Non-domestic (legal) by origin
2006-2011MQ)E)

@

ND(L) analysis @

3) ©

Ave.

- . . 0.8 071 Population Propensity Propensity Ave.no. purchases Total ND(L)
I Gl TS T A0, @ 0.7 0.66 19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
2 0.
S 06 . Values _
5 0.51 Other countries 2011 7.1 X 65% (X 219 @ X 1.6 | X 104 = 0.17
s 0.5 0.42 G
5, 04 0.47 ermany
[
E 0.3 0.40 017 Poland EU rank
So2f 0. ' 017 017 mpenmark 2011 | 14 7 20 25 16 16
§ 0.12 0.14 0.12
0.1 0.01 0.03 002 g1 0.02 ool 001
0.0 0.10 0.07 0.08 003001 g0p001 ggp 002
2006 2007 2008 2009 2010 2011
ND(L) share C_Jf % 9% 7% 3% 3% 3% ND(L) analysis: 2008-2011
consumption:
2008 2009 2010 2011
ND(L)share of = 000 4006 3506 200  20%  22% - -
non-domestic: Propensity to travel and purchase cigarettes ) x@ 16.2% 13.8% 11.9% 13.9%
Average annual cigarettes purchased @x@ 427 177 205 171
Non-domestic (legal) by brand
2006-2011MQ)E)
0817 o071
=07 0.66
Q 0.6 Other Non-PMI
I 019 051
8o05{ 037 Prince
‘o 4 0.14
0 0.18 EOther PMI
® 0.3 0.12
IS 0.17 0.17 0.17 EMarlboro
302 0.07
> 0.1 :
0.0
2006 2007 2008 2009 2010 2011
Ej“t";fhare Of  4g%  44%  4T%  46%  4T%  43%
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2007-2008, Synovate/Ipsos ND(L) research 2010-2011
(3) Interviews with and data supplied by PMI Local Management
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Sweden
Historic sales and pricing trends

Legal domestic cigarette Historic cigarette prices and legal domestic sales

- 1))
sales increased to 6.3 billion 1997-2011

in 2011. 8 1 r 60
7 1 )
— r 50 §.
g °] S
Z F 40 =
g ° 3
° 41 L3 &
s g
= 1 o3
g 3 F 20 @
> w
S 21 B
> m
1A 0z
0 - r 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
B Manufactured cigarette legal domestic sales 5.1% -0.3% -3.6% 0.9% 2.4%
B Weighted average cigarette pack price n/a n/a 6.4% 0.7% -4.3%
Manufactured cigarette consumption n/a n/a -5.6%@ -0.4% 3.0%
OTP legal domestic sales®(®) n/a n/a -26.7% -1.2% -1.2%
Note: (@) CAGR from 2006 to 2009
(b) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams
Sources: (1) In Market Sales supplied by PMI based on data from Swedish Match Distribution
(2) PMI Management and EU Tax Tables
(3) Until 2007, OTP volumes supplied by PMI based on PM Scandinavia, Swedish Match Distribution and tax authorities. 2008 and 2009 volumes based on estimates supplied by PMI. 2010 and 2011
volumes supplied by PMI based on PM Scandinavia, Swedish Match Distribution and tax authorities
Legal domestic sales increased by 2.4% in 2011, whilst the weighted average pack price declined by 4.3%
= The price decline for the weighted average pack price reflected a higher proportion of ‘Low’ priced cigarettes being
sold in 2011.
— The market share of the ‘Low’ price category rose from 40.5% to 41.2% in 2011
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Sweden
OTP market size and growth

Sales of smoking tobacco Smoking tobacco sales in billion cigarette equivalents

- W@)b)
products remained broadly 2003-2011

stable at 0.38 billion

cigarette equivalents in 1.5 - 108
i 1.21 )
2011. 2
2
£ 1.0 1
K]
<
=
p=}
g
o 0.5 0.33 0.39 0.38 0.38
©
<
2
O
0.0
2003 2004 2005 2006 2007 2008 2009 2010 2011
Cigarette
sales (bn 74 7.1 7.2 69 6.3 60 6.2 62 6.3
cigarettes):
CAGR (%) 2003-2007 2007-2011 2010-2011
B Smoking tobacco -7.3% -17.3% -1.2%
Manufactured cigarettes -4.0% 0.0% 2.4%
Notes: (a) Smoking tobacco volumes have been calculated at one stick per 0.75 grams
(b) Cigars/cigarillos and smokeless tobacco have been excluded from this analysis
Source: (1) Until 2007, OTP volumes supplied by PMI based on PM Scandinavia, Swedish Match Distribution
and tax authorities. 2008 and 2009 volumes based on estimates supplied by PMI. 2010 and 2011
volumes supplied by PMI based on PM Scandinavia, Swedish Match Distribution and tax authorities
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Project Star 2011
Contents — country detail

Austria
Belgium
Bulgaria
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Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland

Italy

Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden

United Kingdom
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United Kingdom
Market overview

The share of cigarette Marlboro 2011 price comparison in Euros, percentage change Share of United Kingdom consumption by type
. . from 2010 and major flows®R@E)E)d)E) 2006-2011MC)
consumption in the United
Kingdom accounted for by 100%
f 13.0% 15.8% 15.6% 12.6%  10.5%  10.1%
counterfeit and contraband 800 | "STU oo emEgpe  "I9%"  206% 2.7%
declined to 10.1% in 2011 ) 0% cac
mND(L)
40% { 81.3% 77.30 81.0% 83.5% 86.8%  87.3% LDC
20% EOutflows
0%
-0.8% -1.8% -0.8% -1.1% -1.0% -1.0%
-20%
2006 2007 2008 2009 2010 2011
volume bn g7 594 550 535 511 49.7
cigarettes)
Comparison of EU and UK consumption by type
£€3.30 2011ME)
26.9%
= 14.1%
S 14% 1 12.7%
Key: = United Kingdom 5 12% 4
= Top two source countries a 10.1% 10.4%
O 2011 pack of 20 Marlboro KS price in Euros and percentage change from 2010 § 10% A mUK
) 2011 pack of 20 cheapest available brand price in Euros and percentage change from 2010 g 8% A
Notes:  (a) Map shows flows over 1% of consumption. Countries which are both source and destination © 5.7% EU 27 total
countries are coded according to the larger flow < 6% A ota
(b) Based on pack price of 20 Marlboro King Size and pack price of 20 of the cheapest brand g 4% 2.7% 3.7%
available as at July 1st 2010 and 2011. For non-Euro currencies, Euro prices are based on [S) ° 7
PMI standard exchange rates as at June 2010 and June 2011 % 204 1.0%
(c) A number of price changes took place in Spain between April and October in 2011 the ﬁ [
average Marlboro price for 2011 per IMS data was €4.15. 0% - T T T 1
(d) Relative cigarette prices in Poland and the United Kingdom are subject to fluctuations as ND ND(L) c&C Outflows
result of exchange rate changes of their respective currencies versus the Euro
(e) Arrow size indicates relative cigarette flow volume
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Marlboro retail selling price supplied by PMI, based on PMI standard exchange rates as at
June 2010 and June 2011
(3) AC Nielsen ND(L) research 2006, 2008-2011
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United Kingdom
Total cigarette consumption

Consumption of non-

Total UK cigarette consumption(l)(z) Total non-domestic inflows (ND(L) and C&C) by origin
2006-20110@

domestic cigarettes declined Billion cigarettes 2006 2007 2008 2009 2010 2011
to 6.33 billion cigarettes in Legal domestic sales (LDS) 49.01 46.99 44.97 4527 44.85 43.89 15 - 13.47
2011. Outflows -0.48 -1.05 -0.47 -0.57 -0.50 -0.49 o 1114 Other countries
Legal domestic consumption (LDC) 48.53 45.94 4450 44.70 44.35 43.40 2 ) 10.46
g 10 A 5.45 8.85 Canary Islands
g 4.39 .
Non-domestic legal (ND(L)) 3.37 408 191 210 135 132 < osa aak0z 470 1do 673 633 FRomania
Counterfeit and contraband (C&C) 7.77 9.39 855 6.75 538 5.01 ‘g 5 : ' mSpain
Total non-domestic 11.14 13.47 1046 885 6.73 6.33 3
S =Poland
Total cigarette consumption 59.67 59.41 54.96 53.54 51.08 49.74 0 HDuty Free
2006 2007 2008 2009 2010 2011
3)(a)(b;
UK Other Tobacco Product market ®®®
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011
OTP (LDS) 506 543 543 6.15 7.18 761
A 1
Cigarette outflows from uk®
Billion cigarettes 2006 2007 2008 2009 2010 2011
Ireland 0.03 014 019 035 0.20 0.24
Netherlands 020 025 015 0.11 0.20 0.14
Other EU 025 065 012 0.11 010 O0.11
Total cigarette outflows 048 1.05 047 057 050 0.49
Notes: (a) Other Tobacco Products (OTP) include fine cut and pipe tobacco. OTP volumes are
shown on an equivalent sticks basis and have been calculated at one cigarette per 0.75
grams
(b) Consumption of OTP will differ from the legal domestic sales measure due to inflows and
outflows of product from/to other countries. Measurement of these flows is outside of the
scope of Project Star.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) AC Nielsen ND(L) research 2006, 2008-2011
(3) OTP volumes up to 2009 supplied by HM Revenue and Customs. Volumes for 2011
based on ITL estimates and sales to trade data. 2011 CAGR rates use ITL data for 2011
and HMRC data for 2007
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m United Kingdom
Comparison of external sources for non-domestic estimates (1/2)

The EU Flows Model EU Flows Model non-domestic market estimates® The 2011 non-domestic incidence in the UK of 12.7% is calculated
using the average of the two Empty Packs Surveys conducted in

estimate for non-domestic 2011

consumption in 2011 is 30%

= The first EPS took place during May and June, and the second

25% 22.7% .
during October and November.

18.7%

calculated using the Empty

Pack Survey results from the 20%

For reasons of consistency of treatment across the EU, Project
Star calculates non-domestic incidence based on the share of

second and fourth quarters 15% 13.2%  12.7%

Share of total consumption

of 2011. 10% - packs collected by source market
5% - = Using a stick based approach, which allocates a weighting to each
o pack to reflect the number of cigarettes, the non-domestic
0 -1 . . 0 . .
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows incidence for the UK would be 16.6% in 2011, a dlffere_nce pf 3.9
Model  Model Model Model Model  Model percentage points from the pack based measure used in this report;
2006 2007 2008 2009 2010 2011 o o ) )
— This difference reflects that a significant proportion of domestic
packs collected were packets of 10 cigarettes, whilst nearly all
non-domestic packs were packets of 20 cigarettes.
. — The difference between the pack and stick based approach has
EPS market estimates® 8 - P . ) PP
been consistent for the period for which data is available.
5 30% 1 = Itis not currently possible to measure non-domestic incidence
|3 . . .
5 o5 - 22.7% using the stick based methodology in all EU Member States.
©
o 19.0% 19.3%
o 20% 118.7% 6 L6 50
g 14.9%
& 15y | 13.2% ©13.9%
s 10.6%
]
S 10% A
o
8 5% A
n
0%
EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q3 Q3 Q4 Q4 Q2 Q4 Q2 Q4
2006 2007 2008 2009 2010 2011 2011 2011 2011
(stick (stick
basis) basis)
Sources: (1) KPMG EU Flows Model
(2) PMI Empty Pack Surveys 2006-2011
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United Kingdom
Comparison of external sources for non-domestic estimates (2/2)

The trend in the EU Flows EU Flows Model non-domestic market estimates® The HMRC estimates of non-domestic incidence between 2007
Model results is in line with and 2010 are broadly in line with EU Flows Model estimates,
the estimates of HMRC, UK 30%
25% A 22.7% The UK Tobacco Manufactures Association (TMA) has historically
18.7% estimated a much higher level of non-domestic incidence
compared to the EU Flows Model, but the estimates share a
directionally consistent trend

m Updated HMRC estimates for 2011 are not currently available.

Tobacco Manufactures
Association and the JTI pack

20% A

15% 13.2% 12.7%

swap survey.

10%

= The TMA use a different methodology than that applied by the EU

Share of total consumption

5% A Flows Model.
0% - — The TMA estimate is of non-UK duty paid cigarette
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows i i i
Vodal. ~ Modal - Modal s~ Mool Model - Modal consumption. The methodology is based on con_sumptlon and
2006 2007 2008 2009 2010 2011 prevalence levels, as well as empty pack collection samples.

These empty pack collections are carried out in various
locations including sports events(®).

Other non-domestic market estimates@®®)@)

30% 1 27% 27%
2% '23%210/ 2k 0p 22%
(]
0% 21%  21%

20% 1 18%

15% - 13%

10% A

Share of total consumption

5% A

0%

c5g8gggEggeggsgegg _ .
© © © © O & 6 6 &6 o 6 & &6 & o Note (@) HMRC non-domestic incidence estimates. Estimates for 2008 and 2009 have been restated
g g g dgdaggagggaggogg ooy in 2011
&) g (n): g 8 % é g % g g &TE&EEE Sources: (1) KPMG EU Flows Model
S =3 3 == F F F FF (% Ug_) (% (% u;_) (2) HMRC estimates of illicit market share for cigarettes in the UK. Estimates are based on the
T T T T I ¥ X X X Xx mid point of a range. ‘Measuring Tax Gaps 2011’, 215t September 2011

E § § 5 § [©)] Estimatgs of non-UK Duty paid cigarette consumption, Tobacco Manufacturer's

- - - = = association, 2007-2010

E 5 EEKEHR (4) JTIPack Swap Survey. ‘Sizing the non-duty paid market, UK TMA, March 2011

(5) Discussion with lan Howell, TMA, 9th December 2008
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United Kingdom
Counterfeit and contraband breakdown

Counterfeit and contraband Counterfeit and contraband by origin Of the ‘Other countries’, Unspecified market variants accounted
. : 2006-2011MQ)E) for approximately 0.25 billion of C&C inflows in 2011®
inflows declined to 5.01
- . . 9.39
10 H
billion cigarettes in 2011. 8.55
™ 8 7.77
. . o] E i
Poland, Spain, Romania and £ 6.75 Other countries
. . [ 5.60
Russia are the major 2 61 365 4.93 538 501 mRussia
AMA~A . A c 3.94
Q
sources of illicit cigarettes in S 4 gal8 0.08 0.15 2.78 2.84 Romania
the UK. 5
§ 2 A ﬁ dﬂg'ﬁq H Spain
1.39
0 o . 1.02 . 0.93 . 1.00 . 0.86 i 0.95 . poland
2006 2007 2008 2009 2010 2011
C&Cshareof 40, 16% 16% 13% 11% 10%
consumption:
ﬁgc shareof 2000 7006 826 76%  80%  79%
Note: (a) Since 2009, packs which had no clear indication of origin were classified as
“Unspecified”. ‘Unspecified’ market variants are defined as those packs which do not
bear any market-specific health warning or tax stamp, or mention of ‘Duty Free’ on
the pack. Unspecified packs may be counterfeit
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2008-2011
(3) Interviews with PMI Local Management
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United Kingdom
Non-domestic (legal) breakdown

Non-domestic (legal) inflows Non-domestic (legal) by origin ND(L) analysis © ©) (3 (4)
. 2006-2011MQ)E)
remained broadly stable at Ave.
- . . 5 1 Population Propensity Propensity Ave.no. purchases Total ND(L)
1.32 billion cigarettes in = 4.08 19+ totravel topurchase oftrips  (cigarettes) (cigarettes)
g 4
2oLl ] 3.37 Other countries | Values _
& 2011 @ 483 | X 54% (X 15% | X| 13 X 265 |=| 132
2 34 2.09
Hital
H 1.49 191 210 ay
2 21 oo 1.35 1.32  mGreece EU rank
<—>§ 1 _ 2011 3 12 23 27 4 5
B Spain
04

2006 2007 2008 2009 2010 2011

ND(L) share (?f 6% 7% 3% 4% 3% 3%
consumption:

ND(L) analysis: 2008-2011
ND(L)share of 50 3005 1896 24%  20% 2% (L) analy
non-domestic:

2008 2009 2010 2011

Propensity to travel and purchase cigarettes D x@2 5.7% 12.1% 9.7% 8.1%
Average annual cigarettes purchased @x@® 711 363 287 339

Non-domestic (legal) by brand

2006-2011M@E)

5
. 4.08
0
& 41 337
T Other Non-PMI
o 3 2.12
g 1.76 1.91 2.10 Benson & Hedges
2 5 ’
g o 1.35 1.32  mOther PMI
=] . 1.34 1.53
g 1 Oz = 0.79 0.80 EMarlboro
0.23
0
2006 2007 2008 2009 2010 2011
E)'\t’!fhare of 2306  23%  17%  18%  20%  28%
Sources: (1) KPMG EU Flows Model
(2) AC Nielsen ND(L) research 2006, 2008-2011
(3) Interviews with PMI Local Management
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 266

KPMG International Cooperative, a Swiss entity. All rights reserved.



Legal domestic cigarette

sales declined to 43.9 billion
in 2011.

Legal domestic sales
declined by 2.1% in 2011,
whilst the average pack
price increased by 12.4%

United Kingdom
Historic sales and pricing trends

1.3 billion cigarettes related to 1.3 billion cigarettes related to
H H H i H inventories held at the end of 2009 were inventories held at the end of 2010
Historic cig arette prices and Ieg al domestic sales not included within the 2009 Project Star were included within the 2011 Project
1997-2011M@) (=) results. For 2009, legal domestic sales of Star results. For 2011, legal domestic
45.3 billion cigarettes are used for the sales of 43.9 billion cigarettes are used
purposes of Project Star® for the purposes of Project Star(®
80 1 r7

Volume (bn cigarettes)

(3) sanauebio oz Jad aold

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

CAGR (%) 1997-2001 2001-2005 2005-2009 2009-2011 2010-2011
' Manufactured cigarette legal domestic sales 88% 09%  21% 5% -2.1%
B Weighted average cigarette pack price 7.9% 2.8% 3.6% 9.6% 12.4%
Manufactured cigarette consumption n/a n/a -3.5%® -3.6% -2.6%
OTP legal domestic sales®(© n/a n/a 6.9% 11.3% 6.0%

Notes: (a) Project Star 2009 results use legal domestic sales of 45.3 billion, reflecting a downward adjustment of 1.3 billion from IMS due to an increase in inventories held in December 2009, prior to the January
2010 VAT increase. The increased inventories from 2009 of 1.3 billion were carried forward and included within legal domestic sales in 2010. An equal downward adjustment of 1.3 billion was made in
2010 to account for an increase in inventories held in December 2010, prior to the January 2011 VAT increase. As a result, Project Star 2010 results use IMS legal domestic sales of 44.8 billion. The

increased inventories from 2010 of 1.3 billion were carried forward and included within legal domestic sales in 2011. Project Star 2011 results therefore use legal domestic sales of 43.9 billion.
(b) CAGR from 2006 to 2009
(c) Growth in billion cigarette equivalents with volumes calculated at one cigarette per 0.75 grams

Sources: (1) In Market Sales supplied by PMI based on ITL's estimate of Total market volumes

(2) PMI Management and EU Tax Tables
(3) OTP volumes up to 2009 supplied by HM Revenue and Customs. Volumes for 2011 based on ITL estimates. 2011 CAGR rates use ITL data for 2011 and HMRC data for 2007

In March 2011, the structure of excise duty on manufactured cigarettes was changed

The specific excise per thousand cigarettes increased from £119.03 to £154.95 per thousand cigarettes. This had the effect of adding
around £0.33 to the price of a packet of premium cigarettes, and around £0.50 to the price of a packet of economy cigarettes, increasing
the weighted average pack price in the year.

The ad-valorem excise on retail pack price declined from 24% to 16.5%.

VAT increased from 17.5% to 20% in January 2011.
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United Kingdom
OTP market size and growth

In Market Sales show that Fine cut tobacco sales in billion cigarette equivalents HMRC estimates that non-domestic consumption accounted for
2003-2011M)@ 53% of handrollling tobacco smoked in the UK in the year to

sales of fine cut tobacco March 2010®@

increased by 6.0% in 2011 to g - ;18 761
reach 7.61 billion cigarette 2 7
Q
equivalents. 2 61 4qy 508 % 5%
§ 5 {447 457 4
g
5 4 -
5
2 3
g 2
S
5 1
0 -
2003 2004 2005 2006 2007 2008 2009 2010 2011
Cigarette
sales (bn 53.6 52.0 505 49.0 470 450 453 448 439
cigarettes):
CAGR (%) 2010-2011
B Fine cut tobacco
Manufactured cigarettes -3.2% -1.7%
Note: (a) Smoking tobacco volumes have been calculated at one cigarette per 0.75 grams
Sources: (1) OTP volumes up to 2009 supplied by HM Revenue and Customs. Volumes for 2011
based on ITL estimates and sales to trade data. 2011 CAGR rates use ITL data for
2011 and HMRC data for 2007.
(2) HMRC estimates of non-domestic share for hand rolled tobacco in the UK.
Estimates are based on the mid point of a range. ‘Measuring Tax Gaps 2011’, 21st
September 2011
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m Project Star 2011
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= Project overview and timing
m European cigarette market
m 2011 Project Star results
Appendices
= Country results
» Methodology
— Overview
— Limitations of results
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KPMG

Methodology
Overview

We have developed a
methodology for quantifying
counterfeit and contraband
incidence across the 27 EU
markets

The methodology has been tested extensively and refined to ensure that it can deliver the most robust and defensible results possible

= Our approach comprises four steps: initial information assessment, preliminary methodology design, pilot and refinement, and then
implementation

= Our approach integrates multiple sources and custom-built analytical tools

The methodology is based
primarily on objective
evidence from legal domestic
sales and Empty Pack Survey
results

The EU Flows Model is a dynamic, iterative model that is principally based on legal domestic sales and Empty Pack Survey results

= The EU Flows model is an iterative data driven model that uses legal domestic sales, Empty Pack Survey results and consumer research to
calculate the volume of non-domestic inflows and outflows to and from each EU Member State and to quantify the non-domestic (legal) and
counterfeit and contraband cigarettes consumed in each country and the EU as a whole.

= Legal domestic sales are the starting point of the methodology, from which outflows of legal sales to other countries are then subtracted to
determine legal domestic consumption

= Empty Pack Survey results provide the most credible indication of the incidence of non-domestic and PMI counterfeit packs by country of origin

Primary market research was
used to quantify legal non-
domestic cigarette purchases

The key objective of the market research programme is to quantify genuine, legal non-domestic tobacco purchases (cross border
shopping) in each market

= ND(L) data for 2011 Project Star results is based upon approximately 162,000 full interviews and over 14,000 gross respondents. This research
was updated in 17 Member States during 2011

= Primary research is critical to deliver robust results as no other sources of sufficient detail and accuracy are available for legal cross border
shopping

In addition to the research programme, ND(L) data is adjusted to reflect inbound visitor inflows from higher cost markets

There are some specific
limitations to the results that
our methodology delivers

Given the innate complexity of measuring C&C, some limitations to accurate quantification are to be expected

= There are broadly two types of limitations: scope exclusions and source limitations, which are covered in more detail in this section

scope exclusions include areas which cannot or have not been accounted for in our approach, such as geographic, brand (non-PMI
counterfeit), category exclusions (OTP) and legal domestic product flows out of the EU

source limitations cover potential errors inherent with any data sources such as sampling criteria, coverage issues and seasonality factors

In order to maximise the
accuracy of results, some
minor refinements were
necessary at a country level

Triangulation of results from alternative sources identified a few markets where country-to-country flows required minor adjustment
= Innearly all instances, overall country results and flows from the EU Flows Model appeared reasonable

= However, in a limited number of instances, specific adjustments were made to country-to-country flows on the basis of sound supporting evidence
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Project overview and timing
Design and development of the methodology

KPMG

The methodology was Methodology design steps

designed and tested through

several steps, and according

Information assessment Pilot and refine

Methodology design

to five underlying principles.

= Review available internal = Develop preliminary approach to

. availabl = Test methodology in three pilot = Roll out approach to remaining 25
information in pilot markets C&C measurement

markets (Finland, Germany and EU markets for 2006

Poland) during 2006

= Assess quality of information = PMIand OLAF approval to test = Addition of Romania and Bulgaria

to be applied in as
standardised a manner as
possible across markets to
ensure all Member States
are treated equally and
fairly

key sources and overall
methodology results to limit
excessive reliance on
individual sources

conclusions need to be
data-driven and impartial

the C&C trade is not
possible. We need to have
a practical and feasible
approach that will deliver
results that are robust,
credible and fit for purpose

«  Identify gaps in data availability methodology in three-market pilot . Eyaluate results and refine in 2007
and coverage process methodology = Scope to add further Accession
States in future years where
appropriate
Methodology design principles
Consistent Corroborated Fact-based Pragmatic Flexible
= Our approach mustbe able =« We will seek to corroborate =«  Our approach and = Perfect measurement of We need to be flexible in

our approach and thinking
in order to identify
situations where a rigid
methodology would fail to
capture the market reliably

= This flexibility includes:

modifying and
improving our
approach through the
pilot phase and beyond

—  customising our
approach where
necessary to cater for
specific market
differences
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m Methodology
Overview of Project Star Methodology

Based on consumer
Project Star uses legal ) . survey results regarding
domestic sales, Empty Pack Domestic consumption cross border purchases

Survey results and
e
consumer research to
guantify the volume of
counterfeit and contraband Non- _<
i i domestic :
cigarettes consumed in the - Counterfeit and
EU 2 Outflows contraband
o —
)
2
") Obtained by subtracting
_5 legal cross border
Q Based on purchases frqm the total
£ non-domestic volume
S Empty Pack Legal Survey results
© Survey -
Q st domestic
o esutts consumption
S
O
The Project Star methodology was developed by KPMG and approved by OLAF. It has
been deployed on a consistent basis since 2006, enabling comparisons to be made
between counterfeit and contraband volumes from year to year
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We have used a top-down

approach to estimate PMI
counterfeit and contraband
volumes starting from total
consumption.

Methodology
Key terms and definitions

%

Overview of Project Star methodology and key terms

Other C&C
\ C&C

LDS \ ! PMI
contraband
LR

LDS outflow
Total Non-domestic lllegal non-domestic
consumption

consumption consumption
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Our methodology is based on a dynamic, iterative model driven primarily from actual
legal domestic sales and Empty Pack Survey results

Legal domestic sales are the key starting point for our methodology and are derived in
most instances from In Market Sales

legal domestic sales are defined as sales of genuine domestic product through
legitimate, domestic channels based on In Market Sales (IMS) data

Outflows are defined as purchases of domestic product which are taken out of the country
of purchase and consumed elsewhere

EPS provides a consistent data source across all 27 markets of non-domestic packs
by country of origin from which we estimate total product outflow from a market to the
other 26 countries

with the exception of outflows from Sweden to Norway, we have not quantified
outflows to non-EU markets

however, given the high prices of cigarettes in Europe relative to the rest of the world,
LDS outflows to the rest of the world are not understood to be material

Legal domestic consumption (LDC) is defined as legal domestic sales net of outflows

Non-domestic product is defined as product that was not originally intended for the
market in which it is consumed

ND(L) is defined as product that is brought into the market legally by consumers, such as
during a cross-border trip

— legal cross-border shopping: buying duty paid tobacco product in a neighbouring
country for buyer’s own consumption in amounts allowable under customs regulations

legal tourist shopping: buying tobacco products in a non-neighbouring country for
buyers’ own consumption in amounts allowable under customs regulations

legal Duty Free sales: buying tax free products in amounts that are allowed under
travellers’ allowances

Contraband is defined as genuine product that has been bought in a low-tax country and
which exceeds legal border limits or acquired without taxes for export purposes to be
illegally re-sold (for financial profit) in a higher priced market. There are generally two
types of contraband:

- bootlegging: the purchase of tobacco products in one country for consumption or
resale in another country without paying the applicable taxes or duties

large scale smuggling/organised crime: occurs when tobacco products are sold
without payment of taxes or duties, even in their country of origin

for the purpose of this investigation, we are not able to quantify accurately the split
between smaller scale bootlegging and large scale smuggling. Consequently our
contraband incidence may be larger than some external observations anticipate

Counterfeit product is defined as cigarettes that are illegally manufactured and sold by
a party other than the original trademark owner. For the purposes of this analysis, data

relating to PMI Counterfeit is not included within the definition of Contraband. lllicit flows
of PMI brands are split into their separate Counterfeit and Contraband components. lllicit
volumes of other manufacturer brands are reported as combined Counterfeit and
Contraband flows
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m Methodology
Primary information sources and tools

Our approach integrates . : . .
urapp Integ Primary Inputs Data Modelling and Iteration Final Output

multiple sources with
custom-built analytical tools.

The results have then been

through extensive iteration

and testing to finalise. Empty Pack

Model refinements are Surveys
informed by gap analysis,
external public research and

Preliminary non-
domestic results

interviews with both
cigarette manufacturers/ Legal domestic

distributors and independent sales A A
market experts. Z:>

. Preliminar
Non-domestic \ary
counterfeit and
(legal)
contraband
research
results
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We have sought to

triangulate our findings
against alternative sources

wherever possible.

Methodology
Corroboration of results

Calculation step

Primary source

Corroboratory

source

1.

Measure legal
domestic sales in
all markets

Directly measured
from In Market
Sales (IMS) data
or equivalent

Tax stamp
receipts

Federal statistics

2.

Adjust legal
domestic sales for
product outflows

Directly measured from
‘on the ground’ empty
packs by country of
origin in 27 country
flow model

PMI management
estimates

Border sales
surveys

Methodology steps and key information sources

3.

Add total non-
domestic
consumption to
adjusted legal
domestic sales to
derive estimated
total
consumption

Legal domestic
consumption plus
EU Flows Model

Consumption trends
based on smoking
prevalence and
average daily
consumption data
from GCTS

4.

Deduct legal non-
domestic
purchases from
total non-
domestic volume
to arrive at illicit
purchase volume

ND(L) market
research
programme

PMI Duty Free
market estimates

External research

Expert interview
programme

5.

Deduct PMI
counterfeit
volumes from
total illicit
purchase volume

Measured from
Empty Pack Survey
results

Expert interview
programme

Seizure data

Preliminary results are subject to testing and review with

local PMI management in each of the 27 EU markets

6.

Deduct PMI
contraband
volume from
remaining
illicit volume
to arrive at
non-PMI C&C

Directly calculated by
the KPMG
methodology

Expert interview
programme

Seizure data
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KPMG

Methodology
Primary information sources and tools — Empty Pack Surveys (1 of 2)

SAp PRl U vEyE el Overview Empty Pack Surveys are a system of collecting discarded empty cigarette packs, the results of which are used to estimate the
a highly objective and robust share of non-domestic and counterfeit packs in each of the markets
view of the population = Results are based on a large sample of packs collected in various cities throughout the countries, although the collection plan differs
samples and, by country. Accuracy and credibility of results is driven by sound design of the sampling plan
notwithstanding some scope = Results are not subject to respondent behaviour and are therefore less prone to sampling errors than many other alternative
. methodologies
constraints, represent the
e e e ndiest o o = Evidence is based on collected packs: no discrepancies or scope for respondent confusion
the incidence of non- = Data reflects actual overall non-domestic share and provides good snapshot of brands consumed
UEMESLE 2E) Gl FIEiEl Process Empty Pack Surveys measure shares of total consumption and avoid potential errors associated with estimating volumes
acks. . . .
P = Once packs are collected, they are sorted by manufacturer and the number of packs with domestic versus non-domestic tax stamps
are counted to determine the proportion of packs that did not originate from that jurisdiction (including duty-free variants)
in cases where tax stamps are not shown on a packet, health warning and packaging characteristics are used to define the
source market
= In markets where collection is handled centrally, packs are sent to the manufacturers for analysis to determine which are genuine
and which are counterfeit. Only the manufacturers can determine this, based on inks, paper and other characteristics. Results of
these analyses are not released to competitors
= Empty Pack Surveys can also be used to extrapolate overall consumption in the market by projecting legal domestic sales net of
outflows, using the percentage of non-domestic cigarettes in the market as found through Empty Pack Surveys
Coverage | Empty Pack Surveys are designed to be fit for purpose and the coverage per market is tailored by the size of the market, the
likelihood of high non-domestic incidence and PMI's share of the legal market
= Large surveys (10,000 packs or more collected): Germany, Poland, Austria, UK, Hungary, Czech, France, Italy, Spain, Romania,
Greece, Lithuania, Sweden, Bulgaria, Ireland, Netherlands.
= Medium surveys (5,000 -9,999 packs collected): Belgium, Latvia, Estonia, Denmark, Finland, Slovakia.
= Small surveys (1,000 — 4999 packs collected): Portugal, Slovenia, Malta, Cyprus, Luxembourg.
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Empty Pack Surveys can

provide a method for
monitoring trends in
individual markets.

In countries where historical
EPS data is available, there
is a strong correlation
between results and
observed market trends in
domestic sales and legal
non-domestic flows.

Methodology
Primary information sources and tools — Empty Pack Surveys (2 of 2)

Germany historical Empty Pack Survey results®
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Hungary historical Empty Pack Survey results®
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Source: (1) “Yellow Bag” survey, an Empty Pack Survey undertaken by the German Cigarette

Industry

(2) GfK Empty Pack Surveys, 2004 to 2011

The low level of variance in German results highlights the validity of using
Empty Pack Surveys to monitor trends in cigarette consumption

= Empty Pack Surveys based on the Yellow Bag approach are conducted in
Germany on an ongoing basis using the country’s network of recycling
centres

= Packs are collected monthly, with the results released on a quarterly basis

= The emergence and low level of variance in the trend for non-domestic
consumption has been apparent in each survey at both national and regional
levels

There is a strong correlation between changes in the German results and
other sources including legal domestic sales, PMI shipment data and the
observations of government bodies with respect to cross border flows

= Underlying trends in terms of country of origin and brand of cigarette are
consistent with expectations and corroborated by external sources

Empty Pack Surveys conducted in Hungary have identified and quantified
the rise and subsequent fall in non-domestic incidence since 2004

= The increase in non-domestic incidence to 2005 corresponded with an
increase in excise taxes of 93.5% between 2002 and 2004:

— The impact of this tax change was a price increase of 63%.

= In 2006, increased domestic sales and stricter border controls corresponded
to a significant decline in non-domestic incidence:

- New enforcement measures implemented by Hungarian Customs
included tightened border controls, vehicle confiscation powers,
additional sniffer dogs and increasing the administrative burden of
importing cigarettes.

EPS results since 2005 show a continued decline in non-domestic
incidence

= This reduction is in line with the understanding of Hungarian Customs.
Changes in border controls may have contributed to lower non-domestic
flows in the past four years:

~  For example, in 2008 individuals bringing in more than 40 cigarettes from
outside the EU were required to complete a declaration for the cigarettes
imported.

= The fall in non-domestic consumption from 2006 to 2011 is also corroborated
by trends in legal domestic sales and PMI shipment data.
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m Methodology
Primary information sources and tools — EU Flows Model

KPMG has built a dynamic, Dynamic outflow and LDC calculation — EU Flows Model

iterative model based
primarily on objective

>

evidence from legal

Apply EPS non-
domestic share

Uplift using

domestic sales and Empty Eps It
results

Pack Survey results.

| Aursirin o0 00 00 00 00 02
Erigam 60 08 00 A7 o6
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o0
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Attribute inflows
as outflows from
sourcecountry

Subtract outflow

The EU Flows Model is a dynamic, iterative model that is principally based on legal domestic sales and Empty Pack Survey results

= Legal domestic sales are the starting point of the model from which outflows of legal sales to other countries are then subtracted to determine legal
domestic consumption in a market

= EPS results provide a measurement of the share of non-domestic packs by country of origin in all markets

-~ EPS results provide a consistent source across all 27 markets of non-domestic packs by country of origin from which we can calculate total
product outflow from each market to the other 26 markets

= We have then iterated the model to refine estimates for legal domestic consumption
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KPMG

Methodology
Primary information sources and tools — non-domestic legal analysis (1 of 2)

Primary market research Approach Our approach was to measure the number and volume of tobacco purchase occasions from a complete, nationally representative
: sample of males and females, aged 19 years and over who have travelled abroad in the past 12 months
was conducted to quantify
| | burch f non these results were then weighted and projected by age and gender to a national level to estimate the volume of legal non-
€gal purchases of non- domestic cigarettes brought back into each market by travellers returning from overseas
CIEMTESTTE SIErEies 2 & during 2011 research was updated in 17 markets
Member State’s inhabitants.
i Sample The sample was drawn from the most complete, nationally representative database available and was representative of both
During 2011 research was urban and rural areas, age and gender
updated in 17 key markets. a fully random sample approach was used to ensure results were as ‘certifiable’ as possible and could be projected to the total
target population
A target of 7,000 gross contacts (i.e. agreed to be interviewed and aged 19 years and over) or 500 net contacts (i.e. travelled
abroad and purchased tobacco products in the past year) was set
these targets were considered sufficient to derive accurate volume estimates once projected to the national population and set
based on past experience from the research agencies and findings from the pilot process
the target was achieved in all markets except Lithuania in which 499 net contacts were obtained.
The number of net contacts was increased to 1,000 for France and Germany in 2008, and for the UK in 2009 to improve accuracy
of volume estimates
Data Computer Aided Telephone Interviewing (CATI) was the data collection method in each market
collection The interview script was consistent across all markets, translated into local language and back translated into English for quality
control purposes
Validation Numerous validation tools were built into the script to enhance the accuracy of responses, for example:
tools respondents were asked to recall all trips abroad in the past year and purchase volumes and brands for each trip
for each trip, the purpose of visit was also recorded to ensure final results appear logical and within a reasonable range
Results To ensure that we were recording legal personal purchases only, results were capped at an individual respondent level
capping total annual purchases were limited to a maximum of 1,000 packs per person as this was considered the absolute upper level
for a heavy smoker who makes all of their purchases abroad
purchases from non-EU destinations were limited to a maximum of 10 packs per trip in line with Duty Free purchase
restrictions
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m Methodology
Primary information sources and tools — non-domestic legal analysis (2 of 2)

Non-domestic (legal) research: gross and net respondents

The project has involved an

: . 20110@
extensive primary research
programme.
" 14,000 - - 1,400
ND(L) for Project Star results S 12,000 A L1200 =
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The key objective of the market research programme is to quantify genuine, legal non-domestic purchases of cigarettes in each market

= The 2011 market research programme incorporated an extensive interview programme across the 17 markets, using recognised market research
specialists AC Nielsen and Ipsos/Synovate

— research for the remaining 10 Member States was conducted during previous years by either AC Nielsen or Ipsos/Synovate
= ND(L) data for countries where research was not carried out during 2011 was updated in line with overall non-domestic trends for each country
— in some examples further adjustments were made on the basis of additional corroborating sources such as tourist and border crossing data

= Inthe EU 27 countries, ND(L) results are based on a total of 162,182 contacted respondents and 13,917 successful interviews with adults (age
19+) who had travelled abroad and purchased manufactured cigarettes in the preceding twelve months.

In addition to the research programme, ND(L) data is adjusted to reflect inbound visitor inflows

= Non-domestic product found in Empty Pack Surveys from high cost inbound tourist /visitor countries is likely to represent an incidental inflow and is
therefore categorised as legal

— flows attributable to inbound tourism and visitors can not be identified in the market research programme

Note: (a) *denotes country where ND(L) research was not updated in 2011
Source: (1) AC Nielsen, Ipsos/Synovate
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KPMG

Methodology
Primary information sources and tools — brand share validation

A combination of two brand
share calculation

methodologies, combined Description
with IMS / ND(L) analysis
and applied with market
understanding and judgment
in case of substantial Key ,
variances, ensures the most assumption
robust brand-level results.
Strengths
Limitations

ology comparison

Methodology one

Brand share of total non-
domestic

X

Total consumption gap

Brand share of non-
domestic in the EPS is
representative of the
national picture

- any overstatement of
domestic share of
premium brands in EPS
is not reflected in their
non-domestic shares

Brand totals tally to overall
total of non-domestic

Can track flows by brand
and country

Can calculate non-domestic
volumes where no legal
sales are present

—~ e.g.Jin Ling in Germany
and Priluki in Hungary

Some potential to overstate
premium brands due to
concentration on cities in
EPS

—~ e.g. Marlboro and L&M

Small IMS share / large EPS
share discrepancies

—~ e.g. Marlboro in UK

Methodology two

Non-domestic share of brand

X
Domestic sales by brand

Non-domestic share of a
brand in the EPS is
representative of the
national picture: any
overstatement of premium
brands’ domestic and non-
domestic share is
proportional

More robust for brands
which are overweight in the
EPS samples at a non-
domestic brand share level

Totals by brand will not
necessarily match total
overall: most effective as an
estimate of share of non-
domestic for major brands

Small IMS share / high EPS
non-domestic level
discrepancies

Two parallel methodologies for calculating non-domestic
brand share were used to ensure that the most reliable and
realistic results were achieved

= While results at an overall market level were all highly robust
and credible, smaller sample sizes at a brand level have the
potential to introduce distortions at this lower level

= In order to maximise the accuracy of brand results, a dual
methodology was used to estimate non-domestic brand-level
results in each markets

m The results from both approaches were then compared to both
IMS and ND(L) brand results for corroboration

= In almost all markets and for the vast majority of brands the
results for the two approaches were highly consistent

= In a few markets there were some brand-level discrepancies.
In these markets, adjustments were made based on the weight
of evidence from both approaches and the IMS and ND(L)
findings to determine the most credible non-domestic brand
share

Brand share methodology two was used in a limited number
of instances to ensure that the results were both as reliable
and realistic as possible

= Methodology one is the most universally applicable and was
therefore used where both approaches were consistent.
Where an adjustment from methodology one was required, a
combination of both approaches or methodology two was
applied as appropriate

m  For Marlboro inflows in a few countries, a combination of both
approaches or methodology two was used as it appears to
give more reliable and robust results

— methodology two was used for Marlboro in France and
Ireland

— acombination of both approaches was used for Marlboro in
Spain and Belgium
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Methodology
Primary information sources and tools —research and expert interviews

External public research Expert interviews
Analysis of external data

= We have undertaken extensive research into external data sources in = In addition, we have undertaken structured interviews with industry

sources has provided - AN :

o P o each of the 27 EU markets specialists to canvas their opinions on C&C in each of the 27 EU markets
significant cross-validation = Research covered a wide variety of data sources, including: where possible
of our research results. — third party information available within PMI = Our contacts were identified from multiple sources, including:

—  press articles ~  PMI recommendations

Although the interview

programme delivered good — retail trade and tobacco industry associations _ OLAF recommendations

— universities and other academic institutions

circumstantial supporting ~  KPMG external search
. L -~ ministries of health and social affairs
evidence for our findings, — other interviewee recommendations
. . . — customs departments
interviews were not effective = We have interviewed specialists across a broad spectrum of areas and

. . . — other government and policy-making institutions ; i
in delivering consistent and backgrounds, including:

-~ market research publications

accurate estimates for the - governmental and policy-making organisations
— industry related journals and publications .
quantum of contraband and o — Operational Customs and enforcement staff
- federal statistics
i . . - . — trade and industry associations
counterfeit. = We have reviewed, collated and used the information available to cross- y
check and test our research results ) ~ PMI management, both centrally and at a country level
- we tested the reasonableness of our research results against a range ) ) ] ] )
of quantitative estimates obtained on the size and scale of C&C in = We devised a structured interview process for each interview category
each market which underwent multiple iterations to ensure consistency and accuracy

of both questioning and capturing results

e ——

Conclusions

= Analysis of external research has been highly effective in:
- improving our understanding of local market dynamics, trends and the nature of C&C in each country
- facilitating our judgement on the potential limitations of our findings
= However, external data is not sufficiently detailed on its own to obtain a credible estimate of the size and scale of C&C as:

- basis for estimates is often unknown and may not be objective
- data sources and estimates across countries lack consistency
- data is often sparse and patchy
= External expert interview programme has provided good soft corroboration of trends and issues
- however, it has been less effective in delivering quantitative results
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m Limitations of results
Overview

We have designed a

methodology that is as
robust and inclusive as we
believe could practicably
have been delivered.

However, given the innate . L
) Scope limitations Source limitations
complexity of C&C, our

methodology does have = There are specific scope exclusions which cannot be or = Limitations are, of necessity, present with any primary
- have not been accounted for in our approach: information source
limitations. . ) o
— geographic exclusions = This primarily affects EPS, LDS and ND(L) sources
— brand exclusions — non-PMI counterfeit = For example, limitations can arise from:
— category exclusions — OTP — sampling criteria
— LDS product flows out of the EU — coverage issues
— timing/seasonality factors
— specific regional or demographic exclusions
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KPMG

Our methodology has
certain specific scope

limitations.

Limitations of results
Scope limitations

Limitation Detail Impact Adjustment
Geographic = We have limited our geographic = Spanish results only cover mainland Spain and do not include | Not adjusted
coverage coverage in some markets where the Canary Islands, Balearic Islands or Ceuta & Melilla for
extension would significantly impair . .
confidence levels in the ND(L) = French results cover only mainland France and do not include
research for the further territories Corsica
included = Portuguese results only cover mainland Portugal and do not
« In some instances (e.g. Greek include Madeira or the Azores
islands), In Market Sales (IMS) data | . Greek results only cover mainland Greece and do not include
is also insufficient for the purposes the Greek islands
of this study o
= UK results only cover Great Britain and Northern Ireland and
do not include the Channel Islands
Non-PMl = Empty Pack Survey results do not = Insome instances, the volume of legal domestic consumption | Not adjusted
counterfeit identify non-PMI brand counterfeit may be overstated where domestic counterfeit variants are for
packs identified
- only the manufacturer / — this may lead to minimal understatements of C&C
trademark owner can confirm volumes for non-PMI brands
whether their brand pack is T
genuine P = Moreover, we cannot distinguish between non-PMI brand
counterfeit (non-domestic variants) and contraband product,
although this will not impact the overall volume of C&C
OTP = Empty Pack Surveys collect = Anecdotal reports in a number of countries suggest that non- | Not adjusted
cigarette packs only domestic consumption of OTP may have been growing in for
Non-d i tion for OTP recent years. These observations are supported by Customs
= Non-domestic consumption tor organisations in some countries including the UK and Ireland
cannot be measured via Empty Pack
Survey results
Non-EU outflows = Inorder to calculate consumption, = Net outflows besides Sweden are believed to be minimal, Partially

we have assumed no outflows of
LDS outside the EU, with the
exception of Sweden (see country-
specific refinements)

supported by both anecdotal evidence and from non-EU EPS
surveys (including Switzerland and Turkey)

Non-EU LDS outflows are not considered to be material due
to the high prices relative to other parts of the world and Duty
Free import restrictions

Potential minimal overstatement of EU consumption

adjusted for
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m Limitations of results
Source limitations (1 of 2)

Source Limitation

limitations to any source, we Empty Pack | = Insome geographies, the results may not be absolutely representative of total consumption because of the sample size, or,
Surveys more likely, practical limitations to collection locations
are comfortable that we have
used the most appropriate - depending on the source of packs collected, either homes and workplaces or public spaces (in Germany) are not
covered

sources available.
— the sample is more heavily weighted towards populous, urban areas and therefore may not be fully representative of
consumption habits in rural regions

= Results from Germany are based on a monthly analysis of approximately 10,000 packs collected at recycling centres and so
are not directly comparable with the EPS results from other countries due to the difference in methodology

= Empty Pack Surveys are only conducted at set periods and results may be influenced by seasonal factors such as tourist
inflows

- in some instances the timing of an EPS has changed between years. In order to ensure comparability of results, monthly
LDS figures, consumption trends and visitor data are all analysed and adjustments made where appropriate

= Brand and market variant share can only be extrapolated with a degree of statistical accuracy for brands where a sufficiently
large number of packs have been collected

= EPS results are analysed to identify any outliers that may impact results, such as geographic concentrations of a specific
brand or market variant. Brand specific data is also compared to known sales in the source market to identify whether
results are credible

- where data suggests a sampling or data capture error may have occurred at a specific location, results are adjusted and
the remainder of the survey is re-weighted accordingly

= In some specific instances, it is not possible to differentiate between Duty Free and Duty Paid variants from the empty packs
collected as the tear tape on the packet is required in order to make the necessary distinction

= However, EPS represents the most consistent source of non-domestic share across markets. We believe, especially at a
total market level, that these results are credible and robust. Brand trends and analysis of country flows from EPS results
further supports this conclusion

= When allied to other methods of corroboration, such as consumption index modelling, we believe the results are fully fit for
purpose
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m Limitations of results
Source limitations (2 of 2)

Source Limitation

Although there are

limitations to anv source. we Legal = In Market Sales (IMS) data is the most reliable source for legal domestic sales in a market. However, in some markets it is
y ’ domestic not available. In the absence of IMS data, we have used either AC Nielsen Retail Audit data or tax stamp data as available
are comfortable that we have sales

—~ In some cases tax stamp data may not correspond to the calendar year and may also be distorted by inventory holdings
in advance of increases in taxation. In these instances we have used the LDS source considered by local PMI
sources available. management to be the most representative of smoker consumption during the calendar year

used the most appropriate

= AC Nielsen Retail Audit data is derived from retail sales information but may exclude particular sales channels or retailers

- In markets where we have used Retail Audit data, PMI local management have calculated the appropriate uplift to derive
total market sales, including volumes not accounted for in Retail Audit data

= Slight timing variances may arise between the date the product was shipped and actual consumption but, following
discussions with local management, this is not considered significant and the full year LDS information we have is
considered to be a fair and accurate representation in each market

ND(L) = As with any CATI-based market research approach, our samples may potentially exclude certain demographic segments, in
particular, those without a permanent home, registered address or telephone line

= The nature of the market research programme requires that people can recall, with a high degree of accuracy, trip and
purchase volumes undertaken over the past year. However, pilot and roll-out results give us confidence that this is not a
significant issue for respondents

= Respondents are asked to recall purchase volumes in packs and we assume 20 cigarettes per pack for our pack to cigarette
conversion

= To ensure that we record legal imports only, we have capped total individual purchases and applied a cap to imports from
certain source countries where import restrictions apply

= Due to the nature of the survey, market research does not capture non-domestic (legal) product arising from inbound
tourism. However, these flows are likely to be limited in nature and, in many cases, can be adjusted within the ND(L)
methodology through the use of corroborating sources

= Itis not possible to reliably distinguish between Duty Free and Duty Paid variant in the ND(L) research due to the consumer
confusion when buying cigarettes abroad, particularly in airports when travelling intra-EU. We have however attempted to
estimate legal Duty Free purchases by using ND(L) inflows from non-EU markets as an approximation. This approach
assumes that EU nationals purchase Duty Free variants when they travel to non-EU markets and buy cigarettes as
measured by the ND(L) research

— this assumption is predicated on the fact that Duty Free variants are typically available at a lower prices than legal tax-
paid cigarettes in non-EU destination countries
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KPMG

Where required we have

made specific modifications
to refine results at a country
level.

Limitations of results
Country results refinements (1 of 5)

Country

Rationale

Description

Impact

Austria Inflows from Slovenia = Increases in inflows of Slovenian variant packs from = Total non-domestic inflows of
appeared to be the Empty Pack Survey exceeded market Slovenian variant cigarettes
overstated given expectations, travel trends and price fluctuation increased by 23% from 2010 to 2011.
tourism flows and analysis. This resulted in a decline in non
relative price changes. = The increase in Slovenian inflows have been limited to dome;tlp |nflpws from Slovenia of
. : . ) 0.27 billion cigarettes.
the increase in travel between Slovenia and Austria.
Belgium Late sampling of the Q4 | = 818 packs have been excluded from the Q4 EPS = The non-domestic incidence
Empty Pack Survey sample for the purpose of the EU Flows model as they excluding packs collected in 2012
were collected in January/February 2012. was 11.1%, compared to the
unadjusted EPS non-domestic
incidence of 10.8%
Non-domestic Marlboro | = An average of brand share methodology one and = Average of methodology one and
brand share appeared brand share methodology two has been used which is methodology two brand share
to be overstated more in line with ND(L) results and domestic brand applied to total non-domestic volume
share for Marlboro
— Non-domestic Marlboro volumes calculated using = Adjustments made to 'Other Non-
methodology one were 0.48 billion cigarettes, PMI' to compensate for changes to
compared to methodology two volumes of 0.19 Marlboro volumes
billion in 2011.
Cyprus The implied decline in = The outflow from Cyprus to the UK was increased in = Outflows to UK increased from 38

outflows to the UK
arising from the EPS
results did not appear
realistic given tourism
flows and changes to
relative prices.

line with year-on-year trends in tourist arrivals from the
UK

million cigarettes to 205 million
cigarettes
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Where required we have

made specific modifications
to refine results at a country
level.

Limitations of results
Country results refinements (2 of 5)

Country

Rationale

Description

Impact

Finland Implied flows from = Cross border travel statistics for 2011 indicated a = Russian inflows increased by
Russia appeared to be comparable level of travel to and from Russia compared to 0.53 billion cigarettes. This
understated given 2010, 2009 and 2008 resulted in a 0.53 billion
relative pricing and . . increase to counterfeit and
cross border statistics - This was corrqborated by further travel trend analysis contraband levels in Finland

from several different sources
for 2011
= Russian inflows uplifted by 0.53 billion cigarettes to 0.79

billion:

— This has been estimated by applying the change in both
travel and seizure volumes between 2010 and 2011 to
the Russian inflow.

France Non-domestic Marlboro | = Brand share methodology two has been used which is more | = Brand Share methodology two

brand share appeared
to be overstated

in line with ND(L) results and domestic brand share
(methodology one non-domestic Marlboro volumes were
6.53 billion cigarettes compared to methodology two volumes
of 3.01 billion in 2011)

applied to total non-domestic
volume for Marlboro

Adjustments made to 'Other
Non-PMI' to compensate for
changes to Marlboro volumes

Non-domestic L&M
appeared to be
overstated in the Q4
EPS

Very high levels of Russian market variant L&M were
observed in Paris, Nice and Toulouse in Q4. These
quantities were deemed to be unrepresentative of the non-
domestic inflow. L&M non-domestic in these cities was
reduced in line with the French average level.

L&M volumes in France were
reduced by 0.27bn. Overall
non-domestic remained
unadjusted

American Legend was
highly concentrated in
Marseille in the Q2 EPS

Non-domestic incidence of American Legend in Marseille
increased significantly in the Q2 EPS, however this was
considered to be only a short term trend that was highly
concentrated in Marseille,

— The American Legend incidence in Marseille in the Q2
EPS was considered representative of only three months
in the year and has been weighted accordingly.

Total inflows of American
Legend reduced by 0.29 billion
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Where required we have

made specific modifications
to refine results at a country
level.

Limitations of results
Country results refinements (3 of 5)

Country

Rationale

Description

Impact

Germany The incidence of non- = The Gorlitz centre was removed from the analysis, = Total non-domestic inflows and
inflows domestic cigarettes in while other centres from the region were reweighted counterfeit and contraband declined
the Gorlitz collection to ensure that the sample remained representative by approximately 1.2 billion
centre appeared of the national population distribution cigarettes
ur_lrepresgntatlye_of the = This is consistent with 2010 treatment of the Gorlitz — Czech inflows declined from 5.5%
wider region within the % of d i f
Yellow Bag survey due centre Yellow Bag results Fo 5.4% of non domestic flows
to its proximity to the into Germany
Czech and Polish —  Polish inflows declined from
borders 8.8% to 8.1% of non domestic
inflows
Ireland Spanish legal sales of = Inflows from Spain to Ireland were uplifted by = Inflows from Spain increased by 0.06
UK and Irish Virginia 0.06 billion cigarettes to 0.15 billion: billion cigarettes
g?ﬁgﬁéﬁ?ﬁiﬂég&: g — See Spain country section for detail " Total'non-dome':stic volumes
Ireland as measured by remained unadjusted
the Irish EPS
Non-domestic Marlboro | = Brand share methodology two has been used which | = Brand Share methodology two
brand share appeared is more in line with ND(L) results and domestic applied to total non-domestic volume
to be overstated brand share (methodology one non-domestic for Marlboro
Marlboro volumes were 0.49 billion cigarettes . .
compared to methodology two volumes of 0.36 " Adijstments made to ‘Other Non-
billion in 2010) PMI' to compensate for changes to
Marlboro volumes
Luxembourg Empty Pack Survey = Outflows of legal domestic sales were not = Net outflow (modelled to outside of
results did not accurately captured in destination market Empty the EU) declined slightly from 2.99
accurately capture Pack Survey results, leading to an unrealistic billion cigarettes in 2010 to 2.97
outflows implied consumption level billion in 2011
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Limitations of results
Country results refinements (4 of 5)

KPMG

Rationale

Country

Description Impact

Where required we have

made specific modifications Luxembourg |= The 2011 EU Flows Model uses the = Empty Pack Survey results have been = Total non-domestic inflows

to refine results at a country
level.

results of NMA Empty Pack Surveys
conducted in Luxembourg and Esch-
sur-Alzette

Sampling in the Q2 and Q4 NMA
Empty Pack Surveys was not
collected proportionally to the
population of the two cities and
therefore may not fully reflect the
national non-domestic incidence
levels

reweighted to more accurately reflect the
relative population of both cities

increased by 0.02 billion
cigarettes

Malta

The implied large decline in outflows
to the UK arising from the Empty Pack
Survey does not appear realistic given
tourism flows and changes to relative
prices

Increased the outflow from Malta to the UK in
line with year-on-year increases in arrivals
from the UK

Outflows to UK increased
from 8 million cigarettes per
the implied Empty Pack
Survey level to 37 million
cigarettes

Spain

Analysis of Spanish legal sales of
UK/Irish Virginia brands indicated a
shortfall in outflows to the UK and
Ireland as measured by the UK and
Irish Empty Pack Surveys

Outflows to the UK and Ireland were
increased to reflect actual sales of UK/Irish
Virginia brands in Spain net of estimated
consumption by UK and Irish nationals
resident in Spain and tourist consumption
whilst in Spain

Spanish outflows increased
0.4 billion resulting in a net
reduction in consumption and
therefore total C&C volume

Non-domestic Marlboro brand share
appeared to be overstated

An average of brand share methodology one
and brand share methodology two has been
used which is more in line with ND(L) results
and domestic brand share (methodology one
non-domestic Marlboro volumes were 0.87
billion cigarettes compared to methodology
two volumes of 0.77 billion)

Average of methodology one
and methodology two brand
share applied to total non-
domestic volume for Marlboro

Adjustments made to 'Other
Non-PMI' to compensate for
changes to Marlboro volumes
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Limitations of results
Country results refinements (5 of 5)

Where required we have

Country

made specific modifications Sweden

to refine results at a country
level.

Rationale

The Empty Pack Survey was carried
out by CPM, who collected 10,002
packs in Q2 2011. However, 741
packs were lost by CPM before they
could be analysed by PMI.

Description

The CPM survey is used to inform the overall
number of packs, the split by brand and
manufacturer, and provides pack detail for
non-PMI packs. PMI analysis is used for detail

Impact

Total non-domestic inflows
and C&C inflows reduced by
0.01 billion cigarettes

The Empty Pack Survey results
highlighted the presence of domestic
packs being sold the minimum tax
yield price:

— These brands are not legally
distributed for sale in Sweden

Below tax-yield brands were reclassified as
illicit product including the following;

-~ ATU, Basic, Blue Jeans, Colts, Elixyr,
Extreme, GeosBell, Goal, Jin Ling, Kent,
King, Look, Maryland, Matrix, Next,
Paramount, Red Eagle, Royal Crown,
Tamar, Vegas, Vito and Xtreme

Total non-domestic inflows
and C&C inflows uplifted by
0.18 hbillion cigarettes

UK inflows

Spanish legal sales of UK Virginia
brands suggest there is a shortfall in
outflows to the UK as measured by
the Empty Pack Survey.

For Spanish flows, see Spain for detail:

- Inflows from Spain uplifted by 0.34 billion to
0.81 billion cigarettes.

Inflows from Spain increased
by 0.34 billion cigarettes.

Implied inflows from Cyprus
appeared to be understated given
2011 tourism statistics.

Inflows from Cyprus increased by 167 million
cigarettes to reflect the 2010-2011 trend in UK
tourists arriving in Cyprus.

Non-domestic Duty Free
volumes reallocated to
Spanish, Cyprus and Malta
non-domestic.

Implied inflows from Malta appeared
to be understated given 2011
tourism statistics.

Inflows from Malta increased by 29 million
cigarettes to reflect the 2010-2011 trend in UK
tourists arriving in Malta.

Total non-domestic level
unchanged.
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m Limitations of results
Adjustments to non-domestic (legal) research

Nature of significant adjustment Impact

A limited number of Corroboration with total non-domestic = Germany to Poland: 0.19 billion cigarette reallocation from ND(L) to C&C
significant adjustments to volumes — ND(L) research overstated flows from Germany. Volumes were capped at the total non-
ND(L) results have been = Some discrepancies may exist between the domestic inflow level from Germany
. ND(L) data and total non-domestic volumes
made on the basis of which leads to a negative counterfeit and
corroborating evidence. contraband level
. Cross-referencing with tourist and = Czech Republic to Germany flow: 1.78 billion cigarette reallocation from C&C to ND(L):
The net impact of these border crossing data
significant adjustments is a o o e kev f — Visitor numbers reported during research programme were understated versus actual data
ATFemym) f 3 TS TS @A (S S E L) eloer @ - Flow volume recalculated based on actual visitor numbers
1.8 billion cigarette ND(L) volumes, particularly where there is a
reallocation from C&C to large differential between cigarette pricing = Belgium to Germany flow: 0.95 billion cigarette reallocation from ND(L) to C&C:
and stringent import restrictions between L .
ND(L). neighbouring countries - Visitor numbers reported during the research programme were overstated versus actual data
- Flow volume recalculated based on actual visitor numbers
= Poland to Germany flow: 0.77 billion cigarette reallocation from C&C to ND(L):
— Visitor numbers reported during research programme were understated versus actual data
- Flow volume recalculated based on actual visitor numbers
= Canary Islands to Spain flow: 0.75 billion cigarette reallocation from C&C to ND(L)
- Non-domestic (legal) research has been adjusted to reflect the Canary Islands as an
independent destination to the Spanish mainland
- Flow volume calculated by adjusting prior year ND(L) volumes for changes in tourism trends
between Spain and the Canary Islands
= Netherlands to Germany flow: 0.60 billion cigarette reallocation from ND(L) to C&C:
— Visitor numbers reported during research programme were overstated versus actual data
- Flow volume recalculated based on actual visitor numbers
Review of indicators for specific flows = Germany to Poland flow: 0.2 billion reallocation from C&C to ND(L):
= Results for a small number of flows into - Average packs per trip considered high at six given the price differential between the two
various destination countries suggest markets and when compared to other markets with similar price differentials
under/over reporting of pack purchases given = | lculated ltina i ised K . .
the price differentials between the source and - Flow volume was recalculated resulting in a revised two packs per trip assumption
destination markets
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Our assessment

incorporates analysis from
several sources.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with

Sources
External data sources (1 of 3)

Other sources

Andorra Government, Department of Statistics - monthly
tourism bulletins 2011, accessed April 2012

Austrian Chamber of Commerce Empty Pack Survey,

2006 - 2010

Austria NMA Empty Pack Survey, 2011

‘BAT France réveéle son étude annuelle’, Revue des Tabacs
no 570, December 2009

Belgium national statistical office, tourism and travel data,
accessed February 2012.

‘Bulgaria’s Bulgartabac Cons Net Profit Drops 86% in
2011, See News, 1 March 2012

Bulgaria Centre for the Study of Democracy, ‘lllicit tobacco:
tax policies and the risks of organised crime’, June 2011
‘Bulgaria’s cigarette sales fell 23% in January-May’,
Reuters News, 28 June 2011

‘Bulgaria does U-turn on planned smoking ban’, Yahoo!
News, 28 April 2009

‘Bulgaria’s illicit trade booming’, Tobacco Reporter, 6th
August, 2009

'‘Bulgaria Introduces Staggering Cigarette Tax Hike', Novinite,
1st January 2010

‘Bulgaria losses BGN 180 M from illegal cigarettes’, Trud
Daily, 24th September 2007"

Bulgaria’s new cigarette prices come into force', Tobacco News,
29th May 2010

'‘Bulgaria Smokers Face Staggering Cigarette Tax Hike', Novinite,
31st March 2010

KPMG International Cooperative, a Swiss entity. All rights reserved.

Other sources

‘Bulgaria to introduce complete ban on smoking in small
cafes in mid-2011’, The Sofia Echo, 19 January 2011
Central Statistical Office of Poland, tourist data, extracted
February 2012

CIA Factbook, EU-27 Population Estimates, accessed
January 2012

‘Cigarette Smuggling In Romania Down 2.3 % in March To
33.9% of Market’, Mediafax News Brief Service, 25th April
2010

‘Cigarettes: chuté de 5% des ventes’, Le Figaro,10 January
2012

Challenges.fr - French news articles accessed October —
December 2011

Citypopulation.com, Hungarian urban population data,
extracted March 2012

Czech Statistical Office, tourist data, extracted February 2012.
Danish Chamber of Commerce estimates — ‘Status over
Greensehandel’ 2007 & 2009

‘Determine Market Share of International Tobacco Packages
Cigarettes and RYQO’, TrendBox on behalf of Vereniging
Nederlandse Kerftabakindustrie (VNK) and Stichting
Sigarettenindustrie, February 2010 & December 2011
Economic Highlights’, Rompres, 30th January 2007
(Romania)

‘Economic Highlights’, Rompres, 7th February 2007
(Romania)

‘Economic Highlights’, Rompres, 27th June 2008 (Romania)
Empty Pack Survey carried out by Almares Research for
Imperial Tobacco in Poland, November 2010
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Our assessment

incorporates analysis from
several sources.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with

Sources
External data sources (2 of 3)

Other sources

Empty Pack Surveys carried out by GfK for MDSZ, Hungarian
Tobacco Manufacturers’ Association, 2006-2011

Empty Pack Surveys conducted by Ultex for the Czech
Republic Tobacco Manufacturers’ Association 2009-2011
Estimation des achats transfrontanliers de cigarettes 2004 -
2007, L'Observatoire frangais des drogues et des
toxicomanies (OFDT), March 2011

Eures - European Job Mobility Portal, Cross border
commuters Luxembourg 2010 — 2011, accessed March 2012
Euromonitor, 2006 (Netherlands)

European Commission - Eurobarometer, Survey on Tobacco:
Analytical Report, March 2009

European Commission website, http://ec.europa.eu
European Union Tax Tables, July 2011

Eurostat, European unemployment data, extracted March
2012

Eurostat, Gross Domestic Product, accessed March 2012
Eurostat, Gross Disposable Income, accessed March 2012
Eurostat , European population, Accessed March 2012
France Statistical office, tourism and travel data, accessed
February 2012

GCTS (Global Consumer Tracking Survey) provided by PMI
‘Germany to raise Taxes on Tobacco, Cut Energy Subsidies
Less Than Planned’ Boolmberg.com, October 2010.

Instituto de Estudios Turisticos, Accessed December 2011
(Spain)

Irish Tobacco Manufacturers Advisory Committee,, accessed
May 2012

‘La justice s'attaque & un réseau grec de trafic de cigarettes’,
Le Monde, 25 July 2011
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Other sources

Latvian National Statistics, tourism data, accessed April 2012
‘Measuring Tax Gaps 2011’, HMRC, September 2011
National Statistical Institute of Bulgaria, Gross Domestic
Product, accessed April 2011

National Statistical Institute of Bulgaria, 2009 Labour Force
Survey, accessed April 2011

National Statistics office of Malta, Outbound Tourism,
December 2011, accessed April 2012

National Statistics Office of Greece, Tourism arrivals by
country of residence, January — September 2011, accessed
December 2011

Netherlands national statistic office, tourism and travel data,
accessed February 2012.

Novel Research, Anti lllicit Trade Tracking Study, March
2011, July 2011, January 2012 - provided by PMI Romania
Novel Research, Project DNP for BAT and JTI, May 2009
(Romania)

Novel Research, Project DNP for BAT and JTI, March 2010
(Romania)

‘Number of smokers in Luxembourg at record low’,
Luxembourg Cancer Foundation quoted in Hello News, 15
February 2012

OLAF, Seizure data, 2010 & 2011

‘One Third of Bulgarian Cigarettes Sold Illegally’, Novite, 4th
August 2009

‘Origine des paquets de cigarettes et de tabac a rouler fumes
en France Etude Epsy ’, Revue de Tabacs, September 2008
PM Bulgaria Total Legal Market Estimate 2011, provided by
PMI Bulgaria, 1 March 2012
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Our assessment

incorporates analysis from
several sources.

Sources
External data sources (3 of 3)

Other sources

RAI Consultants, Market share by brand information in °®
Cyprus, 2010 - 2011 °
Republic of Cyprus Statistical Service, Tourism Arrivals °

January — December 2011, accessed March 2012
‘Restrictions on smoking in public areas in Bulgaria begin in

January 2011’, The Sofia Echo, 20 December 2010 °
‘Romania cracks down on tobacco smugglers’ , Nine O’Clock,

28th June 2008 °
'Romania plans to raise excise duties on fuels, tobacco in

2011', 8 December 2010. °
‘Romanian Central Bank Head: Higher Tobacco Taxes To

Fuel Black Market’, Mediafax News Brief Service, 4th °
November 2010 °

‘Saisies par les Douanes en 2011:+63% de cocaine et +42%
de contrefagons’, AFP - provided by PM France, 26 January
2012

‘Serious and Organised Crime Threat Assessment 2010 —
2011’, Bulgaria Centre for the Study of Democracy, Bulgaria
‘Share of Contraband Cigarettes on Bulgarian Market is 15%’,
Bulgaria News Agency, November 2008

'Smuggling to Feed One Third of Romania’s 2010 Cigarette
Market', SeeNews , 21 October 2010.

Spanish Institute of Tourist Studies, accessed April 2012
Spanish National Statistics Institute, Economic and Social
statistical indicators. Accessed May 2011

Statistical Office of the Republic of Slovenia, migration data,
accessed March 2012

Steve Payne, Director JTI Ireland, Tom McGurck Show, 4FM,
broadcast on 19th March 2008

Swedish Statistical Office
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Scope of work (1 of 2)

1. This study will report on the estimated size and composition of the total cigarette market (including counterfeit and contraband products), as detailed below, for each of the 27 EU Member States.

2. The findings from the reports on the 27 EU Member States will be used to produce a report covering the overall view of the total EU market. We will also comment on counterfeit and contraband cross border flows on a
pan-European basis. In addition copies of each country’s main findings will be made available to the relevant Member State administration along with a summary of the overall EU trends.

3. In addition to the detailed EU reports, KPMG will also undertake the following activities in support of Project Star:

® Setup and lead three meetings with the key leadership of OLAF in addition the final presentation to the Member States in May 2012;

— Project Update in early 2012 to agree timetable for key deliverables and identify key issues for OLAF

High level results presentation in late March 2012 to highlight key themes and conclusions arising from the provisional results

Dry run of final Member State presentation in late April 2012 to review detailed results and agree key messages

— We will also support further communication of the Project Star results at a European level as appropriate, including the production of a relevant abridged report and/or presentation

® Upon finalisation of the EU results, provide to PMI data tables containing the following information;
— Summary of EU total non-domestic inflows by source and destination market

— Detailed analysis of total non-domestic outflows to the EU split by destination market and brand for the following source countries: Ukraine; Russia; Moldova; Belarus; Serbia; Poland; and the Czech
Republic

® Conduct one formal meeting with the relevant PMI team for each market (either in person or by conference call) at which KPMG will present provisional Project Star results and discuss any points of feedback and
clarification. In addition, we will conduct up to ten kick-off meetings in Member States where data and market complexity suggest that a detailed review of emerging trends would be beneficial.

® Conduct face to face or telephone based meetings with Customs or Finance Ministries from up to ten Member States at which KPMG will present Project Star results.

® Manage and lead three key intervention sessions between the joint PMI and KPMG teams, these being;
— Project Kick Off (to take place mid to late November 2011) to agree priority markets based on available primary research and highlight potential communication considerations at a country level
— Headline review of initial results to take place mid to late February 2012 and address key challenges and agree appropriate response in major destination and source markets only

— Review of detailed provisional EU and country level findings for each of the 27 markets to take place mid to late March 2012
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KPMG International Cooperative, a Swiss entity. All rights reserved.



Scope of work (2 of 2)

4. Information from several independent sources will be used. These sources will include;

® Tobacco industry research and statistics

— Sales statistics, consumer surveys provided by PMI and/or Tobacco Manufacturers’ Associations.
® Empty Pack Surveys will be conducted by third party research companies in a majority of Member States

® Existing public studies and statistics

— Research and data published by government agencies (including Ministries of Finance), health bodies, customs authorities, market researchers and academics

® |ndependent non-domestic research
— Surveys to analyse the flows of non-domestic (legal) sales will be undertaken in a majority of Member States with coverage to be agreed between PMI and KPMG

— Third party research will be contracted directly by PMI. Where agreed, data gained through this research will be passed directly to KPMG, and will not be released to PMI, for example data regarding the
prevalence of smoking among the juvenile segment of the population

® Expert opinions and expert panel data

—  We will undertake structured interview programmes designed to capture and quantify the opinions of relevant expert groups including, among others, customs and law enforcement officials

5. Interviews and data from external sources will be obtained on a best efforts basis. We will work with PMI to identify and contact key customs and Manufacturer’s Associations members. We will require access to
identified PMI personnel throughout this project and our ability to deliver this scope depends on this access being made available.
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