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cutting through complexity

e This presentation of Project SUN key findings (the ‘Report’) has been prepared for
British American Tobacco plc, Imperial Tobacco Limited, JT International SA and
Philip Morris International Management SA, described together in this Important
Notice and in this Report as the Beneficiaries, on the basis set out in a private
contract dated 20 December 2013 agreed separately with the Beneficiaries (the
‘Contract’).

° Nothing in this Report constitutes legal advice. Information sources, the scope
of our work, and scope and source limitations, are set out in the Appendices to
this Report. The scope of our review of the contraband and counterfeit segments
of the tobacco market within the 28 EU Member States was fixed by agreement
with the Beneficiaries and is set out in the Appendices.

o We have satisfied ourselves, so far as possible, that the information presented in
this Report is consistent with our information sources but we have not sought to
establish the reliability of the information sources by reference to other evidence.

° This Report has not been designed to benefit anyone except the Beneficiaries.

LLl In preparing this Report we have not taken into account the interests, needs or

L_) circumstances of anyone apart from the Beneficiaries, even though we have

g been aware that others might read this Report.

O

Z e This Report is not suitable to be relied on by any party wishing to acquire rights

— or assert any claims against KPMG LLP (other than the Beneficiaries) for any

<ZE purpose or in any context.

=

o- o At the request of the Beneficiaries we have agreed to publish this Report, in

O order to facilitate demonstration by the Beneficiaries that a study into the matters

% reported has been performed by KPMG for the Beneficiaries.

- o Publication of this Report does not in any way or on any basis affect or add to or

extend KPMG's duties and responsibilities to the Beneficiaries or give rise to any

. duty or responsibility being accepted or assumed by or imposed on KPMG to any
; % party except the Beneficiaries. To the fullest extent permitted by law, KPMG LLP
. does not assume any responsibility and will not accept any liability in respect of

this Report to anyone except the Beneficiaries.

= o The work undertaken and the methodology followed are based on that

D) undertaken in connection with the Project STAR reports which were

w commissioned by Philip Morris International Management SA between 2006 and

— 2012. The methodology has been refined to reflect the provision of additional

O data from British American Tobacco plc, Imperial Tobacco Limited and JT

li)J International SA (see Methodology and Appendices section).

O

oC ° This Report makes reference to 'KPMG Analysis'’; this indicates only that we have

o

(where specified) undertaken certain analytical activities on the underlying data to
arrive at the information presented.

© 2014 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
2 International Cooperative, a Swiss entity.



CIGARETTE INDUSTRYTERMS

Also called small-scale smuggling, bootlegging is the purchase of tobacco products in one country

Bootlegging for illegal consumption or resale in another country without paying the applicable taxes or duties

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

Cigarillos A short, narrow cigar, which, like cigarettes, is often machine-made and sold in packs

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

Contraband (CB) . ) ; -
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

Counterfeit (CF) definition of Contraband. lllicit flows of BAT, ITL, JTI and PMI brands are split into their separate
Counterfeit and Contraband components

Duty Free Purchases made outside the EU that have no state, local or provincial taxes, federal import duties or any

Y other type of taxation added to the cost of the item purchased. Subject to purchase volume restrictions

Green Leaf Uncut dried tpbacco leaf, which smokers cut themselves. Green leaf was not subject to excise tax
in Poland until 2013

MPPC Most popular price category

NMA /TMA National Manufacturers Association /Tobacco Manufacturers Association

OTP OtherTobacco Products (RYO/MYO, cigarillos, portions, rolls and cigars; excluding smokeless
tobacco and waterpipe tobacco)

Smoking incidence Daily average consumption by the adult population

Smoking prevalence The percentage of smokers in the total 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

Tobacco taxes 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

DATA SOURCES
EPS Empty Pack Survey
IMS In Market Sales (the primary source of legal domestic sales volumes)

CONSUMER RESEARCH

PROJECT SUN

CAPI Computeraided personal interviewing

CATI Computeraided telephone interviewing

MEASUREMENTS
Bn Billion
Mn Million

© 2014 KPMG LLR, 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.
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TERMINOLOGY USED IN PROJECT SUN REPORT

BAT
c&cC
CAGR

Consumption

Country of origin

Domestic Whites

EU

lllicit Whites

Inflows/Outflows

ITL
JTI

KPMG EU Flows Model

LDC

LDS

ND

ND(L)
PMI

Under Declaration

British American Tobacco plc
Counterfeit and Contraband

Compound Annual Growth Rate

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

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

Domestic whites are packs of domestic market variant, but those that are priced below the minimum
tax yield. These products are treated as having not been legally sold in the country in question, and have
therefore been reclassified as non-domestic

European Union

Cigarettes that are usually produced legally in one country/market, primarily for smuggling. While
they may also be exported legally from some countries, they are smuggled across borders during
their transit to their final destination market where they have limited or no legal distribution and are
sold without payment of tax

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

Imperial Tobacco Limited

JT International SA

The primary methodology which we have used for measuring consumption in a market. The model
has been developed by KPMG on a bespoke basis for the specific purpose of measuring inflows and
outflows of cigarettes in the scope of this project

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

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

Non-Domestic product — product that originates from a different market than 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

Philip Morris International Management SA

Tobacco products that are produced and distributed in the same country, a portion of which is not
declared to the domestic tax authorities

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

Unspecified )
P Duty Free labelling
The weighted average price for cigarettes calculated by reference to the total value of all cigarettes
WAP released for consumption, based on the retail selling price including all taxes, divided by the total
quantity of cigarettes released for consumption. The WAP is provided by the EC Excise Duty Tables
© 2014 KPMG LLPR 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.
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EXECUTIVE SUMMARY

PROJECT SUN

EXECUTIVE SUMMARY

INTRODUCTION

Project SUN is an annual study estimating
the scale and development of the illicit
cigarette market in Europe.

This report was commissioned jointly by the four major tobacco manufacturers
(British American Tobacco plc, Imperial Tobacco Limited, JT International SA and
Philip Morris International Management SA) for data covering 2013. KPMG LLP
was previously commissioned by Philip Morris International Management SA to
produce reports covering 2006 and 2012 (‘Project STAR'). The study covers all 28
European Union member states with Croatia included for the first time in 2013.

The methodology used to estimate the size of the illicit cigarette market
in connection with the Project STAR reports has continued to be applied
consistently in the Project SUN report. The input and provision of data
sources from all four major cigarette manufacturers has however provided
KPMG LLP with access to a much wider set of data sources, allowing for
greater refinement of results and an enhanced level of detail in the report.

© 2014 KPMG LLPR 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.



Counterfeit and contraband volumes declined as a percentage of overall consumption in 2013

Overall volumes of counterfeit and contraband (C&C) consumption declined from 65.7 billion cigarettes to 58.6
billion cigarettes. The C&C share of overall consumption fell from 11.1% to 10.5%. If these cigarettes had been
sold legally in the countries where they were identified, the tax revenue would have been worth approximately
€10.9 billion.

The C&C decline reflects a reduction of 3.9 billion cigarettes in the UK and 3.6 billion cigarettes in Italy, whilst in
most countries, consumption of C&C products remained broadly static.

Greece experienced an increase in the overall volume of C&C products consumed achieving 17% of
overall consumption.

Consumption of lllicit Whites brands grew from 17.1 billion to 19.6 billion cigarettes in 2013,
33% of overall C&C consumption

lllicit Whites brands were identified in every EU country (except Luxembourg), many with unspecified or Duty
Free labelling. The majority of lllicit Whites brands are manufactured by six manufacturers and distributed across
Europe through sophisticated criminal supply chains.

The largest source of lllicit Whites was Belarus, where a large volume of brands were
manufactured by the Grodno Tobacco Company.

Overall consumption of legally manufactured cigarettes in the EU declined by 7%

Legal domestic consumption, the most significant proportion of total consumption in all markets, declined
by 75%. Legal domestic sales may have been impacted by both the economic environment within Europe
and price rises. Unemployment rose in 21 of the 28 EU countries, whilst in over half the EU countries prices
increased by more than 5%. In some countries there is evidence of consumers switching to other tobacco
products (OTP).

Levels of EU contraband consumption (excluding lllicit Whites) declined significantly, in the main being
replaced by non-domestic legal (ND(L)) purchases

Border sales between cheaper and more expensively priced markets grew by 12.0% in 2013. In many areas
with high volumes of border sales, prices in cheaper markets increased at a greater level than in more expensive
markets, resulting in a lower price gap.

Countries with large populations close to the border with cheaper markets had the highest volume
of non-domestic legal consumption. These countries included the Netherlands, Austria, France
and Germany.

© 2014 KPMG LLR, 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.
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EUROPEAN MARKET OVERVIEW

There are significant hotspots of C&C consumption across the European
Union

Germany has the
highest volume
of C&C in Europe,
driven by contraband

Ireland has typically volumes from Poland
had high volumes and Czech Republic
of C&C from Poland and by lllicit Whites

and Romania from Belarus

Finland
i
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The Baltic countries
on the Eastern
borders of the EU
have historically

Russia

> had the highest
or - levels of C&Casa
< ., proportion of total
E consumption
ay
E France has the United Kingdom J :
D) highest percentage
)] of C&C of large :
L Western European Eelgim —
> countries, with -
et large volumes Qs
oy originating from
D Algeria and cheaper i @i o
O markets in Eastern
L Europe e h Rustia
A‘ndcrra
** % Portugal
* * O
* *
** s **
‘ «
L Turkey
= Large volumes of
D) C&C that enters
5 Spain and ltaly are
— lllicit Whites brands Syra
U CypVUSI
I—IJ Morocco Lebanon
p) ;
O q Greece experienced
P A the highest rise in ’
C&Cin2013
o K e Joian
Libya Egypt
Saudi Arabia
Over20% HH
15-20% W
10-15%
5-10%
0-5% Il
Non-EU Country
Source: (1) KPMG EU Flows Model calculations, 2013.
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EUROPEAN MARKET OVERVIEW

Overall consumption declined by 7% in 2013. For the first time since the
start of the study, C&C decreased by 11% in volume terms

Total cigarette consumption within the EU by type 2007-2013M(®)
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EXECUTIVE SUMMARY
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M Non-domestic legal (1.4)% 12.0%
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Note: (a) The percentages above have been calculated without the inclusion of Croatia, however the overall volumes for 2013

include Croatia for the first time. Without Croatia total consumption would have been 551.5 billion, C&C 58.3 billion,
ND(L) 277 billion and legal domestic consumption 465.6 billion.

(b) The availability of data from all manufacturers for the first time in 2013 has allowed for additional refinement of results
in some countries. The net impact of this is to allocate an additional 1 billion to ND(L) from C&C. Without these
refinements C&C would be 59.6 billion and ND(L) 26.8 billion.

Source: (1) KPMG EU Flows Model 2007 — 2013.
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After years of growth, C&C declined as a share of total consumption in
2013, while ND(L) continued to grow

12% W ND(L) volume
11.1% W C&C volume
10.4% 10.5%
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X
LLl
% ND(L) AND C&CVOLUMES (BN CIGARETTES)
ND(L) volume 31.0 30.3 29.0 25.0 23.7 23.3 24.8 278
= C&C volume 56.8 60.6 60.5 61.1 64.2 65.3 65.7 58.6
)
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LLl
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Note: (a) 'Aé‘prev/ous/y noted, the availability of additional data sources has had a net impact of 1 billion sticks in favour '(‘)Hf”/‘\'I‘D(L).

Had this not been available, the overall C&C volume would have been 10.75% of total consumption and ND(L) 4.85%.
(b) 2006 calculation does not include Bulgaria and Romania.
Source: (1) KPMG EU Flows Model calculations 2006 — 2013.
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EUROPEAN MARKET OVERVIEW

llicit Whites grew to 33% of overall C&C consumption in 2013

Counterfeit and contraband consumption by type 2007-20131")

B Counterfeit
W Contraband
65.3 65.7 | llicit Whites

64.2

2007 2008 2009 2010 2011 2012 2013

: Conducting Project SUN '
* on a pan-industry basis :
has allowed for :
estimation of total
counterfeit volumes for :
the first time in 2013°

Note: (a) Overall decline in C&C includes the effect of availability of additional data sources as stated previously.

(b) The Counterfeit volume reflects Counterfeit data from BAT, Imperial Tobacco, JTI and PMI, but does not include data
from other manufacturers.

Source: (1) KPMG EU Flows Model 2007 — 2013.
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Hungary, Slovenia and Croatia had the highest price increases in the EU in
2013 in order to comply with the minimum EU tax rate

COUNTRY PRICE COMPARISON WEIGHTED AVERAGE PRICE (WAP), PACK OF 20 (€)@

Serbia 1.62 1.79 16.2%
Hungary 2.66 3.00 13.0%
Russia 1.16 1.31 12.7%
Slovenia 2.95 3.27 10.8%
Croatia 2.46 2.70 10.0%
Ukraine 0.80 0.88 9.9%
Albania 1.27 1.39 9.1%
Bosnia 1.57 171 9.1%
Finland 4.50 4.89 8.7%
Canary Islands 1.68 1.83 8.6%
UK 752 8.15 8.5%
> Latvia 2.40 2.60 8.3%
g[ Estonia 2.62 2.82 7.6%
> Greece 3.28 3.50 6.8%
> Spain 4.03 4.30 6.7%
- France 6.10 6.50 6.6%
(Ll/j Romania 2.64 2.81 6.5%
> Lithuania 2.25 2.38 5.8%
= Austria 3.95 4.18 5.7%
8 Slovakia 2.72 2.87 5.7%
LLl Poland 2.65 2.80 5.5%
ﬁ Switzerland 6.00 6.33 5.5%
Ireland 8.47 8.92 5.3%
. Netherlands 5.03 5.29 5.1%
:* *** Cyprus 3.91 4.08 4.3%
Taa” Czech Republic 2.76 2.88 4.2%
Macedonia 1.24 1.29 3.8%
- Germany 4.88 5.02 2.8%
) Luxembourg 3.84 395 2.8%
wn Belgium 4.77 4.88 2.3%
|L_) Denmark 5.26 5.33 13%
L Portugal 3.85 3.90 1.3%
8 Bulgaria 2.36 238 0.9%
oC Italy 4.56 4.58 0.4%
o Malta 4.14 4.07 (1.6)%
Sweden 6.02 5.91 (1.8)%
Belarus 0.66 0.64 (3.5)%
Norway 12.14 11.66 (3.9)%

Key:

EU countries highlighted

Note: (a) Manufacturer estimates used for countries not included in the EU Tax Tables.
Source: (1) WAP from EC Excise Duty tables (Part Ill — Manufactured Tobacco) and manufacturer estimates for non-EU countries.

© 2014 KPMG LLPR 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
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EUROPEAN MARKET OVERVIEW

Price gaps have narrowed between EU countries; however, prices in non-EU
countries on the Eastern border remain up to 13 times lower than the EU

Map denotes weighted average prices for a pack of 20 cigarettes - End of 2013
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Source: (1) WAP from EC Excise Duty tables (Part Ill - Manufactured Tobacco) and manufacturer estimates for non-EU countries.
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EUROPEAN MARKET OVERVIEW

The key C&C consumption markets of Germany, France and Poland were stable.
Whilst there were significant declines in ltaly and UK, there were increases in Spain
and Greece. The main source country to increase was Belarus

;'- Almost half of C&C manufactured cigarettes are ":
i consumed within three countries in Europe — :
C&C volume by destination country 2006-2013"
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30

Volume (bn cigarettes)

:".Conduct/ng Project SUN on a pan-industry basis.'.'
: has enabled an estimation of total counterfeit :
C&C volume by source country 2006-2013" volumes for the first time in 2013

EXECUTIVE SUMMARY

Counterfeit

Othernon-EU @ IR .
Unspecified ~ @-eeeeeeseees ®Non EU:
Canary Islands R N
Algeria
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Ukraine

Belarus

Other EU

Spain E RERRERE .
Czech Republic @+eesessseseees o EU :
Poland s .

Volume (bn cigarettes)

PROJECT SUN

2006 2007 2008 2009 2010 2011 2012 2013

Leseeeees @ittt D IR R .
The growth in “unspecified” as a source of C&C is
the result of greater volumes being sold with no
tax stamps and as lllicit Whites

Source: (1) KPMG EU Flows Model 2006 — 2013.
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EUROPEAN MARKET OVERVIEW

A greater proportion of counterfeit and contraband now originates from unspecified
sources along with Belarus, Russia and North African countries

Major C&C inflows and source countries 2013

Germany has the

highest amount of

C&C in Europe by Whilst there is a k

volume, driven by 2 5 billion flow from 7 Belarus has become
contraband volumes Poland to Germany, the largest C&C

from Poland and thereis also a source country,
Czech Republic and significant C&C with many lllicit

lllicit Whites from flow into Poland Whites brands

Belarus from Belarus
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e M e 16% of C&C 8
) in Romania is L
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Source: (1) KPMG EU Flows Model 2013.
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EUROPEAN MARKET OVERVIEW
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11 of the 28 EU markets experienced a decline in illicit cigarette consumption as a
percentage of overall consumption in 2013

Latvia [ 25.8% (0.7bn cigarettes) -1.8% [N

Lithuania | EEEEE 27.1% (1.0bn cigarettes) -0.4% i
Ireland [N 21.1% (1.0bn cigarettes)

Estonia _ 18.6% (0.3bn cigarettes) -1.2%-

I 2.0%

Bulgaria | 15.29 (250n cigarettes) N 2
Greece |GG 17.5% (3.9bn cigarettes) D oo
Finland [N 15.2° (0.9bn cigarettes) -1.5% [
France NN 15.4% (9.6bn cigarettes) -0.4% 1
Malta | 14.4% (0.1bn cigarettes) I 25
Poland NN 13.9% (6.1bn cigarettes) I o9
Germany N 11.3% (11.3bn cigarettes) | 0.2%
Romania N 10.9% (2.9bn cigarettes) B 15

Sweden | 10.7% (0.7bn cigarettes) -1-7°/n- E
Netherlands NN 10.3% (1.3bn cigarettes) -0.7% i <
Uk I 10.2% (4.2bn cigarettes) 5.2 [ >
Spain I s.5% (4.4bn cigarettes) B 1.2 E
Hungary NN 8.0% (0.7bn cigarettes) I ;o0 )
. w
Belgium I 7.6% (0.8bn cigarettes) 0.0% L
Slovenia I 7.1% (0.2bn cigarettes) B o05% >
Austria I 6.4% (0.9bn cigarettes) Yy 5
italy  JHEII 4.7% (3.7bn cigarettes) -3.5% NG Q
Cyprus B 250 (0.1bn cigarettes) _ 2.4% §
Croatia M 3.7% (0.3bn cigarettes) n/a LLI
Denmark [ 3.7% (0.2bn cigarettes) B 13
Czech Republic M 3.1% (0.4bn cigarettes) I o09% -
*
Luxembourg [ 2.4% (0.0bn cigarettes) M o05% N
Portugal Ml 1.9% (0.2bn cigarettes) -0.9% [l et
Slovakia [ 1.7% (0.1bn cigarettes) M 09
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L
)
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o
(ol

Source: (1) KPMG EU Flows Model 2013.
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ND(L) increased as a share of overall consumption in several large markets, including

Germany and France

Netherlands | 12.1% I 15
Austria | 11.3% I 32
Belgium | 1 6% I ;0%
Germany |, 10.+% I 1.2
France GG 9.5 I .0%
Ireland | R 7.2 2.0% [N
Finland | G50 -0.3% [l
Luxembourg | NEEEEE 5.7 . KA
uk N ;3% B 160
Estonia N 3.7% -1.7%
Sweden | 26°% -0.1%]
Slovenia | 2.6% I 0.7
Lithuania [ 2.4% -2.0% I
Spain | 2.3% -0.4%
Denmark - 2.3% -1.0%-
Latvia | 2.29% -0.8% NG
Czech Republic NI 1.9% B o9
Croatia NI 1.5% n/a
Romania NI 1.4% 0.0%
Cyprus [ 1.4% M 03%
Slovakia  [HIl 1.1% l0a%
Bulgaria [ 1.1% 0.0%
Greece M 1.0% -0.1%
Poland [l 1.0% -0.3% Il
Malta [l 1.0% -0.4% [
ltaly [ 11% Boaw
Hungary |l 0.8% M o03%
Portugal I 0.4% -01%l
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Source: (1) KPMG EU Flows Model 2013.
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EUROPEAN MARKET OVERVIEW

Non-domestic legal consumption increased as a result of greater border sales between
markets with large price differentials

Major border sales points'

o
United Kingdom E
€8.15 2
04 Neth.
billion A*SNe528 34 D
3 w
Germany billion
Belgium S L
<083 >
05 T
5 billion =
billion 18 )
| billion ASSEE O
5 39 04 L
€650 billion billion Py
09 03 i
billion N 0
Auistria billion
Hungary
€300
* * *,
* *
* 4 ¥
Andorra
w
LLl
e
o
o

Key: Border countries
Higher priced country mm
Lower priced country mm

Denotes size of ﬂow'

Source: (1) KPMG analysis of Non-domestic legal research.
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ILLICIT WHITES

Total consumption of lllicit Whites increased by 15% in 2013, representing 33% of total
C&C volumes in the EU. The largest lllicit Whites brand is Fest, which increased its
volumes by 44 %
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ILLICITWHITES AS A PERCENTAGE OF TOTAL EU C&C
. % % of total EU C&C 0.2% 4.3% 8.3% 12.7% 15.5% 22.6% 26.0% 33.5%
GROWTH OF ILLICITWHITES
% [llicit Whites 40% 15%
w
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Raquel (11)%
RGD 541%
Minsk (21)%
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Note: (a) Our definition of lllicit Whites has been updated in 2013 to the ITIC definition (shown in the Glossary). We have
updated our lllicit Whites analysis from prior years in reflection of this and have applied this definition consistently
over the period shown, resulting in some updates to Illicit White volumes from prior years.

. (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.

lity partners: a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG
s entity.
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ILLICIT WHITES

Grodno Tobacco remained the largest lllicit Whites trademark owner in 2013 whilst Baltic
Tobacco increased volumes by 19%

Consumption of lllicitWhites brands by trademark owner 2006-2013"
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Note: (a) Our definition of lllicit Whites has been updated in 2013 to the ITIC definition (shown in the Glossary). We have
updated our lllicit Whites analysis from prior years in reflection of this and have applied this definition consistently
over the period shown, resulting in some updates to Illicit White volumes from prior years.

Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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Poland had the highest level of lllicit Whites consumption in 2013. 15 out of 28 EU markets
experienced a growth in lllicit Whites consumption in 2013
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Note: (a) Our definition of lllicit Whites has been updated in 2013 to the ITIC definition (shown in the Glossary). We have
updated our lllicit Whites analysis from prior years in reflection of this and have applied this definition consistently
over the period shown, resulting in some updates to Illicit White volumes from prior years.

Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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ILLICIT WHITES

Belarus continues to be the largest known source country of lllicit Whites brands, which
are mainly manufactured by Grodno Tobacco Company

Source country of Top 5 manufacturers 2013@)b)
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Note: (a) Analysis represents flows for brands of the top 5 manufacturers and from unspecified markets, representing over

60% of total lllicit Whites volumes in 2013.
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research.
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ILLICIT WHITES

While Grodno Tobacco brands were found in 4 countries in 2009, its brands have
become prevalent in 15 countries in 2013

Consumption of GrodnoTobacco brands 2009("2!(bl(c)

EXECUTIVE SUMMARY

PROJECT SUN

Key:
Grodno tobacco brands comprise greater than 0.5% of total consumption mm
Grodno tobacco brands comprise between 0.1% and 0.5% of total consumption ==
GrodnoTobacco brand located e

Note: (a) The analysis covers lllicit Whites brands found in 2009.
(b) The number of dots marked represent the varying levels of consumption in each country.
(c) Grodno brands in the EU consist of Fest, NZ, Minsk, Premier, Queen, Magnat and VIR
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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ILLICIT WHITES

Grodno Tobacco brands have spread further west through Europe since 2009

Consumption of GrodnoTobacco brands 2013
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Key:
Grodno tobacco brands comprise greater than 0.5% of total consumption mm
Grodno tobacco brands comprise between 0.1% and 0.5% of total consumption ==
GrodnoTobacco brand located e

Note: (a) The analysis covers lllicit Whites brands found in 2013.
(b) The number of dots marked represent the varying levels of consumption in each country.
(c) Grodno brands in the EU consist of Fest, NZ, Minsk, Premier, Queen, Magnat and VIR
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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ILLICIT WHITES
Eastern European and Scandinavian countries have seen the fastest growth of lllicit
Whites volumes in 2013

Change in lllicit Whites consumption 2012-2013"a)b)
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Note: (a) Our definition of lllicit Whites has been updated in 2013 to the ITIC definition (shown in the Glossary). We have
updated our Illicit Whites analysis from prior years in reflection of this and have applied this definition consistently
over the period shown, resulting in some updates to lllicit \White volumes from prior years.

(b) Illicit Whites volumes in Croatia were not identified in 2012, therefore it is not possible to calculate a percentage
change year on year; countries where volumes have increased from zero have been coloured red, while countries
which remained at zero have been coloured yellow.

Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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VOLUME AND GROWTH OF ILLICIT WHITES BRANDS BY COUNTRY

Hungary 0.12 0.52 >100% 5.8%
Finland 0.01 0.03 >100% 0.6%
Slovakia 0.04 0.10 >100% 1.5%
Slovenia 0.02 0.05 >100% 1.5%
Czech Republic 0.09 0.15 70% 1.1%
Estonia 0.12 0.19 64% 10.3%
Ireland 0.15 0.23 57% 5.0%
Romania 0.60 0.93 54% 3.5%
Bulgaria 1.10 1.64 50% 11.9%
Germany 0.93 1.39 49% 1.4%
Sweden 0.07 0.09 40% 1.5%
Spain 1.83 2.45 34% 4.9%
Latvia 0.40 0.50 24% 21.1%
Denmark 0.02 0.02 19% 0.4%
Cyprus 0.01 0.01 18% 0.6%
Lithuania 0.67 0.76 13% 21.2%
Greece 2.63 2.76 5% 12.2%
Belgium 0.05 0.06 3% 0.5%
Poland 3.87 3.99 3% 9.1%
Croatia n/a 0.17 n/a 2.5%
UK 1.06 1.06 (M% 2.5%
France 1.08 1.03 (5)% 1.6%
Malta 0.04 0.04 (5)% 77%
Italy 1.84 1.30 (30)% 1.7%
Netherlands 0.12 0.06 (48)% 0.5%
Austria 0.09 0.04 (69)% 0.3%
Portugal 0.13 0.05 (60)% 0.5%
Luxembourg 0.01 0.00 (100)% 0.0%
Total 17.11 19.61 15%

© 2014 KPMG LLR, 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
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AUSTRIA

Consumption declined, driven by decline of the
Counterfeit and Contraband volumes
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KEY INFLOWS AND OUTFLOWS
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MANUFACTURED CIGARETTE CONSUMPTION

Cigarette consumption in Austria declined in 2013,
reflected equally by falls in both domestic and
non-domestic consumption

TOTAL AUSTRIA CONSUMPTION

Legal domestic sales (LDS) 1340 1366 1320 1339 1354 13.09 1296 13.04 1%
Outflows -0.46 -0.45 -0.48 -0.27 -0.45 -0.36 -0.31 -0.75 >100%
Legal domestic consumption (LDC) 1294 1322  12.72 1312 13.09 1272 1265 12.29 (3)%
Non-domestic legal (ND(L)) 0.20 0.56 1.04 1.25 1.15 1.43 1.25 1.69 35%
Counterfeit and contraband (C&C) 1.74 1.98 1.51 1.34 1.41 1.85 1.50 0.95 (37)%
Total non-domestic 1.94 2.54 2.55 2.59 2.56 3.28 2.76 2.64 4)%
Total consumption 14.87 15.76  15.27 15.71 15.65 16.00 15.41 14.92 (3)%

Total consumption of manufactured cigarettes declined by 3% even in the context of an increase in legal
domestic sales (LDS) of 1%

e | DS volumes may have increased slightly due to a larger outflow from Austria to Germany. If the outflow
had stayed at a similar level to prior year, legal domestic sales would have fallen at the same pace as overall
consumption

e Consumption is unlikely to have been significantly impacted by the economy as Austria experienced strong
economic conditions in 2013 compared to other EU countries, with positive growth of personal disposable
income and GDP per capita, and with comparatively low levels of unemployment®

2013 (Ipsos acquired Synovate in 2011). (3) Personal disposable income data from Euromonitor (downloaded March
2013), Unemployment data from Statistik Austria.

© 2014 KPMG LLR, 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
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INFLOWS AND OUTFLOWS

Hungary and Slovenia remained the largest non-
domestic source countries, though volumes
declined following price rises in both countries

ND INFLOWSTO AUSTRIA

Hungary 0.13 0.32 0.45 0.48 0.48 0.99 0.86 0.71 (17)%
Slovenia 0.23 0.53 0.73 0.79 0.85 1.04 0.83 0.68 (18)%
Czech Republic 0.17 0.16 0.20 0.23 0.25 0.47 0.41 0.61 49%
Serbia 0.07 0.05 0.06 0.08 0.10 0.08 0.14 0.10 (32)%
Counterfeit 0.05 n/a
Other 1.34 1.48 1.12 1.01 0.88 0.70 0.51 0.48 (6)%
Total inflows 1.94 2.54 2.55 2.59 2.56 3.28 2.76 2.64 (4)%

The largest inflows into Austria came from Hungary and Slovenia, however the significant decline in volumes from
both countries may be the result of the decreasing price differentials

e \Whilst the weighted average price in Austria increased by 8%, prices rose in Hungary by 13% and in Slovenia by
almost 11%. In 2013, this resulted in the price differential reducing from €1.29 to €1.14 for Hungary and €1.00 to
€0.91 for Slovenia

e The price rises may explain the 17% decline in flows from Hungary and 18% decline from Slovenia as changes
in the price differential impact the average number of packs that consumers are likely to purchase

OUTFLOWS FROM AUSTRIA
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w
)
<
Germany 0.23 0.17 0.20 0.18 0.33 0.28 0.18 0.62 >100%
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Outflows from Austria more than doubled due to an increase in flows to Germany

e Austria has historically been a lower priced market compared to Germany and outflows have been stable.
This year the weighted average price difference between Germany and Austria remained stable, although
the average price of a pack of cigarettes in Germany rose above €5 for the first time, potentially making cross
border purchases from Austria more likely

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit VWhites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines Illicit Whites
brands and definition

Sources: (1) KPMG EU Flows Model.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Slovenia was the main source of ND(L) with flows
increasing significantly from the Czech Republic

inflows compared with counterfeit and contraband has increased

e |n 2013 the price difference between Austria and Slovenia fell to €0.91, reducing incentive for smuggling
and re-sale®

e |nthe same period, tourist flows from Austria to Slovenia increased by 8%; both the price difference and the high
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" As price differences between Austria and its surrounding countries have fallen, the proportion of ND(L)
=
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wn
|_
o
8 number of tourists supported 100% of the flow from Slovenia to Austria calssed as being legal
o
o

e For Hungary there was a 4% increase in tourist flows in 2013, however a 12% decrease in the price difference to
€1.14 suggests it is unlikely that so many Austrians would travel to Hungary to purchase cigarettes; 48% of these
flows were classed as legal

e Consumers do however appear to be purchasing more cigarettes in the Czech Republic where prices rose more
slowly in 2013

—In addition, more favourable exchange rates between the Euro and the Czech Koruna have made shopping visits
to the Czech Republic more attractive

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lnsos ND(L) research 2013 and EU flows model. (3) KPMG
analysis of data sources provided by manufacturers. (4) KPMG analysis of EU Tax tables to see price increases.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

be the most popular brand purchased abroad
¢ Alarge proportion of the Marlboro flow was from Slovenia where all of the flow was legal
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The composition of the most popular ND(L) brands remained fairly consistent, with Marlboro continuing to "
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w
e All flows of West and Pall Mall were also classed as legal 5
LLl
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Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total inflows.
Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (3) KPMG
analysis of data sources provided by manufacturers.
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C&C INFLOWS BY COUNTRY

C&C flows from Austria’s surrounding countries
fell significantly

The maijority of C&C flows still come from the neighbouring countries of Hungary and the Czech Republic

e The lack of one single source country indicates that the majority of C&C into Austria comes in the form of
informal bootlegging rather than one specific source or brand

e |f the total volume of C&C had been consumed legally within the Austrian market, an additional tax revenue of
approximately €146 million would have been raised by the Austrian Treasury

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleat.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.

© 2014 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
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C&C INFLOWS BY BRAND

<" lllicit Whites made up 4%
‘. of overall duty free flows .;'

‘et eesssssssssssssnan ‘ .......... .
LABELLING OF ILLICITWHITES INFLOWSTO AUSTRIA
Country Specific 0038 0014 0049 0093 0150 0096 0041 i  (581%
Duty Free 0000 0001 0001 0003 0000 0002 i 0.0028" 12%
Unspecified 0.000 0000 0000 0000 0000 0000 0.002 n/a
Total lllicit Whites 0.038 0015 0050 0095 0.151 0.098 0.044 (55)%

The largest contraband brands were those that came from surrounding countries

e The largest contraband brand was Benson & Hedges which mainly came from the Czech Republic

e |llicitWhites make up less than 10% of the overall C&C volume, one of the lowest in Europe

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of lllicit Whites is provided in the methodology section.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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AUSTRIA APPENDIX

EPS non domestic estimates
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e The empty pack survey in Austria is run in two separate quarters and conducted by the National
Manufacturer's Association in Austria. The survey collects over 25,000 packs during the course of the year

e The packs are collected in 621 different locations, sampling both rural and urban population centres

¢ An adjustment to the weighting of the packs was made in order to reduce the impact of the extra samples
collected in areas with high levels of non-domestic incidence

PROJECT SUN AUSTRIA

— Karnten was the most oversampled region, and had the highest level of non-domestic incidence; where
over three times as many packs were collected compared with the population

—The adjustment results in the KPMG estimate of non-domestic incidence being 2.2 percentage points
below EPS results

Note: (a) The EPS results are conducted before.
Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers.
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AUSTRIA APPENDIX

Non-domestic legal volume calculations and
explanations

KPMG non domestic legal flows Austria

COUNTRIES WHERE ND(L) IS 100% OF TOTAL

ND 2013
(bn sticks)

2013 ND(L)

Country (bn sticks)

Slovenia 0.68 0.68 100%

USE OF CONSUMER RESEARCH AND ANY ADJUSTMENTS FOR 20

0 Total trips where Nfumblt(ar 2013
SO cigarettes °p2:;i : Data sources 2314 NDI(L) (bn
purchased (m)?2®@ 3)14) sticks)
Hungary 0.71 0.64m 20 99.4 UN\.NTO' WAP 0.34 48%
pricing tables
crech 0.61 0.9m 22 10.75  UNWTO, WAP 0.41 67%
epublic pricing tables

e Total flows from Slovenia are classed as 100% legal as the price difference is less than €1 per packet

e Given the low price difference between Austria and Hungary and the Czech Republic respectively, it is assumed
that many of these flows are local border sales. Therefore consumer research is used to calculate the number of
trips made by each purchaser and number of packs bought from each country, whilst the local population in the
border areas and smoking prevalence is used to calculate the total number of purchasers

e The volume of non-domestic incidence is calculated by assuming that smokers in the states bordering Hungary
and the Czech Republic make two trips over the border to purchase cigarettes each year (as stated in the
consumer research). It is also assumed that the number of packs purchased from each country is the same as
recorded in the consumer research on each trip; 20 for Hungary and 22 for Czech Republic

e This results in assuming that all smokers in Steiermark and Burgenland (a total of 428,000) travel to Hungary
twice a year and that all smokers in NiederOsterreich travel to the Czech Republic twice a year.

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) Synovate/lpsos ND(L) research 2013. (3) UN WTO Tourism Factbook 2008-2012, UN
WTO. (4) EC Excise Duty tables (Part Ill — Manufactured Tobacco).
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BELGIUM

Counterfeit and contraband represents a
smaller share of total consumption than non-
domestic legal flows; other C&C is the largest
part of this

Manufactured cigarette C&C volumes and share of overall consumption 2006-13
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KEY INFLOWS AND OUTFLOW

Belarus became the

€5.29
[
largest single source

0.38 of C&Cin 2013
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(a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Overall consumption declined, reflected in lower
legal domestic consumption, partially offset by an
increase in non-domestic inflows

TOTAL BELGIUM CONSUMPTION

Legal domestic sales (LDS) 13.39 1249 11.89 11.74 11.73 11.86 11.44 11.00 (4)%
Outflows -2.04 -1.58 -1.10 -0.81 -0.85 -1.35 -1.48 248 68%
Legal domestic consumption (LDC) 11.35 1092 10.78 1093 10.89  10.50 9.96 8.562 (14)%
Non-domestic legal (ND(L)) 0.86 0.81 0.96 0.68 0.73 0.76 0.81 1.10 35%
Counterfeit and contraband (C&C) 0.86 0.77 0.68 1.27 0.73 0.71 0.88 0.79 (100%
Total non-domestic 1.73 1.68 1.64 1.95 1.46 1.46 1.69 1.89 12%
Total consumption 13.07 12.50 12.42 12.88 12.35 11.97 11.65 10.41 (11)%
100% 6.6% 6.2% 5.5% 9.8% 5.9% 5.9% 7.5% 7.6%
% [ ST% |
80%
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86.8% 87.3% 86.8% 84.9% 88.2% 87.8% 85.5% 81.9%
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W C&C
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20% H (DC
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-20%
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Overall consumption of manufactured cigarettes in Belgium fell 10.6% in the year.This follows a
declining trend from 2010, however the decline in 2013 was greater

e Continued economic difficulties are likely to have depressed legal domestic sales, which fell 3.8% this year.
Unemployment has risen from 7.6 % to 8.4%*, however there have been marginal increases in both GDP per
capita and PDI¥

* \WAP however has remained relatively stable, increasing only 2.3% in the year from €4.67 per pack of
20 cigarettes to €4.77©

e | egal sales volumes of fine cut tobacco have continued to increase in recent years®, which suggests that
some consumers are switching from manufactured cigarettes to OTR which are considerably cheaper

Notes:  (a) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used (see
methodology section).

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
2013 (Ipsos acquired Synovate in 2011). (3) 2014 Economist Intelligence Unit. (4) Euromonitor, downloaded January
2014. (5) European Commission releases for consumption of fine cut tobacco, 2002-2012. (6) EC Excise Duty tables
(Part Ill — Manufactured Tobacco).
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INFLOWS AND OUTFLOWS

Belgium became a net outflow country to the EU
in 2013, largely due to greater outflows to France

ND INFLOWSTO BELGIUM

Luxembourg 0.47 0.25 0.31 0.12 0.23 0.47 0.51 0.42 (18)%
France 0.07 0.15 0.03 0.16 0.07 0.06 0.09 0.29 >100%
Duty Free 0.45 0.21 0.47 0.37 0.27 0.18 0.20 0.22 8%
Netherlands 0.09 0.05 0.02 0.11 0.13 0.06 0.04 0.17 >100%
Belarus 0.00 0.00 0.00 0.01 0.03 0.04 0.1 0.09 (18)%
Counterfeit 0.05 n/a
Other 0.65 0.92 0.82 117 0.73 0.66 0.73 0.65 (11)%
Total inflows 1.73 1.58 1.64 1.95 1.46 1.46 1.69 1.89 12%

Inflow volumes have grown in 2013 and represent a greater share of total consumption

e Greater inflows are largely the result of French and Dutch origin cigarettes picked up during the Empty Pack Survey
(EPS). Due to the wide distribution of these packs throughout Belgium, this is likely to be due to general travel
patterns to these nearby markets

e These flows offset the decline from Luxembourg. This may be because the ‘basket’ of goods from Luxembourg is
not as cheap as the prior year, evidenced by lower diesel and petrol price differentials with Belgium and a higher rate
of inflation in Luxembourg®?®

e Other inflows include Poland (0.09bn), Russia (0.08bn), Germany (0.07bn) and Spain (0.05bn)

e Duty Free inflows increased marginally this year, however lllicit Whites with Duty Free labelling represent only 3.0%
of Duty Free volumes. The main brands sold as an lllicit Whites appear to be Karelia and YunYan

OUTFLOWS FROM BELGIUM

=
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France 0.53 0.73 0.71 0.48 0.43 0.90 1.01 2.00 99%

Netherlands 0.54 0.73 0.13 0.15 0.24 0.29 0.32 0.38 18%

UK 0.36 0.00 0.14 0.09 0.04 0.08 0.08 0.04 (53)%
=
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Other 0.59 0.12 0.13 0.09 0.15 0.08 0.08 0.06 (22)%
Total outflows 2.04 1.58 1.10 0.81 0.85 1.35 148 2.48 68%

Increased outflows are almost entirely due to greater flows into France

e The North-East regions of Nord-Picardie and Alsace-Lorraine-Champagne-Ardennes have seen particularly
large increases. As aresult of further excise increases in France, the price differential with Belgium increased
22%, from €1.33 to €1.62 per pack of 20 cigarettes®. The relatively low GDP per capita in North East France
versus the country average may also be a contributing factor

e Qutflows to the Netherlands have also increased marginally versus 2012. This is again likely to be driven by
arise in the price differential between the markets, up over 50% to €0.41 per 20 cigarettes, and also the
proximity of large Dutch cities to the Belgian border

e Prices in Belgium have tended to increase at a slower rate than the key bordering markets of France and the
Netherlands, largely due to an unchanging excise tax environment. Cigarette taxation remained constant
between 2009 and July 2012 and since then there has been a marginal reduction in the ad valorem %, offset
by a small increase in the specific tax®

Notes:  (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Sources: (1) KPMG EU Flows Model. (2) Euromonitor, downloaded April 2014. (3) Eurostat. (4) EC Excise Duty tables (Part IIl —
Manufactured Tobacco).
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

ND(L) inflows continued to increase

ND(L) by origin - 2006-2013"2)(a)b)
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Non-domestic ND(L) legal inflows of manufactured cigarettes have increased by 35.4% in 2013

e ND(L) from Luxembourg declined by 18.3% in 2013, the only major decline. Although outbound tourism to
Luxembourg was steady over this period® and there was a marginal increase in commuter flows to 40,000
people, increases in fuel prices and inflation in general may have dissuaded smokers who traditionally
travelled to Luxembourg to buy a ‘bundle’ of goods. The price differential per pack of 20 cigarettes stayed
constant during the year at €0.94

e Incidence of French origin cigarettes increased from 0.09bn to 0.29bn. This was true in both larger Belgian
cities (i.e. Antwerp) and in smaller towns sampled. As prices in France are above those in Belgium, all inflows
from France are classed as ND(L). Inflows from the Netherlands also increased, which is likely for similar
reasons to France

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) UN WTO Tourism Factbook 2008-12, UN WTO.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013"2/2)
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The ND(L) brand share is largely driven by the change in volumes from the three largest inflow countries %
e The marginal decline in Marlboro arises due to the offsetting effects of greater French and Dutch inflows, but w
lower volumes from Luxembourg 5
. . LL
e Due to oversampling of the Marlboro brand, a second methodology was used to determine inflow volumes, o)
as explained on page 10 O
o
o

e Growth in non-domestic Camel largely resulted from greater French and Netherlands inflows, whilst volumes
from Luxembourg fell

¢ |nflows of Gauloises also declined due to smaller inflows from Luxembourg

e "Other” inflows comprises smaller volumes of around 20 brands, such as L&M, Pall Mall and Chesterfield

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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C&C INFLOWS BY COUNTRY

C&C declined, driven by a decrease in Belarusian,
Polish and Russian volumes

C&C by origin - 2006-2013"a)b)
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Counterfeit and contraband (C&C) consumption represents a smaller share of consumption than
ND(L)volumes in 2013 following a 10.4% decline

e The main flows of C&C arise from Eastern European markets where manufactured cigarette prices are
significantly cheaper than domestic product

e Consumer research did not identify trips made to Belarus in the year and therefore inflows from Belarus are
allocated to C&C

e |nflows from both Poland and Russia fell in 2013, which may have been driven by a €0.04 decline in the price
differential with these markets®. There have also been declines in outbound tourism to Poland®

e “Other” C&C flows mainly represent other non-EU volumes (0.18bn), further Eastern European inflows (such
as Romania) and some Duty Free flows

e Counterfeit cigarettes do not appear to be a significant issue in Belgium, making up only 5.8% of C&C
volumes in 2013

e |f these cigarettes had been legally purchased in Belgium, the tax revenue gained would have been approximately €145m

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Source: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) EC Excise Duty tables (Part Ill — Manufactured Tobacco). (4) UN WTO Tourism Factbook
2008-12, UN WTO.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-2013("2)
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Inflows of contraband cigarettes account for over four fifths of total C&C volumes

e The largest C&C brand is L&M, with inflows from Poland and Russia accounting for this. Winston is another brand
with high C&C incidence; Belarus, Moldova, Russia and Ukraine drive these flows

e Marlboro C&C flows have a relatively high share, though inflows from Poland fell this year

Breakdown of lllicit Whites by type - 2007-2013 ((2(a)b)

LABELLING OF ILLICITWHITES INFLOWSTO BELGIUM

| o | | zon| o z0u] 200] zmeo
0.00 0.00 0.00 0.06 0.05 0.04

(19)%

Country specific 0.00

Duty Free 0.00 0.00 0.00 0.00 0.00 0.00 0.01 n/a
Unspecified 0.00 0.00 0.00 0.00 0.00 0.00 0.01 n/a
Total lllicit Whites 0.00 0.13 0.02 0.03 0.07 0.05 0.06 3%

¢ |llicitWhites represent 7.2 % of total C&C inflows in 2013 and country lllicit Whites are the most common
type. The main lllicit Whites brands appear to be Karelia, Austin and Ducal

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows
(b) A methodology and definition of Illicit Whites is provided in the methodology section.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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BELGIUM APPENDIX

EPS results and EU Flows Model
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e The EPS in Belgium collected 5,600 packs during the course of the year. This was undertaken as two waves —one
conducted in Q2 (April/May) and one in Q4 (October / November). Each wave collected 2,800 packs across the
largest 18 towns and cities. The number of packs collected in each city is weighted by the city population

e Analysis of the EPS data highlighted that the region of Luxembourg (and the city of Arlon specifically) had been
underrepresented in the sample. The regions were re-weighted to help ensure that the EPS share of each region
aligned with the regional share of the country’s population. This had the effect of uplifting inflows from Luxembourg
and overall ND incidence from 17.2% to 17.8%

¢ (Non-domestic) Marlboro packs appeared to be overstated in the EPS results when compared to Marlboro's share
of legal domestic sales in the country. A second methodology has therefore been used to model ND Marlboro
which is more in line with ND(L) results and domestic brand share. The balance has been allocated to other brands.
This is further explained in the methodology section of the appendices

Sources: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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BELGIUM APPENDIX

ND(L) volume calculations and explanations

COUNTRIESWHERE ND(L) IS 100% OF TOTAL

Luxembourg 0.42 0.42 100%
France 0.29 0.29 100%
Netherlands 0.17 0.17 100%

e Owing to outbound travel of around 0.18m in the year (a relatively large volume considering the size and population
of Luxembourg), 40,000 daily outbound commuters to Luxembourg and a number of large towns and cities in close
proximity to the border (meaning significant border shopper and commuter flows), 100% of non-domestic inflows
from Luxembourg have been classed as legal flows

e Based on higher prices for manufactured cigarettes in France and the Netherlands, inflows from these two markets
have been classed as legal

Sources: (1) KPMG EU Flows Model.
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BULGARIA '

lllicit Whites were the main driver for
Counterfeit & Contraband increase
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KEY INFLOWS AND OUTFLOWS
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(a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Total consumption grew slightly, with stable legal
domestic sales and increased C&C

Legal domestic sales as per
Bulgarian Customs Agency data

TOTAL BULGARIA CONSUMPTION

Legal domestic sales (LDS) 18.06  18.77 16.80 10.91 10.80  :11.57 1150 : (1%
Outflows -0.67 -0.49 -0.47 -0.27 -0.29 -0.38 -0.36 (5)%
Legal domestic consumption (LDC) 1738 18.28 16.33 10.64 10.51 11.19 11.14 (0)%
Non-domestic legal (ND(L)) 0.14 0.22 0.23 0.15 0.15 0.15 0.15 0%
Counterfeit and contraband (C&C) 2.19 2.75 3.26 4.78 2.69 2.08 2.51 21%
Total non-domestic 2.33 2.97 3.50 4.93 2.84 2.23 2.66 19%
Total consumption 19.71 21.25 19.83 15.57 13.36 13.42 13.79 3%
100%
16.5%
80% [
1%
<
o 60%
< 83.4% .
O 40% 80.7%
— W C&C
) m ND(L)
m 20% m (0C
Outflows
UO
b -3.4% 23% -2.4% 17% 2.1% -2.8% -26%
-20%
2007 2008 2009 2010 2011 2012 2013
=
(:/)'J Total manufactured cigarette consumption in Bulgaria rose by 3% in 2013, with greater levels of non-
— domestic product contributing to the increase
LLl e | egal domestic sales (LDS) remained largely flat, despite unemployment increasing slightly from 11.1% to
8 11.3% and average personal disposable income declining by 2.9%©©
g e Price changes have remained stable with WAP increasing by 0.7% in 20137

Note: (a) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used (see
methodology section)

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers (2) Synovate/lpsos ND(L) research
2013 (Ipsos acquired Synovate in 2011) (3) Independent agency Empty Pack Surveys, 2006 — 2013 (4) Bulgarian
Customs Agency data for legal domestic sales volumes in 2012 and 2013(5) The Economist Intelligence Unit (6)
Euromonitor Passport (7) EU Commission WAP tables
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INFLOWS AND OUTFLOWS

Inflows increased, mainly driven by a higher
presence of lllicit Whites

' 65% of Duty Free inflows
. were lllicit Whites brands  :

@ o .
Duty Free 190 256 207 219 1.23 1.28 ::}“1..'9'5'“'} 52%
Unspecified 0.00 0.00 0.77 1.68 1.05 0.47 0.36 (23)%
Serbia 0.24 0.10 0.25 0.29 0.20 0.17 0.09 (49)%
Spain 0.00 0.01 0.00 0.00 0.00 0.00 0.02 >100%
Ukraine 0.08 0.18 0.13 0.1 0.05 0.01 0.01 27%
Counterfeit 0.00 n/a
Other 0.10 0.13 0.28 0.66 0.31 0.29 0.23 (23)%
Total inflows 2.33 2.97 3.50 4.93 2.84 2.23 2.66 19%

Non-domestic inflows to Bulgaria rose by 19% in 2013. This increase is due to an increase in lllicit Whites brands

e Corsair, My Way and Palladium are the most prevalent lllicit Whites brands with Duty Free labelling. These brands
comprise over 29% of the 1.95bn Duty Free inflow

e Packs of unspecified market variant are also lllicit Whites brands, with Raquel the most prevalent, accounting for
30% of the inflow

e Anincrease in the WAP of Serbian cigarettes of 16.2% in 2013 may be a contributing factor in the 49% volume decline®

OUTFLOWS FROM BULGARIA

PROJECT SUN i BULGARIA

France 0.17 0.08 0.04 0.02 0.03 0.05 0.09 71%
Germany 0.05 0.04 0.04 0.03 0.07 0.06 0.08 27%
Belgium 0.04 0.01 0.13 0.05 0.01 0.04 0.04 4%
UKk 0.09 0.13 0.09 0.03 0.06 0.08 0.03 (58)%
Greece 0.15 0.07 0.04 0.02 0.03 0.03 0.03 12%
Netherlands 0.02 0.02 0.00 0.04 0.03 0.03 0.03 (14)%
Other 0.16 0.15 0.13 0.08 0.05 0.09 0.07 (25)%
Total outflows 0.67 0.49 0.47 0.27 0.29 0.38 0.36 (5)%

Outflows from Bulgaria have declined by 5% in 2013, with France and Germany the major destination
markets

e Qutflows continue to be of low volumes

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Source: (1) KPMG EU Flows Model. (2) EU Commission WAP tables.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

ND(L) volumes were stable and account for a low
level of consumption

ND(L) by origin 2007-2013("3)a)b)

0.25 023
0.22
0.20
38
= 0.15 0.15 0.15 0.15
€05 0.14
=z
)
© 0.10 W Other
E B Spain
L B Romania
0.05 m UK
W ltaly
W Germany
0.00
2007 2008 2009 2010 2011 2012 2013
100%
80%
0y 0
R 65.2% 65.2% 65.2% Ui
60%
<
T 2.9%
< 40% I 10.2% 1.1% 1.1% 1.1% M Other
) —— | 56% [ 56% M| 56% | B Spain
7 4% : B Romania
= 20% ) . K
W ltaly
m W Germany
0%
m 2007 2008 2009 2010 2011 2012 2013
= Germany, Greece, Italy and Turkey remained popular travel destinations for Bulgarians, with all inflows
(:/)) from these countries therefore assumed to be legal
5 ¢ As a neighbouring higher priced market, all flows from Romania were assumed to be legal
L
)
@)
o
o

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

Most brands have shown a decline in ND(L) inflows, with the exception of Karelia

e The most popular ND(L) brand is Marlboro. Germany, Greece, Italy, Turkey and the UK comprise 74% of the
Marlboro ND(L) balance

e 65% of Karelia branded cigarettes are from Greece and Turkey

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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C&C INFLOWS BY COUNTRY

lllicit Whites brands are driving increased
C&C in 2013

C&C by origin 2007-2013"23)()

5
4
8
©
g3 2,69
é 219 2,08 W Other
22 : 1.44 ® Counterfeit
= : 143 M Russia
= ' W Spain
1 1.85 - | 070 | o B Ukraine
g ==== =-E R0
. ' 047
2007 2008 2009 2010 2011 2012 2013
100%
80%
53.5%
60 68.9%
0
7.3% W Other
40% 2.5% — B Counterfeit
—— B Russia
- % 8.1% B Spain
20% . W Ukraine
L : 23.6% 225% W Serbia N
M Unspecified

Total C&C in Bulgaria increased by 21% between 2012 and 2013, driven by an increase in lllicit White
brands

e |fthe 2.51bn C&C cigarettes in 2013 had been legally purchased in Bulgaria the tax revenue gained would have

<
-
<
O
—
)
m
0% —
|_I 2007 2008 2009 2010 2011 2012 2013
=
)
wn
|_
O .
LLl been approximately €247m
S
@)
o
o

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total inflows.
Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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C&C INFLOWS BY BRAND

8%

\V

The increase in C&C has been driven by lllicit White brands such as Corsair, My Way and Palladium
e Counterfeit volumes remain low in Bulgaria in 2013, with C&C dominated by lllicit Whites brands

;" 65% of Duty Free inflows -
. were lllicit Whites brands  :

. . ........................

LABELLING OF ILLICITWHITES INFLOWSTO BULGARIA <

: o

—— . <

Duty Free 0.09 0.14 0.26 0.52 0.57 0.64 - 127 : 98% (@)

.......... ~

Country specific 0.00 0.00 0.04 0.10 0.10 0.05 0.08 64 % C:D)

Unspecified 0.00 0.00 0.28 1.1 0.82 0.40 0.29 (29)%

Total lllicit Whites 0.09 0.14 0.58 1.73 149 1.10 1.64 50% m

lllicit Whites are an increasing part of illicit trade in Bulgaria, accounting for 65% of C&C volumes in 2013 =

e The majority of lllicit Whites in 2013 with Duty Free labelling, with Corsair, My Way and Palladium accounting 5))

for 46% of the Duty Free lllicit Whites balance —

O

LLl

)

©)

o

o

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of Illicit Whites is provided in the methodology section.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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BULGARIA APPENDIX

EPS results and EU Flows Model

35% 34.1% y
0 33.3% i :In 2012 and 2013 non-

. domestic incidence is
®stated on a cigarettes basis.:
. Prior to this a packs basis :
3 was used i

30%

25%

22.8%

0y
213% 22.0%

0 _.‘
20% 19.0% :

17.6%

Bulgar- TMA Bulgar- EPS  EPS EPS EPS EPS EPS EPS EPS EPS EPS  EPS
tabac 2008 tabac Q3 Q02 02 02 04 02 04 02 04 02 04
2007 2009 2007 2008 2009 2010 2010 2011 2011 2012 2012 2013 2013

0y 0,
15% Bl 14.0% 14.0%

Share of total consumption

10%

5%

[e=]

EPS has shown an increase in non-domestic incidence since 2012

e The empty pack survey in Bulgaria collected 10,000 packs during the second and fourth quarters of the year.
These packs were collected across 14 towns and cities. The number of packs collected in the town or city is
weighted by its population

PROJECT SUN i BULGARIA

Sources: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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CROATIA

Croatia has low volumes of counterfeit and
contraband but high levels of lllicit VWhites

Total C&C: 0.25 billion cigarettes
% C&C: 3.7%

CROATIA

Total consumption:
6.83 billion cigarettes

PROJECT SUN
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KEY INFLOWS AND OUTFLOWS

€5.02
olon 56 % of inflows

from Bosnia and
Herzegovina

\

1in20

cigarettes consumed
are C&C

Bosnia
and 0.02
Herz. billion

Kosovo

007
billion

Over 1 000/0

increase in C&C from
Kosovo

PROJECT SUN

Main outflow -
Main inflow -

Note: (a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.

© 2014 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.




MANUFACTURED CIGARETTE CONSUMPTION

The first year of analysis suggested a decline in

overall consumption and the majority of inflows
being C&C

TOTAL CROATIA CONSUMPTION

Legal domestic sales (LDS) 722 6.71 (7)%

Outflows -0.18  -0.23 31% 3%

Legal domestic consumption (LDC) 704 6.47 (8)% 95%

Non-domestic legal (ND(L)) n/a 0.10 n/a 2%

Counterfeit and contraband (C&C) n/a 0.25 n/a 4%

Total non-domestic 0.71 0.35 (50)% 5%

Total consumption 776 6.83 (12)%

0 et o . In 2012 and 2013 this box indicates both C&C
100% [ 929 B : and ND(L) as no consumer research was
: conducted in Croatia in 2012/13 non-domestic
80% g incidence is stated on a cigarettes basis.
Prior to this a packs basis was used

0% B D
<C 40% W Non-domestic
|: B Outflows
< . B C&C
o) 20% m ND(L)
e LDC
QO 0% —— E—

2.3% -3.4%

-20% 2012 2013
= Both legal domestic sales (LDS) and non-domestic consumption appear to have fallen in 2013 as a result of
) reduced overall consumption, which may have been impacted by Croatia’s membership of the EU
2 e Qverall non-domestic incidence fell from 9.2% to 5.2 % between 2012 and 2013 (Croatia was not part of the EU for the
5 2012 study and hence a comparative split of non-domestic into ND(L) and C&C is not available)
LLl e Assuming that outflows remained the same between 2012 and 2013, the results imply that overall consumption has
2 fallen by around 12%
o e Price rises of 10% of the WAP may have contributed to the significant decline in consumption
(Al

e The economic environment was mixed; despite high unemployment in Croatia of 20%“ Personal Disposable
Income grew by 2% in 2013®

Note:  (a) As Croatia was not in the EU in 2012 KPMG has used historic legal domestic sales data but did not report on 2012
volumes. Therefore the volumes reported for 2012 is an estimate based on historic data and not generated by the 2012 EU
flows model. (b) Non-domestic incidence for 2012 is given as no consumer research was undertaken for Croatia
before 2013.

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research 2013 (lpsos
acquired Synovate in 2011). (3) Independent agency Empty Pack Surveys, 2012 — 2013. (4) Croatian Statistical Office, 2013.

(6) Euromonitor, Personal Disposable Income, 2013, downloaded March 2014.

© 2014 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
60 International Cooperative, a Swiss entity.



INFLOWS AND OUTFLOWS

Inflows almost halved between 2012 and 2013,
with the main sources coming from neighbouring
non-EU countries

INFLOWSTO CROATIA

Bosnia and Herzegovina 0.46 0.20 (56)%

Kosovo 0.01 0.07 >100%

Serbia 0.07 0.05 (34)%

Duty Free 002 ooy T G - All Duty Free labelled packs

"""" were lllicit Whites brands

Counterfeit 0.00 [07:
Other 0.16 0.01 (93)%

Total inflows 0.71 0.35 (50)%

Based on analysis of the 2012 and 2013 empty pack survey results in Croatia, inflows from Bosnia & Herzegovina make
up over half of the overall inflow

e \Whilst cigarette prices in Croatia are some of the lowest in the EU, prices in Bosnia & Herzegovina are on average
€0.99 cheaper, which may create incentive for smuggling of contraband product

e However, the tightening of border security and reduction of the legal allowance since Croatia’s accession to the EU
may also have driven the lower flows

e Kosovo became a more significant inflow market in 2013

<
OUTFLOWS FROM CROATIA |:
<<
@)
Germany 0.07 0.09 25% -
O
Austria 0.03 0.03 0%
Slovenia 0.01 0.03 <100%
Other 0.07 0.09 28%
Total outflows 0.18 0.23 31%
Outflows appear to be generated by tourists purchasing cheaper cigarettes before retuming from holidays as =z
opposed to cross-border sales (:/))
e Prior to joining the EU land border limits would have been just 40 cigarettes from Croatia, resulting in low —
outflows to the EU, which now appear to be increasing O
e The largest outflow in 2013 was to Germany, a major source of tourism for Croatia -
@)
o
o

Note: (a) As Croatia was not in the EU in 2012 KPMG has used historic legal domestic sales data but did not report on 2012
volumes. Therefore the number is an estimate based on historic data and not generated by the EU flows model.
(b) The Duty Free inflow contains both “other” Duty Free product and lllicit VWhites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Source: (1) KPMG EU Flows Model.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Low import allowances from Bosnia &
Herzegovina mean that overall ND(L)
volumes are low

6.7%
Germany 9.8%
0.01 billion Serbia

0.01

Total: 0.1 billion cigarettes
58.6%

Bosnia and

Herzegovina

0.06 billion

0.04 billion

ND(L) volumes represent 1.5% of total consumption

e Consumer research in Croatia indicated that 60% of consumers that travelled and purchased cigarettes in
2013 travelled to Bosnia & Herzegovina

e The low legal limit of 40 cigarettes per land crossing resulted in 37% of the total flow from Bosnia coming
from legal purchases

e Consumer research also showed that a small number of trips were made to Serbia, where once again the low

E legal limit of 40 cigarettes resulted in these trips only accounting for 26% of the total flow
<

@) e Consumer research indicated that L&M was the most popular brand purchased. Other brands purchased
g included Paramount, Vogue, Multifilter and Winston

=

)

w

|_

O

LLl

)

©)

o

(Al

Note:  (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

60% of counterfeit and contraband in Croatia comes
from lllicit Whites brands manufactured in non-EU
countries

ND(L) by origin and brand 2013")(b)

15%
1% Other
Counterfeit  [(RO:04billion
0.00 billion

23%
Other
0.06 billion

45%

o Al i Ronhill
Total: 0.25 billion cigarettes 041 billion

56% 28%
Bosnia and Kosovo
Herzegovina 0.07 billion
0.14 billion

32%
Malboro
0.08 billion

LABELLING OF ILLICITWHITES INFLOWSTO CROATIA
Billion cigarettes m

Country Specific 0.15 Lttt .
....... gt All Duty Free labelled packs

Duty Free $0.02 et : were lllicit Whites brands <
Unspecified 0.00 E
Total lllicit Whites 0.17 O
o
O
63% of the flow from Bosnia & Herzegovina and the majority of the flow from Kosovo make up most of =
the C&C consumed within Croatia (:/))
e The consumer research indicated that travel from Croatia to Kosovo was limited, indicating that almost all of |L_)
this flow is likely to be C&C H)J
e All of the flow from Kosovo was from the brand Ronbhill, whilst a large proportion of the flows from Bosnia & g:)
Herzegovina came from Marlboro [l

e Ronhill was also the only brand with Duty Free and Unspecified markings on it, as well as being widely
available across Croatia and neighbouring countries

e |f the total volume of counterfeit and contraband had been consumed legally within the Croatian market, an
additional tax revenue of approximately €25 million would have been raised by the Croatian Treasury

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of Illicit Whites is provided in the methodology section.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
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CROATIA APPENDIX

EPS non domestic estimates

Significant decline in
: non-domestic ]
. incidence since Croatia has
. beenamember of the
European Union

20%

15%

10%

5%

Share of total consumption

0%

EPS EPS EPS EPS EPS
Q42009 Q42010 Q42011 Q42012 Q42013

e The empty pack survey in Croatia collected 3,000 in 2013. This was undertaken as a single wave conducted in
Q4 (October). The sample focused on 8 cities and the number of packs collected in each city was weighted by
the city population

¢ No adjustments were made to the data in our analysis

CROATIA

PROJECT SUN

Note: (a) For many countries the project methodology changed in 2012 when the non-domestic incidence was reported by the
number of cigarettes rather than the number of packs. For Croatia all data is presented by the number of cigarettes.
Source: (1) Independent agency Empty Pack Surveys, 2009 — 2013.
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CROATIA APPENDIX

Non-domestic legal volume calculations and
explanations

KPMG non domestic legal flows Croatia

COUNTRIESWHERE ND(L) IS 100% OFTOTAL

2013 ND(L) >

Germany 0.01 100%

USE OF CONSUMER RESEARCH AND ANY ADJUSTMENTS FOR 2013 DATA

Total trips Data sources
where )(3)
Country cigarettes | packets
purchased (m) | per trip®
2)(3)
Bosnia and Herzegovina 1.9m 2 3.71 1.9m Consumer 0.06 37%
research,
Excise
allowances
Serbia 0.04 0.3m 2 0.62 Consumer 0.01 26%
research,
Excise
allowances
<
I_
<
©)
o
O
e Consumer research was used in order to estimate the level of non-domestic legal inflows to Croatia =
)
e \Whilst this represents 1.85 million trips, the majority day trips, the legal limit of 40 cigarettes per trip resulted w
in 37% of the total flow from Bosnia coming from legal purchases |L_)
* Consumer research also showed that a small number of trips were made to Serbia, where once again the low uﬁJ
legal limit of 40 cigarettes resulted in these trips only accounting for 26 % of the total flow O
o
(ol

e For Germany, as itis a higher priced country, it is assumed that 100% of the flow is legal

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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CYPRUS

'

y
RN

PROJECT SUN

66

CYPRUS

Overall consumption was stable

Counterfeit and contraband (C&C)
—@— C&C as a % of consumption

0.04

Vlolume (bn cigarettes)

4.5%

0.00
2006 2007 2008 2009

18

Volume (bn cigarsttes)

2008 2009

2010

2010

2011

2011

2012

2012

2013

2013

5%

4%

3%

2%

1%

0%

% of consumption

12.8%
llicit
Whites
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KEY INFLOWS AND OUTFLOWS

1in21

cigarettes consumed
are C&C

82%
decline in outflows
to UK

0.007
billion

Greece

12%
d e
ecrease In lega 0025 €408

domestic sales .0
billion

0.040
billion

Unspecified
Dutv Free

Main outflow -
Main inflow [l

(a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Overall consumption increased as outflows declined
significantly whilst non-domestic flows grew

;'. Updated figures from 2012 report
: revised after tax stickers were .
. released to the EU after publication  :

TOTAL CYPRUS CONSUMPTION

Legal domestic sales (LDS) 1.60 1.67 1.72 1.71 1.75 1.51 1.63 1.45 (12)%
Outflows 023 027 026 -025 -022 024 -0.21 -0.05 (77)%
Legal domestic consumption (LDC) 1.38 1.40 1.46 1.45 1.53 1.27 1.42 1.40 (2)%
Non-domestic legal (ND(L)) 0.12 0.11 0.10 0.10 0.02 0.01 0.01 0.02 59%
Counterfeit and contraband (C&C) 0.02 0.03 0.03 0.03 0.01 0.01 0.03 0.07 >100%
Total non-domestic 0.14 0.14 0.13 0.13 0.03 0.03 0.04 0.09 >100%
Total consumption 1.51 1.55 1.59 1.58 1.56 1.29 145 1.48 2%
1.5% 1.7% 1.7% 1.7%

80%

60%
% 90.9% 91.7% 91.7%
o 40%
o W C&C
> 0 m ND(Y
8 20% | (DC

Outflows
0%
32%
% -20%
;‘ér‘ 2006 2007 2008 2009 2010 2011 2012 2013

= A 2% increase in total manufactured cigarette consumption was caused by an increase in non-domestic
) consumption as well as a decrease in outflows
w
= e The biggest impact on legal domestic consumption has been the decline in outflows, mainly to the UK
O
'-'_)J e Tax increases consisted of a 0.72% increase in VAT® resulting in the overall weighted average price increasing
@) by 4.3%
o e The financial crises in Europe since 2008 and further crisis in Cyprus since 2012 may have impacted

manufactured cigarette consumption as unemployment grew significantly from 3.7% in 2008 to 174 % in 2013
while GDP per capita declined by 7% over the same period

Note: (a) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used.

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
2012 (lpsos acquired Synovate in 2011). (3) EC Excise Duty tables (Part Ill — Manufactured Tobacco) as at January 2013/
January 2014. (4) The Economist Intelligence Unit.
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INFLOWS AND OUTFLOWS

Main non-domestic sources were from Duty Free
or unspecified markets

5% of Duty Free flows
were lllicit Whites

Duty Free 0.014 0017 0.061 0.060 0.009 0.014 0.023 :0.040 77%
Unspecified 0.000 0.000 0.000 0.000 0.000 0.003 0.004 0.025 >100%
Greece 0.006 0.006 0.014 0.014 0.005 0.001 0.001 0.007 >100%
Bulgaria 0.000 0.000 0.000 0.000 0.003 0.000 0.000 0.005 n/a
Russia 0.000 0.000 0.008 0.008 0.005 0.000 0.004 0.002 (56)%
Counterfeit 0.000 n/a
Other 0118 0.1177 0.049 0.049 0.005 0.010 0.011 0.008 (B1)%
Total inflows 0.138 0.141 0.132 0.131 0.027 0.028 0.043 0.087 >100%

Total non-domestic inflows more than doubled as both non-domestic legal (ND(L)) and counterfeit and
contraband (C&C) flows increased

e The majority of non-domestic cigarettes had either Duty Free or Unspecified labelling, accounting for approximately
70% of total non-domestic flows

e The largest inflow country was Greece where inflows increased significantly from 1 million to 7 million cigarettes

wn
)
oc
(Al
OUTFLOWS FROM CYPRUS 5
UK 0.213  0.250 0.241 0.214 0.200 0.205 0.193 0.034 (82)% %
Greece 0.013 0.000 0.000 0.000 0.0083 0.006 0.002 0.004 >100% 4
Germany 0.002 0.004 0.003 0.003 0.004 0.000 0.003 0.004 28%
Netherlands 0.000 0.000 0.000 0.000 0.000 0.006 0.004 0.003 (36)% %
Other 0.002 0.005 0.007 0.029 0.012 0.023 0.003 0.000 (100)% (Q
Total outflows 0230 0.266 0.258 0.252 0.218 0.239 0.211 0.048 (77)% &J)
=
©)
Total outflows decreased by 77% in 2013 as flows to Cyprus’ main outflow country, the UK, fell E

significantly
e QOutflows to the UK, a higher priced market which historically accounted for 70% of total outflows reduced
- This may have been partially caused by a 7% decline in tourist flows from the UK to Cyprus®@®

e The decrease in outflows was partially offset by increased outflows to Greece and Germany

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling. Given this
complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites component is broken
out in the “C&C inflows by brand” section. See Methodology section which outlines lliicit VWhites brands and definition.

Sources: (1) KPMG EU Flows Model. (2) Arrivals of tourists by country of usual residence, 1980-2012, Republic of Cyprus,
Statistical Service; downloaded April 2014. (3) Tourism statistics, January- December 2013, Republic of Cyprus,
Statistical Service; downloaded April 2014.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Mediterranean markets close to Cyprus account
for the majority of non-domestic inflows

ND(L) by origin - 2006-2013"2\a)b)

042 0115 0.115
0.105 0.105
0.10
8
= 0.08
s
L 0102 0.102 0085 0085
©
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0.02 0.00c_ W 0.006 | 0.001 ST 0009 = Bl
000 0013 i W Greece
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100% 0/ 0 0/ 0 0 0 0 5
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80%
60%
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= 13.8%
o 40% . A
& W Other
20% ; : m iy
© ) Bz 26.2% S W Bulgaria
» 530/2 530/2 12.5% 12.4% B Greece
0
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=¥*”“’«1

ND(L) volumes increased as a share of total consumption

e Allinflows from Greece were categorised as non-domestic legal consumption as the price difference
between Greece and Cyprus was only €0.58% in 2013

¢ |Inflows from Bulgaria, where the average price difference was €1.70 per pack, totalled 5 million cigarettes in
2013. Analysis of the consumer research and travel and purchasing patterns showed that 58% of Bulgarian
flows were legal

PROJECT SUN

- An analysis of historic consumer research, updated to reflect travel trends in 2013 resulted in the number
of trips made to purchase cigarettes being 14,000 "

- An average of 10 packs per trip were brought per trip

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleat.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) EC Excise Duty tables (Part Ill — Manufactured Tobacco) as at January 2013/ January
2014.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand 2006-2013/"2(=)
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The increase in ND(L) showed a consistent level of growth between the main brands
e Malboro, Benson & Hedges and Superkings together accounted for 45% of total ND(L) inflows

e “Other” legal inflows consisted of smaller volumes of just over 35 other brands

PROJECT SUN

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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C&C INFLOWS BY COUNTRY

Contraband volumes increased significantly in
2013

C&C by origin 2006-2013")(a)
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C&C more than doubled in 2013, largely due to a significant increase in cigarettes with unspecified labelling
e Almost 40% of C&C flows were unspecified cigarettes, classified as lllicitWhites

¢ |n Russia, relatively few tourist flows were identified in the consumer research and the price difference was high at
over €2.77%9, therefore 75% of inflows were categorised as C&C flows

PROJECT SUN

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) EC Excise Duty tables (Part Il — Manufactured Tobacco) as at January 2013/ January
2014.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-2013("2)
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S llicit Whites made up of 5% :
: of overall Duty Free flows
Composition of lllicit Whites inflows - 2006-2013 ("(2)a)b) ’ ’

..............................

LABELLING OF ILLICITWHITES INFLOWSTO CYPRUS

Country Specific 0.000 0.002 0.000 0.002 0.005 0.006 0.006 7%
Duty Free 0.000 0.000 0.000 0.000 0.000 0.001 0.000 o : (68)% :
Unspecified 0.000 0.000 0.000 0.000 0.000 0.000 0.002 n/a
Total lllicit Whites 0.000 0.002 0.002 0.002 0.005 0.007 0.009 18%

All C&C consumption in Cyprus consisted of contraband and lllicit Whites inflows as no counterfeit cigarettes
were identified in the EPS

e The largest contraband brand was Marlboro, followed by Victory, manufactured by Bulgartabac

e [f the total volume of C&C had been consumed legally within Cyprus, an additional tax revenue of approximately
€10 million would have been raised by the CypriotTreasury

Consumption of lllicitWhites brands is increasing

e This was partly due to an increase of lllicit Whites brands such as Super Sunday and President with unspecified
labelling

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of lllicit VWhites is provided in the methodology section.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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CYPRUS APPENDIX

EPS results & EU Flow Model
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= ® The empty pack survey (EPS) in Cyprus collected 1,000 packs during the course of the year. This was
) undertaken in T wave conducted in Q4 (October)
w
— e The sample focused on the top 4 cities in Cyprus, which covered 67.4% of the total population. The number
8 of packs collected in each city is weighted by the city population
8 e No adjustments were made to the data in our analysis
o
o

Sources: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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CZECH REPUBLIC g

Counterfeit & Contraband increased, partially
driven by growth in lllicit Whites
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KEY INFLOWS AND OUTFLOW
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(a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

PROJECT SUN i CZECH REPUBLIC

78

Total consumption declined in the Czech Republic,
while outflow volumes increased substantially

TOTAL CZECH REPUBLIC CONSUMPTION
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Total consumption of manufactured cigarettes fell by 12.7% in the year in comparison to only a 4.0%
decline in legal domestic sales (LDS); an increase in outflows is the major reason for this difference

e The overall economic environment remained challenging

- The level of unemployment increased, growing almost 1% in the year to 7.7 %%

- GDP per capita may remain depressed until approximately 2016, despite a marginal increase
in 2013. There was also a decline in PDI, following a prior year fall

e Legal OTP volumes have increased in recent years"®, suggesting there may have been some switching by
consumers

Note:

Sources:

(a) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used (see

methodology section).

(1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
2013 (lpsos acquired Synovate in 2011). (3) 2014 Economist Intelligence Unit. (4) Euromonitor, downloaded January
2014. (5) European Commission releases for consumption of fine cut tobacco, 2002-2012.
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INFLOWS AND OUTFLOWS

Outflows grew as a share of total consumption,
largely accounted for by increased flows to
Germany and Austria

Total inflows by country of origin - 2006-2013"@

ND INFLOWSTO CZECH REPUBLIC

Billion cigarettes 2006 2007 2008 2009

Duty Free 0.08 0.08 0.18 0.12 0.21 0.14 0.12 0.15 26%
Ukraine 0.06 0.06 0.69 0.71 0.51 0.25 0.16 0.11 (334)%
Belarus 0.00 0.00 0.00 0.03 0.04 0.11 0.05 0.10 >100%
Poland 0.01 0.01 0.12 0.09 0.06 0.03 0.01 0.05 >100%
Russia 0.01 0.01 0.05 0.12 0.07 0.06 0.05 0.03 (25)%
Counterfeit 0.08 n/a
Other 0.05 0.06 0.41 0.25 0.27 0.16 0.12 0.15 27%
Total inflows 0.21 0.21 145 1.32 1.15 0.75 0.50 0.68 35%

Total inflows remain low as a share of total consumption, although volumes increased this year

e Having declined between 2008 and 2012, there was an upturn in total inflows in 2013, with the largest volumes originating from cheaper
Eastern European markets

e The relative importance of these Eastern European flows continued to evolve this year, as inflows from Poland and Belarus grew, whilst
Ukrainian and Russian inflows fell again

e “Other” inflows reflect smaller volumes from EU markets such as Slovakia and Italy as well as inflows from non-EU markets such as
Serbia

¢ Total Duty Free inflows grew in the year, with the lllicit Whites with Duty Free labelling increasing as a proportion of this total and now
representing almost two fifths of total Duty Free flows. The main brand sold as an lllicit Whites appears to be Jin Ling, with smaller
volumes of Esse and 821

Total outflows by destination country — 2006-2013"

OUTFLOWS FROM CZECH REPUBLIC

Billion cigarettes 2006 2007 2010 201 2013  2012-13 %
Germany 3.77 3.28 3.63 3.563 4.66 5.69 5.01 6.14 23%
Austria 0.17 0.16 0.20 0.23 0.25 0.47 0.47 0.61 31%
UK 0.21 0.29 0.1 0.07 0.03 0.04 0.06 0.06 5%
Other 0.61 0.47 0.22 0.17 0.27 0.10 0.15 0.17 16%
Total outflows 4.76 4.19 4.06 4.00 5.21 6.30 5.68 6.99 23%

Having declined in 2012, total cigarette outflows increased this year to almost 7.0bn cigarettes

PROJECT SUN i CZECH REPUBLIC

e This was largely a result of greater outflows to Germany, as well as larger flows to Austria
e |nJanuary 2013, excise changes drove an 8.9% increase in WAP in Poland (up from €2.28 per 20 cigarettes to €2.65) compared to
a4.2% increase inWAP in Czech Republic, resulting in a change in WAP from €2.73 to €2.88 per 20 cigarettes®?

e As such, in markets such as Germany and Austria, the saving from purchasing Polish cigarettes compared to Czech cigarettes
decreased significantly and may have contributed to the increase in outflows from Czech Republic, while those from Poland
declined

¢ |naddition, foreign exchange movements towards the end of 2013 also made the Czech origin product comparatively cheaper,
encouraging outflows into more expensive neighbouring markets

Notes:  (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Sources: (1) KPMG EU Flows Model. (2) EC Excise Duty tables (Part Ill — Manufactured Tobacco).

© 2014 KPMG LLR 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. 79



PROJECT SUN i CZECH REPUBLIC

80

NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

ND(L) flows remain low, likely due to comparable
or higher prices for cigarettes in bordering markets

ND(L) by origin - 2006-2013"2!)b)
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Non-domestic legal (ND(L)) volumes increased by 57.2% in 2013, largely due to greater inflows from
neighbouring markets, but remained small as a proportion of total consumption

e | egal volumes from Poland increased considerably. Based on growth in outbound tourism to Poland and the
fact that prices between the two markets broadly equalised this year (based on WAP®), all of these flows
were assumed to be legal

¢ | egal inflows of Slovakian cigarettes also grew, and based on significant and growing outbound tourism
(c. 1.5m trips®) and a marginally higher price in the Slovakian market, all of these flows were assumed to be legal

e Other legal flows of manufactured cigarettes arose from Austria and Greece, both of which are higher priced
than Czech Republic and see large inbound tourist flows from the country®

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) EC Excise Duty tables (Part Ill — Manufactured Tobacco). (4) UN WTO Tourism Factbook
2008-2012, UN WTO.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013"2/a)
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Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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C&C INFLOWS BY COUNTRY

C&C inflows increased, mainly driven by the
Grodno Tobacco brands from Belarus

C&C by origin - 2006-2013("2alib)
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Counterfeit and contraband (C&C) inflows increased this year, both in terms of volumes and share of
consumption

e Asaresult of consumer research and tourist data highlighting low outbound tourism to countries such as
Ukraine and Belarus®, almost all of the inflows from these markets are allocated to C&C

e The Empty Pack Survey (EPS) results highlighted a greater incidence of cigarettes from Belarus (especially
into Brno and Ostrava in the East and into the capital, Prague); the majority of the inflows were products
manufactured by the Grodno Tobacco Company

e Seizures of manufactured cigarettes also increased versus prior year. The Czech Customs Annual Report details
seizures up from 6m cigarettes in 2012 to 35m cigarettes in 2013, which is the highest level reported since 2009%?

e Counterfeit cigarette volumes are a relatively large issue in the Czech Republic, representing 20.2% of total
C&C flows this year

e |f these cigarettes had been legally purchased in the Czech Republic the tax revenue gained would have been
approximately €45m

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleat.
Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources

provided by manufacturers. (3) UN WTO Tourism Factbook 2008-2012, UN WTO.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-2013"2)(@ q‘
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The overall incidence of GrodnoTobacco brands grew in the year

e |llicit Whites appear to be a relatively significant issue in the Czech Republic, with consumption this year accounting
for 35.2% of total C&C volumes. The largest lllicit Whites brand consumed were Fest (an lllicit Whites with
Belarusian health warning) and Jin Ling (an lllicit Whites with Duty Free labelling)

e The Fest brand recorded the highest incidence in the Czech EPS
¢ |nflows of Jin Ling with Duty Free labelling increased

e Consumption of as many as 25 other lllicit Whites brands was evident, in much smaller volumes

Breakdown of lllicit Whites by type - 2007-2013("2)a)b)

LABELLING OF ILLICITWHITES INFLOWSTO CZECH REPUBLIC

n cigarettes
Country specific 0.00 0.02 0.11 0.07 0.12 0.05 0.09 73%
Duty Free 0.00 0.00 0.00 0.01 0.02 0.04 0.05 56 %
Unspecified 0.00 0.00 0.00 0.00 0.00 0.00 0.00 n/a
Total lllicit Whites 0.00 0.03 0.12 0.08 0.14 0.09 0.15 70%

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of lllicit VWhites is provided in the methodology section.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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Share of total consumption
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e The empty pack survey in the Czech Republic collected 21,004 packs during the course of the year. This was
undertaken through two waves, one conducted in Q2 (April) and one in Q3 (September/ October). Each wave
collected 10,502 packs across the 30 largest cities. The number of packs collected in each city is weighted by the
city population

Sources: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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CZECH REPUBLIC APPENDIX

ND(L) volume calculations and explanations

KPMG non domestic legal flows Czech Republic

OF CONSUMER RESEARCH AND ANY ADJUSTMENTS FOR 2013 DATA

Total trips
where | Number of

2013 ND(L)
(bn sticks)

ND 2013

(bn sticks) ™ cigarettes | packs per Data sources @4

purchased trip (m)
(m)21a

Country

Consumer research,
Poland 0.05 0.45 7 3.02  WTO, WAP pricing tables 0.05 >100%

Consumer re;earch,
Slovakia 0.02 0.72 2 1.567 WTO, WAP pricing tables 0.03 >100%

¢ To estimate the legal element of inflows from Poland, consumer research formed the basis of the calculation for
the legal component of flows. This was then updated for a decline in outbound tourism® and relative price changes
(to adjust the average number of packs brought back per trip). On this basis, the legal element was estimated as
0.05bn cigarettes, which is marginally above 100% of the total non-domestic inflow

¢ |nthe case of Slovakia, consumer research has also been used. This consumer research implies legal volumes
exceed total non-domestic incidence however as the flow is considered immaterial, no capping is applied

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) Synovate/lpsos ND(L) research 2013. (3) UN WTO Tourism Factbook 2008-2012, UN
WTO. (4) EC Excise Duty tables (Part Il — Manufactured Tobacco).
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Counterfeit and contraband is a relatively small
share of total consumption

Counterfeit and contraband (C&C)
—@— C&C as a % of consumption
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KEY INFLOWS AND OUTFLOWS
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e
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Note: (a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.

Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Total consumption declined, despite a sharp
increase in counterfeit and contraband volumes

Increase in C&C driven by increased
packs collected from lower priced
countries such as Poland and Lithuania

TOTAL DENMARK CONSUMPTION

Legal domestic sales (LDS) 8.08 793 779 775 739 713 6.64 5.95 (10)%
Outflows -0.28 -0.17 -0.23 -0.17 -0.17 -0.10 -0.15 -0.10 (33)%
Legal domestic consumption (LDC) 780 776 756 758 722 703 6.48 5.85 (10)%
Non-domestic legal (ND(L)) 0.36 0.36 0.34 0.22 0.31 0.30 0.23 0.14 (37)%
Counterfeit and contraband (C&C) 015 015 051 028 034 023 017 023 37% |
Total non-domestic 0.52 0.51 0.85 0.50 0.65 0.53 0.39 0.37 (6)%
Total consumption 8.32 8.28 8.41 8.08 7.87 756 6.88 6.22 (10)%

1.9% 6.1%
100% ——
4.4%
80%
60%
93.8%
40%
W C&C
. B ND()
20% | (DC
Outflows
OO/D 0,
3.3% -2.0% -2.7% 2.1% -2.1% -1.4% -2.2% -1.7%
-20%

2006 2007 2008 2009 2010 2011 2012 2013

Overall consumption of manufactured cigarettes declined by 10% as both legal domestic sales (LDS) and
overall non-domestic consumption declined by 10% and 6% respectively

e The decline of non-domestic legal consumption appears to have been offset by growth in counterfeit and
contraband, as flows from neighbouring countries appear to have been offset by flows from countries where
counterfeit and contraband (C&C) is more prevalent

e During 2013 the WAP rose by 1.4%©, although taxes remained the same throughout

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
2013 (lpsos acquired Synovate in 2011). (3) EC Excise Duty tables (Part Ill — Manufactured Tobacco) as at January 2013/
January 2014.
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INFLOWS AND OUTFLOWS

Inflows to Denmark from neighbouring countries
were replaced by Duty Free and Poland flows

No Duty Free flows were
Illicit Whites brand

Duty Free 0.20 0.20 0.24 0.21 0.20 0.14 0.13 20%
Poland 0.04 0.04 0.07 0.03 0.03 0.03 0.02 59%
Sweden 0.10 0.10 0.10 0.05 0.17 0.11 0.04 0.04 (5)%
Germany 0.03 0.02 0.06 0.04 0.03 0.05 0.06 0.02 61)%
Lithuania 0.00 0.00 0.00 0.02 0.01 0.01 0.01 0.01 >100%
Counterfeit 0.01 n/a
Other 0.15 0.15 0.38 0.15 0.22 0.19 0.13 0.09 (35)%
Total inflows 0.52 0.51 0.85 0.50 0.65 0.53 0.39 0.37 (6)%

Whilst non-domestic inflows decreased by 6% between 2012 and 2013, flows increased from Poland and
Lithuania, along with a slightly higher Duty Free flow

e The increase in Duty Free cigarettes mainly came from the brand Prince

e Poland became the largest inflow country in 2013 as volumes increased by over 50%; inflows from Sweden were
broadly stable

- Both the increase in Polish visitors to Denmark for work and tourism along with a price difference of €2.53 (based
onWAP)? are likely to have had an impact on the increase in flows

¢ Flows from Germany have declined as prices in both countries are €0.31%? different, resulting in little incentive to buy é

over the border <

%

L

:
Netherlands 0.05 0.02 0.02 0.01 0.05 0.02 0.02 0.02 27%
UK 0.03 0.01 0.03 0.05 0.00 0.01 0.02 0.02 (7)%
Sweden 0.17 0.07 0.08 0.03 0.05 0.01 0.03 0.01 (53)%

Germany 0.03 0.02 0.04 0.04 0.04 0.03 0.03 0.01 (61)% =

Other 0.00 0.04 0.06 0.04 0.04 0.03 0.05 0.03 (41)% D)

Total outflows 0.28 0.17 0.23 0.17 0.17 0.10 0.15 0.10 (33)% (Q

O

Ll

Outflows decreased by 33% in 2013 as flows to neighbouring countries with similar prices fell 8

e Qutflows to Sweden and Germany, which previously represented the greater shares of outflows from E

Denmark, declined over 50% in 2013

e This may be explained by the limited price differences between each country, and by lower levels of cigarette
consumption in both countries

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit \Whites which have Duty Free labelling. Given this
complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites component is bro-
ken out in the “C&C inflows by brand” section. See Methodology section which outlines Illicit VWhites brands and definition.

Source: (1) KPMG EU Flows Model. (2) EC Excise Duty tables (Part Ill — Manufactured Tobacco) as at January 2013/ January
2014 Duty tables (Part Ill — Manufactured Tobacco).
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Markets bordering Denmark represent the main
sources of non-domestic legal consumption

ND(L) by origin - 2006-2013(")(a)(b)
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Non-domestic legal consumption (ND(L)) declined as a share of total consumption 2013
e Flows from Sweden, typically generated by Swedish tourists visiting Denmark, continued to decline
e Flows from Germany also declined as prices between each country are similar

e Being similar or higher priced markets®, all flows from Germany and Sweden are considered as ND(L)

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) EC Excise Duty tables (Part Ill — Manufactured Tobacco) as at January 2013/ January
2014.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand 2006-2013/"2(=)
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The percentage decline in ND(L) inflows was relatively consistent between the top 5 brands, although =
the most popular brands historically continued to represent a relatively high share of volumes )
w
¢ Prince and Marlboro continued to account for over 50% of total ND(L) inflows in Denmark —
O
e “Other” legal inflows consist of smaller volumes of 34 other brands %
©)
o
(ol

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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C&C INFLOWS BY COUNTRY

Counterfeit and contraband volumes increased,
mainly driven by higher volumes from Poland

C&C by origin 2006-2013(2
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C&C consumption increased as a share of total consumption in 2013

e Poland became the largest non-domestic inflow country in 2013, with 89% of total flows allocated as and C&C

- Whilst consumer research historically showed that those who travel to Poland do bring back cigarettes, both
the number of trips and number of packs brought back were low compared with the total number of cigarettes

- The number of reported trips in the consumer research was 14,185, which was the equivalent of 15% of total
trips made from Denmark to Poland®

- Analysis of the consumer research and travel data showed that 11% of the flows into Poland were legal
purchases, thus the remaining was classified as C&C

¢ Travel data showed very few trips were made to Lithuania and Romania, meaning that the majority of flows were
categorised as C&C

e The consumer research did not identify any trips to Belarus, thus all inflows were classified as C&C

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) UNWTO Tourism Factbook 2008-2012, UNWTO.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-2013("2)
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Contraband inflows accounted for the majority of C&C consumption in Denmark

e The largest contraband brand was Marlboro which came from many locations, followed by Prince
e \Winston predominantly originated from Lithuania and Poland

e Counterfeit cigarettes represented 4% of total C&C consumption

e |f the total volume of C&C had been consumed legally within the Danish market, an additional tax revenue
of approximately €49 million would have been raised by the Danish Treasury

Breakdown of lllicit Whites by type 2006-2013"2)a)b)

COMPOSITION OF ILLICITWHITES INFLOWS TO DENMARK

| ] o] ] [ zva] o] v

Country Specific 0.000 0.023 0.029 0.009 0.019 0.013 0.022 69%
Duty Free 0.000 0.000 0.000 0.002 0.001 0.006 0.000 (100%)
Unspecified 0.000 0.000 0.000 0.004 0.000 0.001 o0.001 88%
Total lllicit Whites 0.000 0.023 0.029 0.014 0.020 0.020 0.024 19%

Consumption of lllicitWhites brands increased by 57% in 2013 but still only accounted for 10% of C&C

e Major lllicit Whites brands were Fest and VP International, which originated from Belarus and Romania
respectively

e There were also some brands with unspecified labelling such as Manchester

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of lllicit Whites is provided in the methodology section.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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DENMARK APPENDIX

EPS results & EU Flow Model

12%
11.1% PP -

; In 2012 and 2013 non-domestic
10% :incidence is stated on a cigarettes basis.
: Prior to this a packs basis was used.

8.2% 8.2%

5
= 8% B N
o
E 7.0%
& 6.2% 6.1%
5 6% <
g 6%
e 5.6%
<)
s 4%
wn
2%
B EPS
4 Customs
0% Estimates

EPS 2007 EPS EPS EPS EPS EPS EPS EPS EPS
Q2 Q2 a2 Q2 Q4 Q2 Q2 a3 Q2
2006 2008 2009 2010 2010 2011 2012 2012 2013

The empty pack survey (EPS) in Denmark collected 5,300 packs during the course of the year. This
included an additional focus collection of 300 packs.

e The EPS was undertaken in 1 wave conducted in Q2 (June). The sample focused on 6 principal cities and 2
focus cities. The number of packs collected in each city is weighted by the city population

e No adjustments were made to the data

Sources: (1) MSintelligence Empty Pack Surveys, 2006 — 2013.
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ESTONIA ;,‘

lllicit WWhites were the largest component of
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KEY INFLOWS AND OUTFLOWS
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Note: (a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Total cigarette consumption fell as inflows
declined and outflows increased significantly

TOTAL ESTONIA CONSUMPTION

Legal domestic sales (LDS) 2.26 2.46 2.37 1.89 1.85 1.77 1.71 1.78 4%
Outflows 065 052 -043 -033 -024 024 026 -034 29%
Legal domestic consumption (LDC) 1.61 1.94 1.94 1.65 1.61 1.63 1.45 1.44 (1)%
Non-domestic legal (ND(L)) 0.14 0.05 0.03 0.10 0.06 0.04 0.10 0.07 (34)%
Counterfeit and contraband (C&C) 0.42 0.24 0.15 0.46 0.33 0.33 0.38 0.35 (10)%
Total non-domestic 0.55 0.29 0.18 0.56 0.39 0.37 0.49 0.41 (15)%
Total consumption 2.16 2.23 2.12 2.1 2.00 1.90 1.94 1.86 (4)%
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Total consumption of manufactured cigarettes declined marginally in 2013. Legal domestic sales (LDS)
volumes for the period however were greater than prior year

e Sales are likely to have been supported by growth in GDP per capita in the year, up almost €1,000®, whilst PDI
per capita also grew by 7.8% in 2013%

e Unemployment however increased marginally to 10.9%, despite having fallen in the two previous years®

PROJECT SUN - ESTONIA

Notes:  (a) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used
(see methodology section).

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
(3) EIU, GDP per capital, Unemployment, 2013. (4) Euromonitor, PDI, January 2014
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INFLOWS AND OUTFLOWS

Inflows are largely from neighbouring cheaper
non-EU markets of Russia and Belarus; outflows
to Finland grew

ND INFLOWSTO ESTONIA

Russia 0.22 0.23 0.14 0.51 0.36 0.30 0.38 0.25 (33)%
Belarus 0.00 0.00 0.00 0.00 0.00 0.03 0.05 0.1 >100%
Duty Free 0.05 0.01 0.02 0.02 0.01 0.02 0.04 0.03 (30)%
Latvia 0.18 0.02 0.00 0.00 0.00 0.00 0.00 0.00 52%
Finland 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00 (40)%
Counterfeit 0.01 n/a
Other 0.09 0.02 0.01 0.03 0.01 0.01 0.01 0.01 (44)%
Total inflows 0.55 0.29 0.18 0.56 0.39 0.37 0.49 0.41 (15)%

Non-domestic (ND) inflows declined during the year and also fell as a share of total consumption

e Typically inflows originate from cheaper neighbouring market of Russia and more recently Belarus in the South. Inflows
from Belarus more than doubled in the year, up from 0.05bn cigarettes in 2012 to 0.11bn in 2013. This may be due to the
widening of the price differential, which increased to €1.96 per 20 cigarettes in January 2013 (from €1.85 in 2012) and
remained higher throughout the year?

Despite an increase in the price differential with Russia in 2013, inflows declined 33.1% to 0.25bn cigarettes. Inflows have
been significant in the past, partly due to the long border between the two markets. Lower Russian inflows this year may

have been the result of the increased availability of comparatively cheaper cigarettes from Belarus i:
e The Empty Pack Sgrvey (EPS) shqwed grea.test Qeclines in Russian incidence Qlose o th.e_ border, such as Narva anq %
Kohtla-Jarve. The highest growth in Belarusian cigarettes was also to be found in these cities. In July 2013, the WAP in =
Russia was €1.16 for 20 products, compared to €0.66 in Belarus” &
e Duty Free volumes have typically been low and declined in 2013. lllicit Whites with Duty Free labelling account for only
1.9% of total Duty Free volumes and the main brand sold as lllicit Whites appears to be Jin Ling I
Z
Finland 043 025 025 027 021 020 021 032 51% (_:/))
UK 0.02 003 005 000 000 001 002 0.00 (73)% 5
Netherlands 0.00 0.01 000 0.00 0.00 0.01 0.01  0.00 (71)% L%J
Other 020 023 013 006 003 002 0.02 0.01 (63)% 8
Total outflows 065 052 043 033 024 024 026 034 29% O

The decline in total consumption, despite growth of LDS, is in part due to greater outflows in the year

e This was almost entirely driven by greater flows to Finland. Estonian cigarette packs are almost half the price of
those sold in Finland, based on the WAP Despite a small decrease in the price differential in January 2013 (down
from €2.07 per 20 cigarettes to €1.88), this then grew in July 2013, up to a high of €2.27 per 20 cigarettes®?.

The geographical proximity of the markets and the ongoing price differential means these flows continue to be
relatively significant

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit \Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Sources: (1) KPMG EU Flows Model. (2) EC Excise Duty tables (Part Il — Manufactured Tobacco).
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

ND(L) inflows declined in 2013, driven
predominantly by a fall in legal inflows
from Russia

ND(L) by origin 2006 - 2013("a)b}
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Non-domestic legal ND(L) volumes in Estonia represent a relatively small share of total ND

e Cigarette inflows from the bordering Latvian market and nearby Lithuania are minimal and this is likely due to
low price differentials for cigarettes between these three countries

e Most inflows originate from Russia and Belarus. Consumer research indicates that travellers to Russia bring
back relatively few packs per trip on average. As such, only about a fifth of inflows from Russia are allocated to
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e |n contrast, there are minimal outbound tourism to Belarus® and as such all of the Belarusian inflows are
classed as counterfeit and contraband (C&C)

e |n addition, tighter laws were introduced in 2013 which limited inflows from outside the EU. This may have had
the effect of reducing non-domestic legal flows

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleat.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) UN WTO Tourism Factbook 2008-2012, UN WTO.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013 ("2)()
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Marlboro remains the largest ND(L) flow by brand, likely due to its ease of availability in other markets

e ND(L) comprises a large number of small individual brand flows, the largest of which is Marlboro, and which
declined this year by 16.5% to 0.01bn cigarettes

e "Other” comprises smaller volumes of around 50 brands

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.
Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources

provided by manufacturers.
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C&C INFLOWS BY COUNTRY

The decline in C&C was driven by lower volumes
from Russia, partly offset by higher volumes from
Belarus

C&C by origin - 2006-20132)al(b)
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C&C has historically been a greater share of total ND in Estonia, which may be due to the close proximity
of cheaper non-EU markets, long borders and limited customs resources
e Russian origin cigarettes make up the largest component of C&C as outbound tourism and average packs per
= trip are not great enough to account for the entire Russian ND incidence per the EPS
a e All flows from Belarus are allocated to C&C due to minimal outbound tourism®
— e |t appears that C&C products are widely consumed in smaller towns (and therefore likely also in rural areas)
8 and this may be due to the relatively low incomes in those areas
8 e The population has traditionally shown a higher tolerance for illicit products than other EU markets. Estonia
o also represents one of the key transit routes for illicit products into other Eastern and then Western European
o markets

e Certain measures have been introduced to tackle the cross border trade, such as the renewal of border
technologies. The Estonian government has also introduced an awareness campaign, focusing on educating
the consumer about the risks of illicit cigarettes

e Counterfeit cigarettes are a relatively small issue (0.01bn cigarettes out of 0.35bn C&C)

e |f these C&C cigarettes had been legally purchased in Estonia, the tax revenue gained would have been
approximately €38m

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleat.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) UN WTO Tourism Factbook 2008-2012, UN WTO.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-2013 2)3)a)
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lllicit Whites account for 54% of the C&C consumption in Estonia in 2013, with large flows from both Russia
and Belarus

¢ |nflows of More have fallen due to lower flows from Russia, but this has been in part offset by greater incidence of
Bayron. The growth in flows from Belarus has resulted in growing incidence of the key Grodno Tobacco brands, such
as Festand Premier

Breakdown of lllicit Whites by type 2006-2013"2)a)b)

LABELLING OF ILLICITWHITES INFLOWSTO ESTONIA

PROJECTSUN | ESTONIA

Billion cigarettes 2007 2008 2009 2010 2011 2012 2013 2012-13 %
Country specific 0.01 0.00 0.07 0.05 0.08 0.12 0.19 64 %
Duty Free 0.00 0.00 0.00 0.00 0.00 0.00 0.00 59%
Unspecified 0.00 0.00 0.00 0.00 0.00 0.00 0.00 (100%)
Total lllicit Whites 0.01 0.00 0.07 0.05 0.08 0.12 0.19 64%

e Country specific lllicit Whites are the main component of the total lllicit Whites volumes, and the largest brands are
Bayron (Russia), Fest and Premier (both Belarus)

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of lllicit Whites is provided in the methodology section.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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ESTONIA APPENDIX

EPS results and EU Flows Model
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e The EPS in Estonia collected 6,600 packs during the course of the year. This was undertaken in two waves —
one conducted in Q2 (April) and one in Q4 (September / October). Each wave collected 3,300 packs across the
largest 14 towns and cities. The number of packs collected in each city is weighted by the city population

e Unlike nearby Latvia and Lithuania, Estonia has a largely urban population (70% urban?) and following analysis
of the EPS data it was not deemed necessary to re-weight the regions

PROJECT SUN - ESTONIA

Sources: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
(2) Euromonitor, downloaded January 2014.
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ESTONIA APPENDIX

ND(L) volume calculations and explanations

KPMG non domestic legal flows Estonia

KPMG NON DOMESTIC LEGAL FLOWS ESTONIA

ND 2013
8 2013 ND(L)
Country (bn stlcki)) (bn sticks)

Latvia 0 0 100

USE OF CONSUMER RESEARCH AND ANY ADJUSTMENTS FOR 2013 DATA

ND 2013  Total trips where Number of Total Data 2013
Country (bn sticks) cigarettes packs_per packs sources 2 ND(L) (bn
™" purchased (m)2® trip® (m) sticks)
Consumer
Russia 0.25 1.32 2 2.65 research, 0.05 21%
WTO

e To estimate the legal element of inflow from Latvia, consumer research has been used. As this consumer
research implies a legal volume greater than the total non-domestic incidence and given the materiality of the
flow, this has been capped at 100% of non-domestic inflows

¢ |n the case of Russian inflows:

— Consumer research appeared to understate the likely number of trips to purchase cigarettes. Instead, trips
were modelled as outbound travel multiplied by manufactured cigarette prevalence

— Consumer research also appeared to understate average packs per trip. It is instead assumed that
consumers bring back the legal maximum into Estonia from outside the EU, set at 2 packs

Notes:  (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) Synovate/lpsos ND(L) research 2013. (3) UN WTO Tourism Factbook 2008-12, UN
WTO.
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FINLAND ‘

Total consumption declined, along with
decline in the Counterfeit & Contraband
and Non-Domestic Legal

Manufactured cigarette C&C volumes and share of overall consumption 2006-13
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KEY INFLOWS AND OUTFLOWS

Russia and Estonia
account for more than

1in6 6in 10 .o
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Note: (a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Total consumption has fallen, reflected in both
legal domestic sales and non-domestic volumes

TOTAL FINLAND CONSUMPTION

Legal domestic sales (LDS) 5.05 4.95 4.90 4.88 4.68 4.76 4.65 4.49 (3)%
Outflows -0.07 -0.04 -0.05 -0.04 -0.01 -0.04 -0.04 -0.02 (61)%
Legal domestic consumption (LDC) 4.99 4.91 4.85 4.85 4.67 4.72 4.61 4.47 (3)%
Non-domestic legal (ND(L)) 0.73 0.41 0.44 0.59 0.36 0.40 0.36 0.33 (10)%
Counterfeit and contraband (C&C) 0.64 1.08 1.07 0.85 0.95 0.93 1.01 0.88 (13)%
Total non-domestic 1.38 1.49 1.51 1.43 1.31 1.34 1.37 1.20 (12)%
Total consumption 6.36 6.41 6.37 6.28 5.97 6.06 5.98 5.68 (5)%
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Total manufactured cigarette consumption in Finland fell by 5% in 2013; legal domestic sales (LDS)
declined at a slower rate of 3%, while non-domestic volumes experienced a more rapid decline of 12%

e Economic conditions in Finland worsened in 2013 as unemployment rose by 0.4 percentage points to 8.1%
and average PDI remained stable®

e | DS volumes may have been impacted by a 2.4% WAP rise in 2013©

e Consumer research suggests that smoking incidence of manufactured cigarettes has continued its long term
decline and reduced by 0.4 percentage points between 2012 and 2013 to 26.7 %

Sources: (1) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used
(see methodology section).

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research

2013 (Ipsos acquired Synovate in 2011). (3) Independent agency Empty Pack Surveys, 2006 — 2013. (4) Euromonitor
Passport. (5) The Economist Intelligence Unit. (6) EU Commission WAP tables.
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INFLOWS AND OUTFLOWS

Russian, Estonian and Duty Free cigarettes are
the main inflows to Finland

. Prior to 2013, Finnish inflows from Russia were calculated

* through analysis of seizure data and border crossings. In 2013, : Jeeeeremeresananes .

: only Finnish EPS has been used to create the Russian inflow. f:' No lllicit Whites ~
:As a result of this there has been an estimated reduction in the:: ~ p hc \vere  +
- Russian inflow to Finland. Had the 2012 seizure and tourist f/ow;} present in Duty
i methodology been used the Russian inflow would have stood : Free in 2013 :
) at 0.92bn cigarettes JEN

ND INFLOWSTO FINLAND

Russia 062 089 08 083 é....‘?.-.‘?? ........ 079 .082: 043 (47)%
Estonia 043 025 025 027 021 020 021 032 51%
Duty Free 019 029 026 021 030 026 021 028 32%
Ukraine 000 000 002 000 001 000 002 002 15%
Poland 000 000 000 000 000 000 001 002 92%
Counterfeit 0.00 n/a
Other 013 006 009 012 010 009 011 013 23%
Total inflows 138 149 151 143 131 134 137 120 (12)%

Non-domestic inflows to Finland fell by 12% in 2013. The main component of this decline is a decrease in inflows
from Russia

e The largest non-domestic inflows to Finland are from Russia and Estonia

- The high price differential with Russia, where the WAP of a pack of 20 cigarettes in 2013 was €1.23, may act as an
incentive to transport cigarettes into Finland, where the WAP is €4.70?

- Estonia is a popular holiday destination for Finns, with ferries travelling between the two countries where cigarettes
can be easily purchased. The WAP differential between the two countries increased from €1.88 to €2.07 in 2013, which
may be driving increased consumer purchases®?

OUTFLOWS FROM FINLAND

PROJECT SUN EIE FINLAND

UK 0.00 0.00 0.01 0.02 0.00 0.00 0.01 0.00 (75)%
Netherlands 0.01 0.00 0.00 0.00 0.00 0.01 0.01 0.00 (65)%
Sweden 0.01 0.02 0.00 0.00 0.01 0.00 0.00 0.00 (2)%
Other 0.05 0.02 0.04 0.01 0.01 0.02 0.02 0.01 (60)%
Total outflows 0.07 0.04 0.05 0.04 0.01 0.04 0.04 0.02 (61)%

Outflows from Finland have traditionally been low and continue to be so in 2013, decreasing from 0.04bn
cigarettes in 2012 to 0.02bn cigarettes in 2013

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Sources: (1) KPMG EU Flows Model. (2) EU Commission WAP tables.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Legal inflows declined by 10% in 2013, driven
mainly by a decline in volumes from Estonia

ND(L) by origin 2006-2013("23)(al(®b)
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= Non-domestic legal (ND(L)) flows into Finland are significant, amounting to more than one quarter of
) total non-domestic consumption. Most legal flows come from Russia and Estonia
w
— e As a bordering nation with significantly cheaper cigarettes there may be the incentive for cross-border
8 shopping in Russia (see appendix for more details)
@) e There are significant tourism flows to Estonia, with numerous ferry services running between the two
o- countries (see appendix for more details)
o

Note:  (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013("2/3)(a)
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L&M and Marlboro comprise over 75% of non-domestic legal inflows

e 80% of L&M and 58% of Marlboro comes from Estonia and Russia, the largest sources of ND(L) into Finland

Note:

(a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total

inflows.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model
(3) KPMG analysis of data sources provided by manufacturers.
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C&C INFLOWS BY COUNTRY

Russia and Estonia are the main sources of
contraband product in 2013

C&C by origin - 2006-2013MR3)a)
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Total counterfeit and contraband (C&C) in Finland has decreased by 13% between 2012 and 2013

e Inflows from Russia have historically been modelled on a mixture of Finns travelling to Russia, Russians
travelling to Finland, and cigarette seizures by Finnish customs. In 2013, this methodology has been revised
to be consistent with the overall methodology; the EPS data was used as the sole measure of the Russian
inflow in 2013

- Had the 2012 methodology been used the Russian inflow would have been 0.81 bn cigarettes (0.92 ND
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o inflow less 0.11 ND(L)), giving an increase in overall C&C to 1.34 bn, or 33%

¢ |nflows from Estonia have increased, which may have been driven by the greater price differential between
the two countries, rising from €1.88 to €2.07 in 2013“. The most popular brands were L&M and Marlboro,
accounting for over 60% of the total Estonian C&C volumes

e |f the 0.88bn C&C cigarettes in 2013 had been legally purchased in Finland the revenue gained would have
been approximately €159m

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers. (4) EU Commission WAP tables.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-2013"2)a)
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Russian and Estonian contraband inflows of L&Vl and Marlboro are the main components of C&C in Finland

Composition of lllicit Whites inflows - 2006-2013"®)

LABELLING OF ILLICITWHITES INFLOWSTO FINLAND

Billion cigarettes 2013 2012-13 %
Country specific 0.00 0.02 0.01 0.02 0.01 0.01 0.03 >100%
Duty Free 0.00 0.00 0.01 0.00 0.00 0.00 0.00 (100)%
Unspecified 0.00 0.00 0.00 0.00 0.00 0.00 0.00 n/a
Total lllicit Whites 0.00 0.02 0.02 0.02 0.01 0.01 0.03 >100%

lllicit Whites represent only a very small proportion of consumption in Finland, accounting for 3% of total
C&C volumes in 2013

e The most common brands in 2013 were Bayron, Esse and Fest, which contributed approximately one third of
the total lllicit Whites volume

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total inflows.
(b) A methodology and definition of Illicit Whites is provided in the methodology section.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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FINLAND APPENDIX

EPS results & EU Flow model
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e The EPS Survey in Finland has shown an increase in non-domestic incidence since 2012

e The empty pack survey in Finland collected 5,000 packs during the second quarter of the year. It collects
these packs across 11 towns and cities

Source: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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FINLAND APPENDIX

ND(L) volumes calculations and explanations

KPMG NON DOMESTIC LEGAL FLOWS FINLAND

UNWTO, Estonian

Estonia 032 0.5 0 5 010  33%
E - customs
Russia 043 : 06 D10 e, B 011 26%
! Finnish travel to Estonia decreased by : :
4% over 2012 levels. It is assumed i Assumes tourists take 10 packs (legal :
that the maximum of 10 packs are  :: limit) per trip :
purchased D

Consumer research is used to calculate the ND(L) inflow volume to Finland
Estonia is a popular holiday destination for Finns, with regular ferry services between the two countries.
e Tourist flows to Estonia declined by 4% in 2013

e |n 2013 0.54 million trips were made by smokers who purchased cigarettes. The average purchase was
13 packs. As per Estonian customs the maximum permitted export is 10 packs, therefore all packs above
this limit are classified as contraband®”

e This results in 33% of Estonian inflows being classified as legal
ND(L) consumer research identified approximately 600,000 travellers to Russia who purchased cigarettes in 2013

e Russia is a considerably cheaper market than Finland, with a WAP of €1.23 in 2013%. In the consumer research,
respondents stated that on average they only purchased one pack when travelling to Russia. Due to the large
price difference it has been assumed that they would purchase the maximum permitted allowance of 10 packs

e This results in 26% of Russian inflows being classified as legal

PROJECT SUN EIE FINLAND

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the
total inflows.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) World Tourism Organization, Yearbook of Tourism Statistics dataset, 2013. (4) Estonian Customs (Tulli),
Customs Instructions for Passengers, July 2013. (5) EU Tax tables to see prices and price increases.
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FRANCE ‘

Counterfeit & Contraband volumes declined,
compensated by growing Non-Domestic Legal
consumption

Manufactured cigarette C&C volumes and share of overall consumption 2006-13
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KEY INFLOWS AND OUTFLOW

Duty Free

262
billion

€4.30 [Pt
|

Spain

C&C inflows from
Algeria almost
doubled; accounted
for 1/5 of the total

Algeria

85% of no(L)

volumes originated
from the five bordering
EU markets

b%[ﬁ]gn €488
S P 395
[
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2.00
billion
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Over 4/ 5

of C&C inflows in
2013 were contraband
cigarettes

Amost 9iIN10

cigarette inflows from
bordering EU markets
were as ND(L)

byl €2.81

Romania

0.58
billion

Other Africa

Main outflow -
Main inflow [l

(a) Map shows major flows. Countries which are both source and destination countries are coded according to the

larger flow.

(1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Overall consumption of cigarettes continued to
decline although a reduction in legal domestic
sales was partially offset by a rise in non-domestic
inflows S :

‘Legal domestic sales data does not include Corsican volumes,".
* which in 2013 were 0.75bn cigarettes. EPS data classifies
packs from Corsica as non-domestic

TOTAL FRANCE CONSUMPTION

................................................................................................

Legal domestic sales (LDS) P9577 ..54% 5389 ... 5499 1 480 o eam 5146 .. 4753 1 @)%
Outflows 091 132 092 -0.61 -0.68 042 -0.63 -0.66 6%
(Lfg(a:‘)domesm consumption 54.86 53.63 52.67 54.38 54.11 53.69 50.83 46.87 8)%
Non-domestic legal (ND(L)) 766 5.29 4.74 3.29 4.24 3.63 4.50 6.13 36%
(Ccoggerfe”a”d contraband 8.45 10.04 11.55 9.20 9.29 10.74 10.34 9.64 7%
Total non-domestic 16.11 15.33 16.29 12.49 13.53 14.37 14.84 15.77 6%
Total consumption 70.97 68.95 68.96 66.86 67.64 68.06 65.67 62.64 (5)%

w 0,
o & w7
80% o 9% 49% o
60%
77.3% 77.8% 81.3% 80.0% 77.4% 74.8%
40%
W C&C
W ND(L)
20% W |DC
Outflows

The fall in the consumption of manufactured cigarettes continued the downward trend from 2012 at a
similar rate of decline, resulting in 7.6% lower legal domestic sales (LDS)

e The €0.40 (6.6%)" per 20 cigarettes rise in WAP during the year is likely to have been a contributing factor to
the decline in legal domestic sales

e Cigarette excise duty was also increased again in July 2013, by €0.20 per 20 cigarettes. A further increase of
the same amount came into effect in January 2014©

e Unemployment in France increased by one percentage point to 10.8% in 2013“. This continued an almost
uninterrupted upwards trend since the global economic crisis in 2008

e There have however been increases in both GDP per capita and PDI per capita in 2013%®

e Cigarette imports from other EU countries were relaxed in May 2013, from 5 cartons per vehicle to
10 cartons per person®®. Consumers are therefore more able to satisfy their needs through legitimately
imported cigarettes from cheaper foreign markets

e Consumer smoking trends support the decline in consumption of manufactured cigarettes

e | egal fine cut tobacco volumes continue to grow at a steady rate (and account for a growing share of total
tobacco sales)”, suggesting there may be a degree of switching to alternative tobacco products

e There has also been an element of switching to e-cigarettes by some consumers®®
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Notes: (a) In 2012 and 2013 non-domestic incidence is stated on a cigarettes basis. Prior to this a packs basis was used (see
methodology section).

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
2013 (lpsos acquired Synovate in 2011). (3) EC Excise Duty tables (Part Ill - Manufactured Tobacco). (4) 2014 Economist
Intelligence Unit. (5) Euromonitor, downloaded January 2014. (6) http.//osdroits.service-public.fr/particuliers/F804.xhtml.
(7) European Commission releases for consumption of fine cut tobacco. (8) www.nytimes.com. (9) www.reuters.com.
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INFLOWS AND OUTFLOWS

Increased inflows were mainly driven by higher
volumes from Belgium and Algeria

ND INFLOWSTO FRANCE

Duty Free 2.84 2.87 4.04 2.20 3.70 3.91 3.13 2.62 (16)%
Belgium 0.53 0.73 0.71 0.48 0.43 0.90 1.01 2.00 99%
Algeria 0.00 0.26 0.41 0.80 1.00 112 1.08 2.00 85%
Spain 3.42 3.25 4.38 2.40 2.08 1.57 2.33 1.84 (21)%
Luxembourg 1.00 0.95 0.86 0.58 0.52 0.73 1.1 1.08 (3)%
Counterfeit 0.13 n/a
Other 8.31 726 5.89 6.04 5.79 6.14 6.17 6.08 (M%
Total inflows 16.11 1533 16.29 1249 1353 1437 1484 15.77 6%

Non-domestic inflows have increased this year both in terms of volumes and share of total consumption

e The increase was largely the result of inflows from both Belgium and Algeria doubling versus 2012. Although non-
domestic as a share of total consumption has been rising slowly since 2009, it has only increased beyond the much
higher levels of 2008 this year

e |ncreased price differentials, combined with higher allowances on imported cigarettes from abroad, are likely to
have made non-domestic consumption more attractive

e Despite the overall increase in non-domestic volumes, Duty Free and inflows from Spain both declined during 2013

e Duty Free volumes have typically been one of the largest inflows. lllicit Whites with Duty Free labelling account for

only 1.3% of total Duty Free volumes (L'j
=
<
oc

OUTFLOWS FROM FRANCE H-
Belgium 0.07 0.15 0.03 0.16 0.07 0.06 0.09 0.29 >100.% :
Netherlands 0.37 0.35 0.12 0.08 0.35 0.13 0.16 0.14 (14)%
[taly 0.02 0.00 0.05 0.04 0.10 0.08 0.14 0.07 (49)%
Spain 0.22 0.31 0.33 0.08 0.01 0.03 0.04 0.07 81% %
Other 0.23 0.50 0.40 0.25 0.14 0.1 0.20 0.09 (563)% )
Total outflows 0.91 1.32 0.92 0.61 0.68 0.42 0.63 0.66 6% 5
Ll
)
Outflows from the French market are relatively low, most likely because cigarette prices in France are )
amongst the highest in Europe E

e The WAP of a pack of 20 in France was €6.10 in January 2013%?, which exceeded prices charged in all but two
of the EU markets considered within this Project SUN Report

e Qutflows increased marginally in 2013 as a result of higher flows to Belgium and Spain, though there was a
decline in flows to most other markets

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Sources: (1) KPMG EU Flows Model. (2) EC Excise Duty tables (Part Il — Manufactured Tobacco).
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Markets bordering France represent the main
sources of ND(L); growth in 2013 was largely due
to Belgium and Luxembourg

ND(L) by origin 2006-2013"2/al(®)
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Non-domestic legal (ND(L)) volumes have grown in absolute terms and have risen to 9.8% of total
consumption from 6.8% in 2012

e Greater ND(L) flows from Belgium may have been influenced by a widening price differential for cigarettes and
comparatively low levels of GDP per capita in North East France. The WAP differential between France and
Belgium for a pack of 20 cigarettes increased from €1.03 in 2012 to €1.33in 2013

e |n addition to price and income factors, another driver of large inflows from Belgium to France is the close
proximity of major French population centres to the Belgian border, both in terms of the border shopping
effect and the number of cross-border commuters. Legal flows from Belgium are assumed to be 90% of the
total incidence, based on tourist, commuter and border belt consumption flows

e Spanish ND(L) also marginally increased in 2013, from 1.38bn cigarettes in 2012 to 1.45bn cigarettes

e Despite an overall decline in inflows from Spain, legal volumes did not follow this trend and this is likely due to
a relatively stable level of border purchases and overall outbound travel to Spain

e ND(L) flows from Germany and Italy both increased in the year which may have been in response to a
widening price differential. Outbound tourism to both of these markets is significant®, as well as cross-border
commuters and border shoppers with Germany. As a result, all of the flows were allocated to ND(L)

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers. (3) UN WTO Tourism Factbook 2008-12, UN WTO.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013("®3)a)
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Growth in legal flows of brands is largely the result of larger volumes of Marlboro and to a lesser extent
L&M =
)
e Growth in volumes of ND(L) Marlboro largely originates from Belgium and Germany, with the Empty w
Pack Survey (EPS) showing greatest increases in incidence in the North East regions of Alsace Lorraine (l—_)
Champagne Ardennes and Nord Picardie L
=
¢ Belgian inflows also give rise to greater ND(L) incidence of the L&M brand, and this is again most apparent O
in North East France g

e Other legal inflows consist of smaller volumes of almost 40 other brands

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the
total inflows.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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C&C INFLOWS BY COUNTRY

Despite a large increase in Algerian flows, total
C&C declined in 2013 as illicit flows from markets
such as Spain decreased

C&C by origin - 2006-2013("3)(a)
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Although counterfeit and contraband (C&C) volumes were broadly flat in 2013, they increased as a share

L
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. 69 . I . ! .
2006 2007 2008 2009 2010 2011 2012 2013
=
a of total consumption
— ¢ Inflows from Algeria increased substantially this year. This was especially evident in major cities such as
Q Marseille, Paris and Lyon as well as the South of France more generally
E e Large immigrant populations in major cities are likely to have an effect on Algerian incidence as well as the
O significant price differential between the markets

o

o

e Based on consumer research around the average number of packs per trip and minimal outbound tourism to
Algeria®, as well as the implausibility of mass day trip border shopping, this increase has almost entirely been
allocated to C&C

e Other C&C inflows such as those from Romania and Russia also increased whilst flows from other Eastern
European markets, as well as some from Africa (e.g. Senegal) and Asia made up the remainder of C&C

¢ |ncidence of Romanian and Russian cigarettes was also highest in major cities such as Paris and Lyon

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources pro-
vided by manufacturers. (3) UN WTO Tourism Factbook 2008-12, UN WTO.
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C&C INFLOWS BY BRAND

C&C by brand - 2006-20132a)
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Contraband inflows represent the greatest share of C&C volumes with Marlboro the most prevalent
contraband brand in France

e |arge inflows of Marlboro C&C originated mainly from Algeria, whilst C&C flows of L&M arrived predominantly
from Russia

Breakdown of lllicit Whites inflows 2007-2013"2)()(b)

LABELLING OF ILLICITWHITES INFLOWSTO FRANCE

0.04 0.17 0.07 0.1 0.18 0.33 0.25

Country specifc (26)%
Duty Free 0.43 1.02 0.06 0.07 0.01 0.02 0.04 86%
Unspecified 0.00 0.00 1.87 0.85 120 0.73 0.75 2%
Total lllicitWhites 0.47 1.19 2.00 1.03 1.39 1.08 1.03 (5)%

e |llicitWhites brands accounted for 10.7 % of total C&C consumption. The most significant Illicit Whites brands
in France are American Legend, Austin and Ducal

e Counterfeit appears to only be a small issue in France accounting for only 1.4% of total C&C flows

e |f these C&C cigarettes had been legally purchased in France the tax revenue gained would have been
approximately €2.4bn

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) A methodology and definition of lllicit Whites is provided in the methodology section.

Sources: (1) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (2) KPMG analysis of data sources
provided by manufacturers.
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FRANCE APPENDIX

EPS results and EU flows model
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:In 2012 and 2013 non-domestic incidence:
: is stated on a cigarettes basis.
Prior to this a packs basis was used

e The EPS in France collected 34,500 packs during the course of the year. This was undertaken as three waves —
one conducted in Q2 (end of March to start of May), one in Q3 (July and start of August) and one in Q4 (October
and start of November). Each wave collected 11,500 packs across a total of 118 cities. A regional sampling plan
was used (share of EPS survey based on regional population shares) and the largest cities in each region were
selected. The number of packs collected in each city was weighted by the city population

e Fach wave of EPS data has been allocated the same weight within the KPMG EU flows model such that each
represents a third of the year

¢ (Non-domestic) Marlboro packs appeared to be overstated in the EPS results when compared to Marlboro’s
share of legal domestic sales in the country. A second methodology has therefore been used to model ND
Marlboro which is more in line with ND(L) results and domestic brand share. The balance has been allocated to
other brands. This is further explained in the methodology section of the appendices

e Spanish incidence in the Q2 2013 EPS was very low in South \West France when compared to previous years.
Border sales data and the ratio of Q2 to Q3 border sales has been used to uplift the Spanish incidence in the Q2
wave. The adjusted incidence is more aligned with prior years' results and the seasonality of Spanish incidence
SEen across waves

Sources: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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FRANCE APPENDIX

ND(L) volumes calculations and explanations

KPMG NON DOMESTIC LEGAL FLOWS FRANCE

Germany 0.62 0.62 100%

Consumer
Belgium 2.00 8.63 10 90.40 research, 1.81 90%
WTO

Consumer
Spain 1.84 5.04 14 72.32  research, 1.45 79%
WTO

Consumer
Luxembourg 1.08 6.98 7 46.40  research, 0.93 86%
WTO

e Owing to outbound travel of around 1.85m in the year and a number of large towns and cities in close proximity
to the border (meaning significant border shopper and commuter flows), 100% of non-domestic inflows from
Germany have been classed as legal flows

e Based on the much larger volumes seen entering France from Belgium, Luxembourg and Spain, additional
analysis has been performed to calculate the likely legal share

border shopper numbers have been used to calculate the legal component of the inflow

— Per the consumer research, 1.75m trips were made to Belgium in 2013 to purchase cigarettes. On average,
10 packs were purchased per trip and so 18.4m packs (or 0.37bn cigarettes assuming packs of 20 cigarettes)
were brought back legally

— Consumer research is likely to understate inflows from commuters and border belt shoppers however, as
the consumer research takes a representative sample of the country whilst on a regional basis there are
many large cities located close to the Belgian border

— For border shoppers an estimate is taken of the likely number of people within 2 hours drive of the Belgian
border and the proportion of those people owning a car. Using the cigarette smoking prevalence and
average daily consumption data, as well as the legal import limit of 10 cartons per person per trip, the total
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e For example in the case of Belgium, consumer research, the number of commuters and an estimation of likely :
=
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o
legal flow is estimated as 1.43bn cigarettes as

— Using inbound commuter numbers, implied smoking prevalence and average daily consumption data,
as well as an estimation of the number of working weeks spent in Belgium per year, inflows due to
commuters are estimated as 0.01bn

— In total, estimated legal inflows from Belgium are 1.81bn cigarettes this year

e Asimilar method to the above is used for Luxembourg and Spain (although flows owing to commuters are not
considered for Spain)

Notes:  (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total inflows.

Sources: (1) KPMG EU Flows Model. (2) Synovate/lpsos ND(L) research 2013. (3) UN WTO Tourism Factbook 2008-12, UN WTO.
(4) Population statistics from Insee.fr. (5) Car ownership data from European Environment Agency.
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GERMANY ‘

Higher inflows do not compensate for decline
IN consumption
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KEY INFLOWS AND OUTFLOW

1in9 cigarettes

consumed are C&C 990/0 o flows
from Belarus are C&C

0.96
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billion Belarus
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6.14
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Austria

0.62
billion

1 40/0 of cigarettes

consumed in Germany
are from Poland and
Czech Republic

1.99
billion

Duty Free

Main outflow -
Main inflow [l

Note: (a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

The decline In legal domestic sales was partially
offset by higher inflows

TOTAL GERMANY CONSUMPTION

Legal domestic sales (LDS) 93.177 8934 86.95 8549 8391 84.47 83.44 79.63 (5)%
Outflows -1.86 -1.31 -0.97 -0.84 -0.95 -0.86 -1.37 -1.42 3%
Legal domestic consumption (LDC) 91.31 88.03 8597 8465 8296 83.60 82.07 78.21 (5)%
Non-domestic legal (ND(L)) 10.55 8.87 9.39 8.62 8.43 8.62 9.50 10.43 10%
Counterfeit and contraband (C&C) 12.1 10.39 1153 1273 13.09 13.96 11.47 11.31 (M%
Total non-domestic 2266 19.26  20.92 21.35 2152 22588 2098 2173 4%
Total consumption 113.97 10730 106.89 106.00 104.48 106.19 103.04 99.95 (3)%
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-20%
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Whilst legal domestic sales (LDS) declined by 5%, non-domestic volumes increased by 4%

e The decline in overall consumption is consistent with the long-term decline in smoking prevalence seen in
Germany, however the decline in LDS appears to be being partially offset by an increase in non-domestic
cigarettes

e Manufactured cigarette consumption is unlikely to have been impacted by the economy in Germany which
remained stable in 2013. Unemployment fell slightly from 5.5% to 5.3% and PDI increased by 2.5%®

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research

2013 (lpsos acquired Synovate in 2011). (3) Euromonitor, downloaded March 2013.
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INFLOWS AND OUTFLOWS

Poland and the Czech Republic were the largest
inflow markets, but there was a significant
iIncrease from Belarus

Poland 653 685  6.32 754 749 864 854 754 S(12)%
Czech Republic 377 328 353 353 466 569 501 6.4 P23%:
Duty Free 161 063 199 161 168 153 170 199 [ i79% 7 4% of Duty
"""" . Free flow
Belarus 000 000 013 018 043 061 064 096 50% : was lllicit
: Whites .
Austria 023 017 020 018 033 028 018 062 >100% T
Counterfeit 0.66 n/a
Other 1052 833 876 832 693 583 491 3.82 (22)%
Total inflows 2266 19.26 2092 2135 2152 2258 2098 2173 4%

Despite continued price increases in Poland and the Czech Republic, the price difference based on the WAP in each
country respectively and in Germany is still €2.22 for Poland and €2.14 for the Czech Republic

¢ |n 2013 there were price increases of 5.5% in Poland and 4.2% in the Czech Republic, where there were also more
favourable exchange rates with the Euro in 2013.This may explain the shift between cigarettes coming from Poland to the
Czech Republic

¢ \Whilst combined flows from Poland and the Czech Republic accounted for overall growth of 0.13 billion cigarettes, there
were changes to inflows from other source countries:

— It appears that more German consumers are purchasing cigarettes in Austria, where legal domestic sales increased in
2013

—Increases in flows from Belarus are likely to be almost all C&C

>_
e
s
[am
LLI
@)
— Other major flows into Germany come from Russia, Hungary, Serbia and Ukraine M
OUTFLOWS FROM GERMANY
Z
D)
France 0.68 0.23 0.19 0.24 0.22 0.21 0.52 0.62 18% (9p)

|_
Netherlands 0.45 0.29 0.20 0.13 0.35 0.25 0.33 0.33 1% (@)

LLl
Poland 0.22 0.23 0.03 0.01 0.00 0.07 0.08 0.10 32% 8

oC
Other 0.50 0.55 0.55 0.46 0.37 0.33 0.44 0.36 (18)% o
Total outflows 1.86 1.31 0.97 0.84 0.95 0.86 137 142 3%

Outflows from Germany are mainly through border sales to the higher priced markets of France and the
Netherlands

e Atthe end of 2013 the price difference between Germany and the Netherlands was €0.27 and to France was €1.48

e All these flows are assumed to be legal purchases given the large population bases that live close to the German
border

Note: (a) The Duty Free inflow contains both “other” Duty Free product and Illicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines lllicit Whites
brands and definition.

Sources: (1) KPMG EU Flows Model.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

Two thirds of ND(L) volumes came from the
Czech Republic and Poland

ND(L) by origin 2006 - 2013(")2)a)b)

12
10.55
10 939 9.50
881 450 8.62 843 8.62
8 434 430 3.90
]

0.40

Volume (bn cigarettes)
(ep]

4 4.00 3 0.27 015 . : B Other
— 222 ?ES B | uxembourg
: -0 1.68 2.25 250 B Austria
2 B Poland
, I 3.00 2.30 2.35 213 2.00 1.90 . W Czech Republic
2006 2007 2008 2009 2010 2011 2012 2013
100% I 47.9% 50.4% 51.0% 45.2% 195%
‘ 43%
80%  [RE —
E——
0.8% 6%
60%
- 40% - r' o
1% B Other
< 39 B [yxembourg
E 20% B Austria
o B Poland
L 308% . 25.3% 20.0% B Czech Republic
@) 0% —
2006 2007 2008 2009 2010 20m 2012 2013
M The majority of ND(L) flows come from Czech Republic and Poland, whilst other ND(L) flows come from
other neighbouring countries with lower priced cigarettes
=
) e 70% of ND(L) consumption comes from Czech Republic and Poland
wn
— e Both borders are close to large population bases within Germany and the average price difference of €2.18 for
8 Poland and €2.14 for Czech Republic means that consumers could save over €20 per carton, or over €80 if the
) entire legal limit was purchased
©)
g e According to the Yellow Bag Survey, almost 70% of packs collected from Poland were in the East Germany

region closest to the Polish border, indicating that those that live closer to the border are more likely to
purchase cigarettes across the border

¢ The Czech Republic has typically been a more popular tourist destination than Poland® which may explain the
higher volume of ND(L)

e Flows from other countries such as France and Netherlands (all treated as legal) have fallen significantly, as
prices in these countries have risen faster than in Germany, resulting in fewer tourists or commuters likely to
bring cigarettes from these countries

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided in appendix.
Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lnsos ND(L) research 2013 and EU flows model
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013"2)()

12
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8.87

Volume (bn cigarettes)
o

9.39
5.54

I W Other
4 - 119 m 13V
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123 m Marlboro
0
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100%
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0
80%
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° .
o et m e
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. . 23.2% . - M Route 66
10% 127% [l 161% [ 230% [ 140% m Marlboro

0% —
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Brands are allocated to ND(L) through border sales data and consumer research

e Sales data from border shops in Poland and the Czech Republic are used in order to allocate the correct
percentage of brand sales from each of these countries

e For other countries consumer research is used to estimate the volume

e ND(L)I sales tend to incorporate more popular German brands compared to other sales in Poland, however
Route 66, with limited distribution within Germany, has become a popular cheaply priced option sold in large
boxes

e | arge volumes of other popular brands included Gauloises, Benson & Hedges, Lucky Strike and Viceroy

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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C&C INFLOWS BY COUNTRY

Poland and Czech Republic continue to have the
largest share of C&C, but in 2013 there were also
significant increases from Belarus

Total C&C by origin - 2006-2013"2

” 13.96
o 1273 ' ﬂ
: 327 :
12 B 1153 11.47 11.31
10.39 381 | 094 | 2.91
= 10 e 06T |
2 : 152 064 |
S 8 195 0.43 311 !'&
= 253 EE
; 6 223 W Other
IS . .
s . M Counterfeit
S 4 : M Russia
W Belarus
2 W Czech Republic
_ . _ 6.15 5,81 6.39 605 W Poland
o e B BN AL BN RS e maie
2006 2007 2008 2009 2010 2011 2012 2013
0% e PEd B B2 257%
-
80% -
. -!V.‘-
! 377 |
19.6% 8.4%
60%
. 11%
= 40% M Other
< 13.8% W Counterfeit
5 W Russia
g 20% — W Belarus .
T W Czech Republic
) o il ERY EXY EEY EUN EUY ENY EXN W Poland
0
M 2006 2007 2008 2009 2010 2011 2012 2013
= 54% of the flow from Poland and 36% of the flow from Czech Republic was C&C
) e |tis likely that this product was consumed through some individuals exceeding their legal allowance, and by
= casual street sales in Germany, as many of the packs were collected in East Germany. However, 25% of Polish
8 and Czech packs were collected in West Germany where organised smuggling may be more prevalent
) : . : -
@) e Over 99% cigarettes from Belarus are C&C. This flow grew by 50% in 2013 and may indicate more
g sophisticated criminal activity from Belarus, replacing Russia as a large C&C source country

e |fall of these cigarettes had been consumed as legally purchased domestic product in Germany, it would have
increased taxes raised by the German Government by approximately €2.1 billion

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.
Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
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C&C INFLOWS BY BRAND

Total C&C by brand - 2006-2013("2/3)alb)

41.4%

13.96

7 4

14 13.09
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13 121m
12 11.47 131
_n 10.39 ]
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s 9
S 8
s 7 B Other
£ ; M Counterfeit
5 5 B Moon
= 4 : m D
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2 _ B West
1 d M Route 66
o
2006 2007 2008 2009 2010 2011 2012 2013
. e  Less than 4% of cigarettes with Duty "
Composition of lllicit Whites inflows - 2006-2013(")®) '.. Free labelling were ////C/t Whites ~ :

LABELLING OF ILLICITWHITES INFLOWSTO GERMANY

Billion cigarettes 2007 2008 2009 2010

Country Specific

Duty Free 0.00 0.10 0.00 0.00 0.01 0.03 : 007 : >100%
Unspecified 0.00 0.01 0.12 0.02 0.04 0.00 0.01 >100%
Total lllicitWhites 0.78 2.30 2.01 1.32 140 0.93 1.39 49%

The top five C&C brands represent over 50% of the total

e The top five brands consumed as counterfeit and contraband were mainly from Poland and the Czech Republic.
These brands are often sold for €2.50 less than similar brands in Germany. Many of these brands often feature
in both consumer research surveys and manufacturer sales data and are also widely purchased as ND(L).
However, the quantities found in Germany indicate that some of these volumes are allocated to C&C

e |llicit Whites brands grew 49% in 2013 and now make up 12% of total counterfeit and C&C

e 60 brands were lllicit Whites brands. Whilst the source of some of these brands is unknown, many are thought
to come from Belarus

—Fest, manufactured by Grodno Tobacco in Belarus was the largest lllicit Whites brand with 0.4 billion
cigarettes consumed in 2013

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total inflows

(b) A methodology and definition of lllicit Whites is provided in the methodology section.
Sources: (1) KPMG EU Flows Model (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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GERMANY APPENDIX

EPS results & EU Flow Model
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The yellow bag survey in Germany collects 12,000 packs per month from waste recycling centres.This
information is collected from 26 recycling centres and is weighted according to the number of packs
collected and population base around the recycling centre

e Areview of the average pack size is also undertaken by the market research agency which may have had a
small impact on the non-domestic incidence (e.g. by 0.1 percentage points in 2012)

e No adjustments were made to the data in our analysis

Sources: (1) Independent agency Empty Pack Surveys, 2006-2013.
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GERMANY APPENDIX

ND(L) volume calculations and explanations

KPMG non domestic legal flows Germany

COUNTRIES WHERE ND(L) IS 100% OFTOTAL

ND 2013 2013 ND(L)
ety (bn sticks) (bn sticks)
Austria 0.62 0.62 100%
Luxembourg 0.45 0.45 100%

USE OF CONSUMER RESEARCH AND ANY ADJUSTMENTS FOR 2013 DATA

Total trips where | Number 2013
Country cigarettes | of packs Data sources 2 ND(L) (bn
purchased (m)®2® | per trip® sticks)
Crech Czech Statistical
. 6.14 9.2m 21 195.9 Office, Consumer 3.92 64 %
Republic
research
Polish Institute of
Poland 754 6.6m 25 170.6  Tourism, Consumer 3.41 45%

research

Whilst consumer research has been undertaken in Germany on an annual basis, it has historically under-
represented the number of purchases in the Czech Republic and Poland, whilst often over-representing
purchases from countries like France and Spain. An alternative method has been developed to consider
flows from Poland and the Czech Republic based on the following data-points

e Border crossings — Extrapolating historic tourist data from the Czech Statistical Office and the Polish Institute
of Tourism gives an estimate of 41.3m trips per year to the Czech Republic and 29m trips per year to Poland

e Smoking prevalence — Using the implied smoking prevalence rate of 26.9% it is assumed that all smokers
who cross the border buy cigarettes (aged 18 and over)

e Packs per trip —The consumer research shows a stable and historic trend that consumers bring back 21 packs
from the Czech Republic and 25 packs from Poland — this is within the legal limits

These data points have been used by us in order to calculate the ND(L) volumes for the Czech Republic and Poland

For Luxembourg and Austria, given the high volume of border crossings, along with large samples interviewed
within the consumer research, it is assumed that 100% of these flows are considered legal sales

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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GREECE

PROJECT SUN

136

lllicit Whites are the largest element of
counterfeit and contraband consumption

Counterfeit and contraband (C&C) 209
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KEY INFLOWS AND OUTFLOWS

o Finland
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Greece is a popular
tourist destination,
"""" and this continues to
be the main driver of
outflows
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Note: (a) Map shows major flows. Countries which are both source and destination countries are coded according to the
larger flow.
Source: (1) KPMG EU Flows Model.
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MANUFACTURED CIGARETTE CONSUMPTION

Total consumption declined, despite a sharp
increase in C&C volumes

TOTAL GREECE CONSUMPTION

Legal domestic sales (LDS) 33.57 32.74 3223 3097 2778 2424  20.45 18.46 (10)%
Outflows -1.34 -1.49 -1.02  -085 -066 -050 -0.50 -0.47 (7)%
Legal domestic consumption (LDC) 3222 3125 3121 30.11 2712 2375 19.94 17.99 (10)%
Non-domestic legal (ND(L)) 0.26 0.45 0.64 0.64 0.26 0.32 0.25 0.23 (8)%
Counterfeit and contraband (C&C) 1.22 1.85 0.72 0.97 1.83 2.70 3.12 3.94 26%
Total non-domestic 1.48 2.30 1.36 1.61 2.09 3.02 3.37 417 24%
Total consumption 33.70 3355 3257 3172 29.21 26.77 23.31 22.16 (5)%

1000 e — L & % 13.4% 17.8%
B3 Em B3 e I
0.8% 1.3% . 0.9%
80% - 1.1%
60%
95.6% 93.1% 92.8% 88.7% 85.6%
40%
W C&C
0 M ND(L)
20% W LDC
Outflows
0%
0% 45% 31% -2.7% -2.3% -1.8% -2.2% -2.1%
-20%
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e Total manufactured cigarette consumption fell by 5% against a legal domestic sales (LDS) decline of 10%, as
smokers appear to have increasingly switched to non-domestic products

e Economic conditions in Greece continued to decline in 2013 as unemployment rose from 24.3% to 27.4% and
average PDI declined by 8%.This may have contributed to the decline in LDS volumes, as consumers seek to
switch to more affordable alternatives“®

PROJECT SUN E GREECE

e There have been significant tax changes in Greece since 2010, as the government reacts to the ongoing
recessionary environment. The total tax incidence (excise tax +VAT) as a percent of RSP increased from
73.2% in 2009 to 80.8% in 2013©

Sources: (1) KPMG EU Flows Model and analysis of data sources provided by manufacturers. (2) Synovate/lpsos ND(L) research
2013 (lpsos acquired Synovate in 2011). (3) Independent agency Empty Pack Surveys, 2006 — 2013. (4) The Economist
Intelligence Unit. (5) Euromonitor Passport. (6) EU Tax tables.
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INFLOWS AND OUTFLOWS

Three out of four non-domestic packs had
unspecified labelling

Main unspecified brands are

lllicit Whites made up %
Gold Mount, RGD and /jaque/, i1 39% of Duty Free inflows i
accounting for 61% i :

of the total unspecified volume®

ND INFLOWSTO GREECE

Unspecified 0.00 0.00 0.00 0.29 0.52 121 2.12 63%
Duty Free 1.04 1.60 1.07 0.86 0.99 112 0.76 8%
Russia 0.01 0.01 0.01 0.08 0.02 0.01 0.04 18%
Bulgaria 0.01 0.15 0.07 0.04 0.02 0.03 0.03 0.03 (7)%
Serbia 0.03 0.03 0.00 0.00 0.00 0.02 0.01 0.01 >100%
Counterfeit 0.02 n/a
Other 0.38 0.52 0.21 0.33 0.54 0.64 0.42 0.23 (46)%
Total inflows 1.48 2.30 1.36 1.61 2.09 3.02 3.37 417 24%

e |llicitWhites of unspecified origin are the main driver of increased non-domestic incidence in 2013

e The main lllicit Whites brands present are Gold Mount, RGD and Raquel, which account for 61% of the total
unspecified volume®

e Duty Free volumes continue to be a significant non domestic inflow, though this has declined as a proportion of the
total; 39% of Duty Free volumes are lllicit Whites brands with President and Bon the most prevalent

e Greece is also bordered by low price countries such as Albania and Macedonia, but inflows are small from these regions.

OUTFLOWS FROM GREECE

Germany 0.27 0.28 0.24 0.26 0.19 0.17 0.18 0.15 (19)% l

France 0.1 0.13 0.14 0.09 0.12 0.04 0.07 0.12 87%

UK 0.68 0.76 0.32 0.28 0.16 0.12 0.16 0.1 (31)% %
Netherlands 0.07 0.06 0.03 0.04 0.02 0.03 0.03 0.03 9% (ﬁ
ltaly 0.02 0.07 0.04 0.08 0.08 0.05 0.02 0.02 30% i
Austria 0.05 0.03 0.01 0.01 0.01 0.01 0.01 0.01 0% 8
Other 0.14 0.17 0.23 0.09 0.08 0.06 0.04 0.03 (38)% 0-
Total outflows 1.34 1.49 1.02 0.85 0.66 0.50 0.50 0.47 (7)%

e The largest outflows from Greece are to Germany, France and the UK. Greece is a popular tourist destination
for holidaymakers from these countries, and as a result these flows are likely to be driven by travel trends

Note: (a) The Duty Free inflow contains both “other” Duty Free product and lllicit Whites which have Duty Free labelling.
Given this complexity, precise reporting to separate Duty Free into ND(L) and C&C is not provided. The lllicit Whites
component is broken out in the “C&C inflows by brand” section. See Methodology section which outlines Illicit
Whites brands and definition. (b) RGD is manufactured by China Tobacco Hubei Industrial LLC.

Source: (1) KPMG EU Flows Model.
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NON-DOMESTIC LEGAL INFLOWS BY COUNTRY

ND(L) volumes remained marginal

ND(L) by origin - 2006-2013("3)a)b)
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e ND(L) inflows to Greece have traditionally been low, and continue to be so in 2013, accounting for only 1% of
total consumption

e The main legal sources of non-domestic cigarettes in 2013 were nearby Bulgaria and popular travel
destinations such as France, Romania, Cyprus and Spain

PROJECT SUN E GREECE

Note:  (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows. (b) Additional details of key ND(L) calculations provided overleaf.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (3) KPMG
analysis of data sources provided by manufacturers.
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NON-DOMESTIC LEGAL INFLOWS BY BRAND

ND(L) by brand - 2006-2013"2)()
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e The most popular ND(L) brands remained consistent with prior year, with only small fluctuations in volume
terms

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model.
(3) KPMG analysis of data sources provided by manufacturers.
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C&C INFLOWS BY COUNTRY

lllicit Whites brands with unspecified labelling
continued to dominate C&C volumes

C&C by origin - 2006-2013"R3)a)
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e All unspecified inflows to Greece have been classified as C&C, as they are lllicit Whites brands

e The volume of unspecified C&C in 2013 was dominated by three brands; Gold Mount (23% of the total
volume), RGD (21%) and Raquel (17%). All three are lllicit Whites brands.

e |f the 3.94bn C&C cigarettes in 2013 had been legally purchased in Greece the tax revenue gained would have
been approximately €565m

PROJECT SUN E GREECE

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows.

Sources: (1) KPMG EU Flows Model. (2) UNWTO Tourism Factbook 2008-2012, UNWTO. (3) Synovate/lpsos ND(L) research 2013.
(4) KPMG analysis EU Tax tables to see price increases. (5) Global Consumer Tracking Survey giving smoking incidence.

© 2014 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
142 International Cooperative, a Swiss entity.



C&C INFLOWS BY BRAND

C&C by brand - 2006-2013("2)3)a)b)
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e Total C&C in Greece has increased by 26% between 2012 and 2013

e Most of this rise can be attributed to an influx of the lllicitWhites brands Gold Mount,
RGD and Raquel with unspecifiied labelling, which account for almost half of the total C&C volume®

¢ lllicit Whites made up 39% :
. of overall Duty Free flows :
Composition of lllicit Whites inflows - 2006-2013(")b) g / :

LABELLING OF ILLICITWHITES INFLOWSTO GREECE

p— | | | )| | | e
004 002 002 007 007 013 005 i

Country specific 61)%
Duty Free 0.05 0.04 0.20 0.18 0.20 0.43 029 (33)%
Unspecified 0.00 0.00 0.02 0.20 0.81 2.07 2.43 17%
Total lllicitWhites 0.09 0.05 0.24 0.46 1.08 2.63 2.76 5%

e \/olumes of lllicit Whites have shown a steadily increasing trend since 2009

e Gold Mount, Raquel, and RGD are the main lllicit Whites marked as unspecified, accounting for 78% the
unspecified lllicit Whites balance®

¢ President and Bon are the main lllicit\Whites marked as Duty Free, accounting for 40% of the Duty Free lllicit
Whites balance

e VIP from Georgia contributes 47 % of the country specific lllicit Whites

Note: (a) KPMG calculates the split between C&C and ND(L) by calculating the ND(L) volume and subtracting from the total
inflows (b) A methodology and definition of Illicit Whites is provided in the methodology section. (c) RGD is manufac-
tured by China Tobacco Hubei Industrial LLC

Sources: (1) KPMG EU Flows Model. (2) KPMG analysis of Synovate/lpsos ND(L) research 2013 and EU flows model. (3) KPMG
analysis of data sources provided by manufacturers.
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EPS results & EU Flow model

25%
In 2012 and 2013 non-domestic incidence
: is stated on a cigarettes basis.
20% Prior to this a packs basis was used

15%

10%

8.5%

Share of total consumption

% 7.5%
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6.2% 6.1%
5% 5.1%
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Q2 Q2 Q2 Q@ Wwi w2 W3 w4 W5 W6 QI Q2 Q3 Q2 03 Q1 Q@ Q3
2006 2007 2008 2009 2010 2010 2010 2010 2010 2010 2011 2011 2011 2012 2012 2013 2013 2013

7.3%

e The empty pack survey in Greece collected 7000 packs during the third quarter of the year. It collects these
packs across 20 towns and cities. The number of packs collected in the town or city is weighted by its
population

e The 2013 EU flows model has been prepared using the Q3 EPS for Greece. This is the only wave that is jointly
commissioned by all manufacturers and where all packs have been examined to help determine which are
genuine and which are counterfeit. However, the non-domestic incidence of 16.8% and 18.9% that was
recorded in Q1 and Q2 respectively has been used to inform the overall non-domestic incidence of 18.8%,
despite less data being available to us®

PROJECT SUN E GREECE

Note: (a) Prior to Q3 2013 EPS results may have been used that were funded by PM| solely, or PMI and a combination of
the other manufacturers.
Source: (1) Independent agency Empty Pack Surveys, 2006 — 2013.
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ND(L) vol