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Project Star 2012

Basis of preparation and important notice

BASIS OF PREPARATION

This presentation of key findings (‘our report’) is given in accordance with our agreed written terms of engagement dated 28 November
2012 detailing the scope of our review of the contraband and counterfeit segments of the tobacco market within the 27 EU Member
States. We draw your attention to the limitations in scope set out therein.

Our work has been ongoing since 1 November 2005. Our fieldwork for 2012 results is now complete.

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

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

Our report is provided solely for the benefit of the parties identified in our engagement letter and should not be copied, quoted or referred
to in whole or in part without our prior written consent. We will not accept responsibility to any other party to whom our report may be
shown or who may acquire a copy of our report.

IMPORTANT NOTICE

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

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

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

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

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 1
International’), a Swiss entity. All rights reserved.
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Glossary of terms

Cigarette industry

Bootlegging

Cigarette

Cigarillos

Contraband (CB)

Counterfeit (CF)

Duty Free

Green Leaf

MPPC
NMA / TMA
oTP

RYO/MYO

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

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

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 priced market. There are generally two types
of contraband: bootlegging and wholesale smuggling/organised crime

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

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

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

Most popular price category
National Manufactures Association / Tobacco Manufacturers Association

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

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

Smoking prevalence The percentage of smokers in the total adult population

Smoking incidence Daily average consumption by the adult population

Cigarette industry cont.

Tobacco taxes

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

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 2
International’), a Swiss entity. All rights reserved.
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Glossary of terms

Project Star
CAGR
c&C

Consumption

Consumption gap

Country of origin

Domestic Whites

Compound Annual Growth Rate
Counterfeit and Contraband

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

The difference between total consumption and legal domestic consumption

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

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

Project Star cont.

Unspecified

OLAF

PMI

PMI data sources
EPS

GCTS

IMS

Retail Panel

Market research

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

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

Philip Morris International

Empty Pack Survey
Global Consumer Tracking Survey
In Market Sales (the primary source of legal domestic sales volumes)

Sales measurement at a retail level

EU European Union
CAPI Computer-aided personal interviewing
EU Flows Model  The primary methodology for measuring consumption in a market. The model ) ) o
details the volume of inflows and outflows of product for a given market by CATI Computer-aided telephone interviewing
country of origin (the model only specifies flows to EU countries)
. . . . . Measurements
Illicit Whites Cigarette brands manufactured outside the EU and / or in Free Trade Zones, and
distributed in such a way that a large share of their volumes is sold at a very low Bn Billion
price and consumed in EU countries, although these brands are in general not -
registered there and not destined to be sold at legitimate retail in such markets Mn Million
Inflows/Outflows  Inflows of non-domestic product into a market/outflows of product from a market
LDS Sales of genuine domestic product through legitimate, domestic channels based
on In Market Sales (IMS) data
LDC Legal Domestic Consumption is defined as legal domestic sales net of outflows
ND Non-Domestic product — product that was not originally intended for the market in
which it is consumed
ND(L) Non-Domestic (Legal) — product that is brought into the market legally by
consumers, such as during a cross-border trip
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 3
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Executive summary

Project Star 2012 headlines

Cigarette consumption declined by 5.7% to 593 billion cigarettes in the EU 27
m Germany and Italy were the largest consumption markets at 103 billion and 86 billion cigarettes respectively
m The six largest consumption markets in the EU 27 represented over 69% of total consumption

C&C and ND(L) both increased in 2012, both in absolute terms and as a proportion of consumption

m C&C increased by 0.4% in 2012 to 65.5 billion cigarettes and grew by 0.7 percentage points as a proportion of total consumption. If
these cigarettes had been sold legally in the countries where they were identified, the tax revenue would have been worth approximately
€12.5 billion

m ND(L) increased in 2012 for the first time since the study was initiated, by 6.5% to 24.8 billion cigarettes and grew by 0.5 percentage
points as a proportion of total consumption

There continues to be a wide range of prices across the EU 27 countries, although prices generally increased across the majority
of markets

m Prices increased in Euro terms in 24 of the 27 Member States in 2012, with increases of over 5% in 13 countries

m The price of a pack of Marlboro varies widely across the EU, from €2.61 in Bulgaria to €9.54 in the UK; the UK experienced the biggest
growth in C&C in 2012 across the EU 27 at 6.4 percentage points

m Prices in non-EU countries at the Eastern borders remain significantly lower; the price of a pack of premium brand cigarettes in the major
source countries of Belarus, Russia and Ukraine are €1.08, €1.71 and €1.31 respectively

Legal domestic sales of OTP have increased every year since 2008, offsetting some of the decline in manufactured cigarette
consumption

m Legal domestic sales of OTP have grown at an annual growth rate of 11.4% from 2008 to 2012, reaching 145 billion cigarette
equivalents, whilst legal domestic sales of manufactured cigarettes declined at an annual growth rate of 4.8% over the same period, to
540 billion sticks

m Price gaps between OTP and manufactured cigarettes continue to grow and range from €1.05 in Greece to €4.23 in the UK
m  OTP represents the largest share of tobacco consumption in the Benelux markets

Consumption of lllicit White brands increased by 3% to 16 billion sticks in 2012, representing over 24% of total C&C volumes in
the EU

m The share of the three major established lllicit White brands of Classic, Jin Ling and American Legend has fallen as a proportion of total
lllicit White sales, from 76% in 2009 to 33% in 2012, as the emerging lllicit White brands have gained share

m The largest source country for emerging lllicit White brands in 2012 was Belarus

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 5
International’), a Swiss entity. All rights reserved.
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Non-domestic consumption in the EU
C&C has continued to grow since 2006, reaching 11.1% in 2012. ND(L) also increased in 2012,

for the first time since 2006

ND(L) and C&C share of total consumption
2006-2012

12% -
11.1%
05 104% 07
. 9.9%
10% 1 +1.0
0 +0.3 8.9%
S 83% 0.1 84% 0.2 8.6% :
§ 8% 1
s
1S
>
[%2]
s 0,
§ 6% A
o 4.5%
S 4.2% 4.1% 4.2%
B 4% 1 3.7% 3.7% 3.7%
2% A
0% :
2006 2007 2008 2009 2010 2011 2012
=Non domestic (legal) Counterfeitand contraband
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(bn cigarettes) 310 303 29.0 25.0 23.7 233 24.8
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Source: (1) EU Flows Model 2006 — 2012

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 7
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EU Price differentials
Price gaps have narrowed between EU countries; however, prices in countries on the Eastern

border remain up to 8 times lower

Country price comparison - Marlboro pack of 20 (€) Map denotes Marlboro price per 20 cigarettes

End of End of Price End of 2012
Country 2011 2012 change
Belarus (@ 0.58 1.08 86.4%
Moldova 1.05 1.39 32.4%
Hungary 2.33 2.98 28.0% ?
Ukraine 1.09 1.31 20.4% Estonia
Turkey 3.25 3.90 20.0% £330
Russia 1.43 1.71 19.8%
Sweden 5.66 6.69 18.2% .
- > Russia
Norway 11.21 13.18 17.6% Latvia €171
UK 8.26 9.54 15.4% €3.16 :
Serbia 1.66 191 15.4% Luxembourg Gruae
Netherlands 5.47 6.32 15.4% €4.60 €2.69
Slovenia 3.20 3.60 12.5% Netherlan ‘ ah
Finland 5.00 5.50 10.0% :
Estonia 3.00 3.30 10.0% Belarus
Spain 4.25 4.65 9.4% €1.08@
Albania 1.62 1.76 8.4% Poland
Poland 2.86 3.08 7.5% €3.08
France 6.20 6.60 6.5%
Slovakia 3.37 358 6.3% Czech Uline
Greece 3.50 3.70 5.7% Republic  Slovakia €1.31
Latvia 2.99 3.16 5.7% €3.58
Romania 2.87 3.01 4.9%
Denmark 5.37 5.63 4.8% Hungary Moldova
Bosnia 1.79 1.87 4.6% €2.98 €1.39
Luxembourg 4.40 4.60 4.5% Romania
Lithuania 2.58 2.69 4.5% €3.01
Croatia 2.93 3.05 4.3% B-H serbia
Belgium 5.05 5.26 4.2% €1.87 €1.91 _
Switzerland 6.34 6.53 3.0% Bulgaria
Czech Republic 3.32 3.41 2.8% €2.61
Cyprus 4.40 4.50 2.3%| Key: B €6.00 or more
Ireland 9.10 9.30 2.2% B €5.0010€5.99 Spain \Macedonia
Italy 4.90 5.00 2.0% €4.00 t0 €4.99 Portugal  e4.65 €1.92 Turkey
Germany 5.16 5.26 2.0% = €30010€3.99 y 20 €3.90
Bulgaria 2.56 2.61 2.0% £2.00 to €2.99 Greece
Montenegro 2.19 2.20 0.5% Less than €2.00 €3.70
Austria 4.50 4.50 0.0%|  Note (a) Based upon the price of a pack of 20 Kent
Malta 4.20 4.20 0.0% cigarettes, a comparable premium brand, 72y Malta Cyprus
Portugal 4.20 4.20 0.0% as Marlboro is not sold in Belarus S Algeria R €4.20 €4.50
Algeria 1.46 1.45 -0.7%| Source: (1) PMIManagementand EU Tax Tables (___./ €1.45
Macedonia 1.94 1.92 -0.9% Canary Islands
Canary Islands 2.40 2.30 -4.2% €2.30
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 8
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EU total consumption
Non-domestic volumes increased by 1.9% in 2012, while total cigarette consumption declined by

5.7%

Total cigarette consumption within the EU by type
2007-2012M(@)

800 1
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200 | 0. 685.0
. 48.
. 303 o 61.1 - 628.9
290 T 593.0
600 1 o e % Change 22001112-
237
[I—c < — 635
) a8 cac +0.4%
£ 500 f
e B Non-domestic (legal) +6.5%
(=2}
g 400 Total non-domestic consumption  +1.9%
o
g Legal domestic consumption -7.0%
S 300 { ez 616.1 598.8 5610 |
o . Total consumption -5.7%
S 5404 502.7 P °
200 A
100 A
0 T T T T
2007 2008 2009 2010 2011 2012
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
Note: (a) Total cigarette consumption within the EU by type is shown from 2007, as Romania and Bulgaria were not included in
the 2006 study.
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 9
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Total tobacco consumption in the EU

The decline in legal domestic cigarette sales by 6.3% was partly offset by an increase in non-
domestic flows and OTP sales

Legal domestic sales of manufactured cigarettes and OTP European Union total cigarette consumption and OTP LDS (bn sticks)
2007-20121@)(b) 2006-2012M@)(b)
900 -
817 800 806
800 1 800 1 739
700 { 6774 658.5 700 A
633.7 5950
5 600 : 5762 540.0 B 600 1
E 5
>
g 500 A 8_, 500
~ o
o c
2 400 | £ 400 A
5 £
T 300 2 300] 68 616 599 w61
5 > 540 w0
o
> 200 A 200 -
136.2 145.4
96.8 94.4 120.6 127.4 36 =
100 1 —_— e 100 A
0 0 T T T T T )
2007 2008 2009 2010 2011 2012 2007 2008 2009 2010 2011 2012
% Change 2011-2012 % Change 2011-2012
Cigarettes (Legal Domestic sales) -6.3% [ OTP (legal domestic sales) 6.8%
= OTP (Legal Domestic sales) 6.8% I Non-domestic consumption 2.0%
Legal domestic consumption -7.0%
Total consumption (including OTP) -3.4%
Note: (@) OTP s defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents

are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This

definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.

Source: (1) KPMG analysis based on EPS, LDS and ND(L) research (b) Significant volumes of green leaf are understood to be consumed in Poland, Czech Republic, Hungary and Bulgaria
which are not captured in the LDS data above.

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG
International’), a Swiss entity. All rights reserved.
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OTP pricing
In most European markets, the price differential between OTP and manufactured cigarettes is

significant

Price differential between weighted average price of RYO 20 cigarette equivalents
and weighted average price of a pack of 20 cigarettes(M@E)@(®)

Average RYO: 1.89©) Average
| ciga|rette: 4.000©)
|
Greece ! :
|
1 |
Poland | |
1 |
Hungary : . :
|
Portugal |
|
Spain :
|
Austria |
|
|
Italy ,
|
Finland |
|
Luxembourg :
|
Ireland \
|
G |
ermany \
|
Netherlands !
|
|
France 1
|
Belgium !
|
United Kingdom 4.23
€0.00 €0.50 €1.00 €1.50 €2.00 €2.50 €3.00 €3.50 €4.00 €4.50
Price differential, €, December 2012
Note: (a) Total tobacco market defined as total legal domestic sales of manufactured cigarettes and RYO cigarette equivalents
(0.65 grams cigarette equivalent rate), with the price gap being defined as the cost between the weighted average price
of pack of 20 and 20 roll-your-own cigarettes. For Ireland no weighted average price of RYO was available so the
Source: (1) European Commission “Excise Duty tables”, January 2013 cheapest price of 20 cigarettes and cheapest RYO cigarette equivalent was used.
(2) ltaly, Ireland and Greece — PMI estimates (b) Weighted average of European Commission excise duty tables.
(3) UK - KPMG estimate based on Euromonitor sales data (c) Simple average across each country
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘(KPMG 11
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OTP consumption and growth in the EU

Countries with the largest growth vs 2011 were Ireland, Italy and Greece

OTP consumption, cigarette equivalent volumes

2012D(@(b)
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research are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This Poland, Czech Republic, Hungary and Bulgaria which are not
definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports. captured in the LDS data above
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EU total consumption
The Baltic countries had the highest non-domestic and C&C incidence as a proportion of total

cigarette consumption

Total cigarette consumption by type 2012®
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Non-domestic C&C consumption in the EU
The UK experienced the highest increase of C&C at 6.4 percentage points, followed by Greece

and Italy at +3.3 and +3.2 points respectively

Percentage point change in counterfeit and contraband consumption incidence by country, 2011 vs 2012
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C&C inflows by destination regions
The share of EU illicit cigarette consumption accounted for by the Southern European countries

continued to rise in 2012

Share of total EU C&C inflows by destination regions

2006-2012M® Finland
Total 56.2 60.6 60.5 61.1 64.2 65.3 65.5
100% 1
.9%
oy | 141%  13.9% 8.9% 10.3% 13205 16.3%
o 970 Y
2B Sweden Estonia
80% + 24.6%
19.4% 23.1% 31.3% Netherlands Latvia
0,
70% A 32.1% 24.8%
: 21.8% Denmark
60% - Luxembouirg Lithuania
50% A
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40% A UK
66.5% 300  66.5% Aalkhiz
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20% A Czech
Germany  Republic
10% 1 Slovakia
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France Hungary .
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Bulgaria
ltaly
Portugal Spain Greece
Key: Southern EU countries — Cyprus, Greece, Italy, Malta, Portugal and Spain :\"\, c
Eastern border EU countries — Bulgaria, Estonia, Finland, Hungary, Latvia, Lithuania, Poland, Romania and Slovakia Malta~- yprus
Western and Central EU countries — Austria, Belgium, Czech Republic, Denmark, France, Germany, Ireland, Luxembourg, Netherlands, Slovenia, Sweden and UK
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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C&C inflows by destination regions: Western EU countries
C&C flows to Western EU countries remained stable in volume;

increase to the UK from Eastern Europe and Spain

however, there was an

C&C inflows to Western EU countries
2006-2012W
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Source: (1) KPMG analysis based on EPS, LDS and ND(L) research [Sit2s
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C&C inflows by destination regions: Eastern EU countries
Eastern European countries’ C&C inflows declined, mainly as a result of lower flows into

Bulgaria and Romania

C&C inflows to Eastern EU countries
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Key: ®  Eastern EU countries
Source countries with inflows of >0.5 billion cigarettes in 2012 - total flows
from highlighted source countries to Eastern Europe
Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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C&C inflows by destination regions: Southern EU countries
Southern European countries’ C&C inflows continued to increase, mainly as a result of a 50%

increase in Italy between 2011 and 2012

C&C inflows to Southern EU countries
2006-2012MW
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C&C source countries

The largest source countries of C&C are from outside the EU, predominantly Belarus, which

grew by 3.1 percentage points vs 2011. Within the EU Poland, the Czech Republic and Spain
continue to be major source countries

Main non-domestic outflow countries and outflows

2012
Total 56.2 60.6 60.5 61.1 64.2 65.3 65.5
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Key: Source countries with outflows of > 0.5 billion cigarettes in 2012

Source: (1) KPMG analysis based on EPS, LDS and ND(L) research
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lllicit Whites
Consumption of lllicit Whites increased by 3% in 2012, representing over 24% of total C&C

volumes in the EU

Consumption of lllicit White brands
2006-2012M(@)

18 -
16.0 . - - .
16 Other identified lllicit White brands
Gold Mount
14 mNz
22 Raquel
12 4 = Premier
<
= Minsk
§ 10 e
[J]
3 =Jin Lin
.% 0.8 = 9
O g _ American Legend

1.0 #Classic

2006 2007 2008 2009 2010 2011 2012

% of total EU

cac 2.4% 6.8% 15.3% 21.5% 19.8% 23.8% 24.3%

Note: (a) The analysis covers lllicit Whites brands as defined by PMI with at least 10 packs found in 2012.
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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lllicit Whites
Grodno tobacco is the fastest growing lllicit White manufacturer, with volumes increasing by

47% in 2012

Consumption of lllicit White brands by manufacturer
2006-2012W@b)(c)

18 -
Other lllict White TMOs
16.0 i
16 | 15.5 Kaanee American Tobacco
sExplosalLtd.
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g 10
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<
2
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6 6.3
4.1
4 -
02
3.1
2 A 1.4
2.7
1.4 02
0 : 0.8 : :
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Note: (a) The analysis covers lllicit Whites brands as defined by PMI with at least 10 packs found in 2012.

(b) Consumption represents the total consumption of each of the company’s main brands, which may include packs
labelled as Unspecified or immaterial volumes from packs labelled with another TMO.

(c) Hicit White Manufacturers represent manufacturers of lllicit White brands as indicated by PMI.
Source: (1) KPMG analysis based on Empty Pack Surveys, legal domestic sales and non-domestic (legal) research.
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lllicit Whites
While Grodno Tobacco brands were present in 4 countries in 2009, they have become prevalent

in 10 countries in 2012

Consumption of Grodno Tobacco brands Consumption of Grodno Tobacco brands
2009D(@)(b) 2012M(@)(b)
¢02:%%¢
Estonia
e ©
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- .. O ° :..
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UK Q) © O Polandess®
Poland 05 00 ° O o ONO)
. . o o ’ ... Germany 5 O .o' ..(
= .’-,. Belgium S sl o
Czech % Czech' %S¢
Republic REpUb“cslovakig:':
France O
Hungary:>'e”
L] (]
ltaly
L]
Key: Grodno tobacco brands comprise

Note: (a) The analysis covers lllicit Whites brands with at least 10 packs found in 2012.
(b) Cities marked in these maps represent locations where Grodno Tobacco brands represented at least 1% of packs
collected in that city.

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

greater than 0.5% of TC

Grodno tobacco brands comprise
between 0.1% and 0.5% of TC
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lllicit Whites
Belarus has become the largest source of lllicit White brands, particularly in Eastern Europe;

Unspecified brands remain significant in Southern Europe

Source country of Top 20 lllicit White brands

2012W@)
0.3
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Pasiututatedabbaatdatad -~
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comprised of Jin Ling )
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Key: ®  Destination Countries
Source countries with inflows of 0.3 and >0.3 billion /. 13
B . ) .
cigarettes in 2012 : Gold Mount and American
/ Legend are the most
Note: (a) Analysis represenys flows for top 20 IIIicith\‘/hite‘ ----------------- ‘< prominent Unspecified
Brands, representing over 80% of total lllicit White brands
volumes in 2012.
Source: (1) KPMG analysis based on EPS, LDS and ND(L)
research
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lllicit Whites
Poland has the largest lllicit White consumption levels in Europe at 4.5 bn cigarettes; Italy and

Greece have the next highest levels at 2.8 bn cigarettes and 1.7 bn cigarettes respectively

Illicit White consumption by country

2012W@)
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4.5 W
3.0 1
2.5 A
é 2.0 A
o lllicit White consumption is
o highly concentrated in the
n top 10 geographies,
1.5 A representing over 90% of
total Illicit White consumption
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0.5 A1
s 00 00 00 00 00 00 00 00 00
0.0: 4
]
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\
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Note: (@) The analysis covers lllicit Whites brands as defined by PMI with at least 10 packs found in 2012.

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

Italy and Greece have seen among the fastest growth rates of lllicit White volumes in 2012

Volume and growth of illicit white brands by country Change in lllicit White consumption

1)(a)(b
Change 11/12 2011/2012M@®)
Country 2011 2012 %
Hungary 0.01 0.11 >100%
Slovakia 0.01 0.07 >100% Key: 2011/2012 % Growth > 30%
Ital 1.58 2.76 75% 2011/2012 % Growth 0 -30%
Y ’ ' 2011/2012 % Growth < 0%
Malta 0.02 0.03 61%
Greece 1.09 1.73 59% ;
Spain 0.49 0.76 54% e
UK 0.64 0.95 49%
Estonia 0.07 0.11 48% Swed :
Slovenia 0.05 0.06 24% weden lona
Latvia 0.35 0.40 13% Latvia
Austria 0.02 0.02 8% Denmark
Finland 0.01 0.01 5% ireland Lithuania
Lithuania 0.66 0.67 2% UK
Portugal 0.00 0.03 - Netherlands
Cyprus 0.00 0.01 - : Poland
Luxembourg 0.00 0.00 ; Belgium & ermany
Poland 4.62 4.48 R% Luxembourg ngsh
Belgium 0.02 0.02 ©)% " Slovakia
Ireland 0.17 0.15 (9)% France s Hungary
Denmark 0.01 0.01 12)% — Romania
Netherlands 0.08 0.07 (14)%
Sweden 0.06 0.04 (21)%

i 0 Ital Bulgaria
Bulgarle.l 1.02 0.76 (26)% Portugal y g
Romania 1.29 0.93 27)% Spain
France 1.58 0.96 (39)%

Czech Republic 0.30 0.17 (44)%

Germany 1.36 0.64 (53)% Greece

Total 15.50 15.95 3%

Note: (a) The analysis covers lllicit Whites brands as defined by PMI with at least 10 packs found in 2012. Cyprus

(b) Illicit White volumes in Portugal, Cyprus and Luxembourg were zero in 2011, therefore it is not possible to calculate a Malta yp

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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Menthol analysis
Finland has the highest consumption of menthol cigarettes as a proportion of total consumption

at 21%, versus an EU average of 4%

Menthol cigarettes as a proportion of total cigarette consumption
2012W@)
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Source: (1) KPMG analysis based on EPS and LDS research O
Note: (a) Separate menthol and slim EPS data was not available for Germany. As a resultit has
been assumed that non-domestic incidence for menthol and slim cigarettes is the same as
non-domestic incidence for all cigarettes in Germany
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Menthol analysis
The non-domestic incidence of menthol cigarettes is over 30% for Austria, Greece, Netherlands

and France; the EU average is 12%

Non-domestic incidence of menthol cigarettes in the EU, out of total menthol cigarette consumption
2012W@)
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Source: (1) KPMG analysis based on EPS and LDS research (¢}
Note: (a) Separate menthol and slim EPS data was not available for Germany. As a resultit has
been assumed that non-domestic incidence for menthol and slim cigarettes is the same as
non-domestic incidence for all cigarettes in Germany
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Menthol analysis
The EU has a total consumption of 25.5 bn menthol cigarettes. Poland has the highest level of

menthol cigarette consumption, followed by the UK and France. France has the largest menthol
inflows of 0.9 bn cigarettes

Total consumption of menthol cigarettes in the EU 30 -
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Source: (1) KPMG analysis based on EPS and LDS research < 19'0 v
Note: (a) Separate menthol and slim EPS data was not available for Germany. As a result it has been assumed that hon-domestic incidence
for menthol and slim cigarettes is the same as non-domestic incidence for all cigarettes in Germany
(b) Total consumption refers to inflows and legal domestic sales only. Outflows are not included in total consumption figure
(c) The EU Total consumption figure given is calculated net of intra-EU outflows. These have not been excluded at a country level
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Menthol analysis
Eastern Europe, the Eastern border countries and Duty Free account for the majority of major

EU menthol flows

Top 10 source countries of non-domestic menthol cigarettes in the EU Major flows (>0.1bn) of menthol cigarettes into the EU
2012W@) 2012
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8
o
@
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o
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S
ouy Free \"
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0.14
Key: ®  Eastern EU countries
Source countries with inflows of >0.2 billion cigarettes
in 2012
Source: (1) KPMG analysis based on EPS and LDS research
Note: (a) Separate menthol and slim EPS data was not

available for Germany. As a resultit has been
assumed that non-domestic incidence for menthol and
slim cigarettes is the same as non-domestic incidence
for all cigarettes in Germany
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Slim analysis
Bulgaria has the highest consumption of slim cigarettes as a proportion of total consumption at

36%, versus an EU average of 8%

Slim cigarettes as a proportion of total cigarette consumption
2012W@)
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Note: (a) Separate menthol and slim EPS data was not available for Germany. As a resultit has
been assumed that non-domestic incidence for menthol and slim cigarettes is the same as
non-domestic incidence for all cigarettes in Germany
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Slim analysis
Non-domestic incidence of slims is over 50% for the UK, Netherlands, Finland, Ireland and

Lithuania, with the UK having the highest non-domestic inflows of 84%; the EU average is 20%

Non-domestic incidence of slim cigarettes in the EU, out of total slim cigarette consumption
2012W@)
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Source: (1) KPMG analysis based on EPS and LDS research (¢}
Note: (a) Separate menthol and slim EPS data was not available for Germany. As a resultit has
been assumed that non-domestic incidence for menthol and slim cigarettes is the same as
non-domestic incidence for all cigarettes in Germany
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Slim analysis
The EU has a total consumption of 46.5 bn slim cigarettes. Poland has both the largest

consumption and the largest inflows of slims in the EU, followed by Italy

Total consumption of slim cigarettes in the EU
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Note: (a) Separate menthol and slim EPS data was not available for Germany. As a result it has been assumed that non-domestic incidence
for menthol and slim cigarettes is the same as non-domestic incidence for all cigarettes in Germany
(b) Total consumption refers to inflows and legal domestic sales only. Outflows are not included in total consumption figure

(©

The EU Total consumption figure given is calculated net of intra-EU outflows. These have not been excluded at a country level
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Slim analysis

Belarusian and Unspecified flows account for the majority of EU slim inflows

Top 10 source countries of non-domestic slim cigarettes in the EU Major flows (>0.2bn) of slim cigarettes into the EU
2012W@) 2012
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Key: ®  Eastern EU countries

Source countries with inflows of >0.2 billion cigarettes
in 2012

Source: (1) KPMG analysis based on EPS and LDS research

Note: (a) Separate menthol and slim EPS data was not
available for Germany. As a resultit has been
assumed that non-domestic incidence for menthol and
slim cigarettes is the same as non-domestic incidence
for all cigarettes in Germany
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© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 37
International’), a Swiss entity. All rights reserved.



Project Star 2012

Contents

European Market Overview

= Menthol and Slims

Country Results

Appendices

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 38
International’), a Swiss entity. All rights reserved.



Project Star 2012

Contents — Country Detail

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

Italy

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

United Kingdom

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG

International’), a Swiss entity. All rights reserved.

39



Austria — Consumption summary
Consumption of manufactured cigarettes declined by 4%, driven by falling non-domestic

inflows; OTP consumption is becoming more significant in Austria and increased by 5% in 2012

Total Austria consumption V@@ Tr;le decline in total consumption was mainly caused by a decrease in
inflows

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12% = The decrease in inflows appears to have been caused by lower price
Legal domestic sales (LDS) 1340 13.66 13.20 13.39 1354 13.09 1296 (1)% differential between Austria and Surrounding markets
Outflows -046 -045 -048 -0.27 -045 -0.36 -0.31 (14)% ) o )
Legal domestic consumption (LDC)  12.94 1322 1272 1312 1309 1272 1265 (% a Thg g:g:'”e was caused by a reduction in both non-domestic (legal) purchases
an
Non-domestic legal (ND(L)) 0.20 0.56 104 125 115 143 125 (12)%
Counterfeit and contraband (C&C) 174 198 151 134 141 185 150 (19)% A growing OTP sector now accounts for 5% of the total tobacco market
- il 0 . . . .
Total non-domestic 194 254 285 259 256 328 276] (16)% = Taking combined total manufactured cigarette consumption and OTP legal
Total consumption 1487 1576 1527 1571 1565 16.00 1541) (4% domestic sales, total tobacco consumption has decreased by 2%
Austria Other Tobacco Product market @)@
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012|11/12%
OTP (LDS) - 056 063 070 077 0.83 0.87 5%
Share of Austria cigarette consumption by type Austria legal domestic sales (cigarettes and OTP) and non-domestic
2006-20121@) consumption, 2006-2012M@E)@)
18 1
100% - 16 1
11.7%  12.6%  9.9% 8.5% 9.0% 11.6%  9.7% 8 13.40 13.66 13.20 13.39 13.54 13.09 12.96
L o 14 4
8oy { 1.3% 3.6% 6.8% 8.0% 7.4% 5 .
.8% .0% -4 8.9% 8.1% 2 12 4 —<— Cigarettes
C&C 2 (LDS)
60% 1 S 10 1
END(L) o ] —@— Cigarettes
87.0% 0 0, 0 o g 8 (ND)
40% A . 83.9% 83.3% 83.5% 83.7% 79.5% 82.1% DG 2 6
g 3.28 OTP (LDS)
20% A mOutflows 44 194 2.54 2.55 2.59 2.56 2.76
5] e—m o o — T =
0% o 0.56 0.63 0:70 0.77 0:83 0.87
T — T T T J T T T T T T J
-3.1% -2.8% -3.1% -1.7% -2.9% -2.3% -2.0% 2006 2007 2008 2009 2010 2011 2012
-20% -
2008 2007 2008 2009 2010 2011 2012 Note: (a) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette
Sources: (1) KPMG EU Flows Model 2006 - 2012 equivalents are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011) tobacco. This definition and conversion rates have been applied for Project Star 2012 and may differ in previous
(3) LDS/IMS data provided by PMI reports..
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Austria — Country flows summary
Non-domestic inflows have declined by 16% as the price differential with neighbouring countries

has narrowed

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 [11/12%
Hungary 013 032 045 048 048 099 086 (13)%
Slovenia 023 053 073 079 085 1.04 083 (L%
Czech Republic 017 016 020 023 025 047 041 (12)%
Other countries 141 153 117 109 098 078 066 (15%
Total inflows 194 254 255 259 256 328 276| (16)%
Outflows from Austria
Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 |11/12%
ot bl Germany 023 017 020 018 0.33 028 0.18/ (3%
It iion
cigarettes Netherlands 003 003 007 000 005 002 003 8%
‘c’i-;;‘;i't':;” J Italy 004 003 000 0.00 000 002 001 (28)%
Other countries 016 023 021 008 0.07 004 0.09 104%
0.86 billion
\ ¥ Cigarettes Total outflows 046 045 048 027 045 036 031 (14)%
O-'sabﬂ"o" Austria experienced a 16% decline in inflows in 2012
clgarettes

m Austria experienced a significant decline in inflows from all neighbour countries
due to a reduction in price gaps

— Prices increased by 28% in Hungary and 12% in Slovenia, whilst remaining
the same in Austria®

Outflows also declined by 14% as a result of significantly lower outflows to
= Austria
= Main inflow country Germany

Main outflow country

m Outflows remain small in proportion to total consumption

Notes: (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which
are both source and destination countries are coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) PMI management discussions and tax tables
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Austria — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Austria fell by 2.6 percentage points in 2012 from 20.5% to 17.9%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2006-20121)2)(@) empty pack surveys results from each quarter
25% 1 m Austria had two quarterly surveys conducted by the National Manufacturer’s
20.5% Association which were weighted equally
20% 4 17.9% . . . . .
16.1% 167%  165%  16.3% 5 = An adjustment was made to the weighting of the packs, which were weighted

according to the population of each region to reduce the impact of the extra
samples collected in areas with high levels of non-domestic incidence

15%

10% — Kaérnten was both the most over-sampled region, and had the highest level

of non-domestic incidence; as a result, the difference between the EPS and
EU flows model is 3.3 percentage points

Share of total consumption

5% A

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

25%
22.4%
° 213% 218% 515,

20%

17.4% 17.0% 17.0%
16.4% ® 160% 8% 1570 ’

15%

10%

Share of total consumption

5%

0%
EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
QB Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q@ Q4 QR 4

2006 2007 2008 2008 2009 2009 2010 2010 2011 2011 2012 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012

(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
Sources: (1) KPMG EU Flows Model 2007 - 2012 more detail please see Appendix : Methodology section.
(2) Chamber of Commerce Empty Pack Survey, 2012
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Austria — C&C summary

C&C declined by 19% in 2012 but remains significant at 9.7% of consumption

Total inflows of C&C
2006-2012M0@@)

2.50 1
2.00
1.50

1.00

Volume (bn cigarettes)

0.50

0.00

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012M@)

100% A 5.6%
14.4% 10.4% .
809 27.4% 28.4% 4.9% . Other countries
% 0
0.1 43.9% 9.6% Ukraine
0, . (]
63.5% 153%  13.5% ,
60% - Serbia
8.8% 5.7% 6.8%
% mSlovenia
40% 3.0% 5.3%
4.3% mCzech Republic
20% 1 W Hungary
0% -
2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Austria — ND(L) summary
Whilst ND(L) volumes declined by 12%, the share of ND(L) from different countries remained

broadly stable, with most ND(L) flows coming from countries with lower prices on the border.
Marlboro and Camel significantly increased ND(L) brand share in 2012

Total inflows of ND(L)
2006-2012M0@@)

2.00 7
w
2 1.43
0 1.50 A1 .
[
2
o
c
2
< 1.00
€
=]
(=}
>
0.50
0.00
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M0@@) 2006-20121W) @
100% A 100% A
18.9% sagyy | 142%  132% 11.9% °
. o )
80% - 25.4% ° 3& % Other countries . Other Non-PMI
51.9% 9 4.7% o o 80% 1 44.3%  44.3%
: Germany 62.9% 54.7% Benson & Hedges
. (]
60% 1 mDuty Free 60% - ! a0y BL7% 72.9%  13.2% Camel
. 0 . 0
mCzech Republic 6.4% 6.4% 349, "OtherPMI
40% 4 13.4% 40% 6.8% ka0
MHungary 10.2% MPhilip Morris
%
47.8% i
20% A 40.9% 41.7% 30.1% 43.1% 20.9% Slovenia 20% EMarlboro
0% - 0%

2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Belgium — Consumption summary
Total non-domestic consumption in Belgium increased by 16% in 2012, driven largely by

increased levels of C&C, which grew to 7.5% of total consumption during the year

Total Belgium consumption D@®) Legal domestic sales in Belgium declined by 4% in 2012, partly offset by
increasing non-domestic consumption and an increase in legal domestic

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11129% OTPsales
Legal domestic sales (LDS) 1339 1249 1189 11.74 1173 1186 1144/  (4%| 4 |ncreased non-domestic consumption was driven by growth in both ND(L) and
Outflows 204 -158 -110 081 -085 -135 -148 9% C&C, which increased by 7% and 24% respectively during the year
Legal domestic consumption (LDC) 11.35 10.92 10.78 10.93 10.89 1050 9.96 (5)%
. . on i
Non-domestic legal (ND(L)) 086 081 096 068 073 076 081 7| ™ Overall cigarette consumption dropped by 3% in 2011
Counterfeit and contraband (C&C) 0.86 0.77 068 127 073 071 0.88 24% — This was reflected by GCTS survey results which showed a decline in
Total non-domestic 1.73 1.58 164 195 146 146 169 16% cigarette smoking rates from 13% in 2011 to 11% in 20124
i 0, . . .
Total consumption 13.07 1250 1242 1288 1235 11.97 1165 % & OTP represents a significant segment of the tobacco market, with legal
Belgium Other Tobacco Product market @@ domestic sales of OTP surpassing legal domestic sales of cigarettes for the
. o i
Change past three years, growing by 3% in 2012
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012|11/12%
OTP (LDS) 12.22 9.97 8.03 1158 1223 12.70 13.14 3%
Share of Belgium cigarettes consumption by type Belgium legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
100% 16 1
6.6% 6.2% 5.5% 0 0 )
M . % i % g ] 1830 12,49 170 1314 OTP (LDS)
80% |  6.6% 6.5% 7.8% e 5.9% 6.3% 7.0% g '\;\11-’89\11.74 12.23 ' —e— Cigarettes (LDS)
T 12 A Y 03 e
= 2 ¢ M .
60% cac S 22 11.58 1173 1186 14 44 —®— Cigarettes (ND)
END(L) ©
0% | 86.8%  87.3%  868%  gagw  882%  BT.8%  855% . % g 4 9.97
= 8.03
20% mOutflows 2 6 1
> 4
1 — 5, @ o =
- -6.3% -6.9%
20% 1 -15.6% @ -12.6% 8.9% ’ TA13% L1279 0 T T T T T T )
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012 Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette
(2) PMI Empty Pack Surveys 2006 — 2012 equivalents are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume
(3) LDSI/IMS data provided by PMI tobacco. This definition and conversion rates have been applied for Project Star 2012 and may differ in previous
(4) Global Consumer Tracking Survey provided by PMII reports.
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Belgium — Country flows summary
Total non-domestic inflows to Belgium increased in 2012, largely driven by increased volumes

from Poland and Luxembourg; outflows increased by 9% during the year

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
Luxembourg 047 025 031 012 023 047 0.51 10%
Duty Free 045 021 047 037 027 018 0.20 10%
Poland 008 004 005 007 008 010 017 65%
Russia 008 007 014 008 009 017 012/ (0%
Other countries 064 102 068 131 079 055 0.69 26%
Total inflows 173 158 164 195 146 146 169 16%
Change
0.32 billion 0.17 billion cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
ciggigies France 053 073 071 048 043 090 1.01 12%
N Netherlands 054 073 013 015 024 029 032 8%
R UK 036 000 014 009 004 008 008 (2%
1.01 billion Other countries 059 012 0213 009 015 0.08 0.08 (5)%
clgareties Total outflows 204 158 110 081 085 135 148 9%
Inflows to Belgium increased by 16% in 2012; the two largest inflows were
from Luxembourg and Poland, which increased by 10% and 65%,
respectively
m The price differential between Poland and Belgium widened in 2012,
particularly for higher price brands, driving the significant increase in volumes
= e imow country = Outflows from Belgium also increased, with the largest flow being from Belgium
Main outflow country into Northern France

— The price differential between these two markets grew to €1.84 in 2012 for
the cheapest brands

Notes: (@) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which
are both source and destination countries are coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
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Belgium — Comparison of external sources for non-domestic estimates

Estimated non-domestic incidence in Belgium increased from 12.2% in 2011 to 14.5% in 2012

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2006-20121)2)(@) based on the results of the Empty Pack Surveys undertaken in the second

250 - and fourth quarters of 2012

m The EU flows model estimate is based on the arithmetic average results of the
Q2 and Q4 EPS surveys, with no further adjustments made to the survey
15.1% 14.5% results
12.79%  13.2% e 12.2%

20%

15% 1 13.2%

10%

Share of total consumption

5% A

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates

2007-2012@@
20%s - 19.6%

15.9%

14.4% 15.0%
15% 13.1%
11.8%

14.1%

10.3%  10.4% 10.8%

10%

5%

Share of total consumption

0%
PMI EPS PMI EPS PMIEPS Industry Industry Industry Industry Industry Industry Industry Industry
Q32007 Q32008 Q32009 EPS2006 EPSQl EPSQ2 EPSQ3 EPSQ3 EPSQ4 EPSQ2 EPSQ4

2010 2010 2010 2011 2011 2012 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012

(2) PMIand Industry Empty Pack Surveys 2006 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Belgium — C&C summary

C&C volumes increased by 24% in 2012, driven by increasing inflows from Poland and Belarus

Total inflows of C&C
2006-2012M0@@)

15
n
hei
°©
5 10
2
(8]
c
=2
Q
§ os
o
>
0.0
2006 2007 2008 2009 2010 2011 2012
Share of C&C by origin The largest flows from ‘Other
2006-20121)2)(@) countries’ are from Duty
Free, Bulgaria and Romania
100% ~
P \
' Othercountries |
80% -+ e i
58.0% 55.2%
60% - 0 72.1% 71.9% MBelarus
°7 8LT% 87,20 87.8%
40% A - mRussia
_1.0%
8.9% l6.0% 13.40 ~ 18.2%
0% 9.3% 300 7.8% _ 500 11.2% . . .
2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) brands purchased legally from other countries.
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Belgium — ND(L) summary
Non-domestic legal flows increased by 7% in 2012, with over 63% of inflows coming from

Luxembourg; brand shares remained stable in 2012, with Camel and Marlboro being the most
frequently purchased brands

Total inflows of ND(L)
2006-2012M0@@)

1.5
n
9 0.96
1.0
I
2
o
c
e
£05
p=}
o
>
0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M@)@ 2006-2012M@)@)
100% 1
15.2% 13.9% 10.7% 18.0%  127%  11.4% Other countries 100% - 8.6%
: 4.3% ’
32.5% .69 11.4% .
80% { 14 69 0 5.6% e - Spain ) Other Non-PMI
EDuty F 80% 1 38.9% 24.8% 40.5% 35.2% .
60% 8.5% - utyrree 5o 56.1% 56.3% BLucky Strike
o 4 .9%
= Netherlands 60% - . e i 1% 7.0% Camel
. WFrance : : Other PMI
40% A
. = Luxembourg 40% A 8 7% BL&M
J %0
20% EMarlboro
20%
0% -
2006 2007 2008 2009 2010 2011 2012 0%
2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Bulgaria — Consumption summary
Due to improved border controls and anti-illicit trade measures, non-domestic incidence

decreased for the second year running; in particular, C&C decreased by 23% in 2012

Whilst non-domestic incidence declined during the year, legal domestic
sales increased by 7%

Total Bulgaria consumption DEE

Change

Billion cigarettes 2007 2008 2009 2010 2011  2012] 11/12% , Total cigarette consumption remained flat during the year, mainly driven by

Legal domestic sales (LDS) 18.06 18.77 16.80 1091 10.80 11.57 7% increased outflows

Outflows -0.67 -049 -047 -027 -029 -0.38 34% ) ) )

Legal domestic consumption (LDC) 17.38 1828 16.33 10.64 1051 11.19 6% — Outflows increased by 34% in 2012, largely due to increased outflows to the

Non-domestic legal (ND(L)) 0.14 0.22 0.23 0.15 0.15 0.15 0% UK

Counterfeit and contraband (C&C) 2.19 275 326 478 269 208 (23%| m ND(L)remained stable at 1.1% of total consumption in 2012, while C&C

Total non-domestic 2.33 2.97 3.50 4.93 2.84 2.23 (22)% decreased from 20.2% to 15.5%

Total consumption 1971 2125 1983 1557 1336 1342 0%| = Bulgaria continues to have one of the highest smoking rates in Europe;
however, GCTS data shows that the level of regular smokers has declined
slightly from 49.5% in 2011 to 47.3% in 2012®*

Share of Bulgarian cigarette consumption by type Bulgaria legal domestic sales and non-domestic consumption

2007-201210@) 2006-201210@)E)@

100%
’ 11.1% 12.9% 16.5% 20.2% 15.5% 20 1 18.06 18.77
30.7% -£70 ] —&— Cigarettes (LDS)
80% 0.7% 1.1% o 18
1.2% 1.1% 1.1% n ——Ci tt ND
c&c £ 167 igarettes (ND)
60% 1.0% S 1,
END(L) 3 -
88.2% 86.0% o © 1
40% 0 82.4% 68.3% 78.7% 83.4% LDC é 10 |
20% mOutflows qg’ 8 1
3 6 4.93
> 3.50
0% [ — - - - - 5 4] 233 2.97 2.84 2.23
-3.4% -2.3% 2.4% 1.7% -2.1% -2.8% ,
-20%
2007 2008 2009 2010 2011 2012 0 ' ' ' ' ' '
2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
(3) LDSIIMS data provided by PMI Notes: (a) OTP data not available
(4) Global Consumer Tracking Survey provided by PMI
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Bulgaria — Country flows summary
The largest driver of decreasing non-domestic inflows was a decline in volumes from

Unspecified market variants, with inflows from Serbia also declining; outflows increased by 34%

Change
Billion cigarettes 2007 2008 2009 2010 2011 2012| 11/12%
Duty Free 190 256 207 219 123 128 4%
Unspecified 000 000 077 168 105 047 (56)%
Serbia 024 010 025 029 020 017 @15%
Other countries 0.18 0.32 0.41 0.77 0.36 0.31] (15)%
Total inflows 233 297 350 493 284 223 (22)%
Outflows from Bulgaria
Change
Billion cigarettes 2007 2008 2009 2010 2011 2012|11/12%
UK 009 013 009 003 006 0.08 26%
0.08 billion 0.06 billi
cov Ol e Germany 005 004 004 003 007 006 (9%
Netherlands 002 002 000 004 003 003 (5)%
Other countries 0.51 0.31 0.34 0.17 0.12 0.21 71%
Total outflows 0.67 0.49 0.47 0.27 0.29 0.38 34%
Outflows from Bulgaria have increased significantly during the year, driven
by widening price differentials between other European markets
0.17 billi . . . .
oo . = The largest outflow from Bulgaria was to the UK, which increased by 26% in
— 2012, largely due to the widening price differential between the two countries
— The price differential between a 20 pack of Marlboros in Bulgaria and the
A UK grew from €5.70 at the end of 2011 to €6.93 at the end of 2012
cigarettes e . . .
m Inflows from Unspecified market variants and Serbia declined by 56% and 15%
= Bulgaria respectively in 2012, driven by improved border controls and anti-illicit trade
= Main inflow country Unspecified® measures
Main outflow country

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

(b) Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax
stamp, or mention of ‘Duty Free’ on the pack
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Bulgaria — Comparison of external sources for non-domestic estimates

Estimated non-domestic incidence in Bulgaria decreased from 21.3% in 2011 to 16.6% in 2012

Non-domestic market estimates
2007-2012W@)@)(b)
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The EU Flows Model estimate for non-domestic consumption in 2012 is
based on the results of the Empty Pack Surveys undertaken in the second
and fourth quarters of 2012

m The EU flows model estimate is based on the arithmetic average results of the
Q2 and Q4 EPS surveys, with no further adjustments made to the survey
results

Sources: (1) KPMG EU Flows Model 2006 - 2012

¢
PR 6@‘0’& 960 ?‘:“:O' ?60 Q%O ?%O ?‘50 Q07 (99 % (2) PMI Empty Pack Surveys 2006 — 2012
) Q? < < < < < < < < 2 Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
(b) EPS results from focus studies have been excluded from Q3 and Q4 2012 EPS estimates shown here.
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Bulgaria — C&C summary
C&C declined by 23% in 2012, largely due to a decline in volumes from Unspecified market

variants

Total inflows of C&C
2007-201210) @) (@)(b)

4.78

Volume (bn cigarettes)
w

2007 2008 2009 2010 2011 2012

Share of C&C by origin
2007-2012M1@)(@)b)

100% 7 e 8.3% ﬂ 13.6% 9.3% 9.9%

80% - . C6.1% Other countries
60% A ESerbia

40% 1 Unspecified
20% o EDuty Free

0% -

2007 2008 2009 2010 2011 2012

Notes:  (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands
purchased legally from other countries.
(b) Unspecified market variants are those which do not bear any market-specific health warning or mention Duty Free on the label.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Bulgaria — ND(L) summary
Non-domestic legal inflows remained stable in 2012 with the majority of ND(L) coming from Duty

Free and Germany

Total inflows of ND(L)
2007-2012M@)@

0.3

0.22

Volume (bn cigarettes)

2007 2008 2009 2010

Share of ND(L) by origin
2007-2012M@)@

100% 1
9.8%
0/
800 | 18:7% 26.2% 34.0% 34.2%
60%

40%

20%

0%
2007 2008 2009 2010

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and

brands purchased legally from other countries.

2011 2012
Other countries
34.2% 34.2%
Greece
UK
11.9% 506
Tew
mGermany
EDuty Free

2011 2012

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

Share ND(L) by brand
2007-2012W0@@

100% 1
2 9 28.0%

80% - 29.1% = 37.0% 35.8% 36.6%

o B e g
B o2 [103%) E

40% - : 10.8% 11.3%

20% -

0% A

2007 2008 2009 2010 2011 2012

Other Non-PMI
mKarelia
B Davidoff
Other PMI
HL&M

EMarlboro
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Cyprus — Consumption summary
C&C levels in Cyprus more than doubled in 2012, driving an increase of around 50% in total non-

domestic inflows

Total Cyprus consumption D®®) Legal domestic sales in Cyprus declined by 8% in 2012, driven partly by
increasing non-domestic incidence and rising OTP volumes, with overall

Change cigarette consumption declining by 6% during the year
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 % ) ) ] )
Legal domestic sales (LDS) 160 167 172 171 175 151 1.39 @®w| = OTPvolumes increased during the year, growing by 25% and representing
Outflows 0.23) (0.27) (0.26) (0.25) (0.22) (0.24) (0.21) (12)% over 25% of the legal domestic market in 2012
Legal domestic consumption (LDC) 138 140 146 145 153 127 117 (7M%
Non-domestic legal (ND(L)) 012 011 020 010 002 001 ©o0.01 (11)%
Counterfeit and contraband (C&C) 0.02 003 003 003 001 001 0.03| >100%
Total non-domestic 014 014 013 013 0.03 003 0.04 50%
Total cigarette consumption 151 155 159 158 156 129 122 (6)%!
Cyprus Other Tobacco Product market®
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012|11/12%
OTP (LDS) 0.00 000 0.00 000 036 038 047 25%
Share of Cyprus cigarettes consumption by type Cyprus legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
1.5% 1.7% 1.7% 1.7% 0.6% 1.1% 2.5% ”0
' 1.75 i
95% -o -0 m m 11% 1.1% 0% 18 Leo 1.67 1.72 1.71 —e— Cigarettes (LDS)
7.6% 7.4% . . . 1.51 OTP (LDS)
75% g 16 1.39
c&C % 1.4 —#— Cigarettes (ND)
55% . DL & 12
90.9%  90.9%  9L7%  9L7% 983%  97.8%  9065% ENDWL) £ 10
35% LDC T o8
g .
2 0.6
- mOutflows 3 oo 0.36 0.38 0.47
0'2 0.14 0.14 0.13 0.13
-5% . I—I‘I—I\. 0.04
o 00— . . : 003 003
o5 1 152% 1729 -162%  -15.9%  -140% g5 -17.3% 2006 2007 2008 2009 2010 2011 2012
Sources: (1)20|2F?MG EU i?;)vzs Modelzzggg _2012 2009 2010 2011 2012 Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette
’ equivalents are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume
(2)  PMI Empty Pack Sl,"veys 2006 - 2012 tobacco. This definition and conversion rates have been applied for Project Star 2012 and may differ in previous
(3) LDS/IMS data provided by PMI reports.
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Cyprus — Country flows summary
Increased non-domestic inflows in Cyprus were mainly driven by new inflows from Russia and

growing volumes from Unspecified market variants

Key inflows and outflows (billion cigarettes)®@@b)

Inflows to Cyprus

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 | 11/12%
Russia 0.000 0.000 0.008 0.008 0.005 0.000 0.004 -
Unspecified 0.000 0.000 0.000 0.000 0.000 0.003 0.004 39%
Romania 0.002 0.002 0.002 0.002 0.002 0.003 0.002 (7M)%
Ukraine 0.002 0.002 0.000 0.000 0.000 0.000 0.002 -
0004 bil Other countries 0.135 0.138 0.123 0.122 0.020 0.023 0.031 32%
! illion
cigarettes Total inflows 0.138 0.141 0.132 0.131 0.027 0.028 0.043 50%
Outflows from Cyprus
Change
o Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 | 11/12%
GRS UK 0.213 0.250 0.241 0.214 0.200 0.205 0.193 (5)%
France 0.000 0.007 0.007 0.007 0.000 0.000 0.005 -
0.002 billion Netherlands 0.000 0.000 0.000 0.000 0.000 0.006 0.004| (31)%
. Other countries 0.017 0.009 0.010 0.032 0018 0.028 0.008 (71)%
Total outflows 0.230 0.266 0.258 0.252 0.218 0.239 0.211 (12)%
In line with other Mediterranean markets, non-domestic inflows to Cyprus
increased, with significant growth in flows of Unspecified cigarettes
m There has also been a significant increase in flows from Russia in 2012
= Outflows to Italy and Spain declined significantly in 2012, returning in line with
2010 levels
®  Cyprus
= Main inflow country
Main outflow country ‘"\
h—
0.004 billion cigarettes ‘\_"
Unspecified®
Notes: (a) Map shows flows over 1% of consumption, apart from flows from Russia and Unspecified market variants, shown
here, which represent the country's main inflows. Countries which are both source and destination countries are
coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management (b) Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) stamp, or mention of ‘Duty Free’ on the pack
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Cyprus — Comparison of external sources for non-domestic estimates

Estimated non-domestic incidence in Cyprus increased from 2.2% in 2011 to 3.5% in 2012

Non-domestic market estimates
2006-2012W@)@)

10% -~

8%

5% A

3% A

Share of total consumption

0% -

9.1% 9.1%

8.3% 8.3%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

10% A

The EU Flows Model estimate for non-domestic consumption in 2012 is
based on the results of the Empty Pack Survey undertaken in the fourth
quarter of 2012

m The EU flows model estimate is based on the Q4 EPS survey, with no further
adjustments made to the survey results

8.8%

c
k<]
8 8%
€
=}
2
S 6%
o
8
<]
- 4%
(=]
<4
<
& 2%

0%

EPS Q3 2006 EPSQ4 2008 EPSQ4 2010 EPSQ4 2011 EPSQ4 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Cyprus — C&C summary

C&C in Cyprus increased by over 100% in 2012, largely due to increased inflows from Ukraine

Total inflows of C&C
2006-20121@)(@)(b)

0.04

0.03

0.03

0.02

0.02

0.01

Volume (bn cigarettes)

0.01

0.00

2006 2007 2008 2009 2010 2011

Share of C&C by origin
2006-2012M1@)(@)(b)

100%

80%

60%

40%

20%

0%

Sources: (1)

@)

3.7%
16.2%

14.8%

61.4%

2006 2007 2008 2009 2010 2011

KPMG EU Flows Model and interviews with PMI Local Management
Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

0.030

2012

19.1%

9.1% Other countries

7.1%

- Romania
mUkraine

mUnspecified

BDuty Free

2012

Notes:

()
(b)

KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.

Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax
stamp, or mention of ‘Duty Free’ on the pack

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG
International’), a Swiss entity. All rights reserved.
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Cyprus — ND(L) summary
Non-domestic legal volumes in Cyprus remained stable as a proportion of total consumption in

2012, with Duty Free and Germany representing the largest legal inflows; PMI brands increased

to 19.5% of ND(L) during the year

Total inflows of ND(L)
2006-2012M0@@)

0.14 1
0.115 0.115

o
=
N

o
=
o

0.08

0.06

0.04

Volume (bn cigarettes)

0.02

0.00
2006 2007 2008 2009 2010 2011

Share of ND(L) by origin
2006-2012M0@@)

100%

80% 36205 30-7%

56.9%

i e S

43.4% 43.7%

40%

20%

0%
2006 2007 2008 2009 2010 2011

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and

brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

2012

Other countries

28.7%

EE

BGermany

EDuty Free

2012

Share ND(L) by brand
2006-2012W@@)

100% 1
80% 1 45.4%  455%  45.5%  45.5%
57.5%  56.4%
60% - 80.1%
22% 1.79% @ L17%
40% {  18.8% 19.2%  19.2%  19.2% 12.6%  11.1%
20% -
0% A
2006 2007 2008 2009 2010 2011 2012

Other Non-PMI
Lambert & Butler
mBenson & Hedges

Other PMI

EMarlboro
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Czech Republic — Consumption summary
Consumption of manufactured cigarettes decreased by 1%. The decline in cigarette sales was

offset by a large increase in sales of other tobacco products

Total Czech Republic consumptionP®®)
ange

Legal domestic sales of manufactured cigarettes fell by 3%, however overall
cigarette consumption fell by only 1% as there was a 10% decrease in

I outflows; this was slightly offset by a decline in non-domestic consumption
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12%
Legal domestic sales (LDS) 2431 2397 2277 2165 21.06 21.06 20.46 (3%| = Legal domestic consumption remained stable, with the fall in total consumption
Outflows 476 419 -406 -400 -521 -630 -568 (10)% occurring as a result of lower non-domestic consumption
Legal domestic consumption (LDC) 19.54 19.78 18.71 17.65 1585 14.76 14.78 0% = C&C experienced a significant decline of 40%
Non-domestic legal (ND(L 015 015 015 023 021 019 0.16 15)% . . o
Counterfeit and 9 mr(ab (m:)c&c 006 006 130 109 094 056 034 (40)0/° The 22% increase in OTP LDS, suggests that consumers are switching from
ounterfeit and contraband (C&C) 0. ' ' ' ' ' ' (40)%|  anufactured cigarettes to a cheaper alternative, rather than reducing
Total non-domestic 0.21 0.21 145 132 115 0.75 0.50 (34)% consumption
Total cigarette consumption 19.75 19.99 20.16 18.97 17.01 15.51 15.28 (1)% ) ) ]
= OTP represents approximately 11% of the combined total cigarette
Czech Republic Other Tobacco Product market @ consumption and OTP legal domestic sales; its share of the total market is
growing
Change . - . _—
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12% | ™ Whllllstbtlhe.retﬁrefno off}maltestlgwatets), '”'(Cj't (?TP mally f}atV‘;‘J also become
OTP (LDS) i 160 027 087 119 152 184 2% available in the form of untaxed, unbranded green leaf tobacco
Share of Czech Republic cigarette consumption by type Czech Republic legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012W@) consumption, 2006-2012M@)E)(@)
1009 4 O3%  03%  65% 5.8% 5.5% 36%  _2.2% %0 -
07%  07%  G7g 1% 12% 120 @ 11%
80% —~ 54 2431
25 23.97
60% cec ¢ M%
’ % 20 A i —®— Cigarettes
o | B 9BO% 2% ez 93.2%  952%  96.7% mND() 2 (LDS)
(]
o
20% Lbc % 151 —=&— Cigarettes
mOutflows g (ND)
3 10 A
0% S
OTP (LDS)
-20% %  -20.1% ° ]
2419  -21.0% A% 21.1% 0.21 1.60 1.45 1.32 1.19 1.52 1.84
-40% -30.6% 0 p 0.2] — 027 0.8, >335 5975 4050
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management Note: (a) OTP s defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette
’ 2 s tell ND(L h 2012 (1 ired S te in 2011 equivalents are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume
(2) Synovate/ipsos ,( ) researc (Ipsos acquired Synovate in ) tobacco. This definition and conversion rates have been applied for Project Star 2012 and may differ in previous
(3) LDS/IMS data provided by PMI reports.
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Czech Republic — Country flows summary

The Czech Republic’s main outflows to Germany and Austria declined by 12%

Key inflows and outflows (billion cigarettes)®@@

5.01 billion
cigarettes

0.16 billion
<\lﬁgarettes

0.41 billion
cigarettes

m  Czech Republic
= Main inflow country
Main outflow country

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
(3) Euromonitor, “Countries and Consumers annual data”, January 2012
(4) PMI, research on open market practices, presented at workshop in Warsaw, December 2012

Inflows to Czech Republic

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Ukraine 006 006 069 071 051 025 0.16 (34)%
Belarus 0.00 000 0.00 003 0.04 011 0.05 (55)%
Russia 001 001 005 012 0.07 0.06 0.05 (20)%
Total Inflows 021 021 145 132 115 0.75 0.50 (34)%
Outflows from Czech Republic
Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Germany 377 328 353 353 466 569 501 (12)%
Austria 0.17 016 020 023 025 047 041 (12)%
UK 021 029 011 0.07 0.03 0.04 0.06 45%
Total outflows 476 419 406 400 521 630 5.68 (10)%

Inflows into the Czech Republic have historically been low and declined by
34% between 2011 and 2012

= Improved border controls between the EU27 and Ukraine have significantly
reduced flows from Ukraine to other EU 27 countries

m Prices in surrounding countries are either similar or higher

The Czech Republic’s key outflow countries, Germany and Austria,
experienced a decline in flows of 12% respectively

= Narrowing petrol price differentials have reduced the attractiveness of making
regular shopping trips to Czech Republic from Germany

— The price difference for premium unleaded petrol between Germany and the
Czech Republic reduced from 25% in 2009 to 11% in 2012

= Clampdowns on open markets selling counterfeit clothing, illicit cigarettes and
drugs have also reduced the attractiveness of some border shopping trips®
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International’), a Swiss entity. All rights reserved.



Czech Republic — Comparison of external sources for non-domestic estimates
Non-domestic incidence in the Czech Republic fell by 1.5 percentage points in 2012, from 4.8%

to 3.3%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2006-20121)2)(@) empty pack surveys results from each quarter

m For the Czech Republic, each EPS quarterly wave is weighted equally, as
there were no inconsistencies or specific issues or events that may have
distorted a quarterly result

10% A

8% A 7.2%

7.0% 6.8%

6% A

4%

Share of total consumption

2% A

1.1% 1.1%

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

10%
c 8.2%
o
5 8%
€
>
2
S 6%
o
©
°
= [+)
s 4%
<
<
5 2%

0%
EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS Sources: (1) KPMG EU Flows Model 2006 - 2012
Q3 Q3 Q2 Q2 Q3 Q2 Q3 Q4 Q2 Q3 (2) NMA Empty Pack Surveys 2006 — 2012
2006 2008 2009 2010 2010 2011 2011 2011 2012 2012 Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Czech Republic — C&C summary
C&C continued to fall between 2011 and 2012 although Ukraine remained the largest source

market

Total inflows of C&C
2006-2012M0@@)

1.5 q

n
2
B 1.0
©
2
3]
c
=3
o
g 05
=
S
>

0.0

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

. 122%  14.7% 5.6% ﬁ
29.8% ) o Other countries

] 2.5% Serbia

60% A @ Russia
MBelarus

40% o
mDuty Free

2% M Ukraine

0% A

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Czech Republic — ND(L) summary
ND(L) volumes continued to decline, as a result of a reduction in price differentials in

neighbouring countries, whilst source country share and brand shares remained broadly stable

Total inflows of ND(L)
2006-2012M0@@)

0.25 7 0.23
~ 0.20
0
i
©
_% 0.15
o
c
=
o 0.10
€
>
o
> 0.05
0.00
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-20121)2)(@) 2006-20121M@)(@)
100% 0:0%-——  0:d%=5,, %62
100% 7.2%
1 Other Non-PMI
0 0, . 80%
80% 32.5% 32.5% 36.5% ne 23.8% 37.4% Other countries wStart
oD 48.8% .
Germany 60% WViceroy
60% 5.9% Ital
208% 208%  169% 6% 6.9%  6.2% Y Other PMI
= Slovakia 40%
40% HL&M
MGreece EMarlboro
20%
20% EDuty Free
0%
0% 2006 2007 2008 2009 2010 2011 2012
2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Denmark — Consumption summary
Total manufactured cigarette consumption in Denmark decreased by 9% in 2012, driven by both

declining legal domestic sales and non-domestic incidence

1)(2)@3
Total Denmark consumption @E)

Falling legal domestic sales are the main driver of decreasing consumption
in Denmark

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%| m Legal domestic sales fell by 7% in 2012; although outflows increased by 52%
Legal domestic sales (LDS) 808 793 779 775 739 713 664 (% to 0.2bn cigarettes, they remained small in proportion to domestic sales levels
Ouitflows -0.28 -0.17 -0.23 -0.17 -0.17 -0.10 -0.15 52% | d ic incid declined b o ith d declini
Legal domestic consumption (LDC)  7.80  7.76  7.56 7.58 722 703 648  (@% ™ 1otalnon-domesticincidence declined by 26%, with ND(L) and C&C declining
_ at proportionally similar rates of 25% and 27% respectively
Non-domestic legal (ND(L)) 036 036 034 022 031 030 023 (25%
Counterfeit and contraband (C&C) 015 015 051 028 034 023 017 @N%| OTP sales haveincreased by 5% in comparison to 2011
Total non-domestic 0.52 051 085 050 065 053 0.39 26)% . . .
@00% . oTP represented 11% of the combined manufactured cigarette consumption
Total consumption 8.32 8.28 841 808 7.87 756 6.88 (9)% and OTP |ega| sales in Denmark in 2012
LDS Other Tobacco Product market @)@
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012{11/12%
OTP (LDS) - 132 066 08 078 081 0.85 5%
Share of Denmark cigarette consumption by type Denmark legal domestic sales (cigarettes & OTP) and non-domestic
2006-2012W@) consumption, 2006-2012M@)E)(@)
1009 4 _L:8% 1.9% 6.1% 3.5% 4.3% 3.0% 2.4% 10 1
I — s D
4.4%  a4%  “goge  27%  39%  40%  3.3% ~ B 7377 77
80% g 8 : 7.13
= 6.64
c&cC @
[
60% END(L) 2 67
0, 0, 0, 0, i
0% 93.8% 93.8% 89.9% 93.8% 91.8% 93.0% 94.3% DG é N —O—Cﬁgarettes (LDS)
mOutflows qé —&— Cigarettes (ND)
20% =l OTP (LDS)
o 2 1.32
0% > 0.66 0.86 0.78 0.81 0.85
" T T I T T T T
3.3% 2.0%  27%  -2.1%  -2.1% @ -14%  -2.2% . w052 0Pl ——h a5 —
-20% 2006 2007 2008 2009 2010 2011 2012
2006 2007 2008 2009 2010 2011 2012
. Note: (a) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette
Sources: (1) KPMG EU Flows Model 2006 - 2012 equivalents are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume
(2)  PMI Empty Pack Surveys 2006 — 2012 tobacco. This definition and conversion rates have been applied for Project Star 2012 and may differ in previous
(3) LDS/IMS data provided by PMI reports.
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Denmark — Country flows summary

Decreasing inflows from Sweden were the main driver of a 26% drop in total inflows to Denmark

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
®  Denmark Germany 0.03 002 006 004 003 005 006 2%
" MZ:E 'O”J't‘f’l:ﬁz::tyry Sweden 0.10 010 010 0.05 017 0411 004 (64)%
Poland 0.04 0.04 007 003 003 003 002 (10%
Other countries 0.35 035 062 038 043 034 028 (19%
Total inflows 0.52 051 085 050 065 053 039 (26)%
‘o Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Sweden 0.17 007 008 003 005 001 003 >100%
Germany 0.03 002 004 004 004 003 003 (12%
UK 0.03 001 003 005 000 001 002 >100%
Other countries 0.05 0.06 008 005 0.08 0.05 0.07 49%
~ Total outflows 0.28 017 023 017 017 010 015 52%
0.02 billion Decreasing inflows from Sweden was the main driver of the overall
clgaretiaq - 002 i reduction in inflows in 2012
cigarettes

= Inflows from ‘other countries’ and Poland also declined in 2012

= However, flows from Germany continued to increase in line with increasing
cross border trade with Denmark in 20120

Outflows have increased by 52% in 2012, driven by increased outflows to
‘other countries’

= Outflows to the Netherlands also increased by 14%

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
(3) Status over graensehandel, Hovedrapport 2012
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Denmark — Comparison of external sources for non-domestic estimates

Non-domestic incidence decreased by 1.3 percentage points in 2012 to 5.7% from 7.0% in 2011

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the EPS
2006-20121)2)(@) results for each quarter
15% 1 = Denmark EPS quarterly results were weighted equally between Q2 and Q3

10.1%

10%

7.0%

6.2% 6.2% 5.7%

5%

Share of total consumption

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

20%
15% WEPS
11.1% Customs
estimates
10% 8.2% 8.2%

5%

Share of total consumption

0%
Q22006 2007 Q22008 Q22009 Q22010 Q42010Q22011 Q22012 Q32012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Denmark — C&C summary
C&C volumes have decreased by 27% in 2012. The proportion of C&C inflows from Poland and

Serbia has increased

Total inflows of C&C by origin
2006-2012M@)@)

1 9

0.51

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120@@)

100% -
80% .
Other countries
60% 4 77.9% 79.0% i
6 ° 86.2%  gr40% opow 87.0% 522%  mSerbia
40% 1 Poland
20%
1 5.3%
22.1%  21.0% : 0.0% _0.9%  [F27%=
- 13.0%  ggo 7.1%  103%  12.5%

2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG
International’), a Swiss entity. All rights reserved.
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Denmark — ND(L) summary
Non-domestic legal accounted for 59% of non-domestic consumption in 2012, with Prince being

the most popular brand. Germany has become the largest ND(L) source country

ND(L) by origin
2006-2012W@)@)

0.5 1
044 0.36 0.36
0
i
°
< 0.3
2
o
&
o 0.2
IS
=}
o
> 0.1
0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-2012M@)@) 2006-2012M@)@)
100% 1 100% 1
- 25.0% 27.1% Other Non-PMI
80% A 33.9% e 33.6% 39.3% 15.79% Other countries 80% { 33:5% 37.3% . 21.2%
" 0, . 0
56.8% Sll.2% =Greece 52.3%  50.7% =Prince
04 4 05 4
60% =a [ 7.3% mSweden 60% Other PMI
40% - - HGermany 40% - EMarlboro
20% A 20% A
0% - 0% -
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 74

International’), a Swiss entity. All rights reserved.



Project Star 2012

Contents — Country Detail

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

Italy

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

United Kingdom

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG

International’), a Swiss entity. All rights reserved.

75



Estonia — Consumption summary
Whilst legal domestic sales decreased in Estonia 2012, non-domestic consumption increased by

32%, largely from Russia

Total Estonia consumption MEE)

Theincrease in non-domestic consumption came from significant increases
in ND(L) and C&C

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
Legal domestic sales (LDS) 226 246 237 189 185 177 171 (3)%
Outflows -065 -052 -043 -033 -024 -024 -0.26 10%
Legal domestic consumption (LDC) 161 194 194 155 161 153 145 (5)%
Non-domestic legal (ND(L)) 0.14 0.05 0.03 0.10 0.06 0.04 0.10| >100%
Counterfeit and contraband (C&C) 042 024 015 046 033 033 0.38 15%
Total non-domestic 0.55 0.29 0.18 056 039 037 049 32%
Total consumption 2.16 2.23 2.12 2.11 2.00 1.90 1.94 2%
Share of Estonia cigarette consumption by type Estonia legal domestic sales and non-domestic consumption,
2006-20121@) 2006-2012M@B)@)
100%
e BT I e e
1.5% 1 226
80% 2.3% m " 2.4
6.4% 4.8% : 1.9%  5.4% A 1.89 1.85
o0% 0%  91.5% HCE&C g 207 17
e B : 73.4%  80.6%  80.6% s ] —=— Cigarettes
40% 74.8% mOutflows 5 1.6 (LDS)
c
Q
20% ENDOL) o 121 —e— Cigarettes
LDC € (ND)
0% <_>> 0.8 1 0.55 0.56 0.49
11.7% 0.29 0.39 0.37
-20% B -l1L.7% -12.59 - 4 ) Nt
( 53.3% -20.3% 15.8% 12.5% 13.5% 0.4 0.18
-40% 1 -30.0% 0.0 T T T T T T ,
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011) Notes: (a) OTP data not available
LDS/IMS data provided by PMI
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Estonia — Country flows summary
The Estonian market experienced a 26% rise in inflows from Russia, its main non-domestic

source market, and a small increase in outflows

Change
o Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12
Russia 022 023 014 051 036 030 0.38 26%
Belarus 000 000 000 000 000 003 0.05 81%
™ Estonia Other countries 034 006 004 005 002 004 0.05 49%
= Main inflow country -
Main outflow country Total inflows 055 029 018 056 039 037 0.49 32%
Outflows from Estonia
Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %,
021 bil Finland 043 025 025 027 021 020 0.21 4%
.21 billion
cigarettes Other countries 022 027 018 006 003 0.03 0.05 48%
Total outflows 065 052 043 033 024 024 0.26 10%

Inflows to Estonia have increased from its main source country Russia, as
well as from Belarus

= Russian inflows have increased as a result of a growing number of visitor
travelling between each country

— Visitor flows from Russia increased by 49% in 2012 as Russians take
advantage of the choice of shops in Estonia, whilst visitors from Estonia to
Russia have increased at an average of 47% in the past three years®

Belarus inflows have increased, a pattern seen by many countries within the
EU, as illicit cigarettes are increasingly coming from this channel

Outflows to Finland increased by 4%, as a result of increased visitor flows
from Finland to Estonia

Notes: (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which
are both source and destination countries are coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) Statistics Estonia, inbound and outbound tourist trips, February 2013
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Estonia — Comparison of external sources for non-domestic estimates

Non-domestic incidence rose in Estonia by 5.8 percentage points in 2012, from 19.4% to 25.2%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2006-20121)2)(@) empty pack surveys results from each quarter
30% 1 26.6% m For Estonia, each EPS quarterly wave is weighted equally, as there were no
- 25.7% 25.2% inconsistencies or specific issues or events that may have distorted a quarterly
’ result
19.4% 19.4%
20%

15%

10%

Share of total consumption

5%

0%

13.1%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2007-2012)(@)

30%

26.6%

: 25.7% ° 25.3% 25.0%
2 25%
a 21.4%
5 19.4% 19.7%
a2 20% 17.1%
o
o
T 15% 13.1%
<}
o 10%
IS
e
9 5%

0%

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q2 Q3 Q4 Q2 Q4 Q2 Q3 Q4 Q2 Q4
2006 2007 2008 2009 2010 2011 2011 2011 2012 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2007 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Estonia — C&C summary
The majority of C&C continues to come from Russia, however C&C inflows from Belarus are

increasing, as illicit supply chains appear to be growing from Belarus across the EU

Total inflows of C&C
2006-2012M0@@)

0.5 7 0.46

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% A
80% A
Other countries
60%
mBelarus
40% A
20% WRussia
0% -

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Estonia — ND(L) summary
ND(L) continued to increase from Russia, as inbound and outbound tourist flows increased by

49% in 2012

Total inflows of ND(L)
2006-2012M0@@)

0.15 7 0.14

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M@)@) 2006-20120@(@)

% 5.0% 100% 1
100% 7 6.8% ) 8% oo 3.4%

17.4%  23.6% o [ ﬁ% _ N Other Non-PMI
80% 1 29.6% 39.6% . 8.9% - Other countries 80% 1 45.0% 39.6% 40.4% 35.4% -
: 9.8% Latvia 3.5% Ld
64.0% 0 3.0%
| 6.4% 3508 9% 5
60% -+ 43.2% 9.9% wLithuania 60% 0.3% 0 49%..3% 0 7‘%..2% g 3.5% Camel
: 1.2% : :
. Other PMI
Ziloogo L 1.4% 26.6%

o A% 28% g0 o, Finland 40% - 31.4%  32.6% 2.1% 31.4%

40% 82.0% . EMarlb
° mDuty Free 36.9% 0.8% 0:7% 51 gop arlboro
53.9% ' ey mBond Street
44.0% Russia 20% A ond Stree
20% - 35.9% 6
20.7%
096 ot 0% +—% :
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
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Finland — Consumption
Total consumption of manufactured cigarettes in Finland decreased by 1% in 2012, driven by

falling legal domestic sales

2)(3 i i i i
Total Finland consumption 20 A small decrease in legal domestic sales was partially offset by an increase
in non-domestic inflows, leading to a 1% decline in total consumption in

Change 2012
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Legal domestic sales (LDS) 505 495 490 488 468 476 465 (2% m An overall decline in Finnish consumption is supported by GCTS data, which
Outflows 0.07 -0.04 -005 -004 -001 -0.04 -0.04 7% shows both a decline in regular cigarette smokers, and a decline in the average
Legal domestic consumption (LDC)  4.99 491 485 485 467 472 461 (2)% number of cigarettes smoked per day(4)
Non-domestic legal (ND(L)) 073 041 044 059 036 040 036 (9% . . — .
Counterfeit and contraband (C&C) 0.64 1.08 107 085 095 093 1.01 8% OTP volumes have declined slightly in Finland since 2011
Total non-domestic 138 149 151 143 131 134 137 3%| m This suggests that consumers are currently not switching to OTP products in
Total consumption 636 641 637 628 597 606 598 ()%  blace of manufactured cigarettes
e o .
LDS Other Tobacco Product market 3@ = However, _the OTP market is significant at 16% of manufactured cigarette
consumption and OTP legal sales combined
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012|11/12%
OTP (LDS) - 1.12 1.11 1.12 1.11 1.12 1.11 (1)%
Share of country cigarettes consumption by type Finland legal domestic sales (cigarettes & OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
10
100% - .
10.1% 1590  16.9% 135%  159%  15.4%  16.9%
80% 1 s mmm P =ms B s souiions 8
11.5% 6.4% 6.9% 9.4% 6.0% 6.6% 6.1% m
- c&c £
60% - o 4
END(L i 5.05 4.95 4.90 4.88 4.76
© g — * . 4.68 4.65 —— Cigarettes (LDS)
40% - LDC s B —
61 78.4%  76.7%  76.2%  77.2%  78.1%  78.0%  77.0% % 4 Cigarettes (ND)
20% - E OTP (LDS)
g 5| 138 1.49 151 1.43 1.31 1.34 1.37
0% T T T T T T ) " r ' L = L 2
1.0%  -0.6%  07%  -0.6% = -02% = 07% @ -0.7% 1.12 111 112 111 1.12 111
0 . . . . . — )
-20% - 2006 2007 2008 2009 2010 2011 2012
. 2006 2007 2008 2009 2010 2011 2012 (4) Global Consumer Tracking Survey provided by PMI
Sources: (1) KPMG EU Flows Model 2006 - 2012 Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(2) PMI Empty Pack Surveys 2006 — 2012 are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
(3) LDS/IMS data provided by PMI definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Finland — Country flows summary
Non-domestic incidence in Finland increased in 2012, driven largely by increasing inflows of

cigarettes from Russia and Estonia

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %

= Finland Russia 062 089 089 083 068 079 082 3%

¥ Main inflow country Estonia 043 025 025 027 021 020 021 4%
Main outflow country

Other countries 033 036 037 034 042 034 035 1%

Total inflows 138 149 151 143 131 134 137 3%

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %

UK 000 000 001 002 000 000 001 >100%

Netherlands 001 000 000 000 000 001 001 (“4%

Other countries 006 004 004 001 001 002 002 (@%

Total outflows 007 004 005 004 001 004 004 7%

Russia remains the largest source of non-domestic cigarettes in Finland

m Russian inflows increased by 3% from 2011 levels, driven by growing Russian

tourist visits, and the continuing high price differential between the two
countries®

= Estonian inflows showed a 4% increase in 2012, with the main driver being
increased ferry travel between Estonia and Finland®

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
(3) Euromonitor, Travel and Tourism Statistics, March 2013
(4) Official Statistics of Finland, Monthly Statistics on International Shipping, January - December 2012
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Finland — Comparison of external sources for non-domestic estimates

Non-domestic incidence increased by 1.0 percentage point in 2012 to 23% from 22% in 2011

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the EPS
2006-2012M@)@) results
30% - = The 2012 EU flows model results were adjusted to include inflows of cigarettes
to Finland from Russia, using analysis of tourist trips and border crossing data
25% 1 5y g0 233% 28%  228% 100 2200 | 23:0% 9 Y p 9

20% A

15% -

10% -

Share of total consumption

5%

0% -
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

30%

25.6%

0,
25% 21.6%
20 19.5%

%
’ 16.4% 15.6% 15.2%
) e 14.5%
15%

10%

Share of total consumption

5%

0%
EPSQ3 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 Sources: (1) KPMG EU Flows Model 2006 - 2012
2006 2007 2008 2009 2010 2011 2012 (2) PMI Empty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Finland — C&C summary
C&C flows increased by 8% in 2012, and continued to predominantly come from Russia and

Estonia

Total inflows of C&C by origin
2006-2012M@)@)

1.08 1.07
0.95 0.93 1.01

[y

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012W@@)

100% 1~

15.7%

24.5% 24.7% 23.4%

32.3%

80% Other countries
60% MEstonia
40% mRussia

20%

0%

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Finland — ND(L) summary
Non-domestic legal volume declined by 9% in 2012; these flows were mainly comprised of

Estonian and Russian cigarettes, with L&M being the most popular brand

ND(L) by origin
2006-2012M@)@)

0.8 7 073
§ 0.6
o
<
2
©0.4
c
=)
o
§
502
>
0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-2012M0@@) 2006-20121L@)@
100% 1 100% 1 7.6%
17.2% o “0.9% [ 17.4% 0 0
24.1% 0 28.9% 26.6% 26.2% 20.0% E 22.5% 20.1% 20.7% 19.8% Other Non-PMI
80% - 38.8% 43.4% . 80% 1.0% “1.2% [ - 1.0%
. Other countries
ESmart
4 0,
60% mGermany 60% Other PMI
40% A BERussia 40% HL&M
EMarlboro
20% A mEstonia 20%
0% 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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France — Consumption summary

Legal domestic sales in France declined by 5% in 2012, offset partly by increased non-domestic

inflows and growing OTP volumes

Total France consumption M@E)

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12%
Legal domestic sales (LDS) 55.77 54.95 5359 54.99 54.80 54.11 51.46 (5)%
Outflows -091 -1.32 -092 -061 -0.68 -0.42 -0.63 50%
Legal domestic consumption (LDC) 54.86 53.63 52.67 54.38 54.11 53.69 50.83 (5)%
Non-domestic legal (ND(L)) 766 529 474 329 424 363 450 24%
Counterfeit and contraband (C&C) 845 10.04 1155 920 9.29 10.74 10.34 (4)%
Total non-domestic 16.11 15.33 16.29 1249 13,53 14.37 14.84 3%
Total consumption 70.97 68.95 68.96 66.86 67.64 68.06 65.67 (4)%

France Other Tobacco Product market(3)(a)

Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12%
OTP (LDS) - 1115 1134 1316 13.61 14.08 14.89 6%

Share of France cigarette consumption by type
2006-20121@)

100%

11.9%  146%  16.7%  13.8%  13.7%  15.8%  15.7%
80% o Emmm  w—
10.8% 7.7% 6.9% 4.9% 6.3% 5.3% 6.8%
c&cC
60%
END(L)
40% 1 77.3%  77.8%  76.4%  81.3%  80.0%  78.9%  77.4% LDC
20% mOutflows
0%
-1.3% -1.9% -1.3% -0.9% -1.0% -0.6% -1.0%
-20%
2006 2007 2008 2009 2010 2011 2012

Sources: KPMG EU Flows Model 2006 - 2012
PMI Empty Pack Surveys 2006 — 2012
LDS/IMS data provided by PMI

PMF management estimate, February 2013

(€3]
()
®)
4)

Legal domestic sales were impacted by price rises which took effect during
the year, driving a decline in overall consumption and an increase in
switching to non-domestic products and OTP

m Cigarette prices in France increased by around 7% across price segments,
increasing the incentive to switch to lower priced alternatives

Total non-domestic cigarette consumption rose by 3% in 2012, with
increased ND(L) being offset by a slight decline in C&C

Legal domestic sales of OTP increased by 6% in 2012, representing 18% of
the legal domestic tobacco market

E-cigarettes are also gaining an increasing share, comprising an estimated
2% of the tobacco market in 2012

France legal domestic sales (cigarettes and OTP) and non-domestic
consumption, 2006-2012M@)E)(@)

60 55.77 54.95 54.99

54.80
53.59 5411 51.46  —®— Cigarettes (LDS)
—~ 50 F\.\.—/_.—._\.\' —— Cigarettes (ND)
[%]
£ OTP (LDS)
[
5 40
i=y
(8]
é 30
g 6 16.29
16.11 .
20 15.33 14.84
% 12.49 13.53 14.37
>
10
12.57 13.41
9.46 9.71 1158 12.05
0 T T T T T T |
2006 2007 2008 2009 2010 2011 2012

Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This

definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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France — Country flows summary
Non-domestic inflows from Spain, Luxembourg and Belgium into France increased in 2012, as

price differentials between these countries widened during the year

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12 %

Spain 3.42 3.25 4.38 2.40 2.08 1.57 2.33 48%

Luxembourg 1.00 0.95 0.86 0.58 0.52 0.73 1.11 53%

Algeria 000 026 041 080 100 1.12 1.08 3)%

Belgium 0.53 0.73 0.71 0.48 0.43 0.90 1.01 12%

Other countries 1115 1014 993 824 949 1005 9.30 (7%

Total inflows 16.11 15.33 16.29 1249 1353 1437 1484 3%

> Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12 %

o Netherlands 037 035 012 008 035 0.13 0.16 18%
cigarettes - Italy 0.02 000 005 0.04 010 0.08 0.14 68%
/ " Belgium 007 015 003 016 007 006 009 41%
/ Other countries 045 081 073 033 016 014 024 74%

Total outflows 091 132 092 061 068 042 0.63 50%:

Inflows from Spain into France grew significantly in 2012, with Spanish
incidence increasing most markedly in the south of France; inflows from
Belgium and Luxembourg were a growing issue during the year

5;32,21'32‘;" = Inflows from Spain increased by 48% in 2012, with Toulouse and Perpignan

attracting the largest volumes; inflows from Algeria declined slightly, though
remained significant

- = Volumes from Luxembourg and Belgium also increased by 53% and 12%,
rance . N . . . .pe .
1,08 billion cigarees = Main inflow country respectively, with border sales increasing significantly during the year

- Main outflow country
Algeria

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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France — Comparison of external sources for non-domestic estimates

Estimated non-domestic incidence in France increased from 21.1% in 2011 to 22.6% in 2012

Non-domestic market estimates 2012 EPS results showed a significant increase in non-domestic incidence
2006-20121)2)(@) in Q4, driven largely by a price increase which took effect in October 2012

2506 - . 23.6% m This increased level of non-domestic incidence was deemed to be
221% - 22.2% 22.6% representative of four months of the year only, taking into account increased

20% 18.7% non-domestic incidence in the month before the anticipated price rise and
during the rest of Q4

15% — Therefore, the Q4 EPS results have been weighted to represent 4 months

of the year, while Q2 results have been weighted to represent the remaining

10%
° 8 months

Share of total consumption

= Without this adjustment non-domestic incidence for 2012 would have been
24.6%

5%

0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)
35%

29.6%
30%

25.8%

24.0%

25% 122.3% 22.2%
21.1%
20.1% ° 19.5%

20% 18.6%

15%

10%

Share of total consumption

5%

0%

EPS Q3 EPS Q4 EPS Q3 EPS Q4 EPS Q4 EPS Q2 EPS Q4 EPS Q2 EPS Q4
2006 2007 2008 2009 2010 2011 2011 2012 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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France — C&C summary
C&C declined slightly by 4% in 2012, largely driven by a decline in Duty Free and Unspecified

inflows

Total inflows of C&C
2006-2012M0@@)

11.55

B e
)

OFRP NWAMNUUION®OOPRF

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% A~
) Y Other countries
80% - 30.8% 936%  36.8%  341% 444
59.4% Luxembourg
s0% 66.9% 4.9% 0.3% 4.8% U ified
0 5.9% 9.5% 11.8% 6.8% nspeciiie
A% W Spain
40%
mAlgeria
20% A mDuty Free
0% -+

2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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France — ND(L) summary
ND(L) increased by 24% in 2012, driven by growing inflows from neighbouring markets; PMI

brands represent around 50% of inflows, down from 58% in 2011

Total inflows of ND(L)
2006-2012M0@@)

8 - 7.66
7
g 5
°©
g 57
2
o -
c 4
=)
o 31
g
S 21
>
1 -
0 -
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-20121)2)(@) 2006-20121)2)(@)
100% 9 0
23.6% S 23.8% 18.7% Other countries 100% 1
o o790 : . 20.7% 27.8% '
80% - 31.5% G Germany 26.9% 23.8% 32.20 Other Non-PMI
4.1% : d 80% | 42.2%  42.3%  42.1% 25.6%
W Luxembour : 0, Camel
g 13.5% 11.3%
60% A 0.1% 8.0% )
mDuty Free 60% .1% 7.2% EWwinston
10.3% 0 - 7.6%
100 mBelgium e, 1320 Other PMI
b -
W Spain 40% B Philip Morris
E EMarlboro
20% 20%
0% + 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Germany — Consumption summary
Consumption of manufactured cigarettes decreased whilst sales of OTP, a significant part of the

German tobacco market, remained stable

Total Germany consumption (V@) The _decline in total cigarette consumption is due to lower inflows which
declined by 7%

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%| wm Legal domestic sales in Germany declined by 1%
Legal domestic sales (LDS) 93.17 89.34 86.95 8549 8391 8447 8344 (1)% Ci ival OTPI ld X | d for 35% of |
Outflows 186 131 -097 084 095 -086 -1.37 59% I |ga|r§tte equ_lva (Tnt . egal domestic sales accounted for o of total
Legal domestic consumption (LDC)  91.31  88.03 8597 8465 8296 8360 8207 (2w cdal domestic salesin Germany
Non-domestic legal (ND(L)) 10.55 8.87 939 862 843 862 950 10%
Counterfeit and contraband (C&C) 1211 1039 1153 1273 13.09 13.96 11.47 (18)%
Total non-domestic 2266 19.26 2092 2135 2152 2258 20.98 (M%
Total consumption 113.97 107.30 106.89 106.00 104.48 106.19 103.04 (3)%
Germany Other Tobacco Product market (1E)
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012|11/12%
OTP (LDS) 24.19 3556 33.49 40.75 4152 43.38 43.97 1%
Share of Germany cigarette consumption by type Germany legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
100% 1 120 1
10.6% 9.7% 10.8% 12.0% 12.5% 13.1% 11.1% 110 A
o [N HEE EEE BDE mam B 21004 B gozs  gegs
9.3% 8.3% 8.8% 8.1% 8.1% 8.1% 9.2% 2 % - 85.49 83.91 84.47 83.44
C&C o 1
60% S, 80 1 —&— Cigarettes
END(L) © 70 4 (LDS)
=
40% | 80.1%  82.0%  80.4%  79.9%  79.4%  78.7%  79.6% |pC S 60 A
5 4075 4152 4338 4397
20% 1 mOutflows = 40 - 35.56 33.49 OTP (LDS)
S 30 2419
0% T T T T T T ] 20 — - + g —
6% 12%  -0.9%  -0.8%  -0.9%  -08% 3% 10 2266 9,6 2092 2135 2152 2258 098 —*Cigarettes
-20% 0 . . . . . . , (D)
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2)  Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(3) LDS/IMS data provided by PMI are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
(4) PMI Management and EU Tax Tables definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Germany — Country flows summary
Total inflows have declined by 7%, largely due to lower flows from the Czech Republic and

Russia; total outflows have increased, due to an increased price differential between Germany
and France

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12%

Poland 653 685 632 754 749 864 854 (L%

Czech Republic 377 328 353 353 466 569 501 (12%

Russia 169 113 228 198 155 129 077 (40)%

Other Countries 10.67 800 880 831 783 696 6.65 (4)%

Total inflows 2266 1926 2092 2135 2152 2258 2098  (7)%

cigarettes Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12%

Netherlands 045 029 020 013 035 025 033 35%

0.3 billion France 068 023 019 024 022 021 052 >100%

.- Poland 022 023 003 00l 000 007 008 5%

- Other Countries 0.50 055 055 046 037 033 044 32%

ol S Total outflows 186 131 097 084 095 086 137 5%
cigarettes

Inflows to Germany from Poland and the Czech Republic are the highest in
Europe

m Large price differentials between German and Polish and Czech cigarettes,
along with a freedom to bring 40 packs per visitor across the border, has driven
these high flows

— Cigarette prices in Poland and the Czech Republic are 41% and 35%
= Germany cheaper respectively®)®

= Main inflow country

Main outflow country = Flows from the Czech Republic reduced by 12% as authorities have reduced
illegal activities at open markets (sales of drugs, counterfeit clothing, illicit
Notes:  (a) Map shows flows over 1% of consumption. Countries which are both source and destination countries are coded CigaFEtIES), a|0ng with lower petrol price differentials
according to the larger flow . . . . .

(b) Based on average price of a pack of 20 Marlboros as of 31 December 2012 Outflows to France increased significantly in 2012, as a result of a higher
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management . f f b

(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) prlce Increase in France’ com pared to Germany( )

(3) PMI Management and EU Tax Tables
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 95
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Germany — Comparison of external sources for non-domestic estimates

Non-domestic incidence fell by 0.9 percentage points in 2012, from 21.3% to 20.4%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2006-20121)2)(@) yellow bag survey results
25% 1 2139, = The Yellow Bag survey provides monthly input which is equally weighted, as
1960 201%  20.6% 20.4% there were no inconsistencies or specific issues or events that may have

20% 4 18.0%  18.0% distorted the results

m Each pack collected was weighted, in order to obtain a sample representative
of the population of the town

15%

10%
— In 2011 the Godrlitz collection centre was excluded from the sample, as it is

right on the border and the majority of packs surveyed were non-domestic;
however, this year the Yellow Bag Survey was adjusted in order to account
for this discrepancy, resulting in the Gorlitz results being included again®

5%

Share of total consumption

0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

25% 1
0

g 2120 Z21% 00y

19.9% 20.3% 19.9% 20.1% )

20% A

15% A

10% A

5% A

Share of total consumption

0% -

YBS 2006 YBS 2007 YBS 2008 YBS 2009 YBS 2010 YBS 2011 YBS 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (a) Agreed with PMI local management and the PMI lllicit Trade Strategies and Prevention (ITS&P) group
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International’), a Swiss entity. All rights reserved.



Germany — C&C summary
Despite a decline in C&C of 18%, the majority of C&C continues to come from Poland and the

Czech Republic

Total inflows of C&C
2006-2012M0@@)

=
[<2]

13.96

e
o N b

Volume (bn cigarettes)

o N A~ O ©

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012M1@)(@b)(c)

100% 17
24.7% 18.6% 13.7%
27.1% o (17 Other countries
80% 34.2%
60% MRussia
40% B Czech Republic
20% mPoland
0%
2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
brands purchased legally from other countries. (2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Germany — ND(L) summary
ND(L) increased by 10% between 2011 and 2012, driven by an increased propensity for German

visitors to buy higher volumes of cigarettes when they travel, predominantly in lower priced
countries, but buying preferred international brands

Total inflows of ND(L)
2006-2012M0@@)

12
10.55

=
N o e} o

Volume (bn cigarettes)

N

o

2006 2007 2008 2009 2010 2011 2012

Share of ND(L) by origin
2006-2012M0@@)

100%

17.2% 16.2%

80% 37.9% 4410 40.1%  S58% 5 490 Othercountries

mSpain

60% o 92w

° mDuty Free

0,
40% mCzech Republic
20% W Poland
0%
2006 2007 2008 2009 2010 2011 2012
Note: (@) ND(L) flows decreased from Czech Republic as whilst the number of visitors from Germany increased by 9%, the
average number of packs bought by each smoker declined from 23 to 21 packs. Similarly ND(L) flows from Poland ) . X .
increased by 11% despite the number of visitors increasing by 17% as the average number of packs bought Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
decreased from 28 to 27 packs. (2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Greece — Consumption summary
C&C inflows increased by 16% in 2012, driving total non-domestic incidence in Greece to over

14% of consumption during the year

Total Greece consumption®®® Legal domestic sales declined significantly in 2012, impacted by worsening
macroeconomic conditions and price rises during the year; this was further

Change . . . . .
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012/ 11/12% impacted by increased non-domestic consumption and rising OTP volumes
Legal domestic sales (LDS) 3357 32.74 3223 3097 27.78 2424 2045 (16)%| 4 Non-domestic incidence increased from 11.3% of total consumption in 2011 to
Outflows 134 149 -102 -085 -066 -050 -050f 2% 14.4% in 2012, driven by increased C&C flows
Legal domestic consumption (LDC) 32.22 31.25 31.21 30.11 27.12 23.75 19.94| (16)% ) ] ) ) -
Non-domestic legal (ND(L)) 026 045 064 064 026 032 025 (22)% — Growth in C&C volumes was impacted by increased inflows of Unspecm(()ad
Counterfeit and contraband (C&C) 122 185 072 097 183 270 312 16% _mgarettes, this increase was partly offset by ND(L) which declined by 22%
Total non-domestic 148 230 136 161 209 302 337] 12% in 2012
Total consumption 33.70 3355 3257 3172 2921 2677 2331 (13%| w Legal domestic sales of OTP also increased significantly in 2012, growing by
o

LDS Other Tobacco Product market (3@ 34% in 2012

Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12%
OTP (LDS) - 165 182 250 286 356 475 34%
Share of Greek cigarette consumption by type Greece legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-20120@E)@

—e—Cigarettes (LDS)

40 1
100% 3.6% 9 2.2% 3.0%
b1 36%  55% e b 6.3% 10,15 13.4% a5 3357 3974 3293 OTP (LDS)
08% 13k 20%  20%  gg% o g > %097 —a— Cigarettes (ND
80% e 1.1% £ 30 | igarettes (ND)
o
60% cac & 251
= 20.45
95.6% 93.1% 95.8% 94.9% 92.8% END(L) g 20
: Al : : 8%  88.7% 9 1
40% 85.6% LDC o
OE) 15 A
20% = Qutflows 5
s 197 4.75
> 3.56 '
0% T e T e T e T T T 1 5 1148 2.30 1.82 2.50 2.86
-4.0% -4.5% -3.1% 2.7% -2.3% -1.8% -2.2% .
1 2 09 .02 3.37
-20% T T T T T T 1
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012 Note: (2) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(3) LDS/IMS data provided by PMI are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Greece — Country flows summary
The greatest driver of increased non-domestic incidence in 2012 was growing inflows of

cigarettes of Unspecified market variant

Key inflows and outflows (billion cigarettes)®@@b) Inflows to Greece

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %

Unspecified 0.00 000 000 029 052 121 212 76%

Duty Free 1.04 160 107 086 099 112 076 (32)%

Russia 001 001 001 008 002 001 004 >100%

Bulgaria 001 015 007 004 002 003 0.03 4%

Other countries 041 054 021 033 054 066 042 36)%

Total inflows 148 230 136 161 209 302 3.37 12%

¥ Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%

Germany 027 028 024 026 019 017 018 5%

0.16 billion cigarettes UK 068 076 032 028 016 012 0.16 35%
Italy 002 007 004 008 008 005 002 (68)%

oL Bl e U Other countries 037 038 042 023 023 015 015 (2%
Total outflows 134 149 102 085 066 050 050 2%

Non-domestic inflows increased by 12% in 2012, while outflows from Greece
increased only slightly

m Cigarettes of Unspecified market variant grew by 76% in 2012, making up over
60% of total inflows

212 billion cigarettes = This increase was partly offset by a decline in Duty Free volumes, which
. e decreased by 32% in 2012
reece
o ified® . . . . .
T i oo ooy Hnepecte = Outflows from Greece remained broadly stable, increasing by just 2% in 2012,

with growing outflows to the UK and Germany being offset by declining
outflows to ltaly

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

(b) Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax
stamp, or mention of ‘Duty Free’ on the pack

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Greece — Comparison of external sources for non-domestic estimates

Estimated non-domestic incidence in Greece increased from 11.3% in 2011 to 14.4% in 2012

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2006-20121)2)(@) based on the results of the Empty Pack Surveys undertaken in the second

250 - and third quarters of 2012

m The EU flows model estimate is based on the arithmetic average results of the
Q2 and Q3 EPS surveys, with no further adjustments made to the survey
14.4% results

20%

15%
11.3%

10%

Share of total consumption

5% -

0%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

20% 1

15.7%

15% - 13.2%
11.9%
10.3% 10.6%

10% - 8.5%

7.3% 7.3% 7.5%

6.8% 6.2%

6.1%

5.1%

4.1%

5% A

Share of total consumption

0% -

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q2 Q2 Q2 Q2 Wl W2 W3 W4 W5 W6 Q1 Q2 Q3 Q2 Q3
2006 2007 2008 2009 2010 2010 2010 2010 2010 2010 2011 2011 2011 2012 2012  Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Greece — C&C summary
Increasing inflows of Unspecified cigarettes have driven a significant increase of 16% in C&C

during the year

Total inflows of C&C
2006-2012M0@@)

4

Volume (bn cigarettes)
N

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012M@)@)(b)

100% A

12.6% 10.0%
19.7% 28.5% 23.9% 19.4% Other countries
80%
WDuty Free
60% -
Unspecified

40%

68.0%
20% 44.7%

30.2% 28.4%
0% T T T T !

2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.
(b) Unspecified market variants are those which do not bear any market-specific health warning or mention Duty Free on the label.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Greece — ND(L) summary
Non-domestic legal inflows declined by 22% in 2012, driven by a decline in Duty Free volumes;

Marlboro remains the most frequently purchased ND(L) brand with PMI brands making up
around 50% of overall ND(L) volumes

Total inflows of ND(L)
2006-2012M0@@)

0.8 1
0.64 0.64
n
2
o
<
2
o
c
=)
[
£
=}
o
>
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-20121)2)(@) 2006-2012MW@)@
100% 19 100% -
21.3% 19.9% Other countries
32.4% 32.3% 25.7% 25.7%
% - 9 Other Non-PMI
80% 50.6% 5.3% 38.7% 42.9%  Romania 80% 37.4%  337% 3879
11%  [6:2% ! ! 63.1% . = Davidoff
% - mFrance 67.5%
60% 5.8%  6.4% 60% 1 7.8% ,
- X mKarelia
mBulgaria -
40% A
% - Other PMI
EDuty Free 40%
20% A EMarlboro
20% A
0% - 0
2006 2007 2008 2009 2010 2011 2012 0%
2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Hungary — Consumption summary
Whilst legal domestic sales of manufactured cigarettes decreased by 20%, sales of OTP grew by

17%

Total Hungary consumption V@G

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Legal domestic sales (LDS) 15.87 16.46 16.30 1530 14.18 1394 11.21| (20)%
Outflows -044 -066 -078 -093 -0.87 -150 -1.41 (6)%
Legal domestic consumption (LDC) 15.43 1580 1553 14.36 13.31 12.44 9.80| (21)%
Non-domestic legal (ND(L)) 0.14 0.28 024 018 0.05 0.08 0.06/ (26)%
Counterfeit and contraband (C&C) 326 1.69 135 103 078 049 042 (14)%
Total non-domestic 340 197 159 121 083 057 048] (16)%
Total consumption 18.83 17.77 1711 1557 14.14 13.01 10.28/ (21)%

)@
Hungary Other Tobacco Product market

Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12 %
OTP (LDS) 1.18 1.63 217 2.99 4.34 5.92 6.93 17%
Share of Hungary cigarette consumption by type
2006-20121@)
100% 1 6.6% 5.5% 3.8% 4.1%
17.3% 5% _1.9% 0.4%  0.6%  0.6%
1.6% 1.4% 1.2%
80% 1 "o 706
c&c
60% 1
END(L)
94.2%  95.6%  95.4%
a0% | 8200 889%  90.7%  92.2% 6 oc
20% 1 mOutflows
0% B I B B B B R B B B |
2.3%  37%  -45%  60% @ -6.2%
-20% - -11.6%  .13.8%
2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) LDS/IMS data provided by PMI
(4) PMI management discussions and tax tables
(5) European Commission “Excise Duty tables”, January 2013.

The decrease in total consumption was in line with the decrease in legal
domestic sales. Taxes were increased in Hungary and this resulted in
several price increases throughout 2012

m Prices of manufactured cigarettes increased by 19% in local currency, with the
price of a standard pack of 19 Marlboro increasing from HUF680 to HUF810 in
2012™

= Anindoor smoking ban in public places was also implemented on 15t January
2012

The decline in manufactured cigarette sales appears to be being partly
offset by increased legal domestic sales of OTP, which appears to be
becoming a larger share of the total market

m Despite successive price rises, the price of 20 RYO cigarette equivalents is
one third of the average cost of 20 manufactured cigarettes@®(©)

Hungary legal domestic sales (cigarettes and OTP) and non-domestic
consumption, 2006-2012M0@E)b)

20 7
18 A 16.46 16.30
a 15.87 15.30
% 16 A —&— Cigarette
© 14 (LDS)
(=2
S 12 4 oTP
8 10 - (LDS)
o ] 6.93
g 8 5.92 —— Cigarettes
o e 4.34 ND
S %1 340 (D)
a4 2.99
1.63 2.17
21 1.18 s 0.83 0.57 0.48
0 T - T T T T T 1
2006 2007 2008 2009 2010 2011 2012
Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents are

defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This definition

and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
(b) The price gap was based on the weight averaged price of 20 cigarettes and 1 KG of RYO tobacco, based on European
Commission Excise Duty Tables
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Hungary — Country flows summary

Inflows continued to decline, whilst outflows also decreased by 6%

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12%
Serbia 005 006 000 012 019 010 014 40%
Ukraine 248 142 114 081l 046 025 013 (48)%
Belarus 000 000 000 000 000 000 007 n/a
Other countries 088 049 045 028 017 022 014 (38)%
0.20 billion .
SEEis Total inflows 3.40 1.97 1.59 121 0.83 0.57 0.48| (16)%
0_.13 billion
cigaretes Outflows from Hungary
Change
[ G Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12 %
cigarettes Austria 013 032 045 048 048 099 086 (13)%
Germany 012 012 013 016 017 021 020 (5%
UK 003 010 004 010 002 009 012 38%
0.14 billion Other countries 016 012 016 019 020 021 023 8%
o Total outflows 044 066 078 093 087 150 141 (6)%
Inflows to Hungary have reduced by half from Ukraine as the border has
been increasingly tightly policed
= Significant improvements have been made to the Ukrainian-Hungarian border,
[ | H . . . .
= Vi mfiow country including x-ray machines and sniffer dogs®

Main outflow country

» Inflows were recorded from Belarus for the first time

Outflows from Hungary to Austria have also reduced, mainly due to higher

Notes: (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which p rices
are both source and destination countries are coded according to the larger flow . . . . .
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management = Whilst there was no Change in the average prlce of Marlboro in Austria in 2012!
(2) Synovatellpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011) the price rises in Hungary have resulted in the price gap reducing from €2.17 to
(3) World Customs Journal, Tackling Cigarette Smuggling with Enforcement, January 2013 €1 52(4)
(4) KPMG analysis of tax tables provided by PMI *
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Hungary — Comparison of external sources for non-domestic estimates

Non-domestic incidence rose by 0.2 percentage points in 2012 from 4.4% to 4.6%

Non-domestic market estimates The Hungary EPS has a focus study which can over-sample areas with
2006-20121)2)(@) higher levels of non-domestic incidence, therefore when inputting into the

EU flows model, the focus samples are excluded
20% 7 18.0%

15%

11.1%

10%

5.8%
A4.4% 4.6%

5%

Share of total consumption

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

20%

17.5%

15%

11.0%

10%

6.7%
5.8%

4.6%

4.5%
5%

Share of total consumption

0%

EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2

2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMIEmpty Pack Surveys 2006 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Hungary — C&C summary
C&C inflows to Hungary appear to have declined, however there is an increased share of

volumes coming from countries such as Belarus

Total inflows of C&C
2006-2012M0@@)

357 3.26

Volume (bn cigarettes)
| N L R A
o o o w

o
o

o
o

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% A
0 . 6.1% g-gg;g 10.7% 9.9%
: 4.0% 21.2% Other countries
80% A
6.8% Romania
60% EDuty Free
W Belarus
40% +
mUkraine
20% A " Serbia
0% -

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Hungary — ND(L) summary

The majority of ND(L) comes from neighbouring countries and holiday destinations

Total inflows of ND(L)
2006-2012M0@@)

0.3 0.28

°
N}

=4
N

Volume (bn cigarettes)

0.0
2006 2007 2008 2009 2010 2011 2012

Share of ND(L) by origin
2006-2012M0@@)

100% 1
28.3% 26.8% 30.4% 29.5% Other countries
80% 1 45 306 iy 2%
- ne%  Tam mouy Free
60% A 6.8% Germany
G o s 10
e mCyprus
o ; 11% |
mAustria
9.7% Slovakia
20% A 35.5%
27.2%
6.1% 18.6% 23.9% 22.8%
12.5%
0% T T T T T T d
2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and

brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

Share ND(L) by brand
2006-20121@)(@)

100% -
31.5%
80% 1 41.3% 40.6% 42.2% 0 46.5%
47.5% 55.6% .5%
R W o 7w
40% 1 11.3% @ 11.8% 13.9% 2620 153% 4% 13.0%
9.8% %
0] %
20% -
0% A
2006 2007 2008 2009 2010 2011 2012

Other Non-PMI
=Pall Mall

Vogue

Other PMI
MEve

EMarlboro
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Ireland — Country flows summary
Total consumption of manufactured cigarettes fell by 9% in 2012, driven by a decline in both

legal domestic sales and non-domestic consumption

Total Ireland consumption DEE

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Legal domestic sales (LDS) 5.63 5.39 5.08 452 428 4.09 3.70 (9)%
Outflows -0.12 -0.23 -0.13 -0.09 -0.07 -0.06 -0.07 17%
Legal domestic consumption (LDC) 552 516 496 443 421 4.03 3.63 (10)%
Non-domestic legal (ND(L)) 099 0.85 045 060 061 055 047 (15%
Counterfeit and contraband (C&C) 0.74 122 1.60 1.44 115 099 0.97 (2)%
Total non-domestic 172 207 205 204 176 154 143 (7%
Total consumption 7.24 7.23 7.01 6.47 5.97 5.57 5.07 (9)%
3
LDS Other Tobacco Product market EE
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12 %
OTP (LDS) - - 0.23 0.31 0.32 0.33 0.46 40%
Share of Ireland cigarette consumption by type
2006-2012M@)
100% 116,204
20 16.9%  oogy 223%  19.3%  17.8%  19.1%
80% 1
e, B = I . el
0% | 11.7% 6.5% 9.3% 10.2% 9.9% 2%
END(L)
| LDC
40% 1 762% 7140  707%  esaw  70.5%  72.3%  717%
= Qutflows
20%
0% T T T T T ]
-1.6% 320  -1.8%  L4%  -12%  109% @ -1.3%
-20%
2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
(3) LDS/IMS data provided by PMI

Total cigarette consumption in Ireland fell by 9% in 2012

= The majority of this decline was attributed to falling legal domestic sales, which
have decreased by 9% in 2012

= Although falling on an absolute basis, non-domestic incidence in Ireland
remained at 28% of total consumption in 2012

OTP sales continued to grow in 2012

m OTP legal domestic sales have increased by 40% in 2012, suggesting that
some Irish smokers may be switching from manufactured cigarettes to OTP

Ireland legal domestic sales (cigarettes & OTP) and non-domestic
consumption, 2006-2012M@)E)(@)

8 1

—e— Cigarettes (LDS)
—&— Cigarettes (ND)

OTP (LDS)

Volume (bn cigarettes)

0
2006

2007 2008 2009 2010 2011 2012

Note: (a) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents

are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Ireland — Country flows summary
Inflows to Ireland fell by 7% in 2012, largely due to decreased flows from the UK; a large

increase in outflows to the UK was the result of changing price differentials

Key inflows and outflows (billion cigarettes)®@@

Inflows to Ireland

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Poland 033 037 018 014 022 019 0.19 @)%
Spain 051 049 050 037 025 015 0.14 ("%
UK 003 014 019 035 020 024 014 @44%
Other countries 085 107 118 117 110 096 097 2%
Total inflows 172 207 205 204 176 154 143 (%
0.14 billion o Change
= cigavettes - Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
o — Al S UK 008 014 009 005 002 003 005 82%
- Netherlands 003 003 000 002 002 001 000 (61)%
Other countries 001 007 003 002 003 001 001 @“4%
Total outflows 012 023 013 009 007 006 0.07 17%
A 44% decrease in inflows from the UK was the main contributor to falling
non-domestic volumes in Ireland
m In 2012, price rises and exchange rate movements moved the price of
cigarettes in the UK above that in Ireland, resulting in reduced inflows from the
UK
0.14 billion Outflows from Ireland increased by 17% in 2012, driven by increased flows
cigarettes tO the UK

= Ireland
= Main inflow country
Main outflow country

m As UK prices rose above that in Ireland, outflows subsequently increased to
the UK

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Ireland — Country flows summary

Non-domestic incidence increased by 0.6 percentage points in 2012 from 27.7% to 28.3%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the EPS
2006-20121)2)(@) results for each quarter
40% - m Ireland EPS quarterly results were weighted equally between Q2 and Q4
S 35% 1 31.6% i :
2 s saev  29.3% 295% . 53 = One adjustment was made to the EPS data:
B gy, | 23.8% — Spanish inflows to Ireland were uplifted to reflect the increased incidence of
(B . . . . .
8 flows from Spain, due to Irish holidaymakers travelling in the Summer
S
g 2% months
5 15% -
o
8 10% A
[}
5% -
0% -
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012
Other non-domestic market estimates
2006-2012)(@)
35% 31.5%
29.3% 29.4% 29.3% 29.8%
& 30% 28.7% ’ ) |27 26.6%
g 250 | 23:8% 23.9%
2
S 20%
8
g 15%
o
g 1%
ey
%]
5%
0%
EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q3 Q3 Q4 Q3 Q4 Q2 Q4 Q2 Q4 Sources: (1) KPMG EU Flows Model 2006 - 2012
2006 2007 2008 2009 2010 2010 2011 2011 2012 2012 (2) PMIEmpty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Ireland — C&C summary
C&C volumes fell by 2% in 2012, with a slight decline in C&C inflows from Poland offset by

increases from Romania and Hungary

Total inflows of C&C by origin
2006-2012M@)@)

2 A

1.60

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120@@)

100% 7
29.3% Other countries
80%
54.1% . .
G 69.9% 64.3% 60.8% Lithuania
60% 1 [17:3% 0% 78.0%

R Frungay
5.0%
40% - o
i 6.2% 5.8% ERomania

5.4%
7.6%
20% 4 44.6% 4.6% ﬁ :
0 30.3% ﬁ . Poland

11.4% 9. 7% 17.5% 19.2% 17.3%

0%

2006 2007 2008 2009 2010 2011 2012

Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management

(2) Synovate/Ipsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Ireland — ND(L) summary
Non-domestic legal declined by 15% in 2012

Spanish cigarettes

ND(L) by origin
2006-2012W@)@)

1.2 1

=
=]

Volume (bn cigarettes)

2006 2007 2008 2009

2010

2011 2012

Share of ND(L) by origin
2006-2012M0@@)

100% -
sgo0  2L7%  2a0%  205%

80% A 0.4% 9

207% 3% 353y

Other countries

2.2%

4.1% Poland
60% 1

MFrance
40% A BUK

mSpain
20% A

%w+—¥¥

2006 2007 2008 2009 2010 2011 2012

Notes: (a)
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)

these flows were mainly comprised of UK and

Share of ND(L) by brand
2006-2012W@@)

100%

27.1%

27.0% 28.4%
39.3%

32.3% 37.9%

80%

60%

40%

20%

0%

2006 2007 2008 2009 2010 2011 2012

KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and

Other Non-PMI
mSilk Cut
mBenson & Hedges
mJohn Player Special
Other PMI
HL&M

EMarlboro
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Italy — Country flows summary
Non-domestic incidence in Italy rose significantly as C&C increased by over 50% during the

year, increasing to 7.3bn cigarettes

Total ltaly consumption V@ Legal domestic sales in ltaly declined by 8% in 2012, impacted by worsening
macro-economic conditions and price rises during the year; this was offset

Change . . . .
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11712% Partly by anincrease in non-domestic consumption and OTP sales
Legal domestic sales (LDS) 9381 9281 9200 89.16 87.05 8547 7874 (8% = Non-domestic incidence increased to 9.5% of total consumption in 2012, with a
Outflows 213 -201 -183 -092 -093 -101 -093] (8% decline in non-domestic legal inflows offset by increasing C&C flows
Legal domestic consumption (LDC)  91.68 90.80 90.17 88.24 86.12 84.46 77.81 (8)% hi i L v declined by 5% i | |
ot gt (0) 0% 051 1 i 1 12 o o * UeloW SoSte ot 1 e cecierty S a0i2 o
Counterfeit and contraband (C&C) ~ 4.04 431 200 304 455 481 729 5% bott ! ot th kl : 'gnificantly, indicating switching
Total non-domestic 502 482 390 450 564 593 813  37% ottom end of the marke
Total consumption 96.70 9562 94.08 9274 91.76 90.39 85.94 (5)% — OTP volumes increased by 40% in 2012, in line with the increase seen in
()@ 2011
ltaly Other Tobacco Product market
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12%
OTP (LDS) - 135 171 252 333 467 652 40%
Share of Italy cigarette consumption by type Italy legal domestic sales (cigarettes and OTP) and non-domestic
2006-20121@) consumption, 2006-2012M@)E)(@)
1000 . 2% 45%  21%  33%  50%  53%  85% 100 p 8L 9281 9200 4o oo
S I — —_— 90 - = b ) 85.47 —&— Cigarettes (LDS)
1.0% 0.5% 2.0% 1.6% 120  1.2% B - 78.74
80% = g 807 —— Cigarettes (ND)
cacC § 70 1 OTP (LDS)
60% ) 60 1
94.8%  95.0%  958%  95.1%  93.9%  93.4%  90.5% mNDL) S 501
40% LDC Q
g 40 -
20% mOutflows E 30 A
20 A
0% . . . . . . . 104 502 4.82 3.90 4.50 5.64 5.93 8.13
-2.2% -2.1% -1.9% -1.0% -1.0% -1.1% -1.1% 0 - - 555 333 7 6.52
-20% 2006 2007 2008 2009 2010 2011 2012

2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012 Note: (2) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(3) LDS/IMS data provided by PMI are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Italy — Country flows summary
Non-domestic inflows into Italy increased by 37% in 2012, mainly driven by increased inflows

from Belarus, Ukraine and Unspecified market variants

Key inflows and outflows (billion cigarettes) and change from 2011®@@®)

0.76 billion
cigarettes

1.83 billion
cigarettes

0.31 billion
cigarettes

v\0,89 billion cigarettes
m o Jtaly

= Main inflow country Unspecified®
Main outflow country

Notes: (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which
are both source and destination countries are coded according to the larger flow

(b) Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax
stamp, or mention of ‘Duty Free’ on the pack

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)

Inflows to Italy

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
Ukraine 089 1.00 067 092 161 152 183 20%
Belarus 0.00 0.00 0.00 0.01 0.01 0.04 0.76| >100%
Unspecified 000 000 000 002 014 068 0.89 31%
Other countries 4.13 3.82 3.24 3.55 3.88 3.70 4.65 26%
Total inflows 502 482 390 450 564 593 813 37%

Outflows from ltaly

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
France 071 050 062 032 038 051 031 (40)%
Netherlands 065 045 025 006 021 018 0.17 (1)%
Germany 0.16 013 0.09 008 011 010 0.10 10%
Other countries 0.62 093 087 046 023 023 034 50%
Total outflows 213 201 183 092 093 101 093 (8)%

The Italian cigarette market was heavily impacted by increased non-
domestic inflows in 2012, comprised mainly of C&C volumes

= Inflows rose most significantly in Naples, where total non-domestic incidence
rose to over 55%; Naples is the destination of over half of the volumes from

Ukraine and Belarus

— Unspecified inflows increased throughout the country

m Outflows from Italy declined by 8% in 2012, mainly due to a decline in flows to

France

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG
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Italy — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Italy rose to 9.5% in 2012, with two adjustments made to EPS results

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2006-20121)2)(@) based on the results of the Empty Pack Surveys 2012, adjusted to account

Impact of 10 Pack adjustment

10% 1 for the significant increase in non-domestic incidence in Naples, and

Impact of Naples adiustment rayjsed in line with the market share of 10 packs

8% 1 = As non-domestic incidence in Naples rose to over 55% in 2012, this sample

was not deemed to be representative of the wider Southern region of Italy

5% A . .
’ — Therefore, an adjustment was made to reduce the weight of Naples to

represent 17.3% of the Southern region, in line with the population of the

3% A .
0 province of Naples

Share of total consumption

0% - — The weighting of other cities in the region was increased proportionately,

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows with the total impact of the adjustment being a decline in the overall non-
Model Model Model Model Model Model Model L .
2006 2007 2008 2009 2010 2011 2012 domestic incidence of 1.2 percentage points

= An adjustment was made to account for oversampling of 10 packs in the EPS

surve

Other non-domestic market estimates y

2006-2012@@ — 10 packs made up 20.4% of packs sold in Italy in 2012, according to IMS
13% 1 118% 0 oo, data, but represented 34.9% of packs collected in the EPS

— Therefore, domestic 10 packs were reweighted in line with IMS data, with
the weighting of domestic 20 packs increased proportionally, reducing non-
domestic incidence by 0.8 percentage points in 2012

10%

8% A

5.6% 5.6%

m These two adjustments result in a non-domestic estimate for 2012 of 9.5%

5% 1 3.9% 3.7%

Share of total consumption

3% 1

0% -

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
QL Q2 Q2 Q1 Q4 Q2 Q4 Q2 Q4 Q2 Q4

2006 2007 2008 2009 2009 2010 2010 2011 2011 2012 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For

more detail please see Appendix : Methodology section.
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Italy — C&C summary
Significantly increased C&C levels, up by 52%, were mainly driven by inflows from Duty Free,

Ukraine and Belarus

Total inflows of C&C
2006-2012M0@@)

7.29

Volume (bn cigarettes)
o [ N w = [4)] [} ~ [ec}

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% A~
26.1% Other countries
80% - 41.7%
54.3%  47-8% A Unspecified
62.1% 65.2% 12.2%
60%
3.1% FBelarus
MUkraine
40%
EDuty Free
20%
0%
2006 2007 2008 2009 2010 2011 2012
Note: (a) Unspecified market variants are those which do not bear any market-specific health warning or mention Duty Free on the label.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 121
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Italy — ND(L) summary
Non-domestic legal inflows decreased by 25% in 2012 as tourism flows declined relative to those

from illegal channels; Marlboro remains the most frequently bought ND(L) brand

Total inflows of ND(L)
2006-2012M0@@)

20 A 1.91

= [
o o

o
o

Volume (bn cigarettes)

0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-2012MA)@) 2006-2012D@)(@)
100% 1 100% 19
Other countries 0 12.2%
20.7%  23.0% 17.7%  216% 5610  23.0% 18.1% 28%  257% 202% gy Other Non-PMI
80% A . 40.3% 5.7% Greece 80% 4 37.2% - 2.0% 36.4% 0.3% 11.2%
1:.22g//o 5.8% 7.6% Py 5.2% . 11.3% WSRO 49— 00 =Pall Mall
= 10.0% ermany 0.5% 13.0%  12.3% : 10.9%
60% 1 3% 2.0% 9.7% . 60% | BSal%n | 12.2% ; 9.3% camel
FSpain 7.3% 10.0%  11.7%
Other PMI
. mFrance 40%
40% 1 ° mChesterfield
WDuty Free
EMarlboro
20% A 20%
0% 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 122
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Latvia — Consumption summary
Overall consumption of manufactured cigarettes decreased by 10%. Inflows to Latvia decreased

by 11% but outflows doubled

Total Latvia consumption V@@ Thle largest volume decrease in consumption came from legal domestic
sales

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%| = Whilst overall smoking incidence is understood to have remained stable in
Legal domestic sales (LDS) 445 471 346 212 165 177 168 (6)% Latvia®, declines in total population, especially between the ages of 20 and
Outflows 082 -089 -018 -007 -004 -005 -0.10| >100% 450), has resulted in a decline in total consumption
Legal domestic consumption (LDC) 3.63 3.82 3.28 2.04 161 1.72 1.57 (9)% e . .
_ = Outflows have also significantly increased, largely as a result of both tourism
Non-domestic legal (ND(L)) 0.25 0.22 0.21 0.12 0.12 0.07 0.07 0% . . . . .
_ into Latvia and workers leaving Latvia to work in the UK, Germany and
Counterfeit and contraband (C&C) 0.27 0.17 0.19 0.75 1.02 0.83 0.73 (12)% Sweden®
Total non-domestic 053 0.39 039 088 114 090 080/ (11)%
Total consumption 415 4.2 367 292 275 263 238 (ow = C&C inflows have declined as a result of lower flows from Russia
Share of Latvia cigarette consumption by type Latvia legal domestic sales and non-domestic consumption,
2006-2012M@) 2006-2012MQE)@
100% 6.5% 4.1% 5.1% 57 4,71
e 25.8% =
8% { 61% 3%  56% : 37.0%  31.6%  30.7% g ,| 4
I — C&C @
60% 42%  — 27%  3.0% S
4.5% END(L) ° 3
a0% | 874%  90.7%  89.3% S
0 LDC P :
70.0% 65.6%  66.3% £ —®&— Cigarettes
58.6% 5 2 A 1.68 (LDS)
20% mOutflows E
1 4 )
0% T T T ) 1.14 —e— Cigarettes
- - __5.0% 2506  -16%  -1.9% -4.3% 058 039 039 0.88 0.90 0.80 (ND)
-20% 0 . . . . . . )
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (4) Global Consumer Tracking Survey, PMI management
Sources: (1) KPMG EU Flows Model 2006 - 2012 (5) World Bank, Population projections, February 2013
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011) (6) Interview with local PMI management, March 2013
(3) LDS/IMS data provided by PMI Notes: (a) OTP data not available
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Latvia — Country flows summary
A decline in non-domestic inflows from Russia was replaced by rapidly growing inflows from

Belarus, the majority of which are C&C

Key inflows and outflows (billion cigarettes)®(@

®  Latvia
= Main inflow country
Main outflow country

Notes: (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which
are both source and destination countries are coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) Statistics Latvia, Inbound and outbound tourist trips, February 2013
(4) Interview with local PMI management

Inflows to Latvia

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Russia 0.24 0.17 0.20 0.72 0.86 0.64 0.43 (32)%
Belarus 0.00 000 004 010 024 023 033 46%
Other countries 029 023 016 0.05 004 0.03 0.03 (4%
Total inflows 053 039 039 088 114 090 0380 (11)%

Outflows from Latvia

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
UK 0.23 0.33 0.04 0.02 0.01 0.02 0.04/ >100%
Ireland 013 020 002 002 002 0.01 o001 15%
Sweden 0.01 0.06 0.01 0.00 0.00 0.00 0.01 87%
Other countries 0.45 0.31 0.11  0.03 0.02 0.02  0.05 >100%
Total outflows 0.82 0.89 0.18 0.07 0.04 0.05 0.10 103%

Inflows to Latvia have reduced from Russia but increased significantly from

Belarus

Outflows from Latvia are generally cigarettes bought by tourists from the

UK and migrant workers®

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘(KPMG
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Latvia — Comparison of external sources for non-domestic estimates

Non-domestic incidence fell in Latvia by 0.7 percentage points in 2012 from 34.4% to 33.7%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2007-201212)(@) empty pack surveys results from each quarter
50% - = For Latvia, each EPS quarterly wave is weighted equally, as there were no
C 41.4% inconsistencies or specific issues that required any additional weighting
S o |
g 40% 34.4% 33.7%
2 30.0%
§ 30% -
=
o
%’ 20% -
o 12.7%
©
&5 10% A
0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2007-2012)(@)

50% 1
43.1%
s
g 40% 1 36.5%35.3%,. . 35.3%
£ 33.2% 33.4%35 194
2
5 30% A
o
=
2 20% A
© [12.7%
% 10.3%
&5 10% A 5.8%
0% -
EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q2 Q2 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4
2006 2007 2008 2008 2009 2009 2010 2010 2011 2011 2012 2012 Sources: (1) KPMG EU Flows Model 2007 - 2012
(2) PMI Empty Pack Surveys 2007 — 2012
Notes: (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Latvia — C&C summary
C&C from Russia continued to decline, however there was a significant growth in cigarettes

from Belarus compared with previous years

Total inflows of C&C
2006-2012M0@@)

1.5

1.02

g
o

o
2

Volume (bn cigarettes)

0.0

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% 1
14.3% CaLe
80% A Other countries
60% - mBelarus
40% 1 "Russia
20%
0% -
2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Latvia — ND(L) summary
ND(L) flows remained stable, with an increase in the proportion of cigarettes from Russia, due to

the significant growth in Russian visitors to Latvia; brand shares remained broadly stable

Total inflows of ND(L)
2006-2012M0@@)

0.3

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M@)@ 2006-2012M@)@)
100% 19 S
8:3% 13.6% 100%
19.6% ' 28.2% 30.7% 2%
. (] . H
80% 4 0:3% 1 , Othercountries a3g0  30.4% . Other Non-PMI
50.7% 50.7% . 80% 42.0% 40.6% .67 35.8%
28.7% 2.2% Ukraine : 47.6%  48.6% Kiss
. 0]
60% 1 42.4% ! Estonia “ i
1.6% 1.6% 60% 1 3:8%= - - - 2 5% mWinston
; . 0 . .
0% - fLithuania =% 5.50% Other PMI
74.2%
e lemn | B mireland 40% 1 gepo  18:2% 40.0% 4o Chesterfield
. 45,
20% 1 Russia 5.8% 18.3% 15.3% EMarlboro
22.5% 22.5% 20%
0%
2006 2007 2008 2009 2010 2011 2012 0%
2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Lithuania — Consumption summary
Overall consumption of manufactured cigarettes decreased by 7%. The decrease is mainly due

to a decline in C&C

Total Lithuania consumption V@@ Despite a decline in non-domestic consumption, it remains at 32.4% of the
total market

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 1112| wm Inflows from Belarus, although slightly lower than 2011, continue to be a key
Legal domestic sales (LDS) 414 527 584 417 248 270 2.62 )% driver of C&C
Ouitflows -090 -074 -119 -041 -019 -037 -0.40 9% .. . . -
0,
Legal domestic consumption (LDC) _ 3.24 453 465 376 229 234 222 ()% z:)otgsa?]zv'zsgflrs ézrirl:zséiisgqg;rl;t{tfhg:glaéncgiﬁgde?sy ;ON/BpE e between
) , I ifi I v
Non-domestic legal (ND(L)) 010 009 020 007 006 008 0.16 94% y hg L)
Counterfeit and contraband (C&C) 230 160 089 111 161 110 090, (18% m Inaddition, prices in Russia rose by 20% in 2012, resulting in a narrower price
Total non-domestic 240 170 1.09 118 167 118 106 (10)% differential, therefore reducing the incentive to bring in cigarettes from Russia
Total consumption 565  6.23 574 494 396 352 3.28 (7)%
Share of Lithuania cigarette consumption by type Lithuania legal domestic sales and non-domestic consumption
2006-2012M@) 2006-2012MRE)@
100% 15.5% °]
25.7% : 22.5% —
80% { 40.8% " a0 33 2O g
s 7 1.4% — — g 6 1
0, . . 0
60% o o 2.3% c&cC 2 . (Cﬂgas’f’“es
5 1.0% END(L) c
0% _. e 8L0% - 76.1% s7g0  664%  67.6% S 4
20% 0 e Lbc § —— Cigarettes
mOutflows S 262 (D)
0% 2 4
. -8.3%  -48%  _10.50
-20% { 16 0% 11.9% S 10.5%  .12.3% 1.06
-40% 0 T T T T T T 1
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) LDS/IMS data provided by PMI Notes: (a) OTP data not available
(4) Statistics Lithuania, Statbank, March 2013
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 130

International’), a Swiss entity. All rights reserved.



Lithuania — Country flows summary
Non-domestic inflows have decreased, mainly due to lower flows from Russia, however, non-

domestic incidence remained significant at 32.4% of total consumption

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Belarus 002 002 012 023 078 080 076 (5%
Russia 157 124 066 087 078 028 018 @)%
Ukraine 009 002 003 001 001 001 0.00 (39%
0.18 billion Other countries 072 041 029 007 010 009 0.12 25%
garetes Total inflows 240 170 1.09 118 167 118 1.06| (10)%
Change
he s Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
0.22 billion 0.76 billion UK 020 015 032 019 006 021 022 6%
cigarettes cigarettes
Ireland 013 006 012 007 006 006 006 (5%
Germany 004 005 005 002 002 003 003 17%
Other countries 054 048 069 013 004 007 0.09 27%
Total outflows 090 074 119 041 019 037 040 9%
The small decline in inflows suggests that the increased investment on
border protection and surveillance is starting to have a positive impact on
reducing illegal flows®
= Whilst Russia was historically the largest inflow market, more recent statistics
suggest that three quarters of smuggling attempts come from Belarus, a
significant change which is backed up by the annual decline in flows from
v Lithuania Russia and growth from Belarus®
N outon oy Outflows have increased, owing to increased visitor numbers and a large

number of Lithuanians working in the UK, Ireland and Germany

Notes:  (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which m Visitor numbers to Lithuania grew by 12% between 2010 and 2011®)

are both source and destination countries are coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) Lithuanian Customs Authority, Fight against cigarette smuggling, January 2012
(4) State Border Guard Service (VSAT) statistics, 2011
(5) Statistics Lithuania, Flows of visitors, 2012
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Lithuania — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Lithuania fell by 1.2 percentage points in 2012 from 33.6% to 32.4%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2007-201212)(@) empty pack surveys results from each quarter
50 o 42.6% 42.2% = For Lithuania, each EPS quarterly wave is weighted equally, as there were no

0% inconsistencies or specific issues that required any additional weighting
(]

35%

30% 27.2%

250 23.9%

20%

15%

10%
5%
0%

19.0%

Share of total consumption

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2007-2012)(@)

55%
50%
450, {426% 41.5%
40% i 34.6% 35.4%
25% 325% 208%
30%
25% 21.3%
20%
15%
10%

5%

0%

48.1%
43.0%

29.3%

Share of total consumption

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q@ Q2 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4 QR Q4
2006 2007 2008 2008 2009 2009 2010 2010 2011 2011 2012 2012

Sources: (1) KPMG EU Flows Model 2007 - 2012
(2) PMIEmpty Pack Surveys 2007 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Lithuania — C&C summary

Belarus continued to be the largest inflow market of C&C

Total inflows of C&C
2006-2012M0@@)

2.5 ~

= = n
o o o

Volume (bn cigarettes)

o
2

o
o

2.30

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100%

80%

60%

40%

20%

0%

Notes: (a)

Sources: (1)

(2)

0.8% L B8% gttt
- 1- Other countries

BDuty Free
mUkraine
mRussia

W Belarus

2006 2007 2008 2009 2010 2011 2012

KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.

KPMG EU Flows Model and interviews with PMI Local Management

Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘(KPMG
International’), a Swiss entity. All rights reserved.
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Lithuania — ND(L) summary
There has been an increasing trend towards ND(L) in Lithuania coming from Duty Free

purchases; Winston has gained the largest brand share

Total inflows of ND(L)
2006-2012M0@@)

0.25 -
@ 0.20
bt
j
S o015
o
c
2
[
2 0.10
=
s
0.05
0.00
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-20121)2)(@) 2006-2012MW@)@
100%
100%
14.7% 100 | 13.6% 12.0%
80% 27.0% o 0ggA” 22.6% 52 22 - 24.7%  25.4% Other Non-PMI
80%
73.1% 73.6% Other countries 42.6%
60% =7 g15% o7 ) 60% 35.6% EWinston
89.3% Estonia 30.9% 29.7% 41.9%
F ’ : Other PMI
40% e 40% mMarlboro
mBulgaria 27.5%
20% mRussia 20% 27.1% mL&M
% 0.2%0.4%
Do WDuty Free
0% 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Luxembourg — Consumption summary
Total non-domestic incidence in Luxembourg increased by 15% in 2012, driven mainly by

increasing ND(L) volumes

Total Luxembourg consumption @@ Total cigarette consumption in Luxembourg remained flat in 2012, with
increasing non-domestic incidence offsetting a decline of 7% in legal

Change .
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 111206 dOMestic sales
Legal domestic sales (LDS) 477 505 443 415 393 394 368 (N% w C&C increased by 4% during the year, while ND(L) increased by 21%
Outflows -3.92 -420 -359 -3.18 -3.00 -298 -2.72 (8)% L . .
Legal domestic consumption (LDC) _ 0.85 084 084 097 093 096 o098 (1w = Outflows fromhLuxembourgl remf?m S|g|n|f|cant(ljy hl'ghzrgha” dgmestlch
) consumption, however total outflow volumes i 9 i
Non-domestic legal (ND(L)) 0.07 0.07 0.07 0.07 0.07 0.04 0.05 21% P eclined by 8% during the year
Counterfeit and contraband (C&C) 004 004 004 005 006 002 002 4%| m Legal domestic sales of OTP increased during the year, growing by 7% from
Total non-domestic 011 011 0.11 0.12 0.13  0.06 0.07 15% 2011
Total consumption 0.96 0.95 0.95 1.10 1.07 1.02 1.03 0%
(3)(@)
Luxembourg Other Tobacco Product market
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012 11/12 %
OTP (LDS) 387 481 455 493 550 574 6.14 7%
Share of Luxembourg consumption by type Luxembourg legal domestic sales (cigarettes and OTP) and non-domestic
2006-20121@) consumption, 2006-2012M@)E)(@)
3.7% 3.7% 3.7% 4.6% 5.8% 1.9% 2.0% S
100% 1 ' — E— 0 6.14
B S - g, 7% 550 5.74 OTP (LDS)
80% | 7.5% 7.6% 7.6% 6.6% 6.8% : 7 607 5 05 i _
= 4.77 ) 4.93 —#®— Cigarettes (LDS)
c&c 2 50 4 4.55
60% - ) —— Cigarettes (ND)
END(L) © E 4.81
s | B88%  887%  88.7%  88.8%  gr.ayk  OH3%  93.4% g *° 4.43 415
LDC g 30 A 3.87 3.93 3.94 368
] mOutflows =2
20% S 201
0%! 1 1.0 A
-500% - 0.0 : : — . .
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012 Note: (a) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(2) PMI Empty Pack Surveys 2006 — 2012 are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
(3) LDS/IMS data provided by PMI definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Luxembourg — Country flows summary

Outflows from Luxembourg declined by 8% during the year, while total inflows grew by 15%

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011  2012| 11/12%

France 002 002 002 002 001 001 002 >100%

Germany 002 002 002 002 000 002 001 (47)%

Belgium 003 003 003 004 006 001 000 (50)%

Other countries 0.04 0.04 0.04 0.05 0.06 0.03 0.03 17%

Total inflows 011 011 011 012 013 006 007 15%

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12%

. France 100 095 086 058 052 073 111] 53%
s kel Belgium 047 025 031 012 023 047 051 10%
Germany 035 038 044 080 038 041 046 13%

Other countries 210 263 197 168 187 137 063 (4%

e Total outflows 392 420 359 318 300 298 272 (8%

As prices in neighbouring countries increased in 2012, outflows from
Luxembourg to France, Germany and Belgium grew in 2012

= Outflows to France increased by 53% in 2012, with packs from Luxembourg
being picked up throughout the country

= Luxembourg
= Main inflow country
Main outflow country

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Luxembourg —Comparison of external sources for non-domestic estimates

Non-domestic incidence for Luxembourg increased from 5.7% in 2011 to 6.6% in 2012

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2007-20121@)(@)®) based on the results of the Empty Pack Surveys undertaken in the second
and fourth quarters of 2012

2% 1 m EPS results for the EU flows model have been reweighted to reflect the relative
population of the two cities sampled, Luxembourg City and Esch-sur-Alzette

20%
= The EU flows model estimate is based on the arithmetic average results of the
12.6% reweighted Q2 and Q4 EPS surveys

15%
11.2% 11.3% 11.3% 11.2%

10%

Share of total consumption

5%

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates

2007-2012(A)(@)®)

19.4%
20% °

15%

10%

5%

Share of total consumption

0%

Industry Industry Industry Industry Industry Industry Industry Industry
EPSQ3 EPSQl1 EPSQ2 EPSQ3 EPSQ3 EPSQ4 EPSQ2 EPSQ4
Sources: (1) KPMG EU Flows Model 2006 - 2012
2006 2010 2010 2010 2011 2011 2012 2012 () Industry Empty Pack Surveys 2006 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
(b) Q42012 EPS results for Luxembourg remain preliminary and have not been analysed by all companies.
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Luxembourg — C&C summary
C&Cincreased by 4% in 2012, with declining inflows from Portugal being offset by increased

volumes from Bosnia and Herzegovina

Total inflows of C&C
2006-20121@)(@)(b)

0.08 1
0.07
0.06
0.05
0.04
0.03

Volume (bn cigarettes)

0.02
0.01

0.00

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012M1@)(@)(b)

100% 4
26.1% Other countries
80% A 37.8%
69.1% 69.1% 69.1% 59.6% poron
1% .1% 1% .59 0
60% 72.5% _
HSpain
63.1%
40% A MAlgeria
15.6%
20% Bosnia an_d
28.2% Herzegovina
0% - = T - T - T
2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management brands purchased legally from other countries.
(2) Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) (b) Due to the small EPS sample size and relatively low proportion of C&C in Luxembourg, very small volumes can have a
large proportional impact on C&C results. For example, only 2 packs of the full year sample of 325 were collected from
Bosnia & Herzegovina in 2012; however, this represents over 25% of C&C.
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Luxembourg — ND(L) summary
Non-domestic legal inflows in Luxembourg increased during the year, with Camel increasing to

18.6% of ND(L) in 2012

Total inflows of ND(L)
2006-2012M0@@)

0.08 7 0.07 0.07 0.07 0.07 0.07
n i
g 0.06 0.05
(4]
<
o 0.04
2 0.04 A
g
()
£
>
S 0.02 A
>

0.00

2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-20121)2)(@) 2006-20121)@)
100% A % -
9.7% 9.7% 9.7%  9.7% 17.8% _ 100% Other Non-PMI
21.6% . 22.5% Other countries 22.20%
80% - 80% - 32.8% 35.3% mLucky Strike
; 50.9%  50.8%  50.9%
8.5% mBelgium 60.4% ° ? ot Camel
60% A 60% 5.030 7.4% -
EGerman Other PMI
Y . 2.9%, m en2:9% 14.2% 18.2% 9
40% A 40% _0_9%0-3% 7.8% 7.8% 7.8% 18.6% mMarlboro
fFrance 9.0% 9.0% 9.0% 9.0%
20% A 20% -
0% A 0% A

2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Luxembourg

Estimation of consumption

Consumption estimates The scale of outflows from Luxembourg and the small size of the domestic
2012M@E® market make an exact measurement of domestic consumption very
challenging
1.2
1.03 = The estimation of outflows from Luxembourg requires the measurement of
_ Lo INGIG78 - 6.6% non-domestic flows from Luxembourg into all other countries
%]
Q - . . . -
g 08 - These inflows are particularly difficult to measure as they are likely to be
@ . . . .
2 06 concentrated geographically within markets and are relatively small
5 compared to the domestic markets of the destination countries
> —0:01— 0.96
2 04 . L .
E m As aresult, this approach is likely to underestimate the volume of flows out of
o .
> 0.2 Luxembourg and hence overstate consumption
0.0 We have used consumer survey data®® to adjust the estimation of the
Luxembourg Cross-border International Under-reporting Total Consumption in 2012
residents commuters tourists uplift consumption

= We have used consumer survey data to estimate domestic consumption by
residents, commuters and visitors to Luxembourg

Consumption calculation 2012 - We estimated the extent of under-reporting in the survey data at 44% by
. performing the same calculation for Belgium, and comparing the result to
Luxembourg Belgium . .
our own consumption estimates
0.4 9.0 i . . . . . -
= Applying an uplift for under-reporting implies total consumption of 1.03 billion
cigarettes
17.0% 10.5%
6.0% 1.1%
14.7© 15.6
Notes: (a) Implied consumption for Luxembourg includes 0.07 billion cigarettes attributed to
0.40 5.15 international commuters and tourists
' ) (b) Figures for occasional smokers have remained consistent with prior years due to a lack of data
/ 11.65 (c) Average daily consumption in Luxembourg is calculated as an average of GCTS daily
n/a . consumption figures for the Netherlands and Belgium
‘ Sources: (1) Oxford Economic Forecasts (OEF)
44% 44% (2) Global Consumer Tracking Survey provided by PMI
(3) Smoking incidence estimated by Luxembourg Cancer foundation, quoted in “Smokers in the
1.03 n/a minority in Luxembourg” on Wort.lu on 29/01/13.

(4) KPMG EU Flows Model
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Malta — Consumption summary
Total consumption in Malta declined by 8% in 2012, as non-domestic inflows declined by 8%;

outflows increased by 53% during the year

Total Malta consumption MEE)

Legal domestic sales in Malta decreased by 3% in 2012, with legal domestic
consumption also impacted by increasing outflows

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012)11/12%  , C&C and ND(L) remained relatively stable at 12.1% and 1.4% of total
Legal domestic sales (LDS) 0535 0535 0535 0529 0550 0520 0505| (3)% consumption in 2012, respectively
Outflows -0.035 -0.040 -0.053 -0.071 -0.045 -0.046 -0.071| 53%

Legal domestic consumption (LDC) 0.500 0.495 0482 0458 0505 0474 0434| (% = Increased outflows from Malta were mainly driven by inbound tourism, which
increased to an all-time high in 2012®

Non-domestic legal (ND(L)) 0.003 0.007 0.007 0.007 0.007 0.007 0.007 0%
Counterfeit and contraband (C&C) 0.040 0.035 0.034 0.032 0.062 0.067 0.061 (9)%
Total non-domestic 0.042 0.042 0.041 0.039 0.069 0.074 0.068 (8)%
Total consumption 0.542 0.536 0.523 0.497 0.574 0.547 0.502 (8)%
Share of Malta cigarettes consumption by type Malta legal domestic sales and non-domestic consumption
2006-20121)(2) 2006-201210Q)E) @)
100% 1
7.3% 6.5% 6.5% 6.4% 10.8% 12.29% 12.1% 0.6 - 0.550
80% - 0.5% 1.3% 1.3% 1.4% e L a% L 0.535 0-535 0-535 0529 0.520 0.505 —®— Cigarettes (LDS)
Cac 2 0.5 1 —e— Cigarettes (ND)
60% b=
END(L) S 0.4 1
92.2% 92.2% 92.2% 92.2% 88.0% 86.6% 86.5% 2
40% D a LDC o
5 0.3 1
20% 1 mOutflows >
E 0.2 4
S
0% 1 >
] 0.069 0.074 0.068
-20% - -10.0% - 14.2% BAN 419 - - - —
2006 2007 2008 2009 2010 2011 2012 0.0 T T T T T T \
2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
®) LDS_”MS datz_a providgd by PMI . . Notes: (a) OTP data not available.
(4) National Statistics Office — Malta, Departing Tourists December 2012, 31 January 2013
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Malta — Country flows summary
Despite increased inflows of Unspecified cigarettes, total inflows to Malta decreased by 8% in

2012, driven by decreased Duty Free volumes; outflows increased by 53% during the year

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
Unspecified 0.000 0.000 0.000 0.000 0.022 0.028 0.041 46%
Duty Free 0.030 0.030 0.029 0.027 0.034 0.032 0.021| (36)%
Italy 0.005 0.005 0.005 0.004 0.001 0.001 0.001 >100%
Other countries 0.008 0.008 0.007 0.007 0.011 0.013 0.005/ (62)%
Total inflows 0.042 0.042 0.041 0.039 0.069 0.074 0.068 (8)%
Outflows from Malta
Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12 %
DL AR UK 0.027 0.027 0.044 0.039 0.035 0.037 0.051 36%
cigarettes Netherlands 0.004 0.004 0.000 0.004 0.000 0.006 0.002| (66)%
Ireland 0.004 0.000 0.001 0.001 0.002 0.002 0.002| (27)%
Other countries 0.001 0.010 0.007 0.026 0.008 0.000 0.016 -
Total outflows 0.035 0.040 0.053 0.071 0.045 0.046 0.071 53%
Outflows from Malta were largely driven by tourism outflows to more
expensive markets, with flows to the UK representing the largest volume
= Flows to 'Other countries' also increased, mainly comprised of outflows to
France, Italy, Germany and Greece
Unspecified inflow volumes increased by 46% in 2012
= Malta
= Maininflow country = However, this was offset by a 36% decline in flows from Duty Free
Main outflow country
>=s 0.041 billion
\\_,' cigarettes
Unspecified®
Notes: (a) Map shows flows over 1% of consumption. Countries which are both source and destination countries are coded according to the
larger flow
(b) Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax stamp, or
mention of ‘Duty Free’ on the pack
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Malta — Comparison of external sources for non-domestic estimates
Total non-domestic incidence was estimated at 13.5% in 2012, a slight increase from the 2011

estimate of 13.4%

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2007-201212)(@) based on the results of the Empty Pack Survey undertaken in the fourth
quarter of 2012

15%

13.4% 13.5%

10%

7.8% 7.8% 7.8% 7.8%

5% A

Share of total consumption

0% -

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2007-2012)(@)

20%
c
2
a
e 15% 13.4% 13.5%
2 12.0%
=
S
o
T©T  10%
g 10% 7.8%
ks
1
= 5%
%]

0%
EPS Q2 2006 EPS Q4 2010 EPS Q4 2011 EPS Q4 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Malta — C&C summary
C&C in Malta declined in 2012, however the proportion attributable to Unspecified market

variants increased to 67.3%

Total inflows of C&C
2006-20121@)(@)(b)

0.07 0.067

0.06
0.05
0.04
0.03

0.02

Volume (bn cigarettes)

0.01

0.00
2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012M1@)(@)(b)

100% 1 o o
17.2%  16.8%  16.0% 9.2%  10.1%
26.0% .
80% A Other countries
60%
MDuty Free
40% A
67.3%
Unspecified
20% - 36205  423% P
0% - T T T ]
2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) brands purchased legally from other countries.
(b) Unspecified market variants are those which do not bear any market-specific health warning or mention Duty Free on
the label.
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Malta — ND(L) summary
Non-domestic legal flows remained stable in 2012, with over 80% of inflows coming from Italy

and the UK; PMI's share of ND(L) remained stable at 18.7% during the year

Total inflows of ND(L)
2006-2012M0@@)

0.010

o
o
S
©

0.006

0.004

Volume (bn cigarettes)

o
o
S
N

0.000

0.007 0.007 0.007 0.007 0.007 0.007

0.003

2006 2007 2008 2009 2010 2011 2012

Share of ND(L) by origin
2006-2012M0@@)

100%

Share ND(L) by brand
2006-2012M@)(@)

] 11.4% 11.4% 11.4% 11.4% 11.4% 11.4% 100% -
) Other countries
gov, | 28:6% Other Non-PMI
80% A
HDuty Free 56.1%  55.8%  55.8%  "Lambert& Butler
60% 68.1% 68.1% 68.1% 68.1%
BUK 60% A mBenson & Hedges
0 Other PMI
40% E
EMarlboro
20% 20% 4
0% 0% A
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Netherlands — Consumption summary
C&C in the Netherlands increased by 4% in 2012, with non-domestic incidence growing to 21.4%

of total consumption in 2012

Total cigarette consumption in the Netherlands declined by 3% in 2012, with
growing non-domestic inflows partially offsetting the 5% decline in legal

Total Netherlands consumption M@E)

Change -
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 111206 dOMestic sales
Legal domestic sales (LDS) 1411 1451 1462 1339 1316 1271 1205 (5% = Growth in non-domestic incidence was most significantly impacted by ND(L)
Outflows -0.57 -0.82 -0.53 -0.48 -0.49 -0.27 -0.29 9% inﬂOWS, Wh|Ch increased by 10% in 2012
Legal domestic consumption (LDC) 13.54 13.69 14.09 1291 12.67 1244 11.75 (5)% o . .
Non-domestic legal (ND(L)) 087 238 130 097 177 141 155 0% IOTPI t(‘jepresti_n ts al Slgtnltfltltla nt T:ggrgon .Of thettNethe.rlaln dst t(.)bzcc:)clozmarket with
Counterfeit and contraband (C&C) 459 2.97 145 060 178 158 164 4% egal domeslic sales totalling 14.U9 bn cigarette equivalents in
Total non-domestic 546  5.36 275 156 355 298 319 7% — Legal domestic sales of OTP increased by only 1% in 2012
Total consumption 19.01 19.05 16.84 14.47 16.23 1542 1494 (3)%
3
Netherlands Other Tobacco Product market( )(E)
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012|11/12%
OTP (LDS) 14.41 1424 13.68 1549 14.67 14.01 14.09 1%
Share of Netherlands cigarette consumption by type Netherlands legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
20 1
100% o 8.6% g%y 110%  102%  11.0% ] ot (L59)
2420 ~ 15:6% 6700 O 18 15.49 —=— Cigarettes (LDS)
. o . (] : H
oo | A% 125% ° C&C 814 ] —e— Cigarettes (ND)
° END(L o 1451  14.62
89.2% " g2y M 1339 1316 o7
40% 1 29000 719% o 2% ogi0  80.6%  78.7% | PC g 10 A 12.05
MOutflows % 84
20% - E 5.46 5.36
S
0% T e T e T e T T T Z 4 2.75 358 2.98 3.19
3.0%  -4.3% -3.2% -3.3% -3.0% -1.8% -2.0% , | 1.56
-20% A
2006 2007 2008 2009 2010 2011 2012 0 T T T T T T -
2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012 Note: (a) OTP is defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(3) LDS/IMS data provided by PMI are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Netherlands — Country flows summary
Non-domestic inflows to the Netherlands increased by 7% in 2012, driven largely by growing

inflows from Germany and Belgium

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12%

Germany 045 029 020 013 035 025 0.33 35%

Belgium 054 073 013 015 024 029 032 8%

Italy 065 045 025 006 021 018 017 ()%

Other countries 382 388 217 122 275 227 236 4%

Total inflows 546 536 275 156 355 298 3.19 %

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %

UK 008 017 012 006 0.04 0.02 0.07 >100%

f France 014 026 008 014 009 0.08 007 @18)%
T ‘c’i-::rgi't';" Germany 018 016 020 013 014 007 0.8 (13)%
cigarettes Belgium 009 005 002 011 013 0.06 0.04| (L%
Other countries 0.08 017 012 0.04 0.09 0.04 0.05 21%

Total outflows 057 082 053 048 049 027 0.29 9%

As the price of cigarettes in the Netherlands rose relative to neighbouring
markets, non-domestic inflows grew in 2012

®  Netherlands
= Main inflow country

= Germany and Belgium represent the largest volumes, comprising over 20% of
total inflows

— German inflows increased most significantly during the year, growing by
35% in 2012. This is largely due to the increasing price differential between
the two countries

Outflows from the Netherlands increased by 9% during the year, driven by
increasing flows to the UK

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Netherlands — Comparison of external sources for non-domestic estimates
Estimated non-domestic incidence based on EPS survey results increased from 19.4% in 2011 to

21.4% in 2012, with EU Flows model results stabilising in recent years

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2006-20121)2)(@) based on the results of the Empty Pack Surveys undertaken in the second

and fourth quarters of 2012
300 1 28:8%  28.1% ) ) ] )
m The EU flows model estimate is based on the arithmetic average results of the

21.9% 01 4% Q2 and Q4 EPS surveys, with no further adjustments made to the survey
19.4% results

25%

20%

15%

10%

Share of total consumption

5%

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

30% 128:5% 5779
25.5%
25% 23.4%

20%
15.3%
15%

10%

Share of total consumption

5%

0%

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q3 Q2 Q3 Q2 Q2 Q2 Q4 Q2 Q4 Sources: (1) KPMG EU Flows Model 2006 - 2012
2006 2007 2008 2008 2009 2010 2011 2011 2012 2012 (2) PMI Empty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Netherlands — C&C summary
C&C inflows increased by 4% in 2012, with inflows from Russia and Poland declining relative to

2011

Total inflows of C&C
2006-2012M0@@)

59 459

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% A
Other countries

80% 1 48.3% 52.20% 49.4% 52.9% .

64.2% °1%  62.9% : mRussia
o mPoland
0% Italy
20% mDuty Free

0%

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 152
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Netherlands — ND(L) summary
Non-domestic legal inflows increased by 10% in 2012, driven largely by an increase in German

inflows, due to the widening price differential between the two countries; L&M increased to
14.6% of ND(L) originating mainly from Germany and Duty Free market variants

Total inflows of ND(L)
2006-2012M0@@)

2.5 2.38
2.0 1

1.5 1

1.0 A

Volume (bn cigarettes)

0.5

0.0 -
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M@)@ 2006-2012W@)@
100% A o g 100% -
er countries
24.4% 27.3% 29.8% 23.6% 23.4% 20.4%
80% - 24.1% 35.4% UK 80% - 33.3% 35.7% 30.9% 28.7% 29.1% Other Non-PMI
.69 9.4% [ 10 ]
57.6% 10.6% 11.2% 0.8% o ° France - 5.5% e 409 e mPall Mall
-4 : & 0, .
60% 14.7% i . 60% | 1330 181% 59% 950  9.8%  89% camel
11.6% 198% 9.6% utyree o0
9 8.0% i 3.7% Other PMI
20% | L% 9.0% mBelgium
. 40% 1 BL&M
. Germany
20% A 20% A EMarlboro
010 123%  154% 1369  198%  17.6%  215%
0% T T 1 0% -
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes:  (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and

brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG
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Poland — Consumption summary
Whilst consumption of manufactured cigarettes decreased by 8% and legal sales of OTP

decreased by 29%, a significant increase in green leaf tobacco consumption is likely to have
accounted for the gap in consumption

Total Poland consumption (D)2)(3) LDS feII_ by 6% as a result of the decrease ir! c_o_nSL_Jmption and availability of
alternative tobacco products in the form of illicit cigarettes and green leaf OTP

Change . . . Lo
0,
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 1120 ™ C&C declined in volume terms but its share of consumption increased to 13%
Legal domestic sales (LDS) 7244 6991 6314 6112 5732 5555 5215  (6)%| OTP sales also declined by 29%; the decrease in total consumption appears to have
Outflows 994 -947 -881 -943 -9.35 -10.80 -11.36 5%| been caused by large scale switching to the growing green leaf segment
i il 0,
Legal domestic consumption (LDC)  62.50  60.44  54.32 5168 47.97 4475 4079 )% = In 2012 green leaf was estimated to account for over 6 billion cigarettes worth of
Non-domestic legal (ND(L)) 0.61 0.57 089 094 053 055 0.63 15% consumption(“)
Counterfeit and contraband (C&C) 380 469 492 707 577 668 620 (7)% Green leaf was sold online and from corner shops as unprocessed tobacco and was
Total non-domestic 441 526 580 802 630 723 6.83 (5)% . . 4 P P
not subject to excise tax®
Total consumption 66.92 65.70 60.13 59.70 54.27 51.97 47.62 (8)%
@ = Green leaf is the most economical way of smoking in Poland, however it was exploiting
Poland Other Tobacco Product market a tax loophole which was closed as of January 15t 2013
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12 %
OTP (LDS) 0.94 0.80 0.68 3.95 4.69 5.31 3.75 (29)%
Share of Poland cigarette consumption by type Poland legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
95% | 57%_  _7.1%  82%  118%  10.6% ) 0 80 1 72.44
"] oew oo TrEwm oo Sor 129% (130% 69.91
1.6% 1.0% 1.1% 1.3% 7 70 1 63.14 61.12
4 [] "
70% cac £ 6o | 57.32 55.55 5015 % Cigarettes
g (LDS)
{ 93.4% 92.0% END(L) S 50
45% D 6 90.3%  g86.6% 884%  86.1%  85.7% o o Cigarettes
LDC % 40 (ND)
20% 1 mOutflows % 30 A oTP
S (LDS)
5% | 201 8.02
. : 7.23 6.83
14.9%  -14.4%  -147% 1580  -17.2% 104 44 5.26 5.80 6.30
-30% - o mm 3.75
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) . X o . . .
(3) LDS/IMS data provided by PMI Note: (@) OTP s defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
. P Y are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
(4) PMiestimates definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports..
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Poland — Country flows summary
Total inflows to Poland declined in volume terms, however inflows from Belarus increased by

32%. Outflows to Germany remained stable, whilst outflows to the UK increased significantly

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12 %
Belarus 002 011 038 104 139 266 352 32%
Ukraine 167 258 342 471 29 170 107 (37)%
Russia 0.82 123 107 135 108 101 083 @17)%
0.83 billion Other countries 190 134 095 092 088 186 141 (4%
coRee Total inflows 441 526 580 802 630 723 683 (5%
3.52 billion Change
/'gafenes Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12%
t-;ig{fg: s billon Germany 653 685 632 754 7.49 864 854 ()%
(;igarenes — UK 1.40 1.02 0.93 1.01 0.86 0.96 1.72 80%
7 3T France 041 032 041 028 030 055 031 (42)%
cigarettes
» Other countries 160 127 116 061 069 066 0.78 17%
%E,;ﬂﬂfs" Total outflows 9.94 947 881 943 935 1080 11.36 5%
Whilst inflows from Ukraine and Russia reduced significantly, inflows from
Belarus increased by 32%
= The EU27 have improved border controls with Ukraine, along with investing
large amounts of money in sophisticated surveillance methods, including x-ray
machines and sniffer dogs®
= Poland = A higher price differential® and the lack of an association agreement between
" Maininflow country EU27 and Belarus® has led to it becoming one of the most attractive source
Main outflow country

countries for illicit cigarette smuggling mainly through the Baltic States

Outflows to Germany remained stable, whilst outflows to the UK almost
Notes:  (a) Map shows flows over 1% of consumption. Countries which are both source and destination countries are coded

according to the larger flow doubled
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
(3) European Commission, Anti-fraud strategy, June 2011
(4) PMI Management and EU Tax Tables
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Poland — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Poland rose by 0.4 percentage points in 2012, from 13.9% to 14.3%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2006-20121)2)(@) empty pack surveys results from each quarter
16% 1 sy | 14.3% = For Poland, each EPS quarterly wave is weighted equally, as there were no
13.4% I

inconsistencies or specific issues that required any additional weighting

11.6%
= No additional re-weighting or analysis was undertaken

11%

5% A

Share of total consumption

0% -
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

20%

15.6%
14.6% 14.5% 14.6%

15% 13.6%

13.1%

0
12.1&11.3%

10.7% 10.5%

9.6%

10% 8.0%

6.6%

5%

Share of total consumption

0%

EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS EPS
Q3 Q3 Q3 Q2 Q4 Q2 Q4 Q2 Q3 Q4 Q2 Q3 Q4 Sources: (1) KPMG EU Flows Model 2006 - 2012
2006 2007 2008 2009 2009 2010 2010 2011 2011 2011 2012 2012 2012 (2) PMI Empty Pack Surveys 2006 — 2012
Notes: (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Poland — C&C summary

Whilst total C&C has declined by 7%, there has been a significant increase in flows from Belarus

Total inflows of C&C
2006-2012M0@@)

7.07
6.68

Volume (bn cigarettes)
o [ N w = [4)] [} ~ ©

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% 1
25.0% Other countries
80% A
Moldova
60% 1 EDuty Free
mRussia
40% A
mUkraine
20% mBelarus
0% -
2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
brands purchased legally from other countries. (2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘(KPMG 158
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Poland — ND(L) summary
The main source countries for ND(L) were Russia, Sweden and Germany, along with a high level

of Duty Free sales; PMI's brand share remained stable at around 47%

Total inflows of ND(L)
2006-2012M0@@)

1.0 1 0.94

Volume (bn cigarettes)
o
[6;]

0.0

2006 2007 2008 2009 2010 2011 2012

Share of ND(L) by origin
2006-2012M0@@)

100% 1
80% A Other countries
0,
6 63.3% 60.3% 35.0% Germany
60% { 6.1%
89.2% 94206  94.6% 1 Sweden
40% A 0 i
13.6% 12.4% B Russia
4.2%  25.5% Cage  aGEl
0'%% 1 mDuty Free
0% A

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and

brands purchased legally from other countries.

Share ND(L) by brand
2006-2012W@@

100%
33.6%
80% 37.6%
’ 54.3% AL s a87%  A41%
60% 3.4%
0

5.4% 3 0.6% mmm4s0%

27% " " 4.6%

40%

20%

0%

2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

Other Non-PMI
EPrince

Camel

Other PMI
HL&M

EMarlboro
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Portugal — Consumption summary
Non-domestic consumption in Portugal declined by 20% in 2012, driven by declining ND(L) and

C&C during the year, while outflows increased by 7%

®E@E) Both legal domestic sales and non-domestic consumption declined in 2012,

Total Portugal consumption oar e ; 3 .
indicating adrop in overall cigarette consumption of 11%

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12% , Non-domestic incidence in Portugal remains low, at 3.3% of total consumption
Outflows -1.24 -1.28 -1.00 -0.63 -0.89 -0.70 -0.75 7% o o _ . .
Legal domestic consumption (LDC) 13.08 12.75 11.48 11.73 10.97 1053 938 (1% = The declinein non-domestic inflows was mainly driven by ND(L) which
0 .
Non-domestic legal (ND(L)) 032 014 015 013 013 007 005 (35% decreased by 35% during the year
Counterfeit and contraband (C&C)  0.63 033 047 026 026 033 027 (17N)% — C&C inflows also declined, due to a significant decrease in PMI counterfeit
Total non-domestic 095 048 062 039 039 040 0.32] (20)% volumes
Total consumption 14.04 1323 12.10 12.13 11.36 10.93 9.70 11)% . . . T
P (L1 = Legal domestic sales of OTP increased by 9% in 2012, indicating consumers
Portugal Other Tobacco Product market 9@ switching at the bottom end of the market
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12 %
OTP (LDS) - 073 059 089 116 218 238 9%
Share of Portugal cigarette consumption by type Portugal legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
100% 1 4.5% 2.5% 3.9% 2.2% 2.3% 3.0% 2.8%
5305 1.1% 1.2% 1.1% 1.1% 0.6% 0.5% 16 1
80% - R ’ 0 ’ : ’ 14.33 14.03 —@— Cigarettes (LDS)
0 4
14 12.48 12.37 11.86 .
c&c a . 11.23 —— Cigarettes (ND)
60% A g 12 4 10.13
END(L) b : OTP (LDS)
93.2% 96.4% 94.9% 96.8% 96.5% 96.3% 96.7% 3 10 -
40% LDC S
5 8
20% 1 mOutflows 5
e 6
=
% " S D S s 4 218 2.38
-8.99 -8.39 -5.2% -7.9% -6.49 1.16
8.9% -9.7% 8.3% 6.4% -7.7% 2 0.95 0.73 0.59 0.89
-20% - — oo 0.32
2006 2007 2008 2009 2010 2011 2012 0 T T —T T ]
2006 2007 2008 2009 2010 2011 2012

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012 Note: (a) OTP is defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(3) LDS/IMS data provided by PMI are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports..
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Portugal — Country flows summary
The decline in non-domestic inflows into Portugal was driven by decreasing volumes from Duty

Free, Unspecified market variants and Spain, while outflows to France and the UK increased

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Duty Free 0.10 006 006 006 005 008 0.06f (23)%
Unspecified 0.00 000 000 000 000 0.07 006 (11)%
Spain 070 020 045 013 011 0.04 002 (4%
Other Countries 015 021 011 020 023 021 017 (18)%
Total inflows 095 048 062 039 039 040 032 (200%

Outflows from Portugal

2012| Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 Sticks| 11/12%
France 0.56 0.48 0.47 0.27 0.51 0.41 0.44 6%
UK 0.31 0.51 0.34 0.12 0.10 0.11 0.15 43%
Spain 018 012 0.06 014 0.08 003 004 28%
Other Countries 020 017 014 009 019 015 0.12f (19%
Total outflows 124 128 100 063 089 070 0.75 7%

Non-domestic inflows to Portugal declined by 20% in 2012, with volumes
0.4 billion from Spain decreasing due a reversal in the price differential between the

clgaggtes two countries
m Outflows from Portugal increased by 7%, due largely to increased outflows to
» the UK and France
0_.02 billion
clgareties = Portugal — This is largely due to tourism flows and an increasing price differential
= Main inflow country .
Main outflow country between these two countries

0.06 billion cigarettes

Unspecified®

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

(b) Unspecified market variants are those which do not bear any market-specific health warning or mention Duty Free on the label.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Portugal — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Portugal decreased from 3.7% in 2011 to 3.3% in 2012

Non-domestic market estimates
2006-2012W@)@)

8% 1
6.8%
6%

4%

2%

Share of total consumption

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012)(@)

8% 1
6.8%
6%

4%

2%

Share of total consumption

0%

EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2
2006 2007 2008 2009 2010 2011 2012

The EU Flows Model estimate for non-domestic consumption in 2012 is
based on the results of the Empty Pack Survey undertaken in the second
quarter of 2012

m The EU flows model estimate is based on the results of the Q2 EPS survey,
with no further adjustments made to the survey results

Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Portugal — C&C summary
C&C declined by 17% during the year, while the proportion attributable to unspecified cigarettes

increased to from 20.9% in 2011 to 22.5% in 2012

Total inflows of C&C
2006-20121@)(@)(b)

0.8

0.63

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012M1@)(@)(b)

100% 1
Other countries
80% -
59.4%  58.2%
o
60% 1 86206  85.7%  gpo  842%  86.5% Unspecified
40% -
20.9%  22.5%  mDuty Free
20% -

2006 2007 2008 2009 2010 2011 2012

Notes:  (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands
purchased legally from other countries.
(b) Unspecified market variants are those which do not bear any market-specific health warning or mention Duty Free on the label.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Portugal — ND(L) summary
Non-domestic legal inflows declined by 35% in 2012, largely due to decreasing flows from Spain

which dropped to 49.8% of total ND(L); Marlboro’s share of ND(L) increased to 45.6%

Total inflows of ND(L)
2006-2012M0@@)

0.4 1
0.32
§ 0.3
©
<
2
©0.2
c
=)
o
§
501
>
0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012MR)@) 2006-20120R)@
- 100% 19
100% 7 10.9% 1% 3.6% 59, 3 6 02% . ’
() er countries
7% 4.4% asav  32.2% 23.4% . 33.305  OtherNon-PMI
80% Italy 80% + 570 43.8% 43.8% 37.1% D .
= John Player Special
WFrance 2.6%
60% 60% ; W Lucky Strike
; LUK oIS o
#Duty F : . Other PMI
o uty Free
40% . 40% BLa&M
I Spain
20% 20% EMarlboro
0% 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 165
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Romania — Consumption summary
Overall consumption of manufactured cigarettes decreased by 2%, largely accounted for by a

decline in C&C

Total Romania consumption V@@ The total cigarettes consumption decreased in Romaniain 2012 due to a
decrease in C&C

Change
Billion cigarettes 2007 2008 2009 2010 2011 2012| 11/12 % = The legal domestic sales remained stable
i 9 L .
;i?f"’l" domestic sales (LDS) 312'1;’4 32':; 2?':; Zi';g 2515'33 zi'gg ((3));’ = The smoking incidence declined from 40.2% to 39.7% between 2011 and 2012,
WS _ = = = = = = (3)% whilst the number of cigarettes smoked per day declined from 16.3 to 15.7*
Legal domestic consumption (LDC)  28.21 2875 27.92 21.84 2421 2421 0%
Non-domestic legal (ND(L)) 0.66 082 044 038 038 038 0% = Improved border controls resulted in a significant decline in C&C
Counterfeit and contraband (C&C) 2.22 313 455 530 3.08 252 (18)%
Total non-domestic 2.89 395 499 567 346 290/ (16)%
Total consumption 31.10 32.70 3291 2752 27.67 27.11 (2)%
Share of Romania cigarette consumption by type Romania legal domestic sales and non-domestic consumption,
2006-2012M@) 2006-2012MWE)@
100% - _
0% 2% _oew 13.8% 19.29% 11.1% 9.3% %7 sus 30.57 29.81
1 21% 2.5% o | .49 1.4% —_ ]
80% ey 1.4% 1.4% b g 30 25.58 25.54
8 o5 | 23.10
60% - g
END(L) 2 20 —&— Cigarettes
20% - 90.7% 87.9% 84.8% S 87.5% 89.3% cac 5 (LDS)
aé 15 4 —— Cigarettes
20% - mOutflows 2 (ND)
> 10 A
4.99 5.67
0% THE " N S S E— 5] 289 3.95 3.46 2.90
-5.6% -5.7% -4.6% -5.0% -4.9% -
-9.5%
-20% - 0 T T T T T )
2007 2008 2009 2010 2011 2012 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
(3) LDS/IMS data provided by PMI Notes: (a) OTP data not available
(4) Global Consumer Tracking Survey provided by PMI
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 167
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Romania — Country flows summary
Non-domestic incidence declined in 2012; in addition, outflows decreased with significantly

lower volumes to the UK

Change
Billion cigarettes 2007 2008 2009 2010 2011 2012 11/12%
Moldova 060 164 201 190 110 095 (13)%
Serbia 002 001 007 095 075 069 (9%
Ukraine 090 136 098 107 059 055 (8%
Other countries 137 094 192 175 102 072 (29%
Total Inflows 289 395 499 567 346 290 (16)%
Change
Billion cigarettes 2007 2008 2009 2010 2011 2012| 11/12 %
. France 130 061 062 032 056 062 11%
cigarettes UK 014 025 030 037 032 019 (40)%
il Italy 068 029 051 018 012 009 (24)%
cigarettes

Other countries 0.82 068 047 038 037 042 13%
0.62 billion 0.95 billion Total Outflows 294 183 189 126 137 133 (3%

cgareties S Romania experienced significantly lower inflows in 2012 from its

/ surrounding and more cheaply priced countries

0.69 biIIion/

ciols m Increased sophistication applied to customs check-points and the policing of

green borders (areas between 2 checkpoints which are not patrolled) has led to
a reduction in total inflows of 16%®

Romania
= Main inflow country
Main outflow country

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
(3) World Customs Journal, Tackling Cigarette Smuggling with Enforcement, Jan 2013

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 168
International’), a Swiss entity. All rights reserved.



Romania — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Romania fell by 1.8 percentage points in 2012 from 12.5% to 10.7%

Non-domestic market estimates Other non-domestic market estimates
2007-2012M@)@ 2007-2012G)
25% 17 30% A 27.6%
- 20.6% c
2 509 A S 25%
g 20% g 20.6%
3 15.2% 2 20% -
c
g 15% 7 12.1% 5 15.3%
s 10.7% T 15% - 13.0%
o o
.‘g 10% A1 2
o o 10% 4  7.7%
I IS
& 5% B 59 -
0% 0%
EU Flows EUFlows EUFlows EUFlows EUFlows EU Flows BAT/JTI 2008 BAT/JTI 2009 BAT/JTI 2010 BAT/JTI 2011 BAT/JTI 2012
Model Model Model Model Model Model
2007 2008 2009 2010 2011 2012
Other non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the
2007-2012@@ empty pack surveys results from each quarter
25% m Each quarterly wave was weighted equally
22.3%
0% = The data was additionally weighted to better represent the population size in
each region
15% 12.6% 12.5%

12.1% 11.6%

11.4% 11.1%
11.2%

10%

5%

Share of total consumption

0%

EPS Q3 EPS Q2 EPS Q2 EPS Q4 EPS Q2 EPS Q4 EPS Q2 EPS Q4 EPS Q2 EPS Q3 EPS Q4
2007 2008 2009 2009 2010 2010 2011 2011 2012 2012 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
(3) Consumer survey carried out 6 times a year by Novel Research for BAT and JTI
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section
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Romania — C&C summary
C&C from non-EU border countries continued to account for a large proportion of consumption

in Romania despite lower flows in 2012

Total inflows of C&C
2006-2012M0@@)

5.30

Volume (bn cigarettes)
w

2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% 1
13.5%
32.6% 25.9% 20.8% Other countries
80% .
Belarus
60%
mUkraine
0,

o M Serbia
20% mMoldova

0%

2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Romania — ND(L) summary
ND(L) accounted for a very small amount of non-domestic consumption, mainly from countries

with higher priced cigarettes

Total inflows of ND(L)
2006-2012M0@@)

1.00 1
0.82
% 075
©
<
2
o
< 0.50
=
o
€
=}
S 0.25
>
0.00
2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-20121)2)(@) 2006-2012MW@)@
0,
100% - 100%
18.2% 16.7% 9 0 Other Non-PMI
23.8% 22.9% 80% 35.0% 31.1% 34.4% 30.3%
4.9% 0 ’
80% A 34.9% 47.4% mWinston
8s% % oo
0, Other countries 60% mPall Mall
Other PMI
mFrance 13.7%
40% A 40% mL&M
mGerman EMarlboro
Y 20%
20% 4
mDuty Free
0 0%
0% - 2007 2008 2009 2010 2011 2012
2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Slovakia — Consumption summary
Overall consumption of manufactured cigarettes decreased by 4%, reflecting a decline in legal

domestic sales and a decrease in inflows, while outflows to other markets increased

Total Slovakia consumption P@®) The decrease in total consumption reflected a decrease in legal domestic
sales and non-domestic incidence

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012l 11/12% = The decline in legal domestic sales is broadly in line with expectations around
Legal domestic sales (LDS) 701 774 803 769 748 736 719 (2% overall consumption based on smoking incidence®
Outflows -0.54 -0.36 -0.37 -0.29 -0.25 -0.22 -0.29 37%
Legal domestic consumption (LDC) 6.47 7.38 7.66 740 723 7.15 6.89 (A%
Non-domestic legal (ND(L)) 025 015 021 014 009 0.10 0.07 (26)%
Counterfeit and contraband (C&C) 032 013 044 0.07 0.09 0.05 0.06 7%
Total non-domestic 0.57 028 065 021 018 0.15 0.13] (149)%
Total consumption 7.04 766 831 7.62 741 7.30 7.02 (4)%
Share of Slovakia cigarette consumption by type Slovakia legal domestic sales and non-domestic consumption,
2006-2012M@) 2006-20121@)3)@)
100% 4.5% 1.7% 5.3% 1.0% 1.3% 0.7% 0.8% 10 1
— — 1.2% 0
oo | 36% 19% Ty 18% ° 13w 10% - 774 8.03 7 60 s e
0 g 87 7-21/r/—"\|\'.\'.\7‘_.19 —8— Cigarettes
C&C [ (LDS)
60% s
ol9%  96.3%  gpo0,  97.2%  97.6%  98.0%  98.2% “NDM) ° 61 — o Cigarettes
40% LDC % (ND)
20% =Outflows 5 4
s
0% T T T — — — 21 os7 0.65
7.7% “4.7% -4.5% -3.8% -3.4% -3.0% 4.2% .\0-.2_8/_.\().‘21 0.18 0.15 0.13
-20% 0 T T T — — - )
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) LDS/IMS data provided by PMI Notes: (a) OTP data not available
(4) Global Consumer Tracking Survey provided by PMI
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Slovakia — Country flows summary
Slovakia has low levels of both inflows and outflows; the largest inflow to Slovakia comes from

Hungary, representing 23% of total inflows, whilst Germany is the largest outflow market

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%
Hungary 0.00 000 001 006 003 004 003 (14%
Ukraine 029 015 039 008 005 005 001 (82)%
Other countries 028 013 025 0.08 010 0.06 0.09 43%
Total inflows 057 028 065 021 018 015 0.13] (14)%
Outflows from Slovakia
Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
Germany 0.07 006 004 004 004 004 007 63%
Austria 008 006 006 0.04 003 004 004 0%
Hungary 0.06 003 004 003 001 003 001 (53)%
0.07 billion Other countries 034 020 023 017 016 011 017 55%
i tt
4 0.01 billon Total outflows 054 036 037 029 025 022 020 33%
cigarettes
f Lower levels of inflows came from Hungary and Ukraine
0.03 billion = The inflow from Ukraine declined at the same time as investment in border
RS security increased and cooperation between the EU and Ukrainian border
police improved®
m The inflow from Hungary declined as tax changes throughout the year reduced
the price differential (for Marlboro from €1.03 to €0.60)®)
v Siovakia Outflows from Slovakia to Germany and Austria are mainly accounted for by
= Main inflow country shopping visitors and migrant workers taking advantage of cheaper

Main outflow country

cigarettes®

Notes:  (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which
are both source and destination countries are coded according to the larger flow
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) KPMG analysis of PMI tax tables
(4) European Commission, Anti-fraud strategy, June 2011
(5) Interviews with PMI management
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Slovakia — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Slovakia fell by 0.2 percentage points in 2012 from 2.0% to 1.8%

Non-domestic market estimates
2007-2012W@)@)

10%

8%

6%

4%

Share of total consumption

2%

0%

8.1% 7.8%

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2007-2012)(@)

15%

10%

5%

Share of total consumption

0%

10.2%

3.2% 2.5% 9
5%  2.4% 2.0% 1.8%

EPS Q1 EPS Q3 EPS Q3 EPS Q3 EPS Q2 EPS Q4 EPS Q2 EPS Q2 EPS Q2
2006 2006 2007 2008 2009 2009 2010 2011 2012

The EU flows model calculates non-domestic incidence by inputting the
empty pack surveys results from each quarter

= One survey was conducted during the year

Sources: (1)

(2)

KPMG EU Flows Model 2007 - 2012
PMI Empty Pack Surveys 2007 — 2012

Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Slovakia — C&C summary
C&C in Slovakia was driven by increasingly high levels of cigarettes which were marked as if

they were destined for Duty Free sale

Total inflows of C&C
2006-2012M0@@)

o
3

0.44

o o o
N} w IS

Volume (bn cigarettes)

o
-

o
o

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100% 1
12.3%
26.2% Other countries
80% A
0% - M Belarus
0% MUkraine
20% | WDuty Free
0% +

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Slovakia — ND(L) summary
The majority of Slovak ND(L) came from surrounding countries with similar price points such as

Hungary, Poland and the Czech Republic

Total inflows of ND(L)
2006-2012M0@@)

0.30
0.25
w
2
T 0.20
<
2
o
< 0.15
=)
)
€ 0.10
3
o
>
0.05
0.00
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M@)@) 2006-2012M@)@)
% 1 100% A
100% 05T . 6.5% o
16-30 % 5.8% ) 23.3% . 23.3% Other Non-PMI
80% 42.0% 34.6% 19.2% 36.5% 4.3% . Other countries 80% - 7.8% 34.1% A 40.5% .
6 ¥ Ukraine am ' s Si59% Lucky Strike
. 0 "
6o | (22% 12.7% 4.7% mDuty Free 60% - #6%T 17.0% . ™Golden Gate
0 2.7% 18.2%
REAE  5.8% - mCzech Republic Other PMI
40% A 40% 4
mPoland HLEM
o | 3B 40.8% 37.1% |43.2% MHungary 20% mMarlboro
2- 30.7%
0
0% 80 [5.6% . 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Slovenia — Consumption summary
Total cigarette consumption in Slovenia increased by 2%, driven by an increase in inflows that

offset the decline in LDS and outflows

Total Slovenia consumption V@@ The decrease in outflows can be explained by price increases and lesser
attractiveness of Slovenian products to Austrians

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 | 11/12%| = The Slovenian governmentimposed price increases of 12.5% on Slovenian
Legal domestic sales (LDS) 452 478 511 498 487 484 457 (5)% smokers, whilst the price in Austria remained the same; as a result, the price
Outflows 062 083 -113 -111 -119 -145 -116] (L)% differential (based on 20 Marlboros) reduced from €1.30 to €0.90 which made it
Legal domestic consumption (LDC) 390 395 398 38 368 339 341 1% less likely that Austrian smokers would cross the border to buy cigarettes®
Non-domestic legal (ND(L)) 006 004 013 008 006 005 007 31% . .
i Non-domestic legal consumption grew as greater volumes were seen from
Counterfeit and contraband (C&C) 032 022 060 028 021 023 025 7% . : .
- Serbia and Bosnia and Herzegovina
Total non-domestic 0.38 0.26 074 036 028 029 0.32 12%
Total consumption 427 421 472 423 3.96 3.67 3.73 2%
Share of Slovenia cigarette consumption by type Slovenialegal domestic sales and non-domestic consumption, 2006-
2006-2012M@) 2012M@E) @
7.4% 5.1% 12.8% 6.6% 5.4% 6.3% 6.7%
90% 1 T4 1.0% 20%  16%  L14%  1.9% 6 -
2.8% 5.11
70% A - 4.78 4.98 4.87 4.84
c&c 2 51 4'52/./.\'*-\4'37
50% - 0 e
01.2%  93.8%  ggg OL4%  93.0%  02.2%  OL5% . e, |
30% A 2 i
LDC g —&— Cigarettes
| | (LDS)
10% M Outflows % 3 )
-10% A g 5 | —0—8\;%a)rettes
-14.6% 19.7% g
-30% A “9. 170 -24.0% -26.4% 0.74
' -30.0% -30.9% 14 .
-50% - -39.6% O'M 0.28 0.29 0.32
2006 2007 2008 2009 2010 2011 2012 0 i . . e
2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
(3) LDS/IMS data provided by PMI Notes: (a) OTP data not available
(4) KPMG analysis of tax tables provided by PMI
© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 179

International’), a Swiss entity. All rights reserved.



Slovenia — Country flows summary
Despite a 21% decline in outflows to Austria, it remains the Slovenian market’'s greatest outflow

country

Ky inflows and outflows(b

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 | 11/12%
Bosnia and Herzegovina 015 012 044 026 016 019 0.19 4%
Serbia 004 002 001 002 005 002 004 <100%
Italy 003 000 002 002 000 000 001 <100%
Other countries 016 012 026 006 007 008 007 @)%
Total inflows 038 026 074 036 028 029 032 12%
Outflows from Slovenia
Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 | 11/12 %
Austria 023 053 073 079 085 104 083 (L%
Germany 006 007 010 014 016 013 0.16 19%
0.16 billion Italy 025 014 019 013 009 021 010 (50)%
cigarettes illi
° o Other countries 008 008 011 005 009 007 007 (L)%
Total outflows 062 083 113 111 119 145 116/ (1%
0.7 billion v"\\ommion Slovenia’s largest outflow market is Austria, where border sales are
cigarettes ;
0.19 billion *9arettes extremely common
cigarettes

m The recent price rises in Slovenia, coupled with no price rises in Austria, have
resulted in lower flows to Austria

— Kaérnten, the Austrian region on the border with Slovenia, still has a non-
domestic incidence of 40%, most of which is Slovenian inflows

= Slovenia
- m:::gm;zzz:{w Inflows from Serbia and Bosnia and Herzegovina have increased, as prices
rises have been lower in these countries than the two price rises

experienced in Sloveniain the past year

Notes:  (a) Map shows flows over 1% of consumption, or top flow if none are greater than 1% of consumption. Countries which = Price increases in Slovenia have resulted in a pack of Marlboro being twice as
are both source and destination countries are coded according to the larger flow expens|ve as In Bosnla and Herzegov|na

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006 - 2012 (Ipsos acquired Synovate in 2011)
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Slovenia — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Slovenia rose by 0.7 percentage points in 2012, from 7.8% to 8.5%

Non-domestic market estimates EU Flows model is based on the empty pack survey results
2007-2012M@)@

20% 1

15.6%
15%

10%

5%

Share of total consumption

0%
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2007-2012)(@)

20% 18.8%

15%

10%

5%

Share of total consumption

0%

EPSQ3 EPSQ3 EPSQ3 EPSQ4 EPSQ4 EPSQ4 EPSQ4
2006 2007 2008 2009 2010 2011 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Slovenia — C&C summary
Bosniais the largest C&C source country representing three quarters of the C&C flows over the

past three years

Total inflows of C&C
2006-2012M0@@)

0.75

0.50

Volume (bn cigarettes)

0.00

0.60

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120)@

100%

80%

60%

40%

20%

0%

Notes: (a)

Sources: (1)

(2)

6.7% 15.3% 13.1%

25.4% 25.4%

Other countries
39.9% 38.8%

MSerbia

mBosnia and
Herzegovina

2006 2007 2008 2009 2010 2011 2012

KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.

KPMG EU Flows Model and interviews with PMI Local Management

Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘(KPMG
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Slovenia — ND(L) summary
The majority of ND(L) comes from neighbouring countries, although there appears to be a

growing propensity to purchase from Serbia and Bosnia and Herzegovina

Total inflows of ND(L)
2006-2012M0@@)

0.15 1

0.13
m
ik
© 0.10
[
2
o
c
£
()
€ 0.05
>
o
>
0.00 -
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-2012M@)@ 2006-20120@)@)
100% - 100%
. 0,
. Other countries o] 319%  31.9% 3539 282% 257%  26.3%  23.8% Other Non-PMI
80% 1 37.1% 46.4% 80% 8.9%
56.3% 57.8% 0 Germany 1.5% 3.7% 6:1% 9% 9.4% Boss
3.19 . 7.2% 7.2% .
60% 4 75.8%  76.9% 73.1% Austria 60% 1 o ERonhill
24.1% 6.0% mitaly % Other PMI
6.9%
40% 1 D 7.9% mBosnia and 40% 1 HLEM
0 Herzegovina
2.6%  0.6% 2020 6.5% ﬂ% Serbia EMarlboro
20% 1  6.0% 0 A 20% A
7o s o "
0% % % 7. 17.8%
0% + g = — T T \ 0% -
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/Ipsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Spain — Consumption summary
Legal domestic sales in Spain declined by 13% in 2012, impacted by price increases and

worsening macroeconomic conditions

Total Spain consumption' @@ While total non-domestic volumes declined by 7% during the year, non-
domestic legal inflows increased by 7% from 2011

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12%| 4 A price increase which took effect in October 2012 had a significant impact on
Legal domestic sales (LDS) 90.69 89.51 89.74 8167 7270 6152 53.50| (13)% cheaper brands, encouraging switching to lower priced non-domestic products
Outflows -9.61 -10.10 -10.04 -576 -4.68 -3.30 -4.14 26% and OTP
Legal domestic consumption (LDC) 81.08 79.41 79.70 7591 68.01 5821 49.35 (15)% L ) ) ) .
Non-domestic legal (ND(L)) 123 243 191 160 130 141 151 705 ™ cz)gj(;flows also rose significantly during the year, with volumes increasing by
Counterfeit and contraband (C&C) 206 1.85 213 194 176 464 413 (11)% 0
Total non-domestic 329 428 403 354 306 605 564 (7% = Legal domestic sales of OTP, including cigarillos, continued to increase in
Total consumption 84.37 83.69 83.73 79.45 71.07 64.27 55.00 (14)% 2012, growing by 28% during the year
Spain Other Tobacco Product market @)
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12 %
OTP (LDS) - 4.69 7.56 9.47 9.57 9.47 12.08 28%
Share of Spain cigarette consumption by type Spain legal domestic sales (cigarettes and OTP) and non-domestic
2006-2012M@)(@)0) consumption, 2006-2012M1@)E)(@)(0)
2.4% 2.2% 2.5% 2.4% 2.5% 7.2% 7.5%
100% 1 100 7 90.69  g951  89.74 m i
= B 2 3% > 0% 1.8% . W 00 | Cigarettes (LDS)
80% 1 e 7 | OTP (LDS)
- 80
60% A cac % 70 A1 —— Cigarettes (ND)
96.1%  94.9%  95.2%  955%  95.7% oo  gozoe S 60
40% 1 ' ' LDC o 50 -
Q
20% 1 mOutflows g 40 1
2 30 1
“"H T 201 7.56 9.47 957 947 1208
11 4% 73%  6.6%  51%  _7.50 104 329 4.69 ’
20% 4 114%  121% -12.0% o428+ 403 — o 354305 000 564
2006 2007 2008 2009 2010 2011 2012 0 T T T T T T '
2006 2007 2008 2009 2010 2011 2012
Notes: (@) 2012 model results exclude cigarillos from EPS results. 2011 EPS results indicate that the non-domestic incidence in 2011
. would have been 0.5% lower on average had cigarillos been excluded
Sources: (1) KPMG EU Flows Model 2006 - 2012 (b) OTP s defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(2) PMIEmpty Pack Surveys 2006 — 2012 are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
(3) LDS/IMS data provided by PMI definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Spain — Country flows summary
Non-domestic inflows into Spain decreased in 2012 despite arise in inflows from the Canary

Islands; outflows from Spain increased by 26% to 4.14 bn cigarettes

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 %
Canary Islands 000 044 064 079 111 139 161 16%
Duty Free 1.07 1.65 1.29 1.55 1.30 1.86 1.51 (19)%
Unspecified 0.00 000 000 002 0.02 131 097 (26)%
Andorra 0.00 0.00 0.00 0.35 0.15 0.79 0.81 3%
Other countries 222 218 210 083 048 070 074 5%
Total inflows 3.29 4.28 4.03 3.54 3.06 6.05 5.64 ()%
Outflows from Spain
Change
AT Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12 %
ci.garettes France 342 325 4.38 240 2.08 1.57 2.33 48%
UK 4.07 4.22 3.17 1.91 1.15 0.81 1.04 29%
Germany 1.10 092 073 052 044 035 0.26] (26)%
Other countries 1.03 171 176 094 1.00 057 051 (A1%
Total outflows 9.61 10.10 10.04 576 468 330 4.14 26%
Non-domestic inflows to Spain declined by 7% during the year, while inflows
2.33 billion .
cigarettes from the Canary Islands increased by 16%
m This decline was mainly driven by a decrease in Unspecified and Duty Free
volumes
0.81 billion ) . )
cigarettes m Outflows increased by 26%, mainly driven by outflows to France and the UK,
which grew by 48% and 29%, respectively
— This was driven by the widening of the price differential between Spain and
/ Andorra both the UK and France in 2012, and increased tourism flows
1.61 billion
cigarettes 0.97 billio
cigarettes = Spain Notes:  (a) Map shows flows over 1% of consumption. Countries which are both source and destination countries are coded
u I o according to the larger flow
nspecified® = Main inflow country - . . . - .
. (b) Unspecified market variants are defined as those packs which do not bear any market-specific health warning or tax
Main outflow country

stamp, or mention of ‘Duty Free’ on the pack
Canary Islands Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Spain — Comparison of external sources for non-domestic estimates

Non-domestic incidence in Spain grew to 10.3% in 2012, up from 9.4% in 2011

Non-domestic market estimates The EU Flows Model estimate for non-domestic consumption in 2012 is
2007-201212)(@) based on the results of the Empty Pack Surveys undertaken in the second
2506 - and fourth quarters of 2012, with two adjustments made to EPS results
s 2012 results m Cigarillos, which normally do not have a tax stamp, have had an increasing
é 20% I} Indicative results excluding cigarillos fexclude %garIIIO_S impact on non-domestic incidence in recent years and have therefore been
2 rom non-domestic excluded from EPS results in 2012
& 15% T
% 10.3% — Had cigarillos been excluded in prior years, non-domestic incidence would
£ 10% 1 9.4% have been lower, at 3.9% and 8.9% in 2010 and 2011, respectively
3 5.1% 4.8% 4.5% 9
& 5% 39% % 4%
0% +

EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012

Other non-domestic market estimates
2006-2012@)(@)

2012 results

20% !-_-___-__: Indicative results excluding cigarillos exclude C'ga”"0$
from non-domestic
5 estimates
'g- 15% emm——————— -
> { 11.7% %
c ! H
o H h
< 1o% \ H
2 5.7%
— A% 0
S S1% 4% 4% 400
= 5%
<
<
n
0%
EPS Q3 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ4 EPS Q2 EPS Q4
2006 2007 2008 2009 2010 2011 2011 2012 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes:  (a) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Spain — C&C origin
C&C in Spain declined by 11% in 2012, driven by a decline in Duty Free volumes, which was

partly offset by increased C&C from the Canary Islands

Total inflows of C&C
2006-2012M0@@)

5 9 4.64

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012MW@@)

100% A
12.5% 92-7;& 22;2 Other countries
24.0% . .
30.6% ,
80% A 45.9% ﬂ Algeria
66.2% Andorra
60%

W Canary Islands
40% A

Unspecified
20% A MDuty Free
0% -
2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model and interviews with PMI L.ocal Management Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011) brands purchased legally from other countries.
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Spain — ND(L) summary
ND(L) increased by 7% in 2012, due largely to increased purchases from Duty Free; Marlboro’s

share of ND(L) increased to 27.5% in 2012

Total inflows of ND(L)
2006-2012M0@@)

2.43
25
~ 2.0
0
o]
°
g 1o
o
s
<o 1o
€
3
S o5
0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share ND(L) by brand
2006-20121)2)(@) 2006-201212)(@)
100% A . 7.0% . 100% A
20.9% 51 15.6% Other countries Other Non-PMI
Y er Non-
80% - 431%  40.9% e g0 4 228%  34.4% 17 34.5%
ay 9 50.8%  53.1% alfid Camel
64.3% 4.4% b 57.1%
60% - HDuty Free 60% A 9.0% 8.9% mWinston
y 6.2% -
- ECanary Islands i 10.2% ﬂ 2 5% -° o oo Other PMI
i % b
40% 40% - 2.6% 1 5.0% MChesterfield
= Andorra
EMarlboro
20% A 20%
0% - 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2012 (Ipsos acquired Synovate in 2011)
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Sweden — Consumption summary
Total consumption of manufactured cigarettes declined by 1% in 2012, mainly due to decreasing

legal domestic sales

Total Sweden consumption 2 A fall in legal domestic sales has been partially offset by increased non-
domestic incidence, leading to a fall in total consumption of 1%

Change
Billion cigarettes 2006 2007 2008 2009 2010 2011 2012 11/12 % m Legal domestic sales fell by 5% in 2012
Legal domestic sales (LDS) 6.93 6.33 6.00 6.22 6.18 6.33 6.04 (5)% N d i infl i d by 22%. dri by i dl f
Outflows 064 -058 -047 -039 -060 -048 -044 ©% u oIn- (;Jmedstlc inflows increased by 6, driven by increased flows from
Legal domestic consumption (LL  6.29 574 552 583 558 585 559 (4% Poland and Russia
Non-domestic legal (ND(L)) 071 066 051 017 0417 017 017 1% = The overall decrease in total consumption is supported by Global Consumer
Counterfeit and contraband (C&  0.95 092 094 068 068 061 078  28% Tracking Survey data, which shows both a declining number of regular
Total non-domestic 166 158 144 085 085 078 095 2204 smokers, and a reduction in the average number of cigarettes smoked daily®
Total consumption 795 732 697 668 643 663 655 ()% OTP volumes decreased by 27% in 2012
- . L .
DS Other Tobacco Product market & = The OTP LDS market stated below does not include snus, which is popular in
Sweden
Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012| 11/12%
OTP (LDS) - 0.84 032 047 047 047 034 (@N%
Share of Sweden cigarette consumption by type Sweden legal domestic sales (cigarettes & OTP) and non-domestic
2006-2012M@) consumption, 2006-2012M@)E)(@)
100% 8 1
11.9% 12.5% 13.5% 10.2% 10.5% 9.2% 11.9% 6.93
sove | N N R 26% 27%  25% g — 6.33 6.00 6.22 6.18 6.33 6.04
8.9% 9.0% 7.3% cac 864
©
60% END(L) g
=y
87.2%  86.8%  883%  g550  LDC o |
40% { 79.1%  78.5%  79.3% outions 5 4 —+— Cigarettes (LDS)
3]
20% = )
o 5 , ] 1.66 1.58 144 —#&— Cigarettes (ND)
(@]
5% S 0.85 0.85 0.78 0.95 OTP (LDS)
-5.99 0.32
) ELE S BO% 6% S s  T2% -68% 0 0.84 0.47 0.47 0.47 0.34
- 0
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
. (4) Global Consumer Tracking Survey provided by PMI
Sources: (1) KPMG EU Flows Model 2006 - 2012 Note: (@) OTPis defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents are
(2) PMI Empty Pack Surveys 2006 — 2012 defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This definition and
(3) LDS/IMS data provided by PMI conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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Sweden — Country flows summary
Non-domestic incidence in Sweden increased in 2012, mainly driven by increasing Polish

inflows

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%

®  Sweden Duty Free 050 053 052 026 033 023 024 5%
¥ Main inflow country Poland 027 023 019 004 005 006 013 >100%

Main outflow country

Russia 016 015 015 0.18 007 006 0.08 36%

Other countries 073 066 058 036 041 042 049 17%
Total inflows 166 158 144 085 085 078 095 22%

0.28'billion Change

cigarettes Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12%

Norway 050 037 031 023 030 032 028 @11)%

Denmark 010 010 010 005 0.17 011 004 (64)%

Netherlands 000 002 000 001 005 003 002 (22)%

ooallE Other countries 0.04 009 006 010 008 002 0.10| >100%

cigarettes Total outflows 064 058 047 039 060 048 0.44 (8)%

Inflows to Sweden increased by 22% in 2012, mainly driven by Polish

inflows

m Polish inflows increased by 109% from 2011, making it Sweden’s largest
source country in 2012

Outflows to Norway, Denmark and the Netherlands all showed significant
decreases in 2012

= Total outflows fell by 8% in 2012, however, despite falls in the largest three
outflow markets, outflows to other countries, including France, Greece and
Finland, showed a marked increase

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Sweden — Comparison of external sources for non-domestic estimates

Non-domestic incidence increased by 2.8 percentage points in 2012 from 11.7% to 14.5%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the EPS
2006-20121)2)(@) results for each quarter
25% - = The EPS results for 2009, 2010, 2011 and 2012 were adjusted to reclassify the
20.9%  255% 2079 status of Domestic Whites; those packs priced below the minimum tax yield

20% A

m These products are treated as having not been legally sold in Sweden and

14.5% have been reclassified as non-domestic;

15% A 12.8% 13.2%

11.7%
— This adjustment resulted in an increase in non-domestic inflows of 0.21

10% 1 billion cigarettes in 2012, compared to 0.18 billion 2011, and 0.06 billion in

Share of total consumption

2010
5% A
0% -
EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows EU Flows
Model Model Model Model Model Model Model
2006 2007 2008 2009 2010 2011 2012
Other non-domestic market estimates
2006-2012@@

25% 1
'5 20.9%
s %
£ 20%
>
@ 15.2%
S 15% i . 14.5%
®
<}
S 10%
o
I
<
9 5%

0%

PMI EPS Swedish Swedish Swedish Swedish Swedish Swedish Sources: (1) KPMG EU Flows Model 2006 - 2012
Q22006 TMA 2007 TMA 2008 TMA 2009 TMA 2010 TMA 2011 TMA 2012 (2) PMI/TMA Empty Pack Surveys 2006 — 2012

Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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Sweden — C&C summary
C&C flows increased by 28% in 2012, driven mainly by increases in domestic whites and Polish

cigarettes

Total inflows of C&C by origin
2006-2012M@)@)

1.0 1 0.95 0.92 0.94

o o o
S o [ee]

Volume (bn cigarettes)

o
N}

o
o

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-2012MR)@

100% A
8.6% 9.3% )
24.7% 24.3% Other countries

5.2% 7.5% ®Poland

60% - mRussia
40% - . mDuty Free

Domesticwhites
20%

24.2% 27.1% 30.8%
80% A

30.2% 27.4%

0% - T - T 8.9% T T |
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Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Sweden — ND(L) summary
Duty Free continued as the largest source of ND(L) in 2012; Marlboro remained the most popular

brand

ND(L) by origin
2006-2012W@)@)

0.8 1
;f,a 0.6
o
<
2
o
c 0.4
£
Q
£
>
E 0.2
0.0
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-20121)2)(@) 2006-2012MW@@
100% 1 100%
27.6% 28.3% . 0
80% 1 o 40.2% ° Other countries 24.4%  251%  23.3% 54 g0, 26.1% Other Non-PMI
46.8% 44.6% . 51.9% 80% b5l 40.4%
56.0% : 5.4% 539 Greece 51.2% 0 9 w Camel
60% A 4.9% mGerman 60% EPrince
9 12.1% y
. 11.3% her PMI
20% A 85%  16.6% - 6 12.2%  12.0% mPoland . Othel
: 4.4% °
16.0% = Denmark uL&M
20% A . 10.3%
’ mDuty Free 20% mMarlboro
0% A )
2006 2007 2008 2009 2010 2011 2012 0%
2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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UK — Consumption summary
Overall consumption of manufactured cigarettes remained flat in 2012, as decreases in legal

domestic sales were offset by increased non-domestic incidence

Total UK consumption 2@ Total consumption in the UK remained flat between 2011 and 2012

change | m However, a 3.3bn cigarette decrease in legal domestic sales was offset by a

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012| 11/12 % 3.2bn cigarette increase in non-domestic consumption

Legal domestic sales (LDS) 49.01 46.99 44.97 4527 4485 43.89 4055 (8% ) ) ) )
Outflows 048 -105 -047 -057 050 -049 -037 (25% OTP volumes have increased by 9% to 10.6bn cigarettes equivalent in 2012
Legal domestic consumption (LDC) ~ 48.53 45.94 44.50 44.70 44.35 43.40 40.19 (N%| m This suggests that smokers in the UK may be switching from manufactured
Non-domestic legal (ND(L)) 337 408 191 210 135 132 136 3% cigarettes to OTP as a lower priced alternative

Counterfeit and contraband (C&C) 7.77 9.39 855 6.75 538 501 8.18 63%

Total non-domestic 1114 13.47 10.46 885 6.73 6.33 954 51%

Total consumption 59.67 59.41 54.96 53.54 51.08 49.74 49.72 (0)%

LDS Other Tobacco Product market @@

Change
Billion cigarette equivalent 2006 2007 2008 2009 2010 2011 2012 11/12%
OTP (LDS) - 486 554 8.09 898 9.79 10.63 9%
Share of UK cigarette consumption by type UK legal domestic sales (cigarettes & OTP) and non-domestic consumption
2006-2012M@) 2006-2012MWE)@
100% 1 60 1
13.0%  158%  15.6%  126%  105%  10.1% 45 49,
| 49.01 46.99
s0% | omge, NN rme= SUCE . 06w 27% 50 1 w97 4521 185 aage
: 6.9% : P 7 \1—-*.\__\40.-55
]
60% A Cc&C T 40 1
5 ’
40% { 81.3% 81.0%  835%  86.8%  87.3%  g;ay END(L) 2 0 —=&— Cigarettes (LDS)
0 1 3% ) .0% -970 . . .8% 1 .
77.3% LDC g —— Cigarettes (ND)
[}
20% ®Outflows E 20 13.47 OTP (LDS)
S 11.14 10.46
> 8.85 10.63
0% 1 8% ' ' "TL0% | 07% i ~—— 3.08 3.79
-0.8% -1.8% -0.8% -1.1% -1.0% -1.0% -0.7% 4.86 wv
) 5.54 8.09 6.73 6.33 9.54
-20% - 0 T T T T T d
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Sources: (1) KPMG EU Flows Model 2006 - 2012 Note: (a) OTP s defined as MYO, MYO volume tobacco, RYO tobacco and cigarillos as appropriate, whose cigarette equivalents
(2) PMI Empty Pack Surveys 2006 — 2012 are defined as 0.73g of tobacco per cigarette for MYO and 0.6g per cigarette for RYO and MYO volume tobacco. This
(3) LDS/IMS data provided by PMI definition and conversion rates have been applied for Project Star 2012 and may differ in previous reports.
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UK — Country flows summary
Inflows to the UK increased by 51% in 2012, driven largely by increasing volumes from Poland,

Spain and Russia

Key inflows and outflows (billion cigarettes)®@@

Inflows to UK

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12%

Poland 140 102 093 101 086 096 1.72| 80%

Spain 407 422 317 191 115 081 104| 29%

Russia 008 008 015 020 043 030 058  93%

Other countries 560 814 621 572 429 427 619 45%

Total inflows 11.14 1347 1046 885 6.73 633 954 51%

Change

Billion cigarettes 2006 2007 2008 2009 2010 2011 2012|11/12%

014bilion ——an'  — Netherlands 020 025 015 011 020 014 0.15 6%
A - Ireland 003 014 019 035 020 024 014 (44)%
g-;:rg't';‘;" France 020 049 000 003 004 004 002 (56)%

Other countries 005 016 012 008 006 007 007 (L)%

Total outflows 048 1.05 047 057 050 049 037 (25%

In 2012, Poland continued to be the major source of non-domestic cigarettes
in the UK, with inflows increasing by 80% from 2011 levels

Overall outflows fell by 25% in 2012, driven mainly by decreased outflows to
Ireland

m In 2012, the price of cigarettes in the UK increased above that in Ireland,
reducing outflows

= UK
= Main inflow country
Main outflow country

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

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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UK — Comparison of external sources for non-domestic estimates

Non-domestic incidence rose by 6.5 percentage points in 2012, from 12.7% to 19.2%

Non-domestic market estimates The EU flows model calculates non-domestic incidence by inputting the EPS
2006-20121)2)(@) results for each quarter
25% 1 22 7% m UK EPS quarterly results were weighted equally between Q2 and Q4
21.4%

200 1 18.7% 19.0% [(2:2)%] Impactof 10 Pack adiusiment— m Other adjustments made to the UK data include:

— Uplifting Spanish, Maltese and Cypriot inflows to the UK to reflect the
15% 1 13:2% - 12.7% increased incidence of flows from these countries due to UK holidaymakers

in Summer months
10% A

— An adjustment was made to adjust for oversampling of 10 packs in the EPS

Share of total consumption

7 = 10 packs make up 19% of packs sold in the UK, according to IMS data,

but represent 33% of packs collected in the EPS

0% -

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

Model  Model ~ Model  Model  Model  Model  Model = Therefore, domestic 10 packs were reweighted in line with IMS data,
2006 2007 2008 2009 2010 2011 2012 with the weighting of domestic 20 packs increased proportionally,
reducing the non-domestic incidence estimate by 2.2 percentage

. . oints
Other non-domestic market estimates P

2006-2012™)@)

30%
26.3%

25% 22.7%

18.7% 19.0%
16.5%

15% 13.2%

20%

14.9%

10.6%
10%

Share of total consumption

5%

0%
EPS Q3 EPS Q3 EPS Q3 EPS Q4 EPS Q4 EPS Q2 EPS Q4 EPS Q2 EPS Q4
2006 2007 2008 2009 2010 2011 2011 2012 2012 Sources: (1) KPMG EU Flows Model 2006 - 2012
(2) PMI Empty Pack Surveys 2006 — 2012
Notes: (@) Non-domestic incidence for the 2012 EPS and EU flows model results has been calculated on a cigarettes basis. For
more detail please see Appendix : Methodology section.
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UK — C&C summary

C&C flows increased by 63% in 2012, with Poland, Spain and Russia being the largest sources

Total inflows of C&C by origin
2006-2012M@)@)

10 - 9.39

Volume (bn cigarettes)

2006 2007 2008 2009 2010 2011 2012

Share of C&C by origin
2006-20120@@

100% 1
Other countries
05
80% 1 46.8%
59.4% 56.9% 60.0% 57.3% 58.8% 59.5% Lithuania
60% o
2.6% MRussia
40% - 16% — 38% 579 ! 42%  2.7% .
M Spain
20% i M Poland
0% +

2006 2007 2008 2009 2010 2011 2012

Notes: (@) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and brands purchased legally from other countries.

Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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UK — ND(L) summary

Non-domestic legal increased slightly by 3% in 20

ND(L) by origin
2006-2012W@)@)

5 -
4.08
—~ 4
%]
2
©
s 3
2
(]
&
= 2 B
[}
£
=
S 1
0 g
2006 2007 2008 2009 2010 2011 2012
Share of ND(L) by origin Share of ND(L) by brand
2006-2012M0@@) 2006-20121@)@
100% 1 100% 1
. Other Non-PMI
80% - Other countries 80% 1 . .
522%  sosw 54 e 55.7%  56.2%  58.9%  wDunhil
.3% 69.1% 70.4%
60% A 74.9% 77504  12.5% Germany 60% - °
MBenson & Hedges
2.1% 1.5% mGreece
40% - = = 40% Other PMI
3.4% mFrance
2.3% , =tk EMarlboro
20% A 5.1% i 20%
"1 s23% 2000 315% 25 1% o 6# S Span ’
: 12.6% 13.2% 12.0%
0% T T T T T T 1 0%
2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Notes: (a) KPMG calculates the split between C&C and ND(L) by analysing consumer research which records the volume and
brands purchased legally from other countries.
Sources: (1) KPMG EU Flows Model and interviews with PMI Local Management
(2) Synovate/lpsos ND(L) research 2006-2012 (Ipsos acquired Synovate in 2011)
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Methodology

Overview

We have developed a
methodology for quantifying
counterfeit and contraband
incidence across the 27 EU
markets

The methodology has been tested extensively and refined to ensure that it can deliver the most robust and defensible results possible

= Our approach comprises four steps: initial information assessment, preliminary methodology design, pilot and refinement, and then
implementation

= Our approach integrates multiple sources and custom-built analytical tools

The methodology is based
primarily on objective
evidence from legal domestic
sales and Empty Pack Survey
results

The EU Flows Model is a dynamic, iterative model that is principally based on legal domestic sales and Empty Pack Survey results

= The EU Flows model is an iterative data driven model that uses legal domestic sales, Empty Pack Survey results and consumer research to
calculate the volume of non-domestic inflows and outflows to and from each EU Member State and to quantify the non-domestic (legal) and
counterfeit and contraband cigarettes consumed in each country and the EU as a whole

= Legal domestic sales are the starting point of the methodology, from which outflows of legal sales to other countries are then subtracted to
determine legal domestic consumption

= Empty Pack Survey results provide the most credible indication of the incidence of non-domestic and PMI counterfeit packs by country of origin

Primary market research was
used to quantify legal non-
domestic cigarette purchases

The key objective of the market research programme is to quantify genuine, legal non-domestic tobacco purchases (cross border
shopping) in each market

= ND(L) data for 2012 Project Star results is based upon approximately 160,000 full interviews and over 14,000 gross respondents. This research
was updated in 10 Member States during 2012 where 63,000 interviews were conducted

= Primary research is critical to deliver robust results as no other sources of sufficient detail and accuracy are available for legal cross border
shopping

In addition to the research programme, ND(L) data is adjusted to reflect inbound visitor inflows from higher cost markets

There are some specific
limitations to the results that
our methodology delivers

Given the innate complexity of measuring C&C, some limitations to accurate quantification are to be expected

= There are broadly two types of limitations: scope exclusions and source limitations, which are covered in more detail in this section

scope exclusions include areas which cannot or have not been accounted for in our approach, such as geographic, brand (non-PMI
counterfeit), category exclusions (OTP) and legal domestic product flows out of the EU

source limitations cover potential errors inherent with any data sources such as sampling criteria, coverage issues and seasonality factors

In order to maximise the
accuracy of results, some
minor refinements were
necessary at a country level

Triangulation of results from alternative sources identified a few markets where country-to-country flows required minor adjustment
= Innearly all instances, overall country results and flows from the EU Flows Model appeared reasonable

= However, in a limited number of instances, specific adjustments were made to country-to-country flows on the basis of sound supporting evidence
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Methodology
Project Star uses legal domestic sales, Empty Pack Survey results and consumer research to

guantify the volume of C&C cigarettes consumed in the EU

Domestic consumption

Based on consumer
survey results regarding
cross border purchases

Non-
domestic

Counterfeit and _ _
Outflows contraband Obtained by subtracting

legal cross border

purchases from the total
non-domestic volume

Based on
Based on Empty Pack
Empty Pack Legal Survey results
Survey domestic
results

consumption

Cigarette consumption (cigarettes)

The Project Star methodology was developed by KPMG and approved by OLAF. It has been deployed on a consistent
basis since 2006, enabling comparisons to be made between counterfeit and contraband volumes from year to year
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Methodology

Our approach integrates multiple sources with custom-built analytical tools

Primary Inputs Data Modelling and Iteration Final Output

Empty Pack

Surveys The results are put

through extensive
Preliminary non- iteration and testing to
domestic results finalise

—

Lega!sglc;r:estlc — Model refinements are
T T~ T informed by gap
analysis, external

public research and
interviews with both

T~ T~ cigarette

manufacturers/

S distributors and

_ Preliminary independent market
Non-domestic > counterfeit and experts
(legal) research contraband
results
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Methodology

To corroborate our results, we triangulate our findings against alternative sources wherever
possible

Methodology steps and key information sources

1.

Measure legal
domestic
sales in all
markets

Calculation step

Directly
measured from
In Market
Sales (IMS)
data or
equivalent

Primary source

Tax stamp receipts

Corroboratory
source

Federal statistics

Preliminary results are subject to testing and review with local PMI management in each of the 27 EU markets

2.

Adjust legal
domestic sales
for product
outflows

Directly measured
from ‘on the
ground’ empty
packs by country of
origin in 27 country
flow model

PMI management
estimates

Border sales
surveys

3.

Add total non-
domestic
consumption to
adjusted legal
domestic sales to
derive estimated
total consumption

Legal domestic

4.

Deduct legal
non-domestic
purchases from
total non-
domestic volume
to arrive at illicit
purchase volume

ND(L) market

consumption research
plus EU Flows programme
Model

Consumption trends PMI Duty Free

Expert interview

based on smoking
prevalence and
average daily
consumption data
from GCTS

market estimates
External research

Expert interview
programme

programme
Seizure data

5.
Deduct PMI
counterfeit
volumes from
total illicit
purchase volume

Measured from
Empty Pack
Survey results

6.

Deduct PMI
contraband
volume from
remaining illicit
volume to
arrive at non-
PMI C&C

Directly
calculated by the
KPMG
methodology

Expert interview
programme

Seizure data

© 2013 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG
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Project overview and timing

Design and development of the methodology

Methodology design steps

Information assessment Methodology design Pilot and refine Implement

= Review available internal information = Develop preliminary approach to C&C = Test methodology in three pilot markets = Roll out approach to remaining 25 EU
in pilot markets measurement (Finland, Germany and Poland) during markets for 2006
= Assess quality of information = PMIand OLAF approval to test 2006 = Addition of Romania and Bulgaria in
= Identify gaps in data availability and methodology in three-market pilot = Evaluate results and refine 2007
coverage process methodology

= Scope to add further Accession States
in future years where appropriate

Methodology design principles

Consistent Corroborated Fact-based Pragmatic Flexible
= Our approach must be able to = We will seek to corroborate key = Our approach and conclusions s Perfect measurement of the = We need to be flexible in our
be applied in as standardised a sources and overall need to be data-driven and C&C trade is not possible. We approach and thinking in order
manner as possible across methodology results to limit impartial need to have a practical and to identify situations where a
markets to ensure all Member excessive reliance on individual feasible approach that will rigid methodology would fail to
States are treated equally and sources deliver results that are robust, capture the market reliably
fairly credible and fit for purpose

= This flexibility includes:
modifying and improving
our approach through the
pilot phase and beyond
customising our approach
where necessary to cater
for specific market
differences
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Methodology

Primary information sources and tools — Empty Pack Surveys (1 of 2)

Overview Empty Pack Surveys are a system of collecting discarded empty cigarette packs, the results of which are used to estimate the share of non-domestic
and counterfeit packs in each of the markets

= Results are based on a large sample of packs collected in various cities throughout the countries, although the collection plan differs by country. Accuracy and
credibility of results is driven by sound design of the sampling plan

= Results are not subject to respondent behaviour and are therefore less prone to sampling errors than many other alternative methodologies
= Evidence is based on collected packs: no discrepancies or scope for respondent confusion

= Data reflects actual overall non-domestic share and provides good snapshot of brands consumed

Process Empty Pack Surveys measure shares of total consumption and avoids potential errors associated with estimating volumes

= Once packs are collected, they are sorted by manufacturer and the number of packs with domestic versus non-domestic tax stamps are counted to determine the
proportion of packs that did not originate from that jurisdiction (including Duty Free variants)

in cases where tax stamps are not shown on a packet, health warning and packaging characteristics are used to define the source market

= In markets where collection is handled centrally, packs are sent to the manufacturers for analysis to determine which are genuine and which are counterfeit. Only
the manufacturers can determine this, based on inks, paper and other characteristics. Results of these analyses are not released to competitors

= Empty Pack Surveys can also be used to extrapolate overall consumption in the market by projecting legal domestic sales net of outflows, using the percentage
of non-domestic cigarettes in the market as found through Empty Pack Surveys

Coverage Empty Pack Surveys are designed to be fit for purpose and the coverage per market is tailored by the size of the market, the likelihood of high non-
domestic incidence and PMI's share of the legal market

= Large surveys (10,000 packs or more collected): Germany, Poland, Austria, Denmark, UK, Hungary, Czech, France, Italy, Spain, Romania, Greece, Lithuania,
Sweden, Bulgaria, Ireland, Netherlands

= Medium surveys (5,000-9,999 packs collected): Belgium, Latvia, Estonia, Finland, Slovakia.

= Small surveys (300-4,999 packs collected): Portugal, Slovenia, Malta, Cyprus, Luxembourg

Empty Pack Surveys provide a highly objective and robust view of the population samples and, notwithstanding some scope constraints, represent the
most credible indication of the incidence of non-domestic and counterfeit packs.
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Methodology

Primary information sources and tools — Empty Pack Surveys (2 of 2)

Germany historical Empty Pack Survey results®

Share of total consumption

Hungary historical Empty Pack Survey results®

25%

20%

15%

10%

5%

0%

19.9%

20.3%

19.9%

21.2%

20.1%

22.1%

20.7%

YBS 2006 YBS 2007 YBS 2008 YBS 2009 YBS 2010 YBS 2011 YBS 2012

The low level of variance in German results highlights the validity of using Empty Pack
Surveys to monitor trends in cigarette consumption

= Empty Pack Surveys based on the Yellow Bag approach are conducted in Germany on an
ongoing basis using the country’s network of recycling centres

= Packs are collected monthly, with the results released on a quarterly basis

= The emergence and low level of variance in the trend for non-domestic consumption has
been apparent in each survey at both national and regional levels

There is a strong correlation between changes in the German results and other sources
including legal domestic sales, PMI shipment data and the observations of government
bodies with respect to cross border flows

= Underlying trends in terms of country of origin and brand of cigarette are consistent with
expectations and corroborated by external sources

Empty Pack Surveys conducted in Hungary have identified and quantified the rise and
subsequent fall in non-domestic incidence since 2004

= The increase in non-domestic incidence to 2005 corresponded with an increase in excise
taxes of 93.5% between 2002 and 2004:

-~ The impact of this tax change was a price increase of 63%

20% A 18
16.3
17.5% . . . A
° 15.3 16 = In 2006, increased domestic sales and stricter border controls corresponded to a significant

5 16% A 59 165 14.2 o “ decline in non-domestic incidence:

£ 125 -~ New enforcement measures implemented by Hungarian Customs included tightened

2 12% A 11.0% @ border controls, vehicle confiscation powers, additional sniffer dogs and increasing the

S 9.3% 112 1073 administrative burden of importing cigarettes.

B 8 2 . . L L .

s 8% 1 6.7% o ay . 2 EPS results since 2005 show a continued decline in non-domestic incidence until 2012

s 4.5% 4.6% z . L . . . .

o . ° 4 = This reduction is in line with the understanding of Hungarian Customs. Changes in border

§ 4% 1 controls may have contributed to lower non-domestic flows in the past four years:

2
0% 0 —  For example, in 2008 individuals bringing in more than 40 cigarettes from outside the EU
were required to complete a declaration for the cigarettes imported.
EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2 EPSQ2
2006 2007 2008 2009 2010 2011 2012 = The rise in non-domestic incidence in 2012 can be linked with a significant fall in legal
o ) domestic sales, which corresponded with a 28% price increase in 2012
‘= N on-domestic incidence —=— Legal domestic sales
Source: (1) “Yellow Bag” survey, an Empty Pack Survey undertaken by the German Cigarette
Industry
(2) GfK Empty Pack Surveys, 2004 to 2012
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Methodology
Primary information sources and tools — EU Flows Model

Dynamic outflow and LDC calculation — EU Flows Model

>

Apply EPS non-
domestic share

Uplift using
EPSresults

Hkin 132 00 00 0O 00 08 00 00 02
Frigum o6 408 o6 oo b0 88 o6 67 o0

0U U0 1A 0p 2

00 00 00 14

0@ 08 00 00

oo 0o onoan

00 00 Up 90

00 00 06 00

Attribute inflows
as outflows from
source country

Subtract outflow

The EU Flows Model is a dynamic, iterative model that is principally based on legal domestic sales and Empty Pack Survey results

= Legal domestic sales are the starting point of the model from which outflows of legal sales to other countries are then subtracted to determine legal domestic consumption in a
market

= EPS results provide a measurement of the share of non-domestic packs by country of origin in all markets

- EhPS rr(]asults provli(de a consistent source across all 27 markets of non-domestic packs by country of origin from which we can calculate total product outflow from each market to
the other 26 markets

= We have then iterated the model to refine estimates for legal domestic consumption
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Methodology

Primary information sources and tools — non-domestic legal analysis (1 of 2)

Approach Our approach was to measure the number and volume of tobacco purchase occasions from a complete, nationally representative sample of males and
females, aged 19 years and over who have travelled abroad in the past 12 months
— these results were then weighted and projected by age and gender to a national level to estimate the volume of legal non-domestic cigarettes brought back
into each market by travellers returning from overseas
— during 2012 research was updated in 10 markets
Sample The sample was drawn from the most complete, nationally representative database available and was representative of both urban and rural areas, age and
gender
— afully random sample approach was used to ensure results were as ‘certifiable’ as possible and could be projected to the total target population
A target of 7,000 gross contacts (i.e. agreed to be interviewed and aged 19 years and over) or 500 net contacts (i.e. travelled abroad and purchased tobacco
products in the past year) was set
— these targets were considered sufficient to derive accurate volume estimates once projected to the national population and set based on past experience
from the research agencies and findings from the pilot process
The number of net contacts was increased to 1,000 for France and Germany in 2008, and for the UK in 2009 to improve accuracy of volume estimates
Data Computer Aided Telephone Interviewing (CATI) was the data collection method in each market
collection The interview script was consistent across all markets, translated into local language and translated back into English for quality control purposes
Validation Numerous validation tools were built into the script to enhance the accuracy of responses, for example:
tools — respondents were asked to recall all trips abroad in the past year and purchase volumes and brands for each trip
— for each trip, the purpose of visit was also recorded to ensure final results appear logical and within a reasonable range
Results To ensure that we were recording legal personal purchases only, results were capped at an individual respondent level
CERIIG, — total annual purchases were limited to a maximum of 1,000 packs per person as this was considered the absolute upper level for a heavy smoker who
p p perp pp vy
makes all of their purchases abroad
— purchases from non-EU destinations were limited to a maximum of 10 packs per trip in line with Duty Free purchase restrictions
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Methodology

Primary information sources and tools — non-domestic legal analysis (2 of 2)

Non-domestic (legal) research: gross and net respondents
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The key objective of the market research programme is to quantify genuine, legal non-domestic purchases of cigarettes in each market

= The 2012 market research programme incorporated an extensive interview programme across the 10 markets, using recognised market research specialists AC Nielsen and
Ipsos/Synovate and totalling over 6,500 full interviews from over 63,000 gross respondents contacted during the second half of the year

— research for the remaining 17 Member States was conducted during previous years by either AC Nielsen or Ipsos/Synovate and not updated in 2012
= ND(L) data for countries where research was not carried out during 2012 was updated in line with overall non-domestic trends for each country
— in some examples further adjustments were made on the basis of additional corroborating sources such as tourist and border crossing data

= Inthe EU 27 countries, ND(L) results are based on a total of 160,196 contacted respondents and 14,605 successful interviews with adults (age 19+) who had travelled abroad
and purchased manufactured cigarettes in the preceding twelve months.

In addition to the research programme, ND(L) data is adjusted to reflect inbound visitor inflows
= Non-domestic product found in Empty Pack Surveys from high cost inbound tourist/visitor countries is likely to represent an incidental inflow and is therefore categorised as legal
— flows attributable to inbound tourism and visitors can not be identified in the market research programme

Note: (@) *denotes country where ND(L) research was not updated in 2012
Source: (1) AC Nielsen, Ipsos/Synovate
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Methodology

Primary information sources and tools — brand share validation

Methodology comparison

Methodology one Methodology two
Description Brand share of total non-domestic Non-domestic share of brand
X X
Total consumption gap Domestic sales by brand
Key Brand share of non-domestic in Non-domestic share of a brand in
assumption the EPS is representative of the the EPS is representative of the
national picture national picture: any
overstatement of premium
- any overstatement of brands’ domestic and non-
domestic share of premium domestic share is proportional
brands in EPS is not reflected
in their non-domestic shares
Strengths Brand totals tally to overall total of More robust for brands which are
non-domestic overweight in the EPS samples at
a non-domestic brand share level
Can track flows by brand and
country
Can calculate non-domestic
volumes where no legal sales are
present
- e.g.Jin Ling in Germany and
Priluki in Hungary
Limitations Some potential to overstate Totals by brand will not
premium brands due to necessarily match total overall:
concentration on cities in EPS most effective as an estimate of
share of non-domestic for major
- e.g. Marlboro and L&M brands
Small IMS share / large EPS Small IMS share / high EPS non-
share discrepancies domestic level discrepancies
—~ e.g. Marlboro in UK

Two parallel methodologies for calculating non-domestic brand share were used
to ensure that the most reliable and realistic results were achieved

While results at an overall market level were all highly robust and credible, smaller
sample sizes at a brand level have the potential to introduce distortions at this lower
level

In order to maximise the accuracy of brand results, a dual methodology was used to
estimate non-domestic brand-level results in each market

The results from both approaches were then compared to both IMS and ND(L)
brand results for corroboration

In almost all markets and for the vast majority of brands the results for the two
approaches were highly consistent

In a few markets there were some brand-level discrepancies. In these markets,
adjustments were made based on the weight of evidence from both approaches
and the IMS and ND(L) findings to determine the most credible non-domestic brand
share

Brand share methodology two was used in a limited number of instances to
ensure that the results were both as reliable and realistic as possible

Methodology one is the most universally applicable and was therefore used where
both approaches were consistent. Where an adjustment from methodology one
was required, a combination of both approaches or methodology two was applied
as appropriate

For Marlboro inflows in a few countries, a combination of both approaches or
methodology two was used as it appears to give more reliable and robust results

— methodology two was used for Marlboro in France and Ireland
— acombination of both approaches was used for Marlboro in Spain and Belgium
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Methodology

Primary information sources and tools —research and expert interviews

External public reseal Expert interviews

= We have undertaken extensive research into external data sources in each of the 27 EU = Inaddition, we have undertaken structured interviews with industry specialists to canvas their
markets opinions on C&C in each of the 27 EU markets where possible

= Research covered a wide variety of data sources, including: = Our contacts were identified from multiple sources, including:

— third party information available within PMI )
X - PMI recommendations
—  press articles
. . L —~  OLAF recommendations
— retall trade and tobacco industry associations

— universities and other academic institutions ~ KPMG external search

~  ministries of health and social affairs - other interviewee recommendations

~  customs departments = We have interviewed specialists across a broad spectrum of areas and backgrounds, including:
- other government and policy-making institutions - governmental and policy-making organisations
- market research publications ~  Operational Customs and enforcement staff

- industry related journals and publications ~ trade and industry associations

- federal statistics - PMI management, both centrally and at a country level

= We have reviewed, collated and used the information available to cross-check and test our ) ) ) ) ) )
research results = We devised a structured interview process for each interview category which underwent

—  we tested the reasonableness of our research results against a range of quantitative multiple iterations to ensure consistency and accuracy of both questioning and capturing results
estimates obtained on the size and scale of C&C in each market

i

Conclusions

= Analysis of external research has been highly effective in:
— improving our understanding of local market dynamics, trends and the nature of C&C in each country
- facilitating our judgement on the potential limitations of our findings
= However, external data is not sufficiently detailed on its own to obtain a credible estimate of the size and scale of C&C as:

- basis for estimates is often unknown and may not be objective
- data sources and estimates across countries lack consistency
- datais often sparse and patchy
= External expert interview programme has provided good soft corroboration of trends and issues
-~ however, it has been less effective in delivering quantitative results
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Methodology

Calculation of non-domestic incidence on a stick basis in 2012

Overview Traditionally the KPMG EU Flows Model assumed that all packs collected were the same size (20 cigarettes). In 2012 the model was updated to take into
account different pack sizes

= This decision was taken in order to give a more accurate result for the flows between EU countries, as pack sizes vary on a country to country basis

Process Empty Pack Survey results were re-weighted to take into account the size of packs collected

= Therefore, for example, a pack containing 10 cigarettes was given half the weighting of a pack containing 20 cigarettes

Impact Non-domestic incidence was affected by this change on a country by country basis, dependant upon whether the typical domestic pack size was greater
or less than the typical non-domestic pack size

= Non-domestic packs usually contain 20 cigarettes, as this is the most common size of pack

= In countries where the average domestic pack size was less than 20 cigarettes (for example, most legal domestic sales in the UK and Italy are of 10 or 20
cigarette packs, giving an average domestic pack size of less than 20 cigarettes, and in Denmark domestic cigarettes are sold in packs of 19), then the
conversion to a sticks basis is likely to decrease the proportion of domestic cigarettes in the EPS sample, giving a higher non-domestic incidence compared to
the old methodology

= In countries where the average domestic pack size is greater than 20 cigarettes (for example in Luxembourg domestic packs typically contain 20, 25 or 30
cigarettes), then the conversion to a sticks basis is likely to increase the proportion of domestic cigarettes in the EPS sample, giving a lower non-domestic
incidence compared to the old methodology
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Limitation of Results
Overview

Scope limitations Source limitations

= There are specific scope exclusions which cannot be or have not been accounted for = Limitations are, of necessity, present with any primary information source

in our approach: = This primarily affects EPS, LDS and ND(L) sources

— geographic exclusions S .
geograp = For example, limitations can arise from:

— brand exclusions — non-PMI counterfeit

sampling criteria
— category exclusions — OTP

— LDS product flows out of the EU

coverage issues
— timing/seasonality factors
— specific regional or demographic exclusions

We have designed a methodology that is as robust and inclusive as we believe could practicably have been delivered. However, given the innate
complexity of C&C, our methodology does have limitations.
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Limitation of Results
Scope limitations

Limitation Detail Impact Adjustment
Geographic coverage = We have limited our geographic coverage in = Spanish results only cover mainland Spain and do not include the Canary Not adjusted for
some markets where extension would Islands, Balearic Islands or Ceuta & Melilla
significantly impair confidence levels in the . . .
ND(L) research for the further territories = French results cover only mainland France and do not include Corsica

included = Portuguese results only cover mainland Portugal and do not include Madeira

= Insome instances (e.g. Greek islands), In or the Azores

Market Sales (IMS) data is also insufficientfor |, Greek results only cover mainland Greece and do not include the Greek
the purposes of this study islands

= UK results only cover Great Britain and Northern Ireland and do not include
the Channel Islands

Non-PMI counterfeit = Empty Pack Survey results do not identify non- | = In some instances, the volume of legal domestic consumption may be Not adjusted for
PMI brand counterfeit packs overstated where domestic counterfeit variants are identified
- only the manufacturer / trademark owner — this may lead to minimal understatements of C&C volumes for non-PMI
can confirm whether their brand pack is brands
genuine

= Moreover, we cannot distinguish between non-PMI brand counterfeit (non-
domestic variants) and contraband product, although this will not impact the
overall volume of C&C

OTP = Empty Pack Surveys collect cigarette packs = Anecdotal reports in a number of countries suggest that non-domestic Not adjusted for
only consumption of OTP may have been growing in recent years. These
observations are supported by Customs organisations in some countries

= Non-domestic consumption for OTP cannot be including the UK and Ireland

measured via Empty Pack Survey results

Non-EU outflows = Inorder to calculate consumption, we have = Net outflows besides those from Sweden to Norway are believed to be Partially adjusted
assumed no outflows of LDS outside the EU, minimal, supported by both anecdotal evidence and from non-EU EPS for
with the exception of ouflows from Sweden to surveys (including Switzerland and Turkey)

N - ific refi . . . .
orway (see country-specific refinements) = Non-EU LDS outflows are not considered to be material due to the high prices

relative to other parts of the world and Duty Free import restrictions

= Potential minimal overstatement of EU consumption
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Limitation of Results
Source limitations (1 of 2)

Source Limitation

Empty Pack
Surveys

In some geographies, the results may not be absolutely representative of total consumption because of the sample size, or, more likely, practical limitations to
collection locations

- depending on the source of packs collected, either homes and workplaces or public spaces (in Germany) are not covered
- the sample is more heavily weighted towards populous, urban areas and therefore may not be fully representative of consumption habits in rural regions

Results from Germany are based on a monthly analysis of approximately 10,000 packs collected at recycling centres and so are not directly comparable with
the EPS results from other countries due to the difference in methodology

Empty Pack Surveys are only conducted at set periods and results may be influenced by seasonal factors such as tourist inflows

— in some instances the timing of an EPS has changed between years. In order to ensure comparability of results, monthly LDS figures, consumption trends
and visitor data are all analysed and adjustments made where appropriate

Brand and market variant share can only be extrapolated with a degree of statistical accuracy for brands where a sufficiently large number of packs have been
collected

EPS results are analysed to identify any outliers that may impact results, such as geographic concentrations of a specific brand or market variant. Brand
specific data is also compared to known sales in the source market to identify whether results are credible

- where data suggests a sampling or data capture error may have occurred at a specific location, results are adjusted and the remainder of the survey is re-
weighted accordingly

In some specific instances, it is not possible to differentiate between Duty Free and Duty Paid variants from the empty packs collected as the tear tape on the
packet is required in order to make the necessary distinction

However, EPS represents the most consistent source of non-domestic share across markets. We believe, especially at a total market level, that these results
are credible and robust. Brand trends and analysis of country flows from EPS results further supports this conclusion

When allied to other methods of corroboration, such as consumption index modelling, we believe the results are fully fit for purpose
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Limitation of Results

Source limitations (2 of 2)

Source Limitation

Legal domestic
sales

In Market Sales (IMS) data is the most reliable source for legal domestic sales in a market. However, in some markets it is not available. In the absence of
IMS data, we have used either AC Nielsen Retail Audit data or tax stamp data as available

- In some cases tax stamp data may not correspond to the calendar year and may also be distorted by inventory holdings in advance of increases in
taxation. In these instances we have used the LDS source considered by local PMI management to be the most representative of smoker consumption
during the calendar year

AC Nielsen Retail Audit data is derived from retail sales information but may exclude particular sales channels or retailers

- In markets where we have used Retail Audit data, PMI local management have calculated the appropriate uplift to derive total market sales, including
volumes not accounted for in Retail Audit data

Slight timing variances may arise between the date the product was shipped and actual consumption but, following discussions with local management, this is
not considered significant and the full year LDS information we have is considered to be a fair and accurate representation in each market

ND(L)

As with any CATI-based market research approach, our samples may potentially exclude certain demographic segments, in particular, those without a
permanent home, registered address or telephone line

The nature of the market research programme requires that people can recall, with a high degree of accuracy, trip and purchase volumes undertaken over the
past year. However, pilot and roll-out results give us confidence that this is not a significant issue for respondents

Respondents are asked to recall purchase volumes in packs and we assume 20 cigarettes per pack for our pack to cigarette conversion

To ensure that we record legal imports only, we have capped total individual purchases and applied a cap to imports from certain source countries where
import restrictions apply

Due to the nature of the survey, market research does not capture non-domestic (legal) product arising from inbound tourism. However, these flows are likely
to be limited in nature and, in many cases, can be adjusted within the ND(L) methodology through the use of corroborating sources

It is not possible to reliably distinguish between Duty Free and Duty Paid variant in the ND(L) research due to the consumer confusion when buying cigarettes
abroad, particularly in airports when travelling intra-EU. We have however attempted to estimate legal Duty Free purchases by using ND(L) inflows from non-
EU markets as an approximation. This approach assumes that EU nationals purchase Duty Free variants when they travel to non-EU markets and buy
cigarettes as measured by the ND(L) research

- this assumption is predicated on the fact that Duty Free variants are typically available at a lower prices than legal tax-paid cigarettes in non-EU destination
countries
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Limitations of results
Country results refinements (1 of 5)

Country

Rationale

Description

Impact

from Germany did not appear
realistic given increasing cross
border traffic and cigarette
purchases

border cigarette trade data

Austria Inflows from Slovenia appeared | = Increases in inflows of Slovenian variant packs from the Empty Pack | = Total non-domestic inflows of Slovenian variant
to be overstated given tourism Survey exceeded market expectations, travel trends and price cigarettes decreased by 20% in 2012 after this
flows and relative price fluctuation analysis adjustment was made. The previous figure was

h . . . . . I 1.5 billi ick
changes = The increase in Slovenian flows was limited once the Austrian EPS closer to 1.5 billion sticks
results were re-weighted to better reflect the population of the region
where the packs were picked up

Belgium Non-domestic Marlboro brand = An average of brand share methodology one and brand share = Average of methodology one and methodology
share appeared to be methodology two has been used which is more in line with ND(L) two brand share applied to total non-domestic
overstated results and domestic brand share volume for Marlboro resulting in ND of 0.43bn

-~ Non-domestic Marlboro volumes calculated using methodology = Adjustments made to 'Other Non-PMI' to
one were 0.58 billion cigarettes, compared to methodology two compensate for changes to Marlboro volumes
volumes of 0.29 billion in 2012

Cyprus The implied decline in outflows | = The outflow from Cyprus to the UK was increased in line with year-on- | = Outflows to UK increased from 43 million
to the UK arising from the EPS year trends in tourist arrivals from the UK cigarettes to 192 million cigarettes
results did not appear realistic
given tourism flows and
changes to relative prices

Denmark The implied decline in inflows = The inflow from Germany to Denmark was increased in line with cross | = Inflows to Demark from Germany increased

from 0.02 billion cigarettes to 0.06 billion
cigarettes
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Limitations of results
Country results refinements (2 of 5)

Country

Rationale

Description

Impact

share appeared to be
overstated

results and domestic brand share (methodology one non-domestic Marlboro
volumes were 6.23 billion cigarettes compared to methodology two volumes
of 3.60 billion in 2012)

Finland Implied flows from Russia = Cross border travel statistics for 2012 indicated a comparable level of travel to | = Russian inflows increased by 0.36 billion
appeared to be understated and from Russia compared to 2011, 2010, 2009 and 2008 cigarettes. This resulted in a 0.36 billion
given relative pricing and cross . . increase to counterfeit and contraband
border statistics for 2012 - T_h|5 was corroborated by further travel trend analysis from several levels in Einland

different sources
= Russian inflows uplifted by 0.36 billion cigarettes to 0.82 billion:
— This has been estimated by applying the change in both travel and seizure
volumes between 2012 and 2011 to the Russian inflow
Implied flows from Estonia = Increased inflows of Estonian variant packs from the Empty Pack Survey = Estonianinflows decreased by 0.13
appeared to be overstated exceeded market expectations and travel trends billion cigarettes to 0.21 billion
iven tourism flows . . L - . .
g = The increase in Estonian inflows have been limited to the increase in travel
between Estonia and Finland
France Non-domestic Marlboro brand | = Brand share methodology two has been used which is more in line with ND(L) | = Brand Share methodology two applied

to total non-domestic volume for
Marlboro

Adjustments made to 'Other Non-PMI' to
compensate for changes to Marlboro
volumes

2012 EPS results showed a
significant increase in non-
domestic incidence in Q4,
driven largely by a price
increase which took effect in
October 2012

This increased level of non-domestic incidence was deemed to be
representative of four months of the year only, taking into account increased
non-domestic incidence in the month before the anticipated price rise and
during the rest of Q4

Therefore, the Q4 EPS results have been weighted to represent 4 months of
the year, while Q2 results have been weighted to represent the remaining 8
months

Without this adjustment non-domestic
incidence for 2012 would have been
24.6%
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Limitations of results
Country results refinements (3 of 5)

Country Rationale Description Impact

Italy = Increased non-domestic = An adjustment was made to reduce the weight of Naples to = The total impact of the adjustment was a decline
incidence was not deemed to represent 17.3% of the Southern region, in line with the population in the overall non-domestic incidence of 1.2%
be representative of the wider of the province of Naples

Southern region of Italy
= The weighting of other cities in the region was increased

proportionately
= An adjustment was made to = 10 packs made up 20.4% of packs sold in Italy in 2012, according | = The total impact of the adjustment being a
account for oversampling of 10 to IMS data, but represented 34.9% of packs collected in the EPS decline in the overall non-domestic incidence of
packs in the EPS survey 0.8%

m Therefore, domestic 10 packs were reweighted in line with IMS
data, with the weighting of domestic 20 packs increased
proportionally

Ireland = Spanish legal sales of UK and | m Inflows from Spain to Ireland were uplifted by 0.06 billion = Inflows from Spain increased by 0.06 billion
Irish Virginia brands suggest cigarettes to 0.14 billion: cigarettes
there is a shortfall in outflows to ) ) ) ) )
Ireland as measured by the = See Spain country section for detail = Total non-domestic volumes remained
Irish EPS unadjusted
= Non-domestic Marlboro brand = As per 2011 brand share methodology two has been used which is | = Brand Share methodology two applied to total
share appeared to be more in line with ND(L) results and domestic brand share non-domestic volume for Marlboro
overstated

= Adjustments made to 'Other Non-PMI' to
compensate for changes to Marlboro volumes
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Limitations of results
Country results refinements (4 of 5)

Country

Rationale

Description

Impact

Virginia brands indicated a shortfall in outflows to
the UK and Ireland as measured by the UK and
Irish Empty Pack Surveys

actual sales of UK/Irish Virginia brands in Spain net of
estimated consumption by UK and Irish nationals resident
in Spain and tourist consumption whilst in Spain

Luxembourg = Empty Pack Survey results did not accurately = Outflows of legal domestic sales were not accurately = Net outflow (modelled to outside of the
capture outflows captured in destination market Empty Pack Survey EU) declined slightly from 2.97 billion
results, leading to an unrealistic implied consumption level cigarettes in 2011 to 2.72 billion in
2012
= The 2012 EU Flows Model uses the results of = Empty Pack Survey results have been reweighted to more | = Non-domestic incidence increased
NMA Empty Pack Surveys conducted in accurately reflect the relative population of both cities from 5.9% to 6.6% in 2012
Luxembourg and Esch-sur-Alzette
= Sampling in the Q2 and Q4 NMA Empty Pack
Surveys was not collected proportionally to the
population of the two cities and therefore may not
fully reflect the national non-domestic incidence
levels
Malta = The implied large decline in outflows to the UK = Increased the outflow from Malta to the UK in line with = Outflows to UK increased from 19
arising from the Empty Pack Survey does not year-on-year increases in arrivals from the UK million cigarettes per the implied
appear realistic given tourism flows and changes Empty Pack Survey level to 38 million
to relative prices cigarettes
Romania = PMI Management's assumption that EPS was not | = The survey was re-weighted to reflect a more rural = Inflows from Serbia increased by 0.15
capturing high enough inflows from Serbia population in regions near Serbia billion sticks
Spain = Analysis of Spanish legal sales of UK/Irish = Outflows to the UK and Ireland were increased to reflect = Spanish outflows increased by 0.5

billion resulting in a net reduction in
consumption and therefore total C&C
volume

Non-domestic Marlboro brand share appeared to
be overstated

An average of brand share methodology one and brand
share methodology two has been used which is more in
line with ND(L) results and domestic brand share
(methodology one non-domestic Marlboro volumes were
0.75 billion cigarettes compared to methodology two
volumes of 0.73 hillion)

Average of methodology one and
methodology two brand share applied
to total non-domestic volume for
Marlboro

Adjustments made to '‘Other Non-PMI'
to compensate for changes to
Marlboro volumes
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Limitations of results
Country results refinements (5 of 5)

Country

Spain (cont.)

Rationale

Cigarillos, which normally do not have a tax
stamp, have had an increasing impact on non-
domestic incidence in recent years

Description

As cigarillos are considered to be OTP, we have excluded
from EPS results in 2012

Impact

Total non-domestic incidence was
reduced from 10.9%, including
cigarillos, to 10.3%, excluding
cigarillos

suggest there is a shortfall in outflows to the UK
as measured by the Empty Pack Survey

Inflows from Spain uplifted by 0.41 billion to 1.04 billion
cigarettes

Sweden = The Empty Pack Survey results highlightedthe | = Below tax-yield brands were reclassified as illicit product = Total non-domestic inflows and C&C
presence of domestic packs being sold at the including the following; inflows uplifted by 0.21 billion
minimum tax yield price: - ATU, Basic, Blue Jeans, Colts, Elixyr, Extreme, cigarettes
—~ These brands are not legally distributed for GeosBell, Goal, Jin Ling, Kent, King, Look, Maryland,

sale in Sweden Matrix, Next, Paramount, Red Eagle, Royal Crown,
Tamar, Vegas, Vito and Xtreme
UK = Spanish legal sales of UK Virginia brands = For Spanish flows, see Spain for detail: = Inflows from Spain increased by 0.41

billion cigarettes

Implied inflows from Cyprus appeared to be
understated given 2011 tourism statistics

Inflows from Cyprus increased by 149 million cigarettes to
reflect the 2011-2012 trend in UK tourists arriving in Cyprus

Non-domestic Duty Free volumes
reallocated to Spanish, Cyprus and
Malta non-domestic

Implied inflows from Malta appeared to be
understated given 2011 tourism statistics

Inflows from Malta increased by 19 million cigarettes to
reflect the 2011-2012 trend in UK tourists arriving in Malta

Total non-domestic level unchanged

An adjustment was made to adjust for
oversampling of 10 packs in the EPS

10 packs make up 19% of packs sold in the UK, according
to IMS data, but represent 33% of packs collected in the
EPS

Therefore, domestic 10 packs were reweighted in line with
IMS data, with the weighting of domestic 20 packs
increased proportionally

Total non-domestic incidence in the
UK was reduced by 2.2 percentage
points
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Limitations of results

Significant adjustments to non-domestic (legal) research

Nature of significant adjustment Impact

Corroboration with total non-domestic volumes® = Italy and France to Germany to Poland: 0.25 billion cigarette reallocation from ND(L)

= Some discrepancies may exist between the ND(L) data -~ ND(L) research overstated flows to Germany. Volumes were capped at 0.25 billion sticks, all of which was non-domestic
and total non-domestic volumes which leads to a negative legal as the surrounding countries had similar or higher price points — none was allocated to C&C to offset any negative
counterfeit and contraband level impact

Cross-referencing with tourist and border crossing | = Canary Islands to Spain flow: 0.44 billion cigarette reallocation from C&C to ND(L)

data® - Flow volume calculated by adjusting prior year ND(L) volumes for changes in tourism trends between Spain and the

= The number of trips made is a key driver of ND(L) Canary Islands
volumes, particularly where there is a large differential
between cigarette pricing and stringent import restrictions
between neighbouring countries

= Andorra flows to Spain and France: 0.20 billion and 0.27 billion cigarette reallocation from C&C to ND(L), respectively
— Visitor numbers reported during research programme were understated versus actual data
- Flow volume recalculated based on actual visitor numbers
= Czech Republic to Germany flow: 1.39 billion cigarette reallocation from C&C to ND(L):
— Visitor numbers reported during research programme were understated versus actual data
- Flow volume recalculated based on actual visitor numbers
= Poland to Germany flow: 1.41 billion cigarette reallocation from C&C to ND(L):
— Visitor numbers reported during research programme were understated versus actual data
- Flow volume recalculated based on actual visitor numbers

Review of indicators for specific flows® = Belgian flows to France: 0.4 billion reallocation from C&C to ND(L)
= Results for a small number of flows into various - ND(L) proportion adjusted upwards to reflect increased price differential between these two countries and geographical
destination countries suggest under/over reporting of pack distribution of packs, in line with previous years

purchases given the price differentials between the
source and destination markets

Note: (a) Significant adjustments to ND(L) have been defined as those with an impact of greater than 0.2bn sticks in priority markets.
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Sources

External data sources (1 of 3)

Other sources

Other sources

Andorra Government, Department of Statistics - monthly tourism bulletins 2011,
accessed April 2012

Austrian Chamber of Commerce Empty Pack Survey, 2006 — 2012
‘BAT France révéle son étude annuelle’, Revue des Tabacs no 570, December 2009
Belgium national statistical office, tourism and travel data, accessed February 2012.

‘Bulgaria’s Bulgartabac Cons Net Profit Drops 86% in 2011’, See News, 1 March
2012

Bulgaria Centre for the Study of Democracy, ‘lllicit tobacco: tax policies and the risks
of organised crime’, June 2011

‘Bulgaria's cigarette sales fell 23% in January-May’, Reuters News, 28 June 2011
‘Bulgaria does U-turn on planned smoking ban’, Yahoo! News, 28 April 2009
‘Bulgaria’s illicit trade booming’, Tobacco Reporter, 6th August, 2009

'‘Bulgaria Introduces Staggering Cigarette Tax Hike', Novinite, 1st January 2010

‘Bulgaria losses BGN 180 M from illegal cigarettes’, Trud Daily, 24th September
2007"

Bulgaria’s new cigarette prices come into force', Tobacco News, 29th May 2010

'‘Bulgaria Smokers Face Staggering Cigarette Tax Hike', Novinite, 31st March 2010

‘Bulgaria to introduce complete ban on smoking in small cafes in mid-2011’, The
Sofia Echo, 19 January 2011

Central Statistical Office of Poland, tourist data, extracted February 2012
CIA Factbook, EU-27 Population Estimates, accessed January 2012

‘Cigarette Smuggling In Romania Down 2.3 % in March To 33.9% of Market’,
Mediafax News Brief Service, 25th April 2010

‘Cigarettes: chuté de 5% des ventes’, Le Figaro,10 January 2012

Challenges.fr - French news articles accessed October — December 2011
Citypopulation.com, Hungarian urban population data, extracted March 2012

Czech Statistical Office, tourist data, extracted February 2012.

Danish Chamber of Commerce estimates — ‘Status over Graensehandel’ 2007 - 2012

‘Determine Market Share of International Tobacco Packages Cigarettes and RYO’,
TrendBox on behalf of Vereniging Nederlandse Kerftabakindustrie (VNK) and
Stichting Sigarettenindustrie, February 2010 & December 2011

‘Economic Highlights’, Rompres, 27th June 2008 (Romania)

Empty Pack Survey carried out by Almares Research for Imperial Tobacco in Poland,
November 2010

Euromonitor, “Countries and Consumers annual data”, January 2012
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Sources

External data sources (2 of 3)

Other sources

Other sources

= Empty Pack Surveys carried out by GfK for MDSZ, Hungarian Tobacco
Manufacturers’ Association, 2006-2011

= Empty Pack Surveys conducted by Ultex for the Czech Republic Tobacco
Manufacturers’ Association 2009-2011

= Estimation des achats transfrontanliers de cigarettes 2004 -2007, L'Observatoire
francais des drogues et des toxicomanies (OFDT), March 2011

= Eures - European Job Mobility Portal, Cross border commuters Luxembourg 2010 —
2011, accessed March 2012

= Euromonitor, Travel and Tourism Statistics, 2013

= European Commission - Eurobarometer, Survey on Tobacco: Analytical Report,
March 2009

= European Commission website. http://ec.europa.eu/index_en.htm

= European Union Tax Tables, July 2012

= Eurostat, European unemployment data, extracted March 2012

= Eurostat, Gross Domestic Product, accessed March 2012

= Eurostat, Gross Disposable Income, accessed March 2012

= Eurostat, European population, Accessed March 2012

= France Statistical office, tourism and travel data, accessed February 2012
s GCTS (Global Consumer Tracking Survey) provided by PMI

= German Finance Ministry, Customs information desk, November 2012

= ‘Germany to raise Taxes on Tobacco, Cut Energy Subsidies Less Than Planned’
Boolmberg.com, October 2010.

= Instituto de Estudios Turisticos, Accessed December 2011 (Spain)

= Irish Tobacco Manufacturers Advisory Committee,, accessed May 2012

Latvian National Statistics, tourism data, accessed April 2012
‘Measuring Tax Gaps 2011’, HMRC, September 2011

National Statistical Institute of Bulgaria, Gross Domestic Product, accessed April
2011

National Statistical Institute of Bulgaria, 2009 Labour Force Survey, accessed April
2011

National Statistics office of Malta, Outbound Tourism, December 2011 & 2012

National Statistics Office of Greece, Tourism arrivals by country of residence,
January — September 2011, accessed December 2011

Netherlands national statistic office, tourism and travel data, accessed February 2012
Novel Research, Project DNP for BAT and JTI, March 2012 (Romania)

‘Number of smokers in Luxembourg at record low’, Luxembourg Cancer Foundation
quoted in Hello News, 15 February 2012

Oxford Economic Forecasts (OEF)

Official Statistics of Finland, Monthly Statistics on International Shipping, January -
December 2012

OLAF, Seizure data, 2010 & 2011
‘One Third of Bulgarian Cigarettes Sold lllegally’, Novite, 4th August 2009

‘Origine des paquets de cigarettes et de tabac a rouler fumes en France Etude Epsy
', Revue de Tabacs, September 2008

PM Total Legal Market Estimate 2011, provided by PMI Bulgaria, March 2012
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Sources

External data sources (3 of 3)

Other sources

Other sources

Poland, Central Statistics Office, December 2012
RAI Consultants, Market share by brand information in Cyprus, 2010 - 2011

Republic of Cyprus Statistical Service, Tourism Arrivals January — December 2011,
accessed March 2012

‘Restrictions on smoking in public areas in Bulgaria begin in January 2011’, The Sofia
Echo, 20 December 2010

‘Romania cracks down on tobacco smugglers’, Nine O’'Clock, 28th June 2008
'Romania plans to raise excise duties on fuels, tobacco in 2011', 8 December 2010.

‘Romanian Central Bank Head: Higher Tobacco Taxes To Fuel Black Market’,
Mediafax News Brief Service, 4th November 2010

‘Saisies par les Douanes en 2011:+63% de cocaine et +42% de contrefagons’, AFP -
provided by PM France, 26 January 2012

‘Serious and Organised Crime Threat Assessment 2010 — 2011’, Bulgaria Centre for
the Study of Democracy, Bulgaria

‘Share of Contraband Cigarettes on Bulgarian Market is 15%’, Bulgaria News
Agency, November 2008

Smoking incidence estimated by Luxembourg Cancer foundation, quoted in
“Smokers in the minority in Luxembourg” on Wort.lu on 29/01/13.

'Smuggling to Feed One Third of Romania’s 2010 Cigarette Market', SeeNews, 21
October 2010.

Spanish Institute of Tourist Studies, accessed April 2012

Spanish National Statistics Institute, Economic and Social statistical indicators.
Accessed May 2011

Statistical Office of the Republic of Slovenia, migration data, accessed March 2012

Statistics Estonia, Inbound and outbound tourist trips, February 2013

Steve Payne, Director JTI Ireland, Tom McGurck Show, 4FM, broadcast on 19th
March 2008

Statistics Latvia, Inbound and outbound tourist trips, February 2013
State Border Guard Service (VSAT) statistics, 2011

Statistics Lithuania, Flows of visitors, 2012

Statistics Lithuania, Statbank, March 2013

Swedish Statistical Office

Synovate/lpsos ND(L) research

‘Tabac hausse de 6% en 2012, Le Figaro,17 October 2011
Tendens@resund.org, Accessed March 2012 (Denmark)

The European Commission, Excise Duty Tax Tables (January 2009, July 2009,
January 2010, July 2010, January 2011, July 2011) accessed February 2012

‘The illicit tobacco trade: Annual Review’, JTI Ireland, 2009, 2010 and 2011

‘The non-duty paid market for cigarettes in Sweden’, AB Handelns Utredningsintitut
2010, 2011

Tulli (Finnish Customs), Annual Report 2011, Investigations Report 2010
UK Tobacco Manufacturers Association

World Customs Journal, Tackling Cigarette Smuggling with Enforcement, January
2013

Yellow Bag Survey, an Empty Pack Survey undertaken by the German Cigarette
Industry Association (VDC), 2006-2007, by TFT in 2008 and by leading German
cigarette manufacturers in 2009, 2010, 2011 and 2012

La justice s'attaque a un réseau grec de trafic de cigarettes’, Le Monde, 25 July 2011
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Scope of work (1 of 2)

1. This study will report on the estimated size and composition of the total cigarette market (including counterfeit and contraband products), as detailed below, for each of the 27 EU Member States.
2. The findings from the reports on the 27 EU Member States will be used to produce a concise report of approximately 150 pages covering the overall view of the total EU market. We will also comment on counterfeit
and contraband flows at a Member State level.
3. KPMG will facilitate three country clustered workshops with PMI country leaders from 11 priority countries to build a shared understanding of: data sources and their limitations; indicative results and their possible
implications for the country’s anti-illicit activity; PMI’s anti-illicit strategy; communications plans, including fact gaps and hypotheses; and any additional research requirements.
The 11 priority Member States are: Czech Republic; France; Germany; Greece; Ireland; Italy; Netherlands; Poland; Romania; Spain and the UK;
The three cluster meetings will consist of:
Czech Republic; Germany; Netherlands; Poland;
France; Ireland; Spain; UK;
Greece; Italy; Romania.
In other markets, KPMG will share provisional findings of our analysis based on information provided by the PMI ITS&P group with selected members of the local management team prior to finalising our results.
4. KPMG will conduct analysis and report findings to PMI on three topics of focus: lllicit Whites, Other Tobacco Products (OTP); and, flow categorisation.
5. In addition to the detailed EU reports and management meetings, KPMG will also undertake the following activities in support of Project STAR:

Manage and lead two key intervention sessions between the joint PMI and KPMG teams, these being:
Project Kick Off (to take place week commencing 5" November 2012) to agree priority markets based on available primary research and highlight potential communication considerations at a country level;

Review of detailed provisional EU and country level findings for each of the 27 markets and address key challenges and agree appropriate response. To take place mid February 2013.

Upon finalisation of the EU results, provide to PMI data tables containing the following information:

Summary of EU total counterfeit and contraband inflows by source and destination market;

Detailed analysis of total non-domestic outflows to the EU split by destination market and brand for the following source countries: Ukraine; Russia; Moldova; Belarus; Serbia; Poland; and the Czech Republic.
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Scope of work (2 of 2)

6. Information from several independent sources will be used. These sources will include:
(] Tobacco industry research and statistics;

Sales data, consumer surveys provided by PMI and/or Tobacco Manufacturers’ Associations;

Where available, regional sales data will be provided to corroborate cross border trends between neighbouring countries;

PMI consumer survey data will be provided to corroborate consumption trends arising from Project STAR results and identify any further areas of analysis (e.g. extent of smokers switching to RYO products).
(] Estimates of non-domestic consumption used by PMI management teams in each market (where available) will be provided to provide evidence based support for observed trends in each county.

Detailed breakdowns of any survey results will be made available to KPMG in a timely manner for modelling purposes;

Information regarding the methodology and sampling plan will be provided to KPMG for our review.

(] Empty Pack Surveys commissioned by the PMI ITS&P group will be conducted by third party research providers in a majority of Member States and the results provided to KPMG as soon as they are available to
consider alongside information provided by the markets.

(] Independent non-domestic research;
Surveys to analyse the flows of non-domestic (legal) sales will be undertaken in a limited number of Member States with coverage to be agreed between PMI and KPMG;
Third party research will be contracted directly by PMI;

In those markets where research is not conducted, KPMG will provide estimates of the trend in non-domestic (legal) sales using both historical consumer research results and third party statistics regarding travel and
tourism trend.

(] Expert opinions and expert panel data;

In areas where information provided may be inconclusive we will undertake structured interview programmes designed to capture and quantify the opinions of relevant expert groups including, among others, customs
and law enforcement officials.

L] Existing public studies and statistics;
Research and data published by government agencies (including Ministries of Finance), health bodies, customs authorities, market researchers and academics will be provided by PMI management teams to corroborate
findings.

7. Interviews and data from external sources will be obtained on a best efforts basis. We will work with PMI to identify and contact key customs and Manufacturer’s Associations members. We will require access to
identified PMI personnel throughout this project and our ability to deliver this scope depends on this access being made available.
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