CUTTSHIT
e Euj
oWl
SWIZE

2021 results e

G D

23 June 2022




mportant notice

This report of key findings (the ‘Report’) has been prepared by KPMG LLP. The Report was commissioned by
PMPSA (Philip Morris Products SA), described in this Important Notice and in this Report as the ‘beneficiary’, on
the basis set out in a private contract agreed between the beneficiary and KPMG LLP dated 12 January 2022.

Information sources, the scope of our work, and scope and source limitations are set out in the footnotes and
methodology contained within this Report. The scope of our work, information sources used, and any scope and
source limitations were fixed by agreement with the beneficiary. We have satisfied ourselves, where possible, that
the information presented in this Report is consistent with the information sources used, but we have not sought
to establish the reliability of the information sources by reference to other evidence. We relied upon and assumed
without independent verification, the accuracy and completeness of information available from public and third-
party sources.

This Report has not been designed to benefit any specific organisation other than the beneficiary. In preparing this
Report we have not taken into account the interests, needs, or circumstances of any specific organisation, other
than the beneficiary. This Report is not suitable to be relied on by any party (other than the beneficiary) wishing
to acquire rights or assert any claims against KPMG LLP for any purpose or in any context. As such, any person or
entity (other than the beneficiary) who reads this Report and chooses to rely on it (or any part of it) will do so at
their own risk. To the fullest extent permitted by law, KPMG LLP does not assume any responsibility and will not
accept any liability in respect of this Report other than to the beneficiary.

In particular, and without limiting the general statement above, although we have prepared this Report in
agreement with the beneficiary, this Report has not been prepared for the benefit of any other manufacturer of
tobacco products nor for any other person or entity who might have an interest in the matters discussed in this
Report, including for example those who work in or monitor the tobacco or public health sectors or those who
provide goods or services to those who operate in those sectors.
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Average daily
consumption

BAT
Bn

c.
c&cC
CAGR

Cigarette
Consumption

Contraband (CB)

Counterfeit (CF)

Country of origin
Duty Free

EC

EU / EU27

Daily average consumption by the population of the legal smoking age

British American Tobacco plc

Billion

Approximately

Counterfeit and Contraband, including lllicit Whites
Compound Annual Growth Rate

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

Actual total consumption of cigarettes in a market, including Legal Domestic Consumption
(LDC) and illicit products as well as those legally purchased overseas

Genuine products that have been either bought in a lower-tax country and which exceed
legal border limits or acquired without taxes for export purposes to be illegally re-sold
(for financial profit) in a higher priced market

Cigarettes that are illegally manufactured and sold by a party other than the original
trademark owner. In this Report, counterfeit volumes are reported from the
manufacturers (BAT, ITL, JTI and PMI) participating in the empty pack surveys conducted
by third party research agencies. No other counterfeit is included in the volumes reported
due to lack of information

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 the tax stamp is not
shown, on the health warning and packaging characteristics

Cigarettes bought without payment of customs or excise duties. Consumers may buy Duty
Free Cigarettes when travelling into or out of the EU (including Switzerland and Norway)
by land, air or sea at legal Duty Free shops

European Commission

European Union
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EU Flows
Calculation

Fine cut

lllicit Whites (IW)

lllicit Whites with
no country-specific
labelling

IMS

Inflows

ITL
JTI
LDC

LDS

MPPC

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

Fine cut smoking tobacco intended for rolling of cigarettes

Cigarettes that are usually manufactured legally in one country/market but which the
evidence suggests have been smuggled across-borders during their transit to the
destination market under review where they have limited or no legal distribution and are
sold without payment of tax

Packs of lllicit White Cigarettes which have “duty free” or no identifiable labelling on the
packs

In Market Sales (the primary source of legal domestic sales volumes)

Inflows of non-domestic product into a market. Refer to the methodology section for
further details

Imperial Tobacco Limited
JT International SA
Legal Domestic Consumption is defined as Legal Domestic Sales (LDS) net of outflows

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

Million

Most Popular Price Category
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ND
ND(L)

ocaG
OLAF

OTP

Outflows

PMI

PMPSA

ppt

Reporting period
RYO

Smoking prevalence

Tobacco taxes

Unspecified

UNWTO

WAP

Non-Domestic product — product that originates from a different market than the one in
which it is consumed

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

Organised Crime Group
Office Européen de Lutte Antifraude also known as the European Anti-Fraud Office

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

Outflows of product from a market. For the purposes of the EU Flows Calculation,
outflows are to other markets in the study. Refer to the methodology section for further
details

Philip Morris International

Philip Morris Products SA

Percentage point

The period covered by this Report (2017-2021)

Roll Your Own tobacco products

The percentage of smokers in the total population of the legal smoking age

The sum of all types of taxes levied on tobacco products, including VAT. 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

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

United Nations World Tourism Organisation

The weighted average price for cigarettes calculated by reference to the total value of all
cigarettes released for consumption, based on the retail selling price including all taxes,
divided by the total quantity of cigarettes released for consumption. The WAP is provided
by the European Commission Excise Duty Tables
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CPMG S EU Flows Galculation: An approach
[0 categon elle consumption

Estimate of total cigarette consumption in the EU27, 2021 (bn cigarettes)®)

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

: 14.6 :
L 13 — _—
P
Counterfeit & Contraband (C&C): 35.5bn
J
Y
Non-Domestic Consumption: 52.9bn
408.4
383.3
Outflows ND(L) Counterfeit Illicit Whites Other C&C Total

Consumption

The chart above illustrates KPMG’s core approach to estimating the size and scale of illicit cigarette consumption,
known as Counterfeit & Contraband (C&C), which includes lllicit Whites.

KPMG’s approach, using empty pack surveys (from market research agencies commissioned by tobacco
manufacturers) and Legal Domestic Sales (provided by manufacturers and third party market research agencies)
allows us to split total cigarette consumption into its constituent parts.

Legal Domestic Sales, available in every country, underpin the initial volume estimate, whilst empty pack surveys
enable KPMG to estimate the additional ‘non-domestic’ component of consumption, which can be further
analysed depending on the source and brand of each pack.

KPMG's flows calculation ensures that the calculation of inflows and outflows around the EU27, the UK, Norway
and Switzerland are all balanced, so that the overall consumption in each country can be estimated.

Definitions for each component of cigarette consumption are available in the Methodology section.

Source: (1) KPMG EU Flows Calculation 2021

kb e
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ADOUL TS Report

This Report is the 2022 output from an annual study estimating the scale and development of the illicit cigarette
market in the EU. This Report was commissioned by Philip Morris Products SA for data covering 2021. KPMG LLP
was previously commissioned by Philip Morris Products SA to undertake this report in 2021 (resulting in a 2021
report covering 2020 data) and Project Stella in 2020 (resulting in a 2020 report covering 2019 data).

This study covers all 27 European Union member states in 2021, with an EU27 market overview. There are also
individual country reports for the UK, Norway and Switzerland. More information on the agreed scope of work
can be seen in the appendices to this Report.

It should be noted that external issues such as the COVID-19 pandemic have impacted the results for 2020 and
2021.

The methodology used to estimate the size of the illicit cigarette market in connection with the previous annual
studies and the resulting Project Stella reports has continued to be applied consistently in this Report, with the
underlying data-sources remaining the same. The methodology is underpinned by a combination of hard data,
such as legal sales of cigarettes within the EU, travel data, publicly available data-points, such as smoking
prevalence and average prices of cigarettes, and the empty pack surveys separately commissioned by a number of
tobacco manufacturers and undertaken by independent market research agencies. KPMG’s approach is to review
these data-points to produce the relevant estimates. Details of the overall methodology is provided within this
Report.

This Report refers to interviews with law enforcement, which took place as part of the research process for this
study.
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Executive Summary

- Total cigarette consumption in the EU27 continued the declining trend seen since
><e G U |\/B 2017. Non-domestic cigarette consumption volumes were similar to 2020 levels
— Following a sharp decline in 2020, total consumption continued to decline in
2021, albeit at a slower rate

| | | | | | If — The decline was mostly due to declining legal domestic consumption (by 0.7% or
2.9 bn cigarettes) while non-domestic consumption (legal and illicit inflows

combined) increased by 0.3bn cigarettes or 0.5%. Non-domestic inflows reached
52.9bn cigarettes and represent 12% of total consumption. Non-domestic legal
consumption declined to 17.4bn cigarettes (a 1.1bn decrease compared to 2020).
lllicit consumption increased to 35.5bn cigarettes (a 1.3bn increase compared to

2020)
Whereas the majority of EU27 markets experienced stable or declining
consumption of illicit cigarettes in 2021, overall EU27 illicit cigarette consumption
. increased in 2021. This was predominantly due to relatively large increases in

Counterfeit & Contraband France and, to a lesser extent, in the Netherlands

cigarettes consumed — llicit consumption (C&C) in the EU27 increased by 3.9% or 1.3bn cigarettes in
2021, continuing the growth seen in 2020 (2.3% or 0.8bn cigarettes)

— Had these cigarettes been legally purchased in the countries in which they were
+1.3bn on 2020 :Ecte;;:::ed, an additional c.€10.4bn in taxes would have been raised in the

— Despite this overall increase, the majority of EU markets (i.e. 16 out of the EU27
markets) experienced stable or declining consumption of lllicit cigarettes in 2021

+3.9% on 2020

— Germany (-1.9 bn cigarettes) and Poland (-1.4 bn) saw relatively large decreases
in the amount of illicit consumption, and reached the lowest levels of illicit

_ consumption seen in the reporting period

— The increase in EU27 illicit consumption was predominantly due to growth in
France (+3.4 bn cigarettes) and the Netherlands (+1.5 bn)

Of total Illicit consumption grew primarily due to the growth in Counterfeit. Counterfeit
consumption increased by 2.0bn cigarettes or 19.3% to 12.3bn and accounted for 34.6% of EU27
was C&C illicit consumption (30.1% in 2020), mainly driven by a 2.0bn or 33% increase in
France®

— Counterfeit now accounts for 2.8% of all cigarette consumption in the EU27,
compared with 0.7% in 2017, and manufacturing of Counterfeit product appears
to be moving closer to end markets within the EU27?

— France accounted for 64.7% of all Counterfeit consumption in the EU27 (58.0%
+0.3ppt on 2020 in 2020)

— lllicit Whites volumes decreased by 1.1bn cigarettes or 11.2% to 8.6bn and
accounted for 24.2% of illicit consumption (28.3% in 2020)

— Other C&C, which excludes Counterfeit and lllicit Whites, remains the largest
category of illicit consumption, and increased by 0.4bn or 2.8% to 14.6bn

_ cigarettes but accounted for a lower share of illicit consumption, 41.2% (41.5%

in 2020) due to growth in Counterfeit

COVID-19 and border restrictions appear to be having an impact on the mix of
illicit cigarette consumption in the EU27. Counterfeit and Other C&C flows from
inside the EU27 are increasing, replacing non-EU27 lllicit Whites and Other C&C

flows

— COVID-19 and EU27 border restrictions have complicated traditional routes of
entry for illicit goods and seem to have made carrying Contraband and lllicit
Whites across borders higher risk. As a result, Organised Crime Groups (OCGs)
have shifted their focus towards manufacturing Counterfeit, and sourcing
contraband from other EU27 markets®?

Estimated tax revenue lost@

+€1.9bn on 2020 — Flows from identifiable markets within the EU27 increased by 0.7bn cigarettes,
+22% on 2020 while those from outside the EU27 declined by 2.0bn
Note:  (a) Excludes €2.8bn from the UK, which left the EU on 31 Jan 2020

(b) Counterfeit can only be identified by manufacturers forensically examining their brands
collected via empty pack surveys. As only BAT, ITL, JTI and PMI participate in the empty
pack surveys used in this Report, Counterfeit can only be identified from these
manufacturers

Sources: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU
member states, a detailed methodology and list of sources for each market is available

in the methodology section of this Report (2) EU law enforcement interviews
© 2022 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG global organisation
of independent member firms affiliated with KPMG International Limited, a private English company
limited by guarantee. All rights reserved.
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Executive Summary

Law eniorcement discussions
i

Discussions with EU27 law enforcement(!) highlighted a number of trends, namely:

Travel restrictions and increased law enforcement capabilities are impacting Organised Crime Group (OCG)

supply chains

— Border restrictions have complicated traditional routes of entry for illicit goods and have made carrying Contraband
across borders more risky

— COVID-19 has reduced travel, thereby disrupting air, rail and ferry routes used for ant-smuggling (i.e. moving
cigarettes in a large number of small consignments), and greater border security has increased the risk of detection
of large road shipments of illicit goods

— The closure of the majority of Belarus’ border crossing pointst? has impacted land border flows from a major
historical C&C source

— The investment that EU27 law enforcement agencies have made in detection technology (e.g. X-ray machines and other
scanners) has increased the risks and costs of smuggling via shipping container into the EU. This has made smuggling
Illicit Whites and Contraband more difficult

The number of illegal manufacturing sites in the EU27 is increasing

— Given increasing difficulties in importing illicit cigarettes into the EU, OCGs have shifted their focus towards
manufacturing Counterfeit. As a result, law enforcement are detecting a higher number of illegal factories within the
EU27, with these illegal factories producing Counterfeit of both legitimate and lllicit Whites brands

— lllegal manufacturing sites are increasingly moving West in Europe to get closer to higher-priced end markets and
reduce the risk of moving higher value and more easily detectable finished goods to consumers

— This shift towards Counterfeit has also changed the distribution model. The increasing popularity of in or near end-
market illegal manufacturing also provides new options, such as using cars instead of trucks for road transport to reduce
detectability and the financial and disruptive impact of seizures

Organised Crime Groups have adapted their approach to smuggling Contraband and lllicit Whites

— OCGs are becoming more agile, changing their organisational structures and operating models in response to the
restrictions in place
— Contraband is increasingly being sourced from other EU27 markets to reduce risks given the increased barriers to
importing from outside the bloc

— The use of postal freight to transport illicit cigarettes is increasingly popular as a means of avoiding restrictions on
the movements of people

A more analytical and collaborative approach to law enforcement has paid dividends

— Law enforcement agencies are increasingly using analytical techniques, such as raw material tracking, to understand
where and how illicit flows are entering or leaving their jurisdiction, and what is the intended end-market

— Cross-border collaboration using the data generated from these techniques has led to a number of high profile raids,
seizures and arrests

Source: (1) Interviews with seven EU law enforcement agencies
(2) Context of the ongoing Belarus-EU migration crisis, Office of the United Nations High Commissioner for Human Rights

Kb
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Executive Summary

FUZ/ Clgarette consumption trend

— Following a relatively large decline in 2020 due to the impact of COVID-19 on Non-Domestic Legal (ND(L))
consumption, total consumption continued to decline in 2021, albeit at a slower rate

— Legal Domestic Consumption (LDC) declined by 0.7% in 2021, below the long term average of 1.8% per year
observed between 2017 and 2021

— Non-domestic consumption remained at levels similar to those seen in 2020 with a relatively small increase of
0.3bn to 52.9bn cigarettes in 2021, driven by an increase in illicit (C&C)®@

— ND(L) volumes remained relatively low in 2021, declining by 1.1bn to 17.4bn cigarettes as travel volumes
remained below pre-2020 levels2)3)

— lllicit consumption more than offset the decline in ND(L), with C&C volumes increasing by 1.3bn cigarettes
to 35.5bn cigarettes, and forming 67% of non-domestic consumption in 2021 compared to 65% in 2020

Total manufactured cigarette consumption in the EU27, 2017-2021 (bn cigarettes)®)

477.9 468.9 460.5

37.8 36.6 33.4 438.8

27.5 _(7.9%) 30.8  (7.8%) 312 (7.3%) Sl 355
(5.8%) (6.6%) (6.8%)

185 ]
a7 (ii);) (8.1%)

412.6
(86.3%)

2017 2018 2019 2020 2021

Il .oc ¥ o) W c&c

Non-domestic cigarette consumption in the EU27, 2017-2021 (bn cigarettes)(!)

65.3 67.4 64.6

33.4

(52%)
34.2 35.5
(65%) (67%)

275 30.8
(42%) (46%)

2017 2018 2019 2020 2021

Il cac M nD(L)

Notes: (a) Due to rounding, the difference between 2020 and 2021 totals shown in the chart may vary from the actuals

Sources: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of
sources for each market is available in the methodology section of this Report; (2) UNWTO; (3) Euromonitor

Kb
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Executive Summary

Lab trend Dy type

— C&C consumption increased by 3.9% or 1.3bn cigarettes in 2021, with an increase in Counterfeit and Other
C&C partly offset by a decline in lllicit Whites

— Despite a decline in a number of countries, overall Counterfeit consumption increased by 2.0bn (19.3%). This
was primarily driven by an approximately 2.0bn increase in Counterfeit consumption in France

— lllicit Whites consumption continued to decline (-1.1bn or 11.2%) in 2021 to the lowest level observed in the
reporting period. The largest declines were in Poland (0.71bn), Italy (0.35bn) and Germany (0.22bn)

— Other C&Cincreased by 0.4bn in 2021 with the largest increases in France (an increase of 1.4bn cigarettes),
the Netherlands (1.4bn) and Denmark (0.2bn) and the largest declines in Germany (a decline of 1.4bn
cigarettes), Italy (0.7bn), Poland (0.5bn) and Spain (0.4bn)

C&C trend by type in the EU27, 2017-2021 (bn cigarettes)?)

131 8.6

121 9
(34.6%) . 9.7 (24.2%)

(28.3%)
13.2

(39.4%)

3.3

(8.7%) 4.6

(12.6%)
103

= (30.1%)
(16.5%)

19.9

(54.3%)
14.7 14.6

(44.0%) (41.2%)

2017 2018 2019 2020 2021

I icit whites [l counterfeit [l Other c&cC

Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed
methodology and list of sources for each market is available in the methodology section of this Report

Kb
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Executive Summary

Lab KBy Markets

Increased EU27 illicit cigarette consumption was primarily driven by an increase in C&C in France and, to a
lesser extent, in the Netherlands

France continues to remain the largest market for illicit cigarettes in the EU27, with an increase of 3.4bn
cigarettes in 2021. This was driven by a 2.0bn or 33.1% increase in Counterfeit and 1.4bn increase in Other
C&C

Netherlands’ C&C volumes increased by 1.5bn in 2021, driven by a 1.4bn cigarette increase in Other C&C, to
become the third largest market for illicit cigarettes in the EU27

Germany saw the largest decline in C&C volume in 2021, declining by 1.9bn cigarettes, followed by Poland,
which declined by 1.4bn cigarettes

The UK, which left the EU in 2020, was the second largest illicit cigarette consumption market in this study,
with C&C of 5.5bn cigarettes, an increase of 0.2bn over 2020

Top 10 EU27 C&C countries by volume, 2021 (bn cigarettes)(!) Change on
2020
results
France 3.4
Greece 0.3
Netherlands 15
Romania 0.0
Poland
-1.4
Germany
-1.9
Spain
P -0.3
Italy
-0.8
Portugal
€ 0.2
Lithuania 0.0
Other 0.4
Il othercac [l counterfeit [l Illicit Whites
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed

methodology and list of sources for each market is available in the methodology section of this Report

KPMG
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Executive Summary

Lab consumption frend

— Eighteen of the EU27 markets had illicit consumption shares of less than 10%

— The highest illicit consumption shares in the EU27 were in France (29%) and Greece (24%)

C&C as a percentage of total consumption, 2021 (bn cigarettes)®

o 0.0% - 4.9% Fi;\!‘a‘}z\d
(0.5bn)
O 5.0%-9.9%
10.0% - 14.9% " Fana
(0.1bn)

15.0% - 19.9%

o Over 20% Denmark

Netherlands

: 18%
Belglum (5 2bn)
(0.4bn) ‘
Poland

5%
(2.1bn)

Slovakia
3%

France
29%
(15.1bn)

Slovenia

Portugal 8% 2
7% (0.2bn) ’
(0.6bn)
Greece N
24% ‘ P
Malta (3.4bn) ’ (0.1bn)
9%
(0.0bn) -
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed

methodology and list of sources for each market is available in the methodology section of this Report

oo
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Executive Summary

Lab consumption frend (cont

— The majority of markets (i.e. 16 out of the EU27 markets) experienced stable or declining consumption of Illicit
cigarettes in 2021

— The Netherlands and France had the largest increase in share of C&C, with C&C share increasing by 12.2ppt in
the Netherlands and 6.3ppt in France

— Poland and Latvia had the largest decrease in share of C&C, with C&C share decreasing by 3.7ppt in Poland
and 2.9ppt in Latvia

Change in share of C&C consumption vs prior year, 2021 (ppt))

Finland

o Increased by 1ppt+ +4.0ppt
Stable *

o Decreased by 1ppt+

Denmark
+3.8ppt N
Lithuania
-1.1ppt
Netherlands
+12.2ppt
Belgium

Ireland
-0.5ppt

Germany

v N
Czech Republic
+1.6ppt

— Slovakia
0.1ppt
Austria
+0.5ppt Hungary
+0.1ppt
Romania
+0.0ppt
—— Croatia
-0.6ppt
Bulgaria
+0.0ppt

Portugal )
+2.6ppt Spain

s Slovenia

+2.3ppt

‘ Greece . @
R yprus
M +LAppt ' +5.8ppt
alta
+3.0ppt Y ‘
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed

methodology and list of sources for each market is available in the methodology section of this Report

Kb
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Executive Summary

Lab SOUrCe Countries

— 35% of illicit cigarette consumption in the EU27 in 2021 was driven by Counterfeit (30% in 2020)

— lllicit cigarettes that can be identified as flowing from one EU27 country to another increased by 0.7bn,
continuing the growth trend observed in 2020 (1.5bn increase in 2020) and accounted for 23% of illicit
consumption in the EU27 (21% in 2020)

— lllicit Whites with no country-specific labelling increased by 0.2bn in 2021, compared to a 3.4bn decline in
2020

— Against a backdrop of increased EU-Belarus border restrictions and crossing point closures beginning in July
2021, Belarusian C&C inflows declined by 1.0bn to similar levels as seen in 2019 (0.9bn increase in 2020)

— Ukrainian C&C inflows continued to decline in 2021 to the lowest level seen in the reporting period

— Inflows from Turkey increased by 0.6bn in 2021 to the highest level seen in the reporting period

Sources of C&C in the EU27, 2020-2021 Change on 2020 results (bn cigarettes, %)
(bn cigarettes)®)

35.5
IWs with no
. country-specific 4%
53 labelling
1 0,
el Algeria -46%
0.5
1.3 (1%) .
(4%) . Moldova -22%
3.2 :
0,
£ Ukraine ," \ -48%
)
1
5.2 i
(15%) Turke i 234%
y 1
:
1
Unspecified i 100%
7.3 i
(21%) :
Belarus / -30%
Other Non-EU -13%
\\
EU 1 9%
1
i
1
Counterfeit .OE 19%
7
2020 2021
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of

sources for each market is available in the methodology section of this Report, (2) Context of the ongoing Belarus-EU migration crisis, Office of

the United Nations High Commissioner for Human Rights

KPMG
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-0CUS on Gounterrel

— Counterfeit volumes continued to increase in 2021 (+2.0 bn or 19%), albeit at a lower level than that seen
between 2019 and 2020 (+4.8bn or 87%)

— Counterfeit now represents 2.8% of total cigarette consumption in the EU27 (up from 2.3% in 2020)
— Counterfeit consumption was highest in France (8.0bn) and Greece (1.7bn)

— The markings on Counterfeit packs identified varies by market. For example, 39% of Counterfeit packs
identified in France had Duty Free labels and a further 29% had Belgian labels, whereas approximately 65% of
Counterfeit identified in Greece had domestic labelling

— Interviews with law enforcement? indicates that increasing volumes of the Counterfeit detected in this study
may be manufactured in illegal factories within the EU27. Furthermore, as only participating manufacturers(@
forensically examine packs collected in the empty pack survey to identify Counterfeit, actual Counterfeit
volumes in the EU27 may be even higher than that shown in this Report

Counterfeit volumes in the EU27, 2017-2021 (bn cigarettes)®)

123

2017 2018 2019 2020 2021

Counterfeit volume in the EU27, 2021 (bn cigarettes)®

3 Finland
High 0.02bn
Sweden Estonia
0.09bn 0.01bn

Latvia
0.04bn
Denmark
0.08bn

Netherlands
0.09bn
Belgium
Ireland ) 0.07bn
0.00bn Poland
Germany 0.35bn
0.31bn

Lithuania
0.02bn

Slovakia
0.10bn

Austria
0.04bn

Hungary
France 0.05bn
7.96bn Romania
Croatia 0.29bn
0.00bn

Portugal
0.03bn

‘ Slovenia

0.00bn

Greece*
1.74bn

Malta
Note: (a) PMI, JTI, BAT and ITL. Refer to methodology section for further details 0.006n b~ g%ﬁi

Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of
sources for each market is available in the methodology section of this Report (2) Law enforcement interviews, refer to page 10 for further

details
oma
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-0CUS on Gounterfeit (cont.

— The largest year-on-year increase in Counterfeit consumption was noted in France (1.98bn or 33%)

— Excluding France, increased Counterfeit volumes in Italy (0.3bn) and smaller markets grouped together under
the ‘Other’ category (0.2bn) were offset by declines elsewhere, primarily in Germany (0.3bn) and Poland
(0.3bn)

Counterfeit volumes in the EU27, 2017-2021 (bn cigarettes))(@)

0.3
(7.8%)
0.2
(4.8%)

Source:

Note:

KPMG

0.5
(3.8%)

1.7
(14.1%)

0.6
(5.7%)

0.6
0.2 (5.8%)

(2.3%)

iLE
(15.7%)

5.5

46 13
(23.5%)
1.0

(22.0%)

0.5

(8.3%)
0.6 !
(12.7%) (16.8%) 6.0
b L (58.0%)
0.3 (16.8%) (8.8%)
(6.3%) 15
: 1.5 (27.4%)
0
(19.1%) (32.1%)
0.7 0.8
0.5 §
20.6% 9
( 6) (10.1%) (15.3%)
2017 2018 2019 2020 2021
M rrance M Greece IR Italy M roiand B Germany Other

1

EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed
methodology and list of sources for each market is available in the methodology section of this Report

(a) Counterfeit can only be identified by manufacturers forensically examining their brands collected via empty pack surveys. As only BAT,
ITL, JTI and PMI participate in the empty pack surveys used in this Report, Counterfeit can only be identified from these manufacturers
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-0CUS onlicit Whites

— lllicit Whites’ share of illicit consumption in the EU27 decreased further, accounting for 24% or 8.6bn of EU27
illicit consumption in 2021 (28% or 9.7bn in 2020)

— The volume of lllicit Whites with known origins declined by 1.3bn to 3.1bn cigarettes, representing 8.8% of
total illicit consumption. This decline was principally driven by Belarus (0.8bn), Ukraine (0.2bn), Moldova
(0.1bn), Czech Republic (0.1bn) and Spain (0.1bn).

— lllicit Whites with no country-specific labelling increased by 0.2bn to 5.5bn cigarettes in 2021, and represented

15.4% of total illicit consumption. These lllicit Whites have no health warnings or are labelled as Duty Free.
This generic labelling makes identification of the source market difficult

— Interviews with law enforcement( indicate that some of these lllicit Whites with no country-specific labelling
are manufactured in illegal factories within the EU27

lllicit Whites as a percentage of total C&C in the EU27, 2017-2021(!) Share of Illicit Whites by
origin, 2020-21 (%)

7.7% 7.7%

ErT 14% | 15%] 0-7%

0.7%

44.0% 41.5% 41.2%

56.7% 54.3%

2017 2018 2019 2020 2021 2020 2021
Other C&C - IW with known origins I W with no country-specific labelling Czech Republic
I counterfeit M W with no country-specific labelling Il Belarus I spain
B Ukraine Other
I Moldova
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of
sources for each market is available in the methodology section of this Report (2) Law enforcement interviews, refer to page 10 for further
details
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-0CUS onfiicit Whites (cont

— The highest flows of lllicit Whites were measured in Romania (1.6bn), Poland (1.4bn) and Greece (1.2bn)

— The overall EU27 lllicit Whites decline of 1.1bn was predominantly driven by declines in Poland (0.7bn), Italy
(0.3bn) and Germany (0.2bn)

— Romania saw the largest increase (0.1bn)

— The five largest lllicit Whites inflow countries in the EU27 (highlighted in red) accounted for 66% or 5.7bn of
the total lllicit Whites flows in the EU27

lllicit Whites consumption in the EU27, 2021 (bn cigarettes)®)

O >=0.6bn

>=0.3bn and <0.6bn

O <03bn

Finland
0.02bn

Estonia
0.07bn

Latvia
0.24bn
Denmark

0.01bn

Lithuania
0.48bn

Netherlands "Y
0.13bn

Belgium

Ireland 0.04bn

0.04bn

Poland

1.38bn
Germany

0.32bn

Luxembourg Czech Republic
0.00bn 0.17bn

Austria s =
France 0.05bn Hungary
0.69bn Jf{ _ 024bn

Croatia
0.22bn

Slovakia
0.03bn

Romania
1.64bn

Bulgaria
0.14bn

Portugal
0.20bn
= Slovenia -
. < 0.08bn 2
. ]
Al
Greece .
Malta ) 1.24bn P
0.04bn Cyprus
o 0.05bn ‘
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed

methodology and list of sources for each market is available in the methodology section of this Report
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-0CUS onfiicit Whites (cont

— The top 10 lllicit Whites brands accounted for approximately 63% of EU27 lllicit Whites consumption in 2021
(59% in 2020)

— Approximately 67% of the 1.1bn decrease in EU27 lllicit Whites consumption in 2021 was due to smaller
brands outside of the top 10

— Despite a decline in inflows attributable to brands outside of the top 10 to 3.2bn (-0.7bn), the number of
brands composing this 3.2bn increased to 247 (+18 on 2020)

— Interviews with EU27 law enforcement representatives indicated that Counterfeiting of lllicit Whites brands in
illegal EU27 factories remained an issue in 2021. Since our analysis cannot identify whether Illicit Whites are
Counterfeit or not, it is possible that we may be overstating the lllicit Whites issue and understating the
Counterfeit issue, especially given the growth seen in Counterfeit

lllicit Whites by brand in the EU27, 2020-2021 (bn cigarettes))

9.7

I other
- Regina
- Manchester
229 X Il Marble
brands (41%) I American Legend
B rest
- Ashima
[ | Compliment
{ I Minsk

: - Nz
- Karelia

brands

2020 2021

Note: We cannot identify Counterfeit Illicit White volumes in this Report as the manufacturers do not participate in the empty pack surveys and therefore
do not analyse if the packs collected are genuine

Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of
sources for each market is available in the methodology section of this Report
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-0CUS on Uther bat

— Other C&C volumes increased by 0.4bn to 14.6bn cigarettes, but due to an increase in overall C&C in the EU27
in 2021, Other C&C’s share of illicit consumption reduced to 41% (42% in 2020)

— The largest increases were in France (1.4bn), the Netherlands (1.4bn), Denmark (0.2bn), Portugal (0.2bn),
Finland (0.2bn) and Greece (0.2bn), partly offset by declines in Germany (1.4bn), Italy (0.7bn), Poland (0.5bn),
Spain (0.4bn) and Romania (0.1bn)

— Duty Free is the largest source of Other C&C in the EU27, accounting for 1.7bn cigarettes or 11.9% of the total
(1.7bn or 12.2% in 2020). Inflows from within the EU27 accounted for 7.5bn or 51.0% of the total (6.7bn or
47.1% in 2020)

Change in Other C&C consumption vs prior year, 2021 (bn cigarettes)®

O <osbn

o >=-0.5bn and <-0.1bn
>=-0.1bn and <0.1bn

Estonia

Sueden +0.01bn
>=0.1bn and <0.5bn -0.08bn
Latvia
o >=0.5bn et
Denmark
+0.24bn
Lithuania
+0.00bn

Netherlands

+1.37bn
Belgium
Ireland
-0.05bn -0.03bn
) Poland
~ -0.47bn
) Germany
-1.44bn
Czech
Luxembourg Republic
\___ -0.01bn +0.08bn
) — Slovakia
+0.04bn
Austria
France +0.06bn Hungary
+1.40bn -0.02bn
Romania
-0.12bn
—— Croatia
+0.03bn
Bulgaria
+0.00bn
Portugal
+0.17bn
Slovenia
+0.06bn
~ Greece
+0.15bn
Malta o
-4
Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of

sources for each market is available in the methodology section of this Report

Kb

Document Classification: KPMG Public




©

Executive Summary

NON-domestic legal trend INDIL

— ND(L) consumed in the EU27 declined by 1.1bn (6%) in 2021 following on from a larger decline between 2019
and 2020 (12.7bn or 41%), reflecting the ongoing impact of travel restrictions and border controls that were
still in place in 2021

Source of ND(L) in the EU27, 2017-2021 (bn cigarettes)®®

30.8 31.2

7.2 8.2
(23%) (26%)

3.1
(17%)

20.6
(75%)

15.3
(83%)

2017 2018 2019 2020 2021
I noneU M EU

Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of
sources for each market is available in the methodology section of this Report
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NON-comeslic legal trend GOt

— Overall ND(L) volumes declined across the EU27. However, the rate of decline varied across the member
states

— The Czech Republic showed the highest growth, with ND(L) volumes increasing by 306%, albeit this
represented a return to 2019 ND(L) levels after a large decline in 2020. A similar pattern of high ND(L) growth
to return to pre-pandemic levels was also apparent in Slovenia and Croatia, indicating that in some markets
demand for cross-border purchases remained strong

— Estonia and Luxembourg showed the largest rates of decline, 51% and 42% respectively

Rate of ND(L) change, 2021 (%)

o Over 25%

O 5.0%-25%

o -5% - 5% sweden Estonia
O -25%--5%
Latvia
o Less than -25% Denmark
+60% ‘
Lithuania
+28%
Netherlands

-28%
Belgium
+18%

Germany
-16%

Luxembourg
-42% Slovakia
+5%

Austria
-7%

Romania
+13%

Croatia
84%

Bulgaria
-34%

Slovenia
+201%

q Greece
_Eo,
5% Cyprus

Malta 4 +49%

+52% - A"

Portugal
+5%

Source: (1) EU27 level results are an aggregation of the EU Flows Calculation results for the 27 EU member states, a detailed methodology and list of
sources for each market is available in the methodology section of this Report
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Cigarettes consumed

-0.09bn on
2020

J.o0n

C&C cigarettes
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+0.06bn on
2020
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Of total consumption
was C&C
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2020
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from C&C

+€13m on
2020
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o
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Country Profile

Lab Clgarette consumption and
al consumption

bn cigarettes)(t)(2)

Total consumption - 2017-2

14.48

13.46

2017 2018 2019 2020 2021
Il .oc B no(y) I c&c

— C&C as a share of total cigarette consumption increased by 0.5ppt in 2021, driven by an
increase in Other C&C

Manufactured cigarette C&C volumes and share of overall cigarette

consumption - 2017-202112)

8%

6%

4%

(%) a1eys

2%

Volume (bn cigarettes)

0%
2017 2018 2019 2020 2021

I Counterfeit & Contraband (C&C) == C&C as % of consumption

C&C consumption by type - 2017-2021 (bn cigarettes)(1(2)a)

0.92

2017 2018 2019 2020 2021
I icit whites [ counterfeit [l Other C&C

Note: (a) C&C breakdown chart only includes Counterfeit volumes related to brands of manufactures who participate in the empty pack/yellow bag
surveys;.(b)Total tax revenue lost represents estimated excise and VAT if C&C volumes had been consumed legally in the country of study; (c)
Due to rounding, segments highlighted in the charts may not add up to the total and year-on-year changes highlighted i