Dear
Shareholder,
PMI delivered a very strong
performance in 2015, despite an
increasingly complex business
environment, as well as the sharp
appreciation of the U.S. dollar,
which acted as a significant drag
on our reported results.

2015 Results
Cigarette volume of 847.3 billion units in 2015 declined by 1.0%
versus the prior year. The decrease primarily reflected the impact
of lower industry volume, partly offset by market share growth in
(1)
Reduced-Risk Products (RRPs) is the term the company uses to refer to
products with the potential to reduce individual risk and population harm in
comparison to smoking cigarettes.

(2)
Operating companies income (OCI) is defined as operating income,
excluding general corporate expenses and the amortization of intangibles,
plus equity (income)/loss in unconsolidated subsidiaries, net.
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the European Union (EU), Eastern Europe, Middle East & Africa
(EEMA) and Latin America & Canada (LA&C) Regions. This was our
best cigarette volume performance, excluding acquisitions, since
2012, driven mainly by a moderation in the cigarette industry volume
decline, notably in the EU Region.
Our market share performance in 2015 was strong. Total PMI
share, excluding China and the U.S., increased by 0.2 percentage
points to 28.7%, with growth in the EU, EEMA and LA&C Regions of
0.1, 0.3 and 0.5 percentage points, respectively, and stable share in
Asia. Importantly, we registered a growing or essentially flat share in
20 of our top-30 operating companies income (OCI)(2) markets.
Marlboro, the number one cigarette brand worldwide, enjoyed a
very robust performance, driven by the continued roll-out of the 2.0
Architecture, which is now available in approximately 100 markets.
The brand recorded a 0.9% increase in cigarette shipment volume,
reflecting growing or stable share in all Regions. Our Be Marlboro
global marketing campaign significantly enhanced the brand’s key
image dimensions and appeal among adult smokers. The performance of Marlboro was further supported by a pipeline of innovative
product offerings.
We were also pleased with the performance of our other key
international brands. Cigarette shipment volume for L&M, our
second-largest brand, increased by 3.9%. The brand’s market share
grew by 0.2 percentage points to 3.3%, excluding China and the

This performance underscores the resilience of our business, our
broad and balanced geographic footprint, the strength of our worldclass brand portfolio and, above all, the motivation and focus of our
organization.
Against a backdrop of improving industry volume trends in many
key geographies, our cigarette brand portfolio performed superbly,
driven by the Marlboro 2.0 Architecture, our enhanced commercial
approach and the investments that we made in 2014 to address key
market challenges. Last year also marked an important milestone
for our Reduced-Risk Products(1) portfolio, with the geographic
expansion of iQOS in Japan and Italy; city launches in Portugal,
Romania, Russia and Switzerland; increased investments in
preparation for further launches in 2016; and significant progress
on our risk assessment and evidence package.
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U.S., driven by particularly strong growth in the EEMA Region.
Chesterfield recorded a solid performance in the EU Region, where it
ranks as the third-largest cigarette industry brand by volume, behind
Marlboro and L&M, and grew share by 0.2 percentage points to 5.8%.
Reported net revenues, excluding excise taxes, of $26.8 billion
declined by 10.0% versus 2014. Excluding currency and acquisitions,
net revenues grew by 5.8%. Favorable pricing of $2.1 billion was the
key driver of this growth, led mainly by Argentina, Canada, Germany,
Indonesia, Korea and Russia. Although unfavorable volume/mix
weighed on net revenues, the adverse impact of $325 million was
considerably lower than the $1.3 billion impact in 2014.
Adjusted OCI of $11.0 billion declined by 12.4% versus 2014.
Excluding currency and acquisitions, adjusted OCI grew by 6.6%.
Adjusted OCI margin increased by 0.3 percentage points to 42.6%,
on the same basis, driven by the EEMA and LA&C Regions.
This adjusted OCI margin expansion is noteworthy considering
our decision to deploy additional investments to support the strong
momentum of our cigarette brand portfolio and accelerate the geographic expansion of iQOS. The investments resulted in a constant
currency cost base increase of 3.6% excluding RRPs, or 5.3% including RRPs. In 2016 we expect our total cost base, including RRPs, to
increase by approximately 1%, excluding currency, reflecting certain
non-recurring expenses, productivity and cost savings programs, and
moderating prices for key inputs such as tobacco leaf, cloves and
direct materials. Our mid-term targeted annual cost base increase is
1% to 3%, excluding RRPs and currency.
Adjusted diluted EPS of $4.42 declined by 12.0% versus 2014,
with currency representing an unprecedented headwind of $1.20
per share. Excluding currency, adjusted diluted EPS increased by a
strong 12.0%.
Free cash flow increased by $319 million, or 4.8%, to reach $6.9
billion in 2015. This was a remarkable achievement considering the
adverse currency impact of $2.0 billion and was driven by higher net
earnings and a range of important working capital initiatives implemented during the year.
Last September the Board of Directors approved an increase
in our quarterly dividend to an annualized rate of $4.08 per share,
reflecting its strong confidence in our business fundamentals and
future prospects. This marked the eighth consecutive dividend
increase since the company’s spin-off and represents a total increase
of 121.7%, or a compound annual growth rate of 12.0%.
We continued to access the capital markets at very favorable
rates in 2015, raising $1.25 billion over the course of the year and

Marlboro continues to benefit from the roll-out of the
2.0 Architecture – now available in approximately 100 markets –
driving its global market share in 2015, excluding China and the U.S.,
to its highest level since the company’s spin-off in 2008 and further
reinforcing its position as the number one cigarette brand worldwide.

reducing the weighted-average all-in financing cost of our total debt
by 0.2 percentage points to 3.0%. The weighted-average time to
maturity of our total long-term debt stood at 10.5 years at the end of
2015, broadly in line with the prior year.
Fiscal, Regulatory and Illicit Trade Environment
Our strong pricing performance last year was supported by a largely
rational international excise tax environment. Encouragingly, we
continued to see improvements in fiscal structures in a range of
markets, such as Germany and Italy. Unfortunately, there were some
exceptions, the most notable being South Korea’s 120% excise
tax increase in January 2015, which resulted in a cigarette industry
volume decline for the full year of approximately 17% after adjusting
for inventory movements.
Looking forward, we see a number of opportunities to further
improve the fiscal structures in certain key markets and are actively
working on this front. This includes seeking a further reduction in tax
yield gaps between cigarettes and fine cut products.
Strict regulation of cigarettes is necessary given the health effects
of the product. From a business perspective, we have proven that we
can compete successfully in highly restrictive environments.
Currently, plain packaging is a focus of regulation in certain
countries. There are two distinct aspects to plain packaging. One
is the question of principle regarding the protection of intellectual
property, including trademark rights, and the related deprivation that
has been at the center of our arguments both with regulators and in
various legal proceedings. The second aspect relates to the actual
impact of plain packaging on market dynamics.
Regarding the question of principle, we are disappointed that in
our case against Australia under the bilateral investment treaty with
Hong Kong we will not have the opportunity to debate the merits
due to a jurisdictional issue. However, there are still important cases
pending with the World Trade Organization and the U.K. High Court.
We will know their outcomes in the course of this year.
Regarding the effect of plain packaging on market dynamics,
we do not anticipate any material impact on total consumption, as
confirmed by the evidence from Australia. Therefore, the question is
the impact on illicit trade and, over time, on brand equity, potential
downtrading and pricing power, if any. There is no simple general
answer, as the outcome will depend on specific market structures
and dynamics. Overall, given the depth of our brand portfolio and
excise tax structures that exist or can be adopted, we believe that the
commercial impact of plain packaging should be manageable.
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We are working to ensure that member states transpose the EU
Tobacco Products Directive into national legislation by the May 2016
deadline without additional unreasonable restrictions and with the
appropriate regulatory frameworks for RRPs.
While illicit trade continues to be a significant issue for the industry
and governments, we witnessed important progress in 2015. The
most notable improvement was in Turkey, where better enforcement
led to a significant reduction in illicit prevalence. We also saw
progress in the EU Region, driven by Germany and Spain. We
remain determined to further combat illicit products through ongoing
coordination with the relevant authorities.
Reduced-Risk Products and Research & Development
We continue to make significant progress on the development,
scientific assessment and commercialization of our Reduced-Risk
Product portfolio. Our goal is to lead a full-scale effort to ensure that
RRPs ultimately replace cigarettes to the benefit of adult smokers,
society, our company and our shareholders. Important milestones
in 2015 included the geographic expansion of iQOS in Japan and
Italy, as well as the further deployment of iQOS in cities in Portugal,
Romania, Russia and Switzerland. Last month, we launched iQOS
in Kiev, Ukraine, as part of our plan to be present in key cities in
approximately 20 markets by the end of this year.
Japan is by far our most advanced iQOS launch market in terms
of geographic coverage. In the last week of January of this year, we
achieved an estimated offtake share for Marlboro HeatSticks of 1.6%
in the geographic expansion area and 2.4% in Tokyo, with steady
weekly offtake share growth since the first wave of expansion began
in September 2015.
While the commercialization of RRPs has been a complex
undertaking, compounded by a landscape lacking clear, categoryspecific fiscal and regulatory frameworks, we are very pleased with
our progress to date. We have gained vital knowledge from our
pilot launches relating to route-to-market, consumer engagement
and required organizational know-how, which we are leveraging as
we launch iQOS in new geographies. Importantly, our supply chain
and after-sales service processes are working very well. We remain
extremely optimistic about the potential of the product, particularly
since our core selling messages for the product have so far focused
on convenience benefits only, such as no ash and less smell.
We proceeded as planned in 2015 with the scientific substantiation of risk reduction for iQOS. The pre-clinical assessment has been
completed, and non-clinical studies have demonstrated promising
results. Furthermore, our three-month ad libitum exposure study data
showed that using iQOS results in a reduction in exposure biomarkers approaching the levels measured in smokers who quit for the
duration of the study. In addition, we commenced our longer-term (6
to 12 months) exposure response and cessation studies, which will
finish in 2016 and 2017, respectively. Based on the totality of our evidence thus far – non-clinical, clinical, and perception and behavioral
assessment studies – we expect to proceed with our modified-risk
tobacco product (MRTP) application to the U.S. Food & Drug Administration (FDA) toward the end of this year. In 2015 we published over
30 RRP-related book chapters and scientific articles in peer-reviewed
journals describing our methods and results in both non-clinical and
clinical sciences.
We also made important advances across our broader RRP
portfolio in 2015. Platform 2, our second heat-not-burn product,
remains on track for both non-clinical and clinical assessment as well
as an initial city test later this year. We further progressed with the
development and pre-clinical testing of our Platform 3, a nicotinecontaining aerosol product based on acquired technology, and aim
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iQOS

The commercialization of iQOS continued in 2015, with the
first wave of expansion in Japan, further city launches in
Italy beyond Milan, and city launches in Bucharest, Lisbon
and Moscow, as well as six cities in Switzerland. In many
launch cities we have opened iQOS flagship stores, such
as the one pictured here in the Shibuya district of Tokyo.

to begin commercialization in early 2017 with a city test. We are
represented in the e-vapor category via Platform 4, reflecting our
acquisition of Nicocigs in the U.K. in 2014 and the 2015 launch in
Spain of products based on our cross-licensing agreement with Altria
Group, Inc. Our next generation of e-cigarette products is also under
development and should be ready for commercialization in the last
quarter of 2016. Pre-clinical and non-clinical assessments of this
platform are under way.
From a fiscal perspective, we witnessed a number of significant
positive developments for iQOS HeatSticks in 2015. Several countries have established dedicated excise tax categories for non-combustible heated tobacco products. Additionally, in a range of other
markets, HeatSticks have been classified in existing tobacco excise
tax categories other than cigarettes.
We continue to engage governments, as well as relevant scientific
institutions and experts, on RRP regulation and are increasing our presentations of PMI’s science in both scientific and public policy forums.

Russia

Guided trials are an integral part of our iQOS launch strategy
and play an important role in educating adult smokers about
the product’s attributes and benefits. In Russia, where
Parliament is the benchmark of quality, prestige and
elegance, Parliament HeatSticks have been introduced with the brand’s distinctive Recessed Filter.

Business Development and Manufacturing Footprint Optimization
We continued to focus on a number of important business development initiatives during the year, most notably in North Africa, the
Middle East and sub-Saharan Africa.
In the U.K., we successfully completed the takeover of our
distribution from a competitor. Having control over our own
commercial resources in this profitable market will significantly
enhance our brand support, portfolio expansion and RRP roll-out
capabilities going forward.
Our Indonesian affiliate, Sampoerna, completed a rights issue
last November to comply with a national stock exchange regulation.
The transaction resulted in an implied valuation of approximately
$26.4 billion for Sampoerna, slightly above 29 times analyst
consensus projections for 2016 net earnings.
Our manufacturing footprint was further optimized in 2015 across
a number of areas. This included the outsourcing of our leaf business
in the U.S., the right-sizing of our factory in the Philippines and
a hand-rolling production center in Indonesia, and the closure of
facilities in Pakistan and Poland.
Environment, Health and Safety
In 2015 we continued to demonstrate our strong commitment to the
environment and again were awarded CDP “Climate ‘A’ List” status.
This placed PMI in the top 5% of the world’s largest 2,000 companies
which are assessed on data that measure actions to reduce their
carbon footprint, as published in the CDP Global Climate Leaders
Report. We also received a 100% Carbon Disclosure rating – for
comprehensive and transparent reporting on climate change –
placing us in a very small group of leaders in this area. Furthermore,
we surpassed our manufacturing targets to reduce carbon emissions
and water consumption by 20% compared to 2010. Additional
information on our climate change key performance indicators and
results is available at www.pmi.com/carbon.
Our safety performance has been outstanding, as we further
reduced injury rates in our factories and our fleet of vehicles by more
than 50% over the last three years.

We also continued the implementation of our Agricultural Labor
Practices Program to eliminate child
labor and other labor and human
rights abuses in our tobacco-growing
supply chain. Implemented in partnership with Verité, the leading notfor-profit organization in supply-chain
responsibility, the program currently
reaches over 450,000 farms in
approximately 30 tobacco-growing
countries. External stakeholders continue to recognize PMI’s leadership, with the U.S. Department of Labor recently highlighting the
enforcement of our “rigorous child labor policy on all U.S. farms.”
The Organization
We continue to invest in the advancement of gender balance as well
as diversity and inclusion within the company – key organizational
development priorities – and made tangible progress in 2015.
Last year the Compensation and Leadership Development
Committee of our Board of Directors substantially revamped our
executive compensation program to strengthen the link between pay
and performance, to better reflect current market practices, and to
even more strongly align the longer-term interests of executives and
shareholders. Details of the new program can be found in our 2016
Proxy Statement.
Finally, we believe that the relationship between management and
the Board continues to be governed by total transparency, trust and
a very positive atmosphere. We look forward to another fruitful year
with such a formidable group.
The Year Ahead
Our business fundamentals are robust, and the strategic initiatives
that we have in place will serve to enhance them further, enabling
us to continue to grow our business and to generously reward our
shareholders over the mid to long term. While currencies undeniably
play a pivotal role in our shareholder value creation potential, we
anticipate that the related headwind impacting our reported results
will moderate this year compared to 2015.
iQOS and our other RRPs constitute our single-largest growth
opportunity. We will maintain our uncompromising commitment to
secure their success and continue leading the way forward for the
industry.
Most importantly, we are blessed with a highly focused, motivated
and increasingly agile organization that consistently demonstrates
the ability to successfully adapt to the varied challenges that we face.
Our confidence in PMI’s future growth prospects is based on the
recognition that our employees are our most valuable asset. Their
passion and talent deserve our sincerest gratitude.

André Calantzopoulos, Chief Executive Officer

Louis C. Camilleri, Chairman of the Board
March 4, 2016
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