BRITISH AMERICAN
TOBACCO

1999

i e
GOMPANIES HOUSE WILEE
COMPA_NIES HOUSE 160500 '

onIARY 0o 3Woledb




Our vision is to become the
world’s leading international
tobacco company.

Since 1994, the Group has
orown global market share

from 10.7% to 154%.

This Annual Review and Summary Financial Statement does not contain sufficient information to allow for a full understanding
£ of the results of the Group and the state of affairs of the Company or of the Group. For further information the fuli Annual
= Accounts, the Auditors’ Report on those accounts and the Directors’ Report should be consulted (see page 30).




The combined British American Tobacco has 97 factories, operating in 66 countries,
more than 700 million kilos of tobacco and have 24 growing programmes and 28 le
with expertise in Virginia and Blended cigarettes. We have leadership in over 50 marl
£13 billion per annum to national exchéquers worldwide through excise duties and t
profit after tax,

BAT Regional Market Share

Including Rothmans.  Including Rothmans
since merger for 12 months

I America-Pacific 9.8% 9.9%
bl Asia-Pacific 3.9% 4.7% ™
B Amesca 31.2% 34.8%
M Europe 13.9% 16.0%
M Latin America 50.1% 50.3%
B Canada 70.4% 70.4%

Plant Locations



Highlights of the Year

Pre-tax profit
Earnings per share
Adjusted earnings per share

Dividends per share

BRITISH AMERICAN
TOBACCO

£1,37Tm +86%
25.25p  +14%
52.33p  +13%
26.20p +9%

» Completion of the Rothmans merger resuiting in a major advance in achieving our vision.

» Operating profit before goodwill and exceptional items up 30 per cent to £2,022 million.

* Results benefited from the merger with Rothmans, combined with a good underlying performance.
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Chairman’s Statement

A’S A RESULT OF THE ROTHMANS MERGER, WE
MADE A MAJOR ADVANCE IN ACHIEVING OUR
VISION DURING 1999, WE ALSQO SUCCEEDED
IN MANAGING THE BUSINESS ON STRATEGY IN
A DIFFICULT ENVIRONMENT, A TASK MADE
MORE COMPLEX BY THE MERGER. WE ARE
DISAPPOINTED THAT THE REAL PROGRESS WE
HAVE MADE HAS NOT BEEN REFLECTED N
QUR SHARE PRICE.

The Group's operating profit before exceptional
itemns grew by 30 per cent to £2,022 million,
reflecting seven months’ benefit from the merger
with Rothmans, combined with a good
underlying performance. Pre-tax profit rose

86 per cent to £1,371 million, while adjusted fully
diluted earnings per share, probably the best
indication of the true improvement, advanced by
13 per cent to 52.3p.

Your Board is recommending a final dividend of
17.9p per share, payable on 3 May. This will take
the total dividend growth for the year to 9 per
cent, in line with our policy of paying out at least
50 per cent of sustainabte earnings.
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The major strategic achievements were plainly the
Rothmans merger and the highly comptex
acquisition of our Canadian associate company,
Imasco, including the subsequent sale of its non-
tobacco businesses on a tax efficient basis. The
transaction, which will enable us to integrate
Imperial Tobacco of Canada into our operations,
was completed in February 2000 and it will
materially improve our cash flow this year.

Complexity was also a feature of the Rothmans
merger, especially when it came to securing
regulatory approval with limited disposals and
undertaking corporate restructurings in a number
of key markets, The outcome was better than we
expected when we announced the merger,
except in Canada where the forced sale of the
Rothmans business reflected the exceedingly
depressed level of tobacco assets. The anticipated
£250 million of synergies per annum will be
achieved ahead of schedule,

! should like to take this opportunity to welcome
Bill Ryan, as Deputy Managing Director, and
Johann Rupert and Jan du Plessis, as non-

Martin Broughton, Chairman and
Kenneth Clarke, Non-executive Deputy Chairman

executives, to the Main Board, where their
experience is proving invaluable, We also
welcome Teny Jones and Chris Bischoff to the
Management Board.

For the tobacco industry, a difficult environment
does not, of course, confine itself to the trading
conditions covered in the Managing Director's
Review. Our two principal legal and regulatory
concerns at the moment are the three phase
Engle class action in Florida and the World Health
Organization's Framework Convention on
Tobacco Control (FCTC).

The latter is a potential threat, despite the fact
that it represents a developed world obsession
being foisted on to the developing world. There
are, however, encouraging signs that some
significant countries are in favour of a broad
convention, allowing governments to take
account of their own circumstances, rather than a
binding treaty.

We have been analysing the potential impact of
the FCTC and believe that it has fundamental
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flaws. In particular, the proposals conflict with
the established principies of good public policy
formation and risk undermining governments’
sovereignty over tobacco regulations and excise.

Because of the way the Engle class action is being
run by the Judge, who is himself a member of the
class, investors expect a headline-grabbing
punitive damages award in the next month or so
and this has affected the share price. We are
confident that, in the event of a ioss, the
companies involved will be able to appeal
successfully, without having to post a bond.
Despite the blatant pressure applied by the Judge,
Brown & Williamson has no intention of settling.

It is also worth stressing that Engle is ceally
something of an exception as, elsewhere on the
litigation front, class actions and medical
reimbursement cases are consistently being
dismissed, despite increasingly novel claims being
filed, not least by the US Federal Government.

In terms of creativity, pride of place in a crowded
field probably goes to the US plaintiffs’ lawyers

who have been able to persuade various Latin
American countries and states, as well as
Thailand, to sue the tobacco industry in the US,
rather than in their own courts. The Guatemala
and Thailand cases have already been dismissed
and we expect the others to follow suit.

The pressure from regulators and governments
who, it must be remembered, make over ten
times as much from the sale of cigarettes as we
do, seems set to continue. As this new century
begins, we are determined to find a constructive
way forward, instead of remaining trapped with
them in the sterile arguments of the past.

We have, for example, recently presented the UK
Government with a coherent set of proposals
called "partnership for change”, the details of
which can be found on the inside back cover.

In a further initiative to improve our ability to
communicate directly with alf our stakeholders,
this Annual Review's publication coincides with
the launch of our website. Please visit us at
www.bat.com

British Aanerican Tabacco Annoal Resies Tuga

On behalf of the Board, | would like to thank our
management teams and employees, around the
world and at our headquariers here in the UK, for
their unstinting efforts during a momentous year
in the Company's development. The way that so
many people have risen to additional challenges
is an impressive tribute to their commitment.

While we recognise that traditional businesses are
currently out of favous with the stock market, our
task for 2000 is to work on ensuring that the
value we are building for shareholders is actually
reflected in the value of our shares. Apart from
market share and financial growth targets, our
broader objectives include continuing to build on
the success of the Rothmans merger, starting to
capitalise on the benefits that e-Commerce can
offer and making progress in becoming
recoghised as a responsible company in an
industry seen as controversial.
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Managing Director’s Review

THE FOLLOWING PAGES WILL PROVIDE
SHAREHOLDERS WITH A BETTER
UNDERSTANDING OF OUR PROGRESS IN 1999
AND HOW WE ARE POSITIONING OURSELVES
FOR THE FUTURE, AS WE WORK ON BUILDING
THE VALUE OF THE BUSINESS.

Just how difficult conditions were in 1999 can
clearly be seen from our early reading of the
world market, which is estimated to show a
dectine of between 2 and 3 per cent. While our
volumes rose 5 per cent to 753 billion, there was
a 9 per cent decline excluding the Rothmans
business, a similar position to our main
international competitors. We were hit by a
continuing fall in exports to Asia-Pacific, the
imposition of an export tax in Brazil and the
impact of settlement related price increases in the
US. The position there was further exacerbated
by grey market imports and cigarettes supplied
by manufacturers who did not participate in the
Attorneys General Settlement.

We expect the world market to be more stable in
2000. It is also worth noting that British American
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Tobacco has now overtaken Philip Morris in
volume outside the US, an important milestone in
achieving our vision of becoming the world's
leading international tobacco company.

In a group as diverse as ours, it is always
invidious to single out particular markets for
comment but there were a number of
important wins. The European region will be
much stronger as a result of the Rothmans
merger. The success of Lucky Suike in Germainy
and the volume growth in Russia, thanks to Yava
and Pall Mall, is especially encouraging.

An additional element in the merger has been
the formation of a smoking tobacco and cigars
business, bringing together Rothmans’ non-
cigarette businesses in Europe with British
American Tobacco's smaller Roll Your Own
interests. As a result, this business is receiving
real focus in British American Tobacco for the
first time,

The merger has also changed the shape of our
business in Asia-Pacific. Now that Australia and

Ulrich Herler, Managing Diecior
and 8il Ryan, Depuly Managing Direclor

Malaysia are such significant domestic markets,
we are no longer so dependent on exports to
the region. It is also worth highlighting the

15 per cent volume growth in Indonesia,

Amesca becomes a greater contributor as a
result of the immensely strong Rothmans
business in South Africa. The merger has

had least impact in Latin America, other

than providing us with market leadership in
farnaica, and in America-Pacific, apart from
providing us with a better competitive platform
in South Korea.

Since the year end, the Group has announced
the signing of a Memorandum of Understanding
with the Sumitomo Corporation, providing for
the acquisition of their Japanese cigarette import
and sales subsidiary, We expect to complete the
transaction by the end of March.

In general, economic conditions made 1999 a
very tough year for premium brands but the
merger provided us with valuable additions to
our portfolio and increases our share of the
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premium international brands segment from
11.3 per cent to 17.6 per cent. We expect the
pattern of consumers trading up to premium
brands to resume, as their living standards rise,
but progress will not always be smooth.

in order to capitalise on this important trend,
we will concentrate on improving, upgrading
and modernising our international brands,
especially in the lights and ultra lights
segments. We also intend to make the
development of innovative new products even
more of a priority.

Following the merger, we have made rapid
progress in simplifying and clarifying our long
term brand portfolio. Dunhill, State Express 555,
Kent, Lucky Strike, Benson & Hedges, Rothmans
and Pall Mall will be our main international drive
brands and we expect to grow their volume
significantly in the years ahead.

if the integration of the two brand portfolios
was one challenge, another vital task, as with
any merger, has been ensuring that we secured
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the best of both companies in terms of people.
We take pride from the fact our advisors were
able to say that they "have rarely seen such a
complex merger achieved with such a
combination of speed and relative harmony”.
About 30 per cent of the new Group's
management population of some 10,000 and
35 per cent of our general managers and
country managers come from Rothmans. In
addition, 90 per cent of the managers valued
most highly by Rothmans have stayed with
British American Tobacco.

A further major highlight of 1999 has been the
ability of our manufacturing operations to keep
product costs below the previous year, despite
the 9 per cent fall in our velumes. We closed or
announced the closure of 10 faciories during
the year. We obviously very much regret the
need to close factories, especially when it is
difficult to provide alternative employment, but
we take every care to ensure that the employees
who are affected receive fair compensation as
well as advice and assistance.

TNe O g['O

In order to secure additional efficiencies, we will
be doing everything we can to reduce any
unnecessary complexity in our products, recipes,
materials and specifications, as well as working
to increase our flexibility.

Looking to the future, one of the most
important areas for us to focus on is the whole
subject of e-Business. We are examining not just
the contribution that 'e' could make to our
business, whether to the supply chain or to
marketing and distribution, but also whether
there are aspects of our business, such as our
unique global infrastructure, that we ourselves
could contribute to 'e'. We are fully prepared

to adopt different or alternative business
models in order to work the new technolegy to
best advantage.

i %Ju%’a ec

Uirich Herter
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Review of the Year

FOLLOWING THE ROTHMANS MERGER, BRITISH
AMERICAN TOBACCO'S WORLD MARKET
SHARE INCREASED TQ 15.4% WITH OUR SHARE
IN THE KEY PREMIUM INTERNATIONAL BRAND
SEGMENT RISING FROM 11.3% TO 17.6%
THUS IMPROVING OPERATING MARGINS FROM
16.8% TO 18.1%.

Although the past year has been a difficuit
period for the global tobacco industry, as
premium brand volumes continued to be
affected by downtrading, we have remained
committed to our long term strategy. We have
therefore reviewed our combined portfolio
rigorously to develop our brands and ensure
that we drive our progress in the key premium
and lights segments. We wilt continue to focus
support on our leading brands to increase
premium brand share.

Lucky Strike now vies with State Express 555 as
our best selling premium international brand. Its
key regions are Europe, Japan, Latin America
and the US, supported by some markets in
Asia-Pacific.
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KENT
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Our premium international brand portiolio.

Whilst the difficult trading environment in
Asia-Pacific continued to depress volumes,
State Express 555 managed to strengthen its
competitive position within its major segments.
Benson & Hedges increased market share in
Australia, Arabia and South Africa, where
Rothmans Special Mild also grew strongly.

Dunhill volumes were depressed by difficult
trading conditions in Malaysia, although
there were volume and share increases in a
number of markets. Peter Stuyvesant grew
share in South Africa, although the sale of the
brand in New Zealand and Australia affected
total volumes.

Including Rothmans brands, our share of the
lights segment improves to 21.0 per cent. A
number of our key brands within this segment
achieved good progress.

Kent continued to increase share in Japan,
although economic difficulties in some Asian
markets affected total volumes, Lucky Strike
Lights made significant gains in Germany and

[EAr
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Kent is the key lights brand in our international portfolio.

KENT

Launched in America in 1954, Kent is now sold in over 70

AR countries as diverse as Japan, Chile, Azerbaijan and Israel.

the LIS, and progress was maintained for Lucky
Strike Menthol Lights in japan.

We continue to identify and develop consumer
segments and analyse the contestable space in
the strategic markets that provide the key to
future volume and profit growth., We position our
differentiated brand portfolio on both a market
and a regional basis and taifor it to consumers’
requirements, This offers smokers a broader
brand selection from which to trade upwards.

It is worth noting that the international value-
for-money segment, in which we have a strong
position, has traditionally been seen as the first
stepping up point for consumers shifting from
low priced domestically produced product to
premium priced international brands,

In this context, it is encouraging that Pall Matl
progressed well during the year. Both Pall Mall
Lights and Viceroy Lights saw double-digit
growth and we expect further success as we
integrate the Rothmans Pall Mall trademark into
our brand family.

7 BAT including Rothmans since merger
! .1 BATincluding Rothmans for 12 months
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Review of the Year continued
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Quantum and MaxFh deliver immediate
business bencfits,

CHANGES IN CONSUMER PURCHASING
BEHAVIOUR HAVE LED TO NEW MEDIA
OPPORTUNITIES, AS TRADITIONAL
ADVERTISING LOSES ITS IMPACT.

Over recent years, we have strategically
managed our marketing budget to focus on
developing areas such as more interactive
point of sale and Horeca (hotels, restaurants
and cafés) events and programmes. This
becomes more important as restrictions on
communication increase and it becomes
progressively more challenging to reach

our consumers,

In many markets, the point of purchase has
become the key arena in which we interact with
our consumers, making it important for us to
build brand image in the retail environment.

We continue to develop and apply our world class
research techniques to provide insight into
consumers' lifestyles and values and to understand
our smokers better. This, in turn, leads to more
efficient investment and improves the
communication of brand images at the retail level,

Point of purchase is a key arena for brand image.

This unique way of segmenting consumers,
matching their values to our brand profiles, is
coordinated with the retailer's own consumer
proposition. By working in partnership, we
maximise the effectiveness of promotions,
increasing the volume and profit of the
tobacco category and improving the overall
performance of our trade partners. Gur aim is
to become the benchmark FMCG supplier to
the trade, to be regarded as the experts in the
tobacco category and, therefore, the supplier
that wholesalers and retailers naturally turn
to for advice.

Quantum and MaxFli, our proprietary
integrated marketing and sales systems, have
been centrally developed with Siebel's world-
leading software, to enable our sales forces to
build a better understanding of an outlet's
consumer profile and improve relationships
with individual retailers. These systems can be
tailored to specific market requirements,
assisting the sales force by holding stock and
promotional information on each outlet so
helping retailers to sell British American
Tobacco’s brands more effectively.

of the ar

Launched in 1895, State Express 555 is now sold in more than
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Taiwan, Bangladesh and Vietnam.

55 countries and is popular amongst smakers in China,

This enables us to integrate all our marketing
activities from the sales representative to the
brand manager, making it possible to analyse
retail sales trends throughout the business.
Following the successful implementation of
Quantum in 11 markets, we expect to roll out
the system to a further 20 markets around the
world by the end of 2000.

Technology is also having an impact in
operations, where our policy of defining the
best approach for each factory, together with
growing standardisation, has enabled a record
level of more than one hundred items of
significant machinery to be redeployed within
the Group, avoiding new investment of some
£44 mitlion in 1999,

New capital investment has focused en high
productivity machinery and product innovation,
a key feature of which has been the installation
of additional round corner box capacity, to meet
growing consumer demand. Significant
investment in equipment and new initiatives has
resuited in a 6 per cent increase in the Croup’s
key product quality index over the past year.

British Amcrican Tobacvo Anmual Review [999 9
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Review of the Year continued

thinking

AT BRITISH AMERICAN TOBACCO WE TAKE AN
ORIGINAL APPROACH TO THE WAY IN WHICH
WE DO BUSINESS.

In Novermnber 1999, Nick Brookes, CEO of
Brown & Williamson Tobacco Corporation,
answered participants' questions and discussed a
variety of issues facing the tobacco industry, as
hundreds of users logged on to their website
during the first on-line internet chat session with
a tobacco CEO.

The structure of the British American Racing
investment was another innovative idea and
marked our return to Formula One motor
racing at the start of the 1999 championship
season. We were the first title sponsor to create
a new team via an equity partnership, with
chassis designer, Adrian Reynard and
motorsport entrepreneur, Craig Pollock.
Although the team had a disappointing
opening year, the new alliance with Honda, as
engine provider, together with drivers Jacques
Villeneuve and Ricardo Zonta, gives us
aptimism for future seasons.

Observers and researchers estimate that
within the course of the next few years the
value of goods and services traded though the
internet coultd approach US$3 trillion, with
approximately 75 per cent being business-to-
business transactions. In 2000, we are likely to
see some exciting advances as British American
Tobacco drives forward initiatives to capitalise
on these emerging e-Business apportunities.

We are already working on new business
models; for example with Ernst & Young on a
cancept called MarkiTing Inc where we aim to
deliver our cutting edge Trade Marketing and
Distribution solutions to our end markets and
subsequently make them available, on a
commercial basis, to non-tobacco FMCGs.

As one of the world's largest trademark owners,
British American Tobacco uses a bespoke,
networked, intellectual property management
system, to protect our brand rights globally. Our
work with government enforcement agencies in
pursuing counterfeiters, seizing and destroying
imitation goods, has saved the Group some

US$30 million in recent years by protecting
brand sales. British American Tobacco leads the
industry cooperation with key governments in
this field.

Across the world, we waork with more than
250,000 farmers, providing advice on planting,
growing and harvesting tobacco, as well as
information on crop rotation. This vertical
integration results in greater security of supply
for our business and the rapid integration of the
Rothmans businesses and their leaf purchases
into this systern has already created synergies.

In terms of new product development, the
Group's US subsidiary, Brown & Williamson is
working with Star Tobacco to make cigarettes
which are fow in tobacco-specific nitrosamines.
Star Tobacco has developed a process for curing
tobacco which inhibits the formation of these
nitrosamines. Brown & Williamson is currently
exploring the best way to use this tobacco
within its brands.

We are an equity pariner, rather than
just a sponsor,

Lucky Strike Ultra was successfully launched
in Germany.

Launched in 1871, Lucky Strike is one of the oldest trademarks

in the world and is now sold in some 90 countries. Key
markets include Germany, Spain, Japan and the United States.

FatERa
e

We work with over 250,000 tobacco farmers.

British Amcerican Fobzeco Annoal Review (999 11






Review of the Year continued

& scale

FOLLOWING THE MERGER WITH ROTHMANS,
OUR OBJECTIVE IS TO LEVERAGE OUR SIZE AND
SCALE TO DEVELOP AND DEUVER EXCELLENT
QUALITY PRODUCTS AT MINIMUM SUPPLY
CHAIN COST.

The merger has provided an opportunity to
build on the success of existing initiatives and
our progress in reducing product complexity
has continued. Economies of scale have
already produced significant cost savings in
tobacco leaf, packaging materials and
manufacturing overheads.

On a comparable basis, and despite a decline in
Group volumes, unit product cost fell by

7 per cent. The process of building alliances
with strategic suppliers continued, with global
agreements established for tow, board and film
materials. Factories in Singapore, Spain,
Suriname, Papua New Guinea, Nicaragua and
parts of operations in Belgium and Brazil were
closed. Qur New Zealand plant was sold to

itk = o
Productivity on a pre-merger basts improved
by 7 per cent.

Imperial Tobacco plc and announcements were
made about further plant closures in
Switzerland, Australia, Malaysia, South Africa
and the UK.

Productivity, measured in terms of cigarettes
per man hour on a pre-merger basis, improved
7 per cent over the year, reflecting the success
of technology cascading, combined with
selective investment and factory rationalisation,
A comprehensive programme of product
harmonisation, involving tobacco leaf grades,
biend recipes, packaging materials and
manufacturing processes is currently underway.

Our regiconal supply chain initiatives have
resulted in significant efficiency gains and
through central coordination we are now able
to achieve additional global synergy benefits by
further developing cur supply chain strategy.

Size and scale is not just about our worldwide
manufacturing footprint. For many years, our

A world cfass distribution network.

Launched in 1890, Rothmans is now sold in approximately
115 countries and its key markets include South Africa, France,

New Zealand and Saudi Arabia.

direct distribution programme in Latin America
has provided a significant competitive
advantage. Hundreds of thousands of retailers
are visited by our distribution sales force at
varying frequencies, geared to the needs of each
outlet. This ensures that our brands are also
available in outlets not usually serviced by
traditional distribution channels and we can
increasingly take advantage of this strength to
maximise consumer communication at the
point of sale.

Over recent years, we have rolled out this
distribution model to numerous markets in
Eastern Europe, Asia and Africa. In many
developing markets, British American Tobacco,
either directly or via exclusive distributors,
reaches more retailers than any other company
in the world.

British Amcrican Tobacce Annual Review 1999 13







Regional Review

reach

Regional Data

Cigarette volumes

: _ Netrevenue _ Operating profit
1999 1998 1999 1998 1999 1998
bns bns £m £m £m £m
America-Pacific 84 93 3,204 2,491 544 A35
Asia-Pacific 85 71 1,208 959 257 179
Latin America 167 196 1,461 1,671 333 309
Europe 171 132 2,359 1,552 316 164
Amesca 214 190 1,350 213 268 110
Imasco 32 32 1,600 1,662 304 253
753 714 11,182 9,248 2,022 1,550
Initial US tobacco settlements (24) (613)
Integration costs (357)
Goodwill amortisation (162)
Sales tax recovery 74
1,479 1,011
Operating profit, before goodwill and exceptional items, restated at cornparable rates of exchange 2,025 1,550

THE IMPROVED GEOGRAPHICAL BALANCE OF
OUR BUSINESSES IS REFLECTED BY THE FACT
THAT THE GROUP HAS THE LEADERSHIP
POSITION IN OVER 50 COUNTRIES AROUND
THE WORLD. THROUGHQUT THE INTEGRATION
OF ROTHMANS INTO THE BUSINESS, WE HAVE
REMAINED FOCUSED ON ACHIEVING GLOBAL
LEADERSHI? OF THE TOBACCO BUSINESS BY
DEVELOPING BRANDS AND GROWING
STRONG POSITIONS IN THE PREMIUM AND
LIGHTS SEGMENTS.

Operating profit, before goodwill amortisation
and exceptional items, was 31 per cent higher
in local currency as a result of the inclusion of
Rothrans since June 1999. On a pre-merger
basis, profit is estimated to be around 4 per cent
higher than Jast year.

Profit in the fourth quarter, before exceptional
items, was 101 per cent higher than the
comparabie period last year. This increase
reflects the contribution from Rothmans, cost
reduction initiatives and last year being affected
by the one-off cost of factory closures.

Group volumes increased by 5 per cent.
Excluding Rothmans, Group volumes declined
by 9 per cent, in line with our major
international competitors.

America-Pacific

Operating profit from the America-Pacific region
was £544 million, an increase of £9 million trom
1998. These figures exclude the initial payments
and liquidated legal fees on the US tobacco
settlements. Total volume for 1999 was 11 per

Launched in 1939, Dunhill cigarettes are now sold in 120
countries around the world. Dunhill's key markets include
Malaysia, South Africa, Australia and France.

cent lower than 1998, due to conditions in
the 1S market.

US domestic market contribution, before
reduced common overheads of £259 million,
was £601 million, a fal! of 7 per cent compared
to 1998. This decrease is attributable to lower
volumes, partially offset by higher pricing net of
settlement costs.

Total industry shipments for the year declined
9 per cent due to trade inventory adjustment,
the emergence of grey market product and list
price increases in excess of 60 per cent. Brown
& Williamson's volume fell 13 billion units to
56 billion and overall market share slipped to
13.4 per cent. This was principally due to GPC,
which was affected by the rise in grey market

15
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Regional Review continued

brands, preferential treatment allowed to certain
small manufacturers under the MSA agreement
and aggressive competitive discounting.
Although Kool's market share was slightly down,
image building programmes did register
sizeable share gains in specific segments, while
Lucky Strike Filters and Lights distribution was
expanded. In the premium sector, Capri slightly
increased its share of the market and Carlton's
repositioning has helped slow its share decline.

The Group’s operations in Japan show higher
sales volumes in a reduced total market.

The Group’s market share rose to 7.4 per cent,
with further growth from Kent and Kool.
Despite the 23 per cent increased contribution
in local currency, the contribution in US dollars
decreased slightly due to the unfavourable
US$/Yen exchange rates.

Asia-Pacific

In Asia-Pacific, profits rose to £257 million,
reflecting the merger with Rothmans as a result
of which the Group now has a much stronger
balance of businesses. The merger has also
created significant opportunities for synergy
benefits in the region. Actions to secure these
savings, through factory rationalisation and

Craven ‘A’ has seen strong growlh in Vietnam.

16 Gritsh American Tobacca Annaal Review 1999

distribution changes, are now well underway
following corporate restructurings in Malaysia,
Singapore, Australasia, and Indonesia.

The Australasian markets showed strong profit
growth (excluding the divested brands as
described on page 22), driven by cost control
and improved margins. Following the excise
change in November, market share in Australia
increased as a result of the strength of Benson &
Hedges, Winfield and Dunhill.

In Malaysia, improvements in financial
performance were constrained by lower total
market volume, market penetration by kreteks
and excise increases in 1998. Indonesia
continued the good performance in difficult
market conditions, despite excise tax changes
that reduced margins, with volumes and profits
well up. Profits in Singapore increased following
the closure of the factory in 1998, Vietnam has
seen strong growth in Craven ‘A’ volume.

On a comparable basis, regional volumes were
9 per cent lower at 85 billicn, principally due to
weak export volumes impacted by macro-
economic conditions and a significant increase
in counterfeit products.

Boots is a leading brand in Mexico, where profits rose.

Latin America

In Latin America, profit was slightly higher at
£333 million, if the benefit from the recovery
of sales tax of £74 million in Brazil is excluded
from the comparative figures. Despite the
difficult economic situation in Latin America,
there were good performances in Mexico,
Venezuela, Central America and the Caribbean.
The regional volumes decreased by 15 per cent
te 167 billion, due mainly to the lower exports
from Brazil following the introduction of a
cigarette export tax.

Souza Cruz maintained their share of the duty
paid market in Brazil, with Free increasing its
share although smuggling and tax evasion
posed a growing threat. However, despite good
performances from the feaf business and cost
reduction initiatives, profit for the year was
lower as export volumes fell significantly.

In Venezuela and Central America, profits rose as
a result of price increases and cost savings, with
volume growth in Venezuela. Despite the slight
decrease in our market share in Mexico due to
aggressive competitor activities, profits were
helped by price rises, cost savings and firmer
exchange rates. In Chile, profits were severely



Yava Gold sales grew significantly in Russia.

impacted by swingeing excise increases that
resulted in downtrading, as well as lower leaf
export volumes, while profits in Argentina were
affected by the strong recession.

Europe

The regional profit for the enlarged group almost
doubled from £164 million to £316 million. The
growth in profit is due to the merger (including
the smoking tobacco and cigars operations) and
higher contributions from Russia, Germany and
Romania. These were partly offset by the
discontinuation of intra-EU duty free and the
adverse affects of the change in the local excise
structure in Hungary and difficult trading
conditions in Ukraine and Poland.

A step change was achieved in our competitive
position in Europe where the reported volume
grew 30 per cent to 171 billion. We increased
volumes in both the largest market in Eastern
Europe, Russia, and the largest market in
Western Europe, Germany. In Russia, this was
driven by significantly higher sales of Yava Gold
and Pall Mall and in Germany, Lucky Strike and
Pall Mall. There were also improved volumes in
Romania. However, these successes were offset
by small declines in a number of other markets,
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Total regional profit was £268 million, up

£158 miflion, benefiting from the merger and
improved profits in India and South Africa.
Group volumes grew to 214 billion cigarettes.
On a comparable basis, volumes were 6 per
cent lower than last year largely due to civil war
in the Congo and some depressed economies
in Africa and South Asia.

In South Africa, profit grew despite a declining
market, benefiting from price increases and a
reduction in costs. Benson & Hedges, Rothmans
Special Mild and Peter Stuyvesant grew market
share. In Uzbekistan, volumes were well

ahead resulting in higher market share and
profitability. In India, good profit growth was
achieved from tobacco principally through a
combination of improved mix and price
increases, although there was a loss on disposal
of certain non-tobacco interests.

The Middle East achieved profit growth with
rising sales in the premium sector of the market.
In particular, results in Arabia were strong, as
the sales mix improved with John Player Gold
Leaf showing steady growth in share. In

Sri Lanka, excellent results were generated

: Launched in 1954, Peter Stuyvesant is now seld in around

Smﬁ'és'an 55 countries, It is popular in South Africa, France, Greece
Emm ¢ 2nd the Netherlands.

Player’s is a leading brand in Canada.

through a combination of cost reductions,
improved margins and the sale of the CTC Eagle
insurance operations.

Imasco

Imasco in Canada, which was equity accounted
in 1999, contributed £304 million to the Group
profits, up 18 per cent in local currency. In the
tobacco business, profits rose 8 per cent to
£14% million as a result of higher prices and cost
efficiencies. In a slightly reduced total market, a
higher market share was again achieved. The
total profits from financial services increased by
25 per cent to £103 million. This is the result of
the growth in revenues together with strong
cost control and higher productivity. Profit from
other trading activities was substantially higher
at £52 million.

Non-trading items

These comprise goodwill amortisation and
exceptional items which are described on
page 21.
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Community and Environment

Afforestation programmes replace depleted
woodlands.

THROUGH PROJECTS AND INITIATIVES
AROUND THE WORLD, BRITISH AMERICAN
TOBACCO IS COMMITTED TO HELP PROTECT
AND MMPROVE THE ENVIRONMENT, SUPPORT
LOCAL EMPLOYMENT AND TERTIARY
EDUCATION, PROMOTE ARTISTIC AND
CULTURAL ACTIVITIES AND ASSIST WITH
DISASTER AID.

in 1999, Group payments for charitable
purposes, amounted to £6.1 million,
£0.5 million of which was paid in the UK.

Over time, our target is to focus 80 per cent of
the Group's worldwide charitable support and
community involvement on three key areas; the
envirgnment, tertiary education and support for
smali businesses. Our intention is that the
balance should principally be dedicated to
cuttural causes although we will always
endeavour to respond to a market's appeal for
assistance in the face of a natural disaster.

Qur current involverment in these areas includes
afforestation and environmental prograrmimes in
countries such as Sri Lanka and Bangladesh, and
the potential yield from our afforestation
programmes around the world exceeds our wood
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Kanichole (Nikki) Taylor is one of BEW’s first
S.E.E.D. Scholars.

fuel usage. In addition, Brown & Williamson's
S.E.ED. Scholars Programme provides financial
assistance to African-American students who
would not otherwise anticipate attending college.
There are also, for example, initiatives in Germany
and Kenya promoting new businesses and
existing small businesses respectively, which both
result in enhanced local employment prospects.

Qur operating companies have a strong track
record of responding quickly and positively to
emergencies in their communities. for example,
in August 1999, British American Tobacco
donated US$100,000 to the National Disaster
Fund for humanitarian relief following the
earthquake in north-west Turkey and, a month
later, gave US$78,000 to the Taiwanese
Government, becoming involved in the relief
efforts after the island's worst earthquake in the
last hundred years,

We accept that, like all businesses, we have an
impact on the environment, one which we are
working hard to minimise. We are committed to
following the best international standards of
environmental protection globally and also to the
principles of sustainable development. We endorse
global initiatives such as the convention on bio-

Launched in 1873, Benson & Hedges is now available in more
than 80 countries. This premium brand is popular in Australia,
8 ..~ South Airica, Malaysia and New Zealand.

CQur initiatives in Kenya promote exisiting
small businesses.

diversity and the international Kyoto agreement to
halt climate change, through rigorous energy and
materials conservation programmes.

Environmental management is embedded into
our business systems. For example, a new fully
integrated crop management system was rolled
out to all leaf growing programmes, resulting in
a 21 per cent reduction in agrochemical usage.
Our environmental management systems
conform to international standards such as

ISO 14001. In the most recent survey of
corporate environmental engagement of the
FTSE 100 companies, conducted by Business in
the Environment in 1998, British American
Tobacco was rated as one of the very best
performing companies,

We have a duty to our employees and the
countries and communities in which we operate
to demonstrate leadership on health and safety
in the workplace. We have the best safety
performance record in the tobacco industry
and, in 1999, reduced lost workday case
accidents by a further 37 per cent. We also work
actively within local communities to improve
awareness of the steps that can be taken in the
prevention of infectious diseases.
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Finance Director’'s Review

ON 7 JUNE 1999 WE COMPLETED THE MERGER
WITH ROTHMANS, WHICH HAS CLEARLY HAD A
MAJOR IMPACT ON THIS YEAR'S
PERFORMANCE.

The transaction was financed by the issue of
604.3 million ordinary shares and

241.7 million convertible redeemable
preference shares, as a result of which
Compagnie Financiére Richemont AG and
Rembrandt Group Limited together indirectly
own 35 per cent of the fully diluted share
capital of the Company. This led to an
increase in shareholders' funds of

£5,089 million and goodwill of £5,171 million.
The glabal merger was followed by
subsequent local restructurings in Singapore,
Malaysia, Australasia and South Africa. These
involved a cash outflow of £434 million, net of
the sale of certain Rothmans brands, and gave
rise to further goodwill of £403 million.

Goodwill arises on this transaction as it is
necessary under UK requirements to account for
it as an acquisition. The goodwill wilf be
amortised over 20 years and the charge for
1999 was £162 million. In the future the annual
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Keith Dunt, Finance Director

charge in respect of this transaction will be
around £275 miilion.

The integration of the businesses is now well
advanced, with most of them being managed
on a unified basis. During 1999 we incurred
£357 million of costs which relate to the
integration of Rothmans into British American
Tobacco. While this indicates that the final total
for such costs will be somewhat higher than the
£400 million estimate referred to in the cireular
to shareholders issued for the merger, we are
also ahead of schedule in achieving the

£250 million of annual synergy benefits,

For the seven months of 1999 that the
Rothmans' businesses were part of the Group,
their net revenue and operating profit is
estimated at £1,626 million and £427 million
respectively.

As the intention ta dispose of the Canadian
interests of Rothmans was announced at the
outset of the merger, their results were not
consolidated. On 3 February 2000 this business
was sold for Can3314 million and the goodwill
on the Rothmans transaction reflects this

disposal value. Therefore the transaction will
not result in any profit or loss in 2000, but
there will be a reduction in net debt as a result
of the sale.

Notice has been given to the Company by the
holder of the preference shares, under the terms
of the Merger agreement with Rothmans, of
their intention to redeem the half of the
convertible preference shares, redeemable in
June 2000, The cost of the redemption would
be £695 million. The preference shares which
remain after june 2000 are redeemable in June
2004 at 675p per share.

The Group's results for 2000 will be affected by
a change in structure in respect of Imasco in
Canada. With the completion of this
transaction on 1 February 2000, the Group's
interests in Canada are focused on Imperial
Tobacco rather than through a 42 per cent
stake in a diversified holding company. The
transaction will be reflected in our first quarter
results for 2000 and is expected to result in
goodwill of around £2.1 billion with a
significant increase in shareholders’ funds.

The Group's share of Imasco’s results for
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January 2000 will include an exceptional
charge of around Can$147 million for
severance and similar payments consequent
upon the change of control. The increase in
net debt, including Imasco’s own debt, is
approximately £900 million, which will be
reduced from the proceeds of the Genstar sale
which is well underway. This restructuring of
the Group's investment in Canada will
materially improve our cash flow in 2000.

Accounting policies

During 1998 the principal financial services
businesses of B.A.T Industries p.l.c. were
demerged and British American Tobacco p.l.c.
became the listed parent company for the
retained businesses. To comply with company
law and accounting standards the Group
accounts for 1998 included the results of the
financial services businesses up to the date of
demerger. However, to provide information
which is helpful to shareholders of British
American Tobacco p.l.c., the Directors also
presented financial information prepared as if
the demerger had taken effect prior to 1998.
As this financial information is the basis which
more clearly reflects the ongoing operations of
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British American Tobacco p.l.c., it is used for the
comparatives on pages 28 and 29.

In the segmental analyses published for 1998
the costs of the headquarters for B.A.T Industries
were shown separately, To provide 1998
comparatives on a more consistent basis with
the segmental results for 1999, the
comparatives have been restated to allocate
these costs within the regional results.

During the year two new accounting standards
were implemented, being FR512 on provisions
and FRS13 on financial instruments. While these
standards have resulted in some additional
disclosures they have not affected profit or
shareholders’ equity.

Group results

The Group has made significant progress in a
year when a number of markets have been
affected by adverse trading conditions. Operating
profit, before goodwill and exceptional items,
was 30 per cent ahead following the merger.

On a pre-merger hasis, profit is around 4 per cent
ahead of last year which is better than we had
indicated at the half year.

‘excellent

gress

Details of the Group's operating performance
can be found on pages 4 to 17.

Operating profit after goodwill amortisation,
exceptional items and the impact of exchange is
46 per cent higher at £1,479 million. As
explained above, the goodwill amortisation and
integration costs in 1999 arose from the
Rothmans merger.

The other exceptional item in 1999 was

£24 million for one-off U$ tobacco settlement
compliance costs and liquidated legal fees. US
tobacco settlements constituted the principal
exceptional itern in 1998 with a charge of
£613 million, comprising £463 million for the
US cigarette companies’ agreement with the
Attorneys General in 46 US States and

£150 million resulting from the earlier
agreement with the State of Minnesota and
Blue Cross and Blue Shield of Minnesota.

Other settlement costs are charged as ongoing
costs. Operating profit before exceptional
iterns in 1999 was after charging costs of
£746 million compared to £106 million in the
prior year.
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Finance Director’s Review continued
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Profit'and Loss Account -
1999 1998
£m £m
Operating profit 1,479 1,011
Sale of brands 88
Demerger and restructuring costs (46)
o 1,567 965
Net interest {196) (227}
Profit before tax 1371 738
Taxation {673) (277}
Profit after tax 698 461
Minortity interests {142) {(115)
Profit for the year 556 346
Dividends from demerged businesses 123
Dividends (620) (377
Retained (loss)/profit {64) 92

The other exceptional item in 1998 was £74 million for a sales tax
recovery in Brazil,

Below operating profit a gain of £88 million arose on the sale of certain
British American Tobacco brands in Australasia. This sale was required by
regulatory authorities as a consequence of the restructuring of the local
businesses and was implemented on a tax efficient basis.

The demerger and restructuring costs of £46 million in 1998 comprised
advisory and legal fees for the restructuring of the B.AT Industries group.

The Group is now able to recover interest on the amounts which form the
basis for the sales tax recovery in Brazil (see above). The reduction in net
interest in 1999 includes £25 million in respect of this item, as well as
gains on cancellation of swap contracts and the benefits of restructuring
the Group's debt,

The impact of ali the above was to leave profit before tax at

£1,371 million, compared to £738 million in 1998. The effective tax rate
increases to 49.1 per cent in 1999 as a result of goodwill amortisation ard
charges accrued in the year for certain of the U5 tobacco settlements not
being relieved for tax until the following year. As future years are expected
to show the same pattern for such payments and tax relief, under UK
accounting standards there is a distortion to the tax rate shown in the
accounts for 1999. While the settlement payments will not materially
distort the tax rate after 1999, there will be a continuing distortion from
goodwill amortisation.

With the various distortions ta the profit and effective tax rate in 1999,
earnings per share is best viewed on the basis of an adjusted fully diluted
earnings per share. This removes the impact of exceptional items and
goodwill amaortisation, as well as reflecting the impact of the potential
conversion of the preference shares. On this basis the earnings per share is
52.3p, a 13 per cent increase on 1998.
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Dividends

Details of the dividends are given on page 32. As well as the amounts
payable on the ordinary and preference shares, the table also includes the
amortisation of discount on the preference shares. This reflects the
difference between the share price at the date of the Rothmans transaction
and the redemption price in 2004, which is being amortised over the
period to the redemption date.

With the recornmended final dividend of 17.9p, the total dividends per
share are 26.2p for 1999, up 9 per cent on the prior year. Qur policy is to
continue to pay out at least 50 per cent of long term sustainable earnings,
excluding the impact of goodwill, As an indication of this, the total
dividend per share would represent 50 per cent of adjusted fully diluted
earnings per share in 1999 and 52 per cent in 1998,

The Group has also acted to accelerate the payment of dividends.

The interim and final dividends for 1998 were paid on 5 |anuary 1999
and 1 July 1999 respectively. For 1999 dividends, the interim had all been
paid by 27 September 1999 and the final is being brought forward to

3 May 2000.

The last dividend paid as a foreign income dividend (FID) was the interim
for 1998, as FIDs were abolished with effect from 6 April 1999, Also, for
presentation in the profit and loss account on page 28, dividends received
from the demerged businesses are shown as a separate item below profit
for the year.

Shareholders’ funds

The reserve movements are summarised below. As regards the impact of
exchange, the weakening of a number of currencies against sterling during
1999 fed to an adverse movement of £268 million. However, the main
impact in 1999 was the share issues in respect of the Rothmans merger
described above. The ACT written back of £96 million in 1998 arose because
of the utilisation of ACT which had been written off to reserves in prior years.

" Shareholders’ Funds
1999 1998
£m £m
1 January 64 (97)
Retained (loss)/profit (64) 92
Differences on exchange (268) (69)
Share issues 5,092 42
ACT written back 96
Other (3)
31 December 4821 64

Cash flow
The table opposite summarises the Group cash flow but the comparison of
1999 with 1998 is distorted by a number of events.

Operating cash flows were significantly higher at £2,255 million. This
principally reflected the inclusion of Rothmans for seven months and a
one-off timing benefit as certain ongoing US tobacco settlement payments
are not made until early in 2000,




Cash flow also benefits as net interest and capital expenditure are
lower despite the inclusion of Rothmans operations for the first time.
The material reduction in net interest is partly due to one-off timing
benefits from the restructuring of Group debt.

As the bulk of the initial payments in respect of U5 tobacco settlements
were paid over in 1998, the outflow is only £170 million in 1999
compared to £546 million in the previous year.

In 1999 investing activities were significant, unlike 1998, with a net impact
on cash of £216 million mainly as a result of the merger related
transactions in Singapore, Malaysia, Australasia and South Africa less the
proceeds on sate of BAT brands noted above.

Even though the 1999 cash flow reflects the acceleration of Group
dividend payments, total dividend payments were down as 1998 included
payments which were in respect of B.AT Industries. The last two items in
the table which benefited 1998 reflect the settlement of inter company
balances and other transactions with the demerged financial services
businesses.

As a result of the above the net cash inflow is £518 million. However,
the Group's net debt position rose by £480 miilion to £3,055 million,
reflecting the inclusion of Rothmans debt as well as exchange movements.

Treasury operations

The role of Treasury is to raise finance and to manage the financial risks
arising from underlying operations. Both the financing and risk management
functions are carried out under defined palicies, procedures and limits.

The Board reviews and agrees the overall treasury policies and procedures,
delegating appropriate authority to Treasury, the Finance Director and the
boards of the central finance companies. The Group Finance Director
chairs the boards of both major central finance companies. Any significant
departure from agreed policies is subject to prior approval of the Board.

Clear parameters have been established, including levels of authority, on
the type and use of financial instruments to manage the financial risks
facing the Group. Transactions are only undertaken if these relate to
underlying exposures and cannot be viewed as speculative. Regular reports
are provided %o senior management and treasury operations are subject to
periodic independent reviews and audits, both internal and external.

The Rothmans merger provided Treasury with the opportunity to reassess
limits in the light of the activities of the enlarged Group, but the general
policy framework for managing each financial risk remains the same.

Management of financial risks: One of the principal responsibilities of
Treasury is to manage the financial risk arising from its underlying
operations. Specifically, Treasury manages, within an overall policy
framework, the Group's exposure to interest rate and foreign exchange
risks, funding and liquidity. Derivative contracts are entered into only to
facilitate the management of these risks,

The Croup's management of specific risks is deall with as follows:-

Liquidity risk: It is the policy of the Group to maximise financial flexibility
and minimise refinancing risk by issuing debt with a range of maturities,
generatly matching the projected cash flows of the Group, and obtaining
this financing from a wide range of debt providers. Furthermore it is the
policy that short term sources of funds {including US and Euro Commercial

Paper Programmes) are backed by undrawn committed lines of credit
or cash,

As foreshadowed in last year's review, the maturity profile and investor
base of the Group's debt have been extended during 1999 with a
number of issues in the international capital markets. These have
substantially improved the financial flexibility of the Group. In February
1999 the Group issued a single tranche euro 1,700 million eurobond
with a ten year maturity. This very large transaction in the new euro
currency was greeted as a landmark issue and was subsequently
recognised as one of the deals of the year. in March, this issue was
followed by an euro 1,000 million five year bond which was increased to
euro 1,500 million in May. A further transaction raised euro 700 million
with a three year maturity.

These public debt issues, together with a six year US$ 400 million bond
and several smaller private placements brought total issuance in 1999 to
the eguivalent of over £3.0 billion. This has allowed bank commitments to
the enlarged Group to be reduced substantially. In particular, over half of
the US$ 8 billion facility arranged in 1997 was cancelled. Upon the merger
with Rothmans, bond market debt of £568 million equivalent with
maturities of four, six, and nine years was assumed.

As a result, the maturity profile of the Group's debt has improved
significantly. The Group had £2,621 million in cash and short term
investments at year end as a result of the proceeds of the bond issues and
strong cash flow from operations. As well as underwriting several of the
transactions associated with the merger with Rothmans, this liquidity has
also served the Group well in closing the acquisition of the majority of
imasco at the beginning of February 2000. Although in cash terms the
cost of that investment was matched by the proceeds from the sale of the
Imasco non-tobacco businesses, the Group used its liquidity in the initial
acquisition of Imasco shares. Some of these cash resources would be
available to meet the potential redemption of the convertible preference
shares noted above.

1999 1998
£m tm
Net operating cash flows 2,255 1,728
investment returns/finance costs (206) (282}
Taxation (334) (281)
Capital expenditure (281) (351)
1,434 814
Initial US tobacco settlements (170)  (546)
Acquisitions and disposals (216) {16)
Dividends paid (530) (696)
Dividends from demerged businesses 242
Cash flow with demerged businesses 668
Net cash flows before
financing activities 518 466
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Finance Director’s Review continued

10.2

Subsidiary undertakings are funded by share capital and retained earnings,
loans from the central finance companies on commercial terms, or
through local borrowings by the subsidiaries in appropriate currencies.

All contractual borrowing covenants have been met and none of these are
expected to inhibit the Group's operations or funding plans,

Currency risk: The Group is subject to exposure on the translation of

the net assets of overseas subsidiaries into its reporting currency, sterling.
The Group's primary balance sheet translation exposure is to the US doflar
and the euro. These exposures are kept under continuous review and the
Group's policy is to minimise all balance sheet translation exposure. Where
practicable and cost effective, the exposures are managed by matching
currency assets with currency borrowings. Hedging is undertaken using
direct borrowings, cash and short term investments, cross currency swaps
and forward foreign currency contracts. The currency profile of the
Group's gross debt, after taking into account derivative contracts was 61
per cent US doilar, 19 per cent euro, 11 per cent sterling and 9 per cent
other currencies,

The Group also faces currency exposures on the translation of profits
earned in overseas subsidiaries and on trading transactions undertaken by
all subsidiaries in foreign currencies. These exposures, comprise anticipated
and known flows and are netted and offset wherever possible. The
remaining exposures are hedged with forward foreign exchange contracts
and options. The decision to hedge is influenced by the size of the
exposure, its certainty and the prevailing exchange rate,

Interest rate risk: The objective of the Group's interest rate risk
management policy is to protect the earnings, cash Aow and the economic
value of the Group from the impact of interest rate fluctuations, at
acceptable costs, and to safeguard against the breach of financial covenants.
tn applying this policy action is taken to minimise counterparty credit risk,

In order to manage its interest rate risk the Group maintains both fioating
rate and fixed rate debt. The desired ratio of fixed to variable rate debt is
determined as a result of regular reviews of market conditions and strategy
by Treasury and the board of the main central finance company. Changes
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in strategy are approved at Board level, At 31 December 1999 there was a
45:55 ratio (1998 65:35) between floating and fixed rate gross debt.
Underlying borrowings are arranged on both a fixed rate and a floating
rate basis and, where appropriate, the Group uses derivatives, primarily
interest rate swaps, to vary the fixed and floating mix. The interest rate
profile of liquid assets is taken into account in determining the net interest
rate exposure.

Counterparty risk: Cash deposits and other financial instruments give rise
to credit risk on the amounts due from counterparties, Credit risk is
managed on a global basis by limiting the aggregate amount and duration
of exposure to any one counterparty taking into account its credit rating.
Counterparty credit ratings are reviewed regularly.

Financial resources

The Group assesses its financial capacity by reference to cash flow and
interest cover. The unadjusted figures for interest cover are distorted by
the goodwill amortisation and exceptional items in operating profit, the
profit on sale of brands and the demerger and restructuring costs. The
table opposite shows the cover, adjusting for these items, on the basis of
both profit over interest paid (gross) and profit over net interest paid (net).
As can be seen, even on a gross basis the interest cover is strong at 5.9
(1998 4.8).

European Monetary Union

The Company, as a matter of policy, actively supports Ecortomic and
Monetary Union as a means of delivering increased stability and prosperity.
Each operating subsidiary has prepared a business impact plan assessing
the risks, uncertainties and opportunities associated with the euro. Costs
incurred in 1999 on the euro pregramme had no material effect on the
Group's business performance.

Millennium

Throughout 1999, the millennium programme remained a top business
priority and a Millennium Transition Office monitored the rollover of
Group companies worldwide. In the event, all operations returned to
business as usual shortly after 1 January 2000. The final estimate for
expenditure to tackle this issue across the merged Group is £72 million.

Going concern

After reviewing the Group's annual budget and plans, the Directors
consider that the Group has adequate resources to continue in operationat
existence for the foreseeable future and that it is therefore appropriate to
continue to adopt the going concern basis in preparing the accounts.

Keith Dunt




Corporate Governance

British American Tobacco continues to apply the Principles of the London Stock
Exchange's Combined Code and considers that, with only one exception,
relating to notice periods under the service contracts of executive Directors,

it has complied with all applicable provisions of that Code. Our auditors have
conducted a limited review of our compliance with specific provisions of the
Cede and have not identified any issues which require reporting. Key aspects
of our approach to corporate governance are set out below.

The Board of Directors

The Board meets at least six times a year, with one meeting being a two-day
strategy discussion. Responsibility for implementing the Group's strategy is
delegated to the Management Board, which meets at least eight times a year.

The Board is responsible for the overall system of internat control for the
Company and its subsidiaries and for reviewing the effectiveness of these
controls. The system is designed to manage risks that may impede the
achievement of the Company’s business objectives rather than to eliminate
these risks. The internal control system can therefore only provide reasonable
assurance, not absolute assurance, against material misstatement or loss.

Board Committees (see pages 26 and 27 for details of membership).

The Audit Committee is chaired by Rupert Pennant-Rea. It meets
regularly with internal and external auditors, as well as management, to
review the effectiveness of internal controls, any matters raised in regular
reports to the Committee and the full year financial statements prior to their
submission to the Board.

The Remuneration Committee is chaired by Kenneth Clarke. It
makes recommendations to the Board on the terms of employment of
executive Directors and members of the Management Board and decides
their specific remuneration.

Directors’ Remuneration and Interests

Ordinary Share

_Remuneration/ shares options*

: fees as at at

: - in 1999 (£) J31.299 31,1299

M F Broughton 1,355,701 176,115 608,385
K H Clarke 100,000 4,091 -
U G V Herter 957,582 26,902 327,226
W P Ryan 571,154 20,000 -
K 'S Dunt 618,645 7,686 213,381
H Einsmann 26,250 - -
W A Owens 41,796 - -
R L Pennant-Rea 33,750 3,023 -
| P du Plessis 17,077 - -
| P Rupert 19,923 - -
K S Wong 15,000 - -

*Includes awards of shares under the Long Term Incentive Plan. These options and awards are
exercisable until 2009 subject to fulfilment of performance conditions (apart from options
granted by B.A.T Industries p.L.c. prior to the listing of the Company in September 1998).

Martin Broughton, Ulrich Herter and Keith Dunt are members of the B.A.T Pension Scherne.
Further details of executive Directors’ pensions are given on page 8 of the Directors’ Report
and Accounts.

The Nominations Committee is chaired by Martin Broughton. 1t
recommends to the Board candidates for appointment to the Board and the
Management Board.

Social responsibility

British American Tobacce has adopted a coherent structured appreach to
environmental, health and safety management across all its international
operations, the Company's objectives being to exceed current environmental
and occupational health and safety standards wherever feasible and to be at
the forefront of international developments.

Details of our community affairs programme are available on page 19.

Payments for charitable purposes in 1999 amounted to £6.1 million,
£0.5 million of which was paid in the UK.

No money was given for political purposes in the UK.

Employees

British American Tobacco actively encourages employee involvement in the
Group's business via publications, team briefings and regular meetings with
employee representatives. The Company established a European Employee
Council ahead of the European Works Council Directive becoming effective
in the UK and is presently taking steps to create a combined European
Employee Council following the Rothmans merger.

Through savings-refated share option schemes and share participation
schemes, many of the Group's employees have become sharehalders in

the Company. The Company intends to further employee share ownership
by taking authority at the forthcoming Annual General Meeting to establish
a scheme based on the Government's proposals for new all-employee

share plans.

The Company's employment policy includes commitments to recruit people
on the basis of their ability, to equal opportunities and to the employment
of disabled people. Depending on their skills and abilities, disabled people
are given the same consideration as others when applying for jobs and in
career prospects.
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Main Board

This page pictured left to right
Top tier

Martin Broughton

(52), Chairman #

Joined the British American Tobacco
Group in 1971, Appointed to the Board
of B.A.T Industries pJl.c. in 1988, he
was Group Chief Executive and Deputy
Chairman at the time of the demerger
in 1998. He is a member of the
Financial Reporting Coundil, and a non-
executive Director of Whitbread PLC
and the British Horseracing Board Ltd.

Tthe Rt. Hon. Kenneth Clarke QC MP
(59), Non-executive Deputy
Chairman # +*

Appeinted a Director and Chairman of
the Remuneration Committee in 1998,
Appaointed Queen’s Counsel in 1980
and from 1993 untit May 1997, he
was Chancellor of the Exchequer, He is
Chairman of Alliance UniChem Plc and
a Director of Foreign and Colonial
Investrnent Trust PLC and Independent
News & Media (UK) Limited.

Ulrich Herter

(58), Managing Director #

joined the British American Tobacco
Group in Germany in 1984, becoming
a Director of B.A.T Industries p.l.c. in
1990. He was appointed Managing
Director, Tobacco in 1992 and a
Director of British American Tobacco in
1994,

Bill Ryan

(64), Deputy Managing Director
Appointed a Director in June 1999,
he was formerly Chief Executive of
Rothmans International and a
director of Compagnie Financiére
Richemont AG.
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Keith Dunt

(52), Finance Director

Joined the British American Tobacco
Group in 1975 and held various
positions including Director for Latin
America and Finance and IT Director.
He joined the Board in 1998.

Lower tier

Johann Rupert

(49), Non-executive Director # *

A Director since June 1999, he is
Chief Executive of Compagnie
Financiére Richemont AG and
Chairman of Rembrandt Group
Limited and Gold Fields of South
Africa. He was formerly a Director of
Rothmans Internatianal.

Jan du Plessis

(46), Non-executive Director # + *
joined the Board in June 1999. He is
Finance Director of Compagnie
Financiére Richemont AG and a
Director of Hanover Direct. He was
formerly Finance Director of
Rothmans International.

Admira! William Owens

{59), Non-executive Director # + *
Appointed a Director in 1998,
Admiral Owens is Co-Chief Executive
Officer of Teledesic of the USA which
he joined in 1998. He had a
distinguished career in the US Navy
which included the appointments of
Vice Chairman of the Joint Chiefs of
Staff, Deputy Chief of Naval
Operations and Commander of the
Sixth Fleet.




Management Board

Wong Kok Siew

(53), Non-executive Director # + *
Appointed a Director in 1998, He is
President and Chief Executive Officer
of SembCorp Industries, a leading
Singapore engineering and
technology group, and holds various
non-executive appointments
including Nomura (Singapore) and
Brierley Investments (New Zealand).
He is also Deputy Chairman of the

Singapore Trade Development Board.

Dr Harald Einsmann

(65), Non-executive Director # +*
Appointed a Director in 1999,

Dr Einsmann was a main board
Director of Procter & Gamble Co.
from 1991 to 1999. He is also a
non-executive Director of EMI Group
ple, Tesco PLC and Stora Enso AB

in Sweden.

together with the following executives:

Rupert Peninant-Rea

(52), Non-executive Director # + *
Formerly Editor of the Economist and
Deputy Governor of the Bank of
England. He is Chairman of The
Stationery Office Holdings Limited,
Plantation & General Investments
PLC and Key Asset Management (UK)
Limited. He was appointed a non-
executive Director of B.AT Industries
p.l.c. in 1995, becoming a Director of
British American Tobacco in 1998. He
chairs the Audit Committee.

Board Committees

Committee membership is indicated
by the following symbols

# Nominations Committee

+ Audit Committee

* Remuneration Committee

This page pictured left to right
Top tier

Michael Prideaux

(49), Corporate and Regulatory
Affairs Director

Stuart Chalfen

(59), Legal Director and General
Counsel

Dr John Jewell

(50), Operations Director

David Stevens

(58), Human Resources Director
limmi Rembiszewski

(49), Marketing Director
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The Management Board comprises the executive Directors of British American Tobacco p.l.c.

Lower lier

Chris Bischoff

(57), Director, Smoking Tobacco
and Cigars

Nick Brookes

(49), Regional Director, America-
Pacific

Tany |ohnston

(52), Regional Director, Asia-Pacific
Paui Adams

{46), Regional Director, Europe
Dick Green

(56), Regional Director, Mesca
Antonio Monteiro de Castro

(54), Regional Director, Latin America
Tony |ones

(52), Regional Birector, Africa
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summary Group Profit and Loss Account o the year ended 31 December

(excluding demerged businesses)

1999 1998
£m £m
Revenue
Subsidiary undertakings 18,798 14,584
Share of associates 2,873 2,792
21,671 17,376
Profit
Subsidiary undertakings operating profit 1,099 676
after charging: US tobacco settlements ' (24) (613)
integration costs (357)
goodwill amortisation (162)
after crediting: sales tax recovery 74
Share of assouates and jomt venture 380 335
Totai operatmg proflt 1,479 1,011
Sale of brands 88
Demerger and restructunng costs (46)
Profit on ordmary activities before lnterest 1,567 965
Subsidiary undertakings: investment income 195 147
interest payable {(365) (351)
Share of assoc;ates mterest pald less received (26) 23
Profit on ordlnary activities before taxatlon 1,371 738
Taxatlon on ordlnary aCtIVItIES {(673) (277)
Proflt on ordinary actmtfes after taxatlon 698 461
Mlnorlty mterests (142) (115)
Profit for the year 556 346
Dividends from demerged businesses 123
Dividends and other appropriations: ordinary shares (546) (377)
convernble redeemable preference shares (74)
Retained (loss)/profit (64) 92
Earnings per share: basic 25.25p 2217p
adjusted fully diluted 52.33p 46.12p

Statement of Total Recognised Gains and Losses o the year ended 31 December

1999 1998

£m £m

Profit for the year above 556 346
D:fferences on exchange (268) (69)
Total recogmsed gains related to the year page 29 288 277
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Summary Group Balance Sheet .t 31 vecember

1999 1998
£m £m
Assets
Fixed assets
Intangible assets 5,338
Tangible assets 2,456 2,048
investments in associates and joint venture 636 472
Other investments and long term loans 210 119
8,640 2,639
Current assets
Stocks 2,850 2,165
Debtors 2,000 1,493
Acquired businesses awaiting disposal 123
Current investments 768 185
Short term deposits and cash 1,853 970
7,594 4,813
Total assets - o 16,234 7,452
Liabilitles
Capital and reserves
Share capital ' 605 393
Share premium account 4 1
Merger reserves ' 4,726
Other reserves 503 483
Profit and loss account (1,017) (813)
Shareholders' funds (including non-equity interests of £1,474 million — 1998 £nil) 4,821 64
Minority shareholders’ equity interest 455 323
| - 5,276 387
Other liabilities
Provisions for liabilities and charges 1,251 741
Borrowings 5,676 3,730
Creditors 4,031 2,594
10,958 7,065
Total funds employed 16,234 7,452
Interest of British American Tobacco’s Shareholders «: year ended 31 December
1999 1998
£fm m
Balance 1 January 64 (97)
Total recognised gains related to the year page 28 288 277
Issue of shares 5,092 42
Dividends from demerged businesses 123
Dividends and other appropriations (620) (377)
Other (3) 96
Balance 31 December 4,821 64

This summary financial statement was approved by the Board of Directors on 7 March 2000 and signed on its behalf by

Martin Broughton, Chairman.

g %
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Summary Financial Statement and Notes

Summary Financial Statement

The Summary Financial Statement on pages 28 to 32 is a summary of
information in the Directors’ Report and Accounts and should be read
with the Managing Director’s Review (pages 4 to 17) and the Finance
Director’s Review (pages 20 to 24). The Chairman will comment

on the current year in his speech at the Annual General Meeting on
27 April 2000, Copies of the speech may be obtained from the
Secretary after the meeting.

The Annual Review and Summary Financial Statement does not contain
sufficient information to allow for a full understanding of the results of
the Group and the state of affairs of the Company or of the Group as
would be provided by the full annual accounts and reports.
Shareholders requiring more detailed information have the right to
obtain free of charge, a copy of the full annual Group accounts and
Directors’ report for 1999, or for future years, by writing to the
Company’s Registrar whose details are given on page 32,

As explained in the Finance Director’s Review on page 21 it is necessary
to consider the comparatives for the Group's financial infermation on
two bases. The statements on pages 28 and 29 provide additional
information prepared as if the demerger by B.A.T Industries of its
principal financial services businesses had taken effect prior to 1 January
1998. This more clearly reflects the continuing operations of the Group
and is on a basis consistent with the Listing Particulars published in
1998. The staternent on page 31 provides the financial information
required by law, where the comparatives are different as a result of
including the results of the demerged businesses for part of 1998.

Report of the auditors

The auditors’ report on the full annual accounts of the Group for the
year ended 31 December 1999 is unqualified and does not contain any
statement concerning accounting records or failure to obtain necessary
information and explanations.

Contingent liabilities

There are contingent fiabilities in respect of litigation, overseas taxes and
guarantees in various countries, Group companies, notably Brown &
Williamson Tobacco Corporation (‘B&W') as well as other leading
cigarette manufacturers, are defendants, principally in the United States,
in a number of product liability cases, including a substantial number of
new cases filed in 1999, although a number of cases were discontinued
by claimants (without payment by any defendants) in the year.

Legal matters outside the United States

At year end, there were no active claims against Group companies
(including those of the former Rothmans group) in respect of health-
refated claims outside Argentina, Australia, Brazil, Canada, Chile, Eire,
Finland, France, Germany, Israel, the Netherlands, Pakistan, the
Philippines and Sri Lanka,

US litigation

The total number of US product liability cases pending at year end
involving Group companies was 537 (31 December 1998, 678 cases).
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UK Group companies were named as co-defendants in 161 of those
cases (1998, 238 cases). Since many of these pending cases seek
unspecified damages, it is not possible to determine the total amount of
claims pending. The cases fall into three principal categories:

(1) Medical reimbursement cases. These civil actions seek to
recover amounts spent by government entities and other third party
providers on health care and welfare costs claimed to result from
illnesses associated with smoking. Despite the almost uniform success of
the industry’s defence to these to date, the US Federal Government has
filed a suit, which will probably not come to trial until 2003,

(2) Class actions. As at 31 December 1999, B&W was named

as a defendant in some 38 (31 December 1998, 55) separate

actions attermpting to assert claims on behalf of classes of persons
allegedly injured by smoking. Despite the almost uniform success of the
industry’s defence to these to date, there is one case (Engle, Florida)
currently in trial.

(3) Individual cases. Approximately 421 cases were pending against
B&W at 31 December 1999 (31 December 1998, 497), filed by or on
behalf of individuals in which it is contended that diseases or deaths
have been caused by cigarette smoking or by exposure to
environmental tobacco smoke (ETS). While the industry continues not to
have paid any damages to date, two decisions adverse to Philip Morris
are currently under appeal.

Conclusion

While it is impossible to be certain of the outcome of any particular
case or of the amount of any possible adverse verdict, the Company
believes that the defences of the Group companies to all these various
claims are meritorfous both on the law and the facts, and a vigorous
defence is being made everywhere. If an adverse judgement were entered
against any of the Group companies in any case, an appeal would be
made. Such appeals could require the posting of appeal bonds or
substitute security by the appellants for the amounts of such adverse
judgements. At least in the aggregate and despite the quality of defences
available to the Group, it is not impossible that the results of operations
or cash flows of the Group in particular quarterly or annual periods
could be materially affected by this and by the final cutcome of any
particular litigation.

Having regard to all these matters, the Directors (i) do not consider it
appropriate to make any provision in respect of any pending litigation
and (ji) do not believe that the ultimate outcome of all this litigation will
significantly impair the financial condition of the Group.

Post balance sheet events

As explained in the Finance Director’s Review on page 20 the Group has
received notice from the holder of the convertible preference shares of
their intention to redeem half the shares, while the holding in Imasco
was restructured in February 2600.




Profit and Loss Account ior the year ended 31 December

{including demerged businesses)

Revenue Operating profit

1999 1998 1999 1998

£m £m £Em fm

Retamed busmesses 18,798 14,584 1,099 676

Demerged businesses 3,800 504

Subsidiary undertakmgs 18,798 18,384 1,099 1,180

Share of assoaates 2,873 2,792 380 335

21,671 21,176 1,479 1,515

1999 1998

£m £m

Profit on ordinary activities before interest 1,567 1,440
Net interest (196) (227)

Profit on ordinary activities before taxation 1,371 1,213
Taxatlon on ordinary actl\ntles (673) (453)

Profit on ordmary act:wtles after taxatlon 698 760
Minority interests (142) (123)

Profit for the year 556 637

Capital reserve transfer 76
Dividends: equity and non-equity (620) (377)
demerger (6,689)

Retained foss (64) (6,353)
Earnings per share 25.25p 27.04p

The aggregate emoluments of the Directors were £3,776,878.

Auditors’ statement to the members of

British American Tobacco p.l.c.

We have examined the summary financial statement set out on pages
28 1o 31.

Respective responsibilities of Directors and auditors
The Directors are responsible for preparing the Annual Report and
Summary Financial Statement. Our responsibility is to report to you our
opinion an the consistency of the summary financial staternent within the
Annual Review and Summary Financial Statement with the full annual
accounts and directors’ report, and its compliance with the relevant
requirements of Section 251 of the Companies Act 1985 and the
regulations made thereunder, We also read the other information
contained in the Annual Review and Summary Financial Statement and
consider the implications for our report if we become aware of any
apparent misstatements or material inconsistencies with the summary
financial statement.

Basis of opinion

We conducted our work in accordance with Bulletin 1999/6 ‘The
auditors’ statement on the summary financial statement’ adopted by the
Auditing Practices Board.

Opinion

In our opinion the summary financial statement is consistent with the full
annual accounts and directors’ report of British American Tobacco p.i.c. for
the year ended 31 December 1999 and complies with the applicable
requirements of Section 251 of the Companies Act 1985, and the

regulgijons made thereunf (*
U\ & WU\ (VLN U/rw’

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors, London
7 March 2000
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Shareholder Information

Financial Calendar

Dividends on Ordinary Shares and CRP Shares

The Directors will be recommending to the shareholders at the Annual
Ceneral Meeting to be held on 27 April 2000, the payment on 3 May
2000, of a final dividend for the year of 17.9p per ordinary share of 25p
and convertible redeemable preference share of 25p. Valid transfers
received by the Registrar up to 17 March 2000, will be in time to rank for

payment of this dividend. The ex-dividend date is 13 March 2000.
1999 1998

Pence Pence
per share £m pershare  £m

Dividends

Ordinary shares

Special Interim paid 1 July 1999 40 62
Interim 1999 paid 27 September 1999
- ordinary 43 94
—FID 8.0 125
Final 1999 payable 3 May 2000 17.92 390 16.0 252
26.2 546 240 377

Convertible redeemable preference shares

nterim 1999 paid 27 September 1999 43 10

Final 1999 payable 3 May 2000 179 44

Amortisation of discount 20
. e e i . 22.,2.. - e —

Annual General Meeting
Thursday 27 Aprit 2000 at 11.30am, The Queen Hizabeth I Conference
Centre, Broad Sanctuary, Westminster, London SW1P 3EE.

Results
First quarter — 27 April 2000
Second quarter — 1 August 2000

Registrar

Enquiries concerning holdings of the Company's ordinary shares and
notification of a halder's change of address shauld be referred to

Lloyds TSB Registrars, The Causeway, Worthing, West Sussex BN99 6DA,
Tel: +44 {0} 870 600 3983; www.lloydstsb-registrars.co.uk. A text phone
facility for those with hearing difficulties is available by contacting

Tel: +44 (0} 870 600 3950. Copies of the British American Tobacco Annual
Review and Summary Financial Statement and Directors' Report in
alternative formats such as braille, audio tape and large print are available
by contacting Tel: +44 (Q) 20 7845 1925,

Low Cost Share Dealing Facility

A postal facility, which provides a simple, low cost method of buying and
selling British American Tobacco ordinary shares is available through
Lioyds TSB Registrars, Tel: +44 (0) 870 606 0302.

Individual Savings Accounts (15As)

British American Tobacce has introduced a sponsored ISA managed by
The Share Centre, Tel: +44 (0) 1442 830 844; www.share.co.uk
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Share Price Information

The latest British American Tobacco share price is available on Ceefax
and Teletext and also on the Financial Times Cityline Service,

Tel: +44 (0) 906 843 1770 {calls charged at 60p per minute).

Capital Gains Tax

For the purpases of UK capital gains tax, the market value at 31 Mawch
1982 of an ordinary share of B.A.T Industries p.l.c. was £4.075. For British
American Tobacco shares arising out of B.A.T Industries shares held and
retained since that date the adjusted price is £0.15282. This takes account
of the 3 for 1 capitalisation issue in 1983, the two demergers in 1990,

the T for 1 capitalisation in 1993 and the Allied Zurich demerger in
September 1998.

American Depositary Receipts

The Company sponsors an American Depositary Receipt (ADR)
programme in the United States, ADRs, which each represent two
ordinary shares of the Company, are publicly traded in the US on the
American Stock Exchange under the symbol BTl with a CUSIP number
110448107. A dividend re-investment plan (DRIP} is available for ADR
holders. ADR holders may instruct the authorised depositary, The Bank
of New York how the ordinary shares represented by their ADRs should
be voted at the Company's Annual General Meeting by completing and
returning a voting card which will be sent te them. All enquiries
regarding ADR holder accounts and payment of dividends shouid be
directed to The Bank of New York, ADR Department, 101 Barclay Street,
22W, New York, NY10286, USA, Tel: +1 212 815 5981; www.adrbony.com

Registered Office

Globe House

4 Temple Piace

London WC2R 2PG

Incorporated in England and Wales

No. 3407696

Tel: + 44 (0) 20 7845 1000 Fax: + 44 {0) 20 7240 0555

General Counsel
Stuart Chalfen

Secretary
Phitip Cook

Investor Relations

Enquiries should be directed to:

Ralph Edmondson (UK), Tel: +44 (0) 20 7845 1180 and
Robert Caputo (USA), Tel: +1 212 351 5006.

Press Office
Enquiries should be directed to:
Fran Morrison, Tel: +44 (() 20 7845 2888,

internet
Information on British American Tobacco is available on
www.bat.com

Auditors
PricewaterhouseCoopers
1 Embankment Place, London WC2N 6NN,

Designed by CCGI. Printed in the UK by Burrups Ltd, St hes plc.
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Partnership
change

Proposals for the UK Government, the
tobacco industry and public health
groups

An adult choice

British American Tobacco recognises that along
with the pleasures of smoking come real risks of
serious diseases. In the past we have worked
closely with governments and public health
bodies on these issues. Over the past few years
this cooperation has been more difficult,
primarily due to the efforts of those wishing to
damage our reputation as a means to
promoting a ‘'smoke-free’ society. We are
seeking a return to dialogue and cooperation on
the following areas:

Responsible marketing

We are committed to responsible marketing. We
recognise society's changing expectations, and
the need to establish a forum where the
industry, Government, pubiic health groups and
consumer advocacy groups can reach consensus
on what constitutes responsible marketing of
tobacco preducts, We believe in our right to
provide adult smokers with brand choice and
information, alongside our responsibility to
ensure that our marketing does not undermine
efforts to prevent chifdren from smoking. We
expect our actions to be influenced by
independent research and to include a
comprehensive review of codes governing
tobacco marketing.

Ensure that only adults smoke

The decision to smoke should be exclusively an
adult choice. We have proposed a summit
meeting amongst Government, public health
groups, educationalists, tobacco companies and
retailers, to develop an action plan on the
prevention of under age smoking. We expect
this to result in a range of initiatives, based on
independent research into teenage behaviour,
that may include raising the legai age for
tobacco sales to 18, supporting retailers through
young persons identity cards and funding a
teenage action group, where teenagers
themselves can develop messages to their peers
on how to deal with adult products such as
cigarettes and alcohol.

Ensure that smokers are informed
of the varying levels of risk

We believe that after decades of public
education, people are well aware of the health
risks associated with smoking. However, we also
believe that public health messages could
address the steps that smokers could take to
reduce their exposure to risk. Government,
public health bodies and tobacco companies
could work together on such messages to
smokers and innovative ways to deliver them.
We expect the actions to include independent
research on low tar cigarettes.

Ensure that the concerns of non-
smokers are accommodated

We recognise that tobacco smoke is a significant
annoyance to some non-smokers, and we
believe that Government, public health bodies
and the tobacco industry can work together
on practical solutions. These could include
investigating cost-effective devices for reducing
environmental tobacco smoke in public spaces
and support for campaigns which provide
solutions for the hospitality sector,

Ensure that the ability to
communicate about potentlially
lower risk cigarettes is
unencumbered by opportunistic
criticism

We consider the development of lower risk
tobacce products a priority and are currently
working on three strands of research aimed at
product modifications that might be accepted
as reducing risks. These are the continued
development of very low tar cigarettes
acceptable to consurners, lower tar cigarettes
with certain smoke constituents reduced further,
and novel designs that significantly change the
composition of smoke. Our proposals include
promoting a scientific forurm to discuss which
product changes would be supported by public
health groups and rmight gain consumer
acceptability, and how new products might be
tested and promoted.
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This document contains the Directors’ Report, the annual accounts and the Report of the
Auditors for the year ended 31 December 1999, The Chairman’s Statement, the Managing
Director's Review and the Finance Director’s Review are contained In a separate booklet —
the Annual Review and Summary Financial Statement.

The Annual Review and Summary Financial Statement together with the Directors’
Report and Accounts comprise the full annual report and accounts of British American
Tobacco p.l.c. for 1999 in accordance with the Companies Act 1985.




Directors’ Report

The Directors present their Report together with the audited Group
accounts for the year ended 31 December 1999,

British American Tobacce pl.c. (the "Company’) is a holding company which
owns, directly or indirectly, investments in the numerous companies
constituting the British American Tobacco Group of companies. The principal
subsidiaries, associates and joint venture are listed on pages 50 to 52.

The Chairman's Statement on pages 2 and 3 of the Annual Review and
Summary Financial Statement reports the progress made in the financial
year under review and outlines future developments.

Detaiis of the Group’s overall perfermance are given on pages 4 to 24 of
the Annual Review and Summmary Financial Statement.

Changes in the Group

Rothmans

On 11 January 1999 the Company announced that it had reached
agreement on the terms of a proposed merger with Rothmans International
B.V. {'Rothmans’). Under the terms of a Transaction Agreement entered into
between the Company and Compagnie Financiére Richement AG
(‘Richemont’), Rembrandt Group Limited ('Rembrandt’) and Rothmans
International Heldings S.A. (now ‘R & R Holdings 5.A.") the Company was
to acquire the Rothmans issued share capital and, in consideration, would
issue grdinary shares of 25p (‘ardinary shares’) and convertible redeemable
limited voting participating preference shares of 25p each (‘convertible
preference shares’) to R & R Holdings S.A., a holding company of Rothmans
jointly indirectly owned by Richemont and Rembrandt.

The merger was subject to various regulatory clearances detailed in the
Company's listing particulars dated 15 March 1999 and to the approval by
the shareholders of the Company and Rembrandt, which approval was
given at shareholder meetings of both companies on 8 April 1999.

Following these approvals the merger was completed on 7 June 1959
whereupon the Company issued to R & R Holdings 5.A. 604,336,627
ordinary shares and 241,734,651 convertible preference shares. The new
shares accounted for approximately 35 per cent of the fully diluted
ordinary share capital of the Company, 25 per cent in ordinary shares and
10 per cent in convertible preference shares, whilst the voting interest is
limited to a maximum of 25 per cent, as set out in note 1 on page 4.
Further information about changes to the Company's share capitai during
the year is set out in note 44 on page 74.

BRITISH AMERICAN
TOBACCO

The impact of this acquisition is mare fully described on page 20 of the
Annual Review and Summary Financial Statement and note 21 (page 39)
of this Directors” Report and Accounts.

R & R Holdings S.A. has given notice under the Articles of Association of
the Company, of its intention to redeem one half of the convertible
preference shares in june 2000 at a price of 575p per share. The total cost
of the redemption would be £695 million.

On the fifth anniversary of the completion of the transaction (7 june
2004), the Company will be required to redeem all the convertible
preference shares not previously redeemed at a price of 675p each.

Rothmans Inc., Canada

On 3 February 2000, the Group sold its entire shareholding in Rothmans
Inc., Canada in a public offering on the Toronto Stock Exchange for
C$13.35 per share.

Imasco

On 3 August 1999, the Company announced that it had entered into an
agreement with Imasco Limited (‘Imasco’) to acquire for cash all Imasco
common shares not already owned by the Group, representing
approximately 58 per cent of the Imasco common shares in issue, through
a wholly-owned Canadian subsidiary (British American Tobacco (Canada)
Limited ('British American Tobacco (Canada)’).

The agreement with imasco dated 2 August 1999 provided for a minimum
cash consideration of C$40 per Imasco common share which could be
increased depending on the outcomes of sales processes for Imasco's
retailing business, Shoppers Drug Mart (‘Shoppers’) and its Genstar land
development company ('Genstar’). On 18 November 1999 the Company
announced that it had agreed with Imasco a final price of C341.60 per
Imasco common share and that it had accepted an offer from an investor
group led by Kohlberg Kravis Roberts & Co. ('KKR') to purchase Shoppers
for C$2.55 billion in cash conditional upon completion of the acquisition
of Imasco.

Concurrently with the Imasco agreement dated 2 August 1999, the
Company entered into an agreement with Toronto Dominion Bank {TD
Bank’), under which T0 Bank made an offer (the "Offer’) of C$67 per share
for all of the issued common shares of CT Financial Services Inc. (‘'CT")
owned by Imasco. The Company also agreed to cause British American
Tobacco (Canada) to deposit alt of the common shares in the capital of CT
currently owned by Imasco to the Offer.
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D i rectors ! Report continued

The acquisition of Imasco was completed on 1 February 2000, at which
time Imasco was amalgamated with British American Tobacco (Canada) to
form imperial Tobacco Canada Lirmited (‘Imperial Tobacco). The offer by
TD Bank for CT was completed immediately following the Group's
acquisition of the Imasco common shares and the proceeds to the Group
of C$7.85 billion were used in part to satisfy the consideration of

C$10.4 billion payable for the Imasco common shares. The sale of
Shoppers to KKR was completed on 4 February 2000.

The sale process for Genstar is continuing. The Company will retain the full
net proceeds from a future sale of Genstar. Once Genstar is seld, the
British American Tobacco Group's only business in Canada will be the
tobacco business operated by Irmpetial Tobacco, the leading Canadian
tobacco company with a market share of approximately 69 per cent of the

" Canadian cigarette market.

Accounting policies

During 1998 the principal financial services businesses of B.A.T Industries
p.l.c. were demerged and British American Tobacco p.l.c. became the
listed parent company for the retained businesses. The Group accounts are
presented as if British American Tobacco p.l.c. had been the Group's
parent company for each year presented.

To comply with company law and accounting standards the Group
accounts for 1998 included the results of the financial services businesses
up to the date of demerger. The Group accounts for 1999 are set out on
pages 16 to 71 of this Directors” Report and Accounts, with the primary
statements (including demerged businesses in 1998) on pages 58 to 62.

However, to provide information which is helpful to the Company’s
shareholders, in 1998 the Directors also presented financial information
prepared as if the demerger had taken effect prior to 1998. As this

is the basis which more clearly reflects the ongoing operations of the
Company, the Directors believe it is necessary to include financial
information with comparatives prepared on this basis. This additional
information has been presented, together with the related accounting
policies and notes, on pages 16 to 47 and 50 to 54, with the primary
statements on pages 18 to 21.

In the segmental analyses published for 1998 the costs of the headquarters
for B.A.T Industries p.l.c. were shown separately. To provide 1998
comparatives on a more consistent basis with the segmental results for
1999, the comparatives have been restated to allocate these costs within
the regional results.
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During the year two new accounting standards were implemented,
being FRS12 on provisions and FR$13 on financial instruments. While
these standards have resulted in some additional disclosures they have not
affected profit or shareholder’s equity.

Directors
The names of the current Directors of the Company are shown on pages
26 and 27 of the Annual Review and Summary Financial Statement.

Directors’ interests

The interests (all of which are beneficially held) of the Directors of the
Company in the issued share capital of the Company, according to the
register maintained under Section 325 of the Companies Act 1985
{which is open to inspection at the registered office) are shown below.
Their interests in share options are shown on page 11 of the
Remuneration Report.

The following table shows their interests over ordinary shares for
the period 1 lanuary (or their date of appointment, if later) to
31 December 1999,

British American Tobacco p.l.c.

Ordinary Shares of 25p
At 1 January At 31 Decemnber At 6 March
1999* 1999 2000
M F Broughton 146,667 176,115 176,115
K H Clarke 2,192 4,091 4,091
U GV Herter 26,282 26,902 26,902
W P Ryan - 20,000 20,000
K S Dunt 7,066 7,686 7,686
H Einsmann - - -
W A Owens - - -
R L Pennant-Rea 1,023 3,023 3,023
J P du Plessis - - -
J P Rupert - - -
K 5 Wong - - -

* Or date of appointment, it later.




In addition, on 31 December 1999 and at the date of this report, the
Croup's employee share ownership trusts referred to on page 10 of the
Remuneration Report held a total of 15,581,616 ordinary shares in the
Company. All employees, including the executive Directors (but with
the exception of Bill Ryan), are deemed to have a beneficial interest in
these shares.

No Director has had any material interest in a contract of significance
(other than service contracts) with the Company or with any subsidiary
company during the year.

Directors proposed for reappointment

In accordance with the Articles of Association, the Directors named below
retire from the Board at the forthcoming Annual General Meeting and,
being eligible, offer themselves for reappointment. Of these, Bill Ryan, jan
du Plessis and Johann Rupert were appointed to the Board of Directors on
7 June 1999 upon completion of the merger with Rothmans. Biographical
information on each of these Directors is set out on pages 26 and 27 of
the Annual Review and Summary Financial Statement and is also contained
in the Secretary's letter which accompanies the Notice of Annual General
Meeting of the Company.

Name

M F Broughton
H Einsmann

R L Pennant-Rea
) P du Plessis

} P Rupert

W P Ryan

Annual General Meeting

The next Annual General Meeting of the Company will be held on

27 April 2000. Details of the business to be proposed at the meeting are
contained in the Notice of Annual General Meeting.

New All Employee Share Plan

The Government has proposed a new all employee share plan to
encourage wider share ownership. Full details of the new plan are
expected to be published with the Finance Bill 2000 and will become law
later this year. The Directors are reviewing the proposals and wish to
obtain approval from the shareholders at the forthcoming Annual General
Meeting to establish the new plan based upon the proposals as they
currently stand. The Directors will wait until the final details of the new
plan are published before taking any decision to either implement or
operate it.

BRITISH AMERICAN
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Further information about the new plan is contained in the Secretary’s
letter which accompanies the Notice of Annual General Meeting.

Dividends
Details of dividends in respect of 1999 are given on page 27 note 6.

The Board has recommended to sharehclders a final dividend of 17.9p per
ordinary share for the year to 31 Decemnber 1999. This dividend will be
paid on 3 May 2000 to shareholders registered in the books of the
Company on 17 March 2000.

Analyses of shareholders
At 31 December 1999 there were 2,176,902,616 ordinary shares in issue
held by 99,067 shareholders.

These shareholdings are analysed as follows by category of shareholder
and size of shareholding:

Percentage
Category of Number of  Percentage of Number of of issued
shareholder holders total holders ordinary shares  share capital
Individuals 79,751 80.50 107,821,625 4.95
Banks 79 0.08 478,145 0.02
Norninee
companies 16,262 16.42 1,387,442,510 63.73
Insurance
companies 18 0.02 31,381,767 1.44
Pension funds 20 0.02 4,079,816 0.19
Other corporate
holders 2,936 2.96 41,362,126 1.90
R&R Holdings S.A. 1 - 604,336,627 27.77
99,067 100.00 2,176,902,616 100.00
Percentage
Number of of issued
Size of shareholding holders share capital
t-1,999 76,906 2.25
2,000 - 9,599 19,130 3.23
10,000 - 199,599 2,365 4.34
200,000 - 499,999 309 4.48
500,000 and over 357 85.70
99,067 1006.00
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Substantlal shareholdings

At 6 March 2000, the following persons held an interest in the ordinary
shares of the Company that is required to be recorded in the register of
substantial interests maintained pursuant to Section 217 of the Companies
Act 1985.

Number of Percentage

Size of shareholding ordinary shares of issue

R & R Holdings 5.A. 1 2 604,336,627 27.77
Brandes Investment

Partners, L.P. 122,183,850 5.60

Notes:
1. Pursuant to the Standstill Agreement dated 11 January 1999 entered into
between the Company and R & R Holdings S.A. {then named Rothmans
International Holdings 5.A.), Compagnie Financiére Richemont AG and Rembrandt
Group Limited (together ‘the R and R Parties’) the R and R Parties gave certain
undertakings to the Company including the following: (a) that the R and R Parties
and persons acting in concert with any of them will not exercise at any general
meeting of the Company more than 25% of the voting rights attached to shares of
a class carrying rights to vote in all circumstances at general meetings of the
Company and (b) the interests of the R and R Parties and persons acting in concert
with any of them in the issued ordinary share capital of the Company will not
exceed 27.8% except in certain specified circumstances e.g. the Company making a
purchase of its own shares or otherwise having reduced its issued share capital.

2, Compagnie Financiére Richemont AG, Rembrandt Group Limited, British
American Tobacco p.l.c. and R&R Heldings S.A. (then named Rothmans
International Holdings 5.A.) are parties to an agreement dated 11 January 1999 (‘the
Agreement’} to which Section 204(2) of the Companies Act 1985 applies by virtue
of the acquisition on 7 june 1999 of shares in British American Tobacco p.l.c. The
number of such shares is 604,336,627 ordinary shares and 241,734,651 preference
shares as defined in the Agreement.

Purchase of own shares

At the Annual Genera! Meeting of the Company held on 29 April 1999 the
Company was given authority to purchase up to 157,000,000 of its
ordinary shares. This authority will expire at the Annual General Meeting
to be held on 27 April 2000. Although no ordinary shares have been
purchased by the Company during the period from 29 April 1999 to the
date of this report, the Directors at the Annual General Meeting will be
seeking fresh authority for the Company to purchase its ordinary shares.

Stock Market listings

The Company's ordinary shares are listed on the London Stock Exchange.
They are also traded on the American Stock Exchange, New York, in the
form of American Depositary Receipts.

4 Directors’ Report and Accounts 1999

Auditors

A resolution will be proposed at the Annual General Meeting for the
reappointment of PricewaterhouseCoopers as auditors and to authorise the
Directors to determine their remuneration.

Charitable and political contributions

Details of payments for charitable purposes made by the Group during the
year ended 31 December 1999 are given on page 25 of the Annual
Review and Summary Financial Statement.

The Company and its subsidiaries gave no money for political purposes in
the UK during the period under review.

Employees
Details of the Group’s employment policies are given on page 25 of the
Annual Review and Summary Financial Statement.

Research and development

The Group's research and development activities are concentrated on the
development of new products, new processes, quality improvement of
existing products and cost reduction programmes in the tobacco industry.

Research is also undertaken into various aspects of the science and
behavioural science related to smoking, and the Group continues to
provide significant funding for independent studies.

Millennium

Throughout 1999, the Millennium Programme remained a top business
priority. By the final quarter remediation activities were complete for over
99 per cent of systems, business continuity plans had been put in place
throughout the organisation and detailed arrangements for the transition
period around the critical date change were in place.

A Millennium Transition Office monitored the rollover of Group companies
worldwide. In the event, all operations returned to business as usual as
scheduled shortly after 1 January 2000. The Company remained vigilant
for further date changes, for example 29 February 2000, and reports that
all businesses performed as usual.

The final estimate for expenditure to tackle the issue of the millennium
date change across the merged group is £72 million. This reduction from
the £90-100 million reported for the third quarter of 1999 reflects reduced
contingency costs and more rapid programme closure as a result of the
smooth transition.



Creditor payment policy

Given the international nature of the Group's operations, there is not a
Group standard code in respect of payments to suppliers. Operating
subsidiaries are responsible for agreeing terms and conditions for their
business transactions when orders for goods and services are placed,
ensuring that suppliers are aware of the terms of payment and including
the relevant terms in contracts where appropriate. These arrangements are
adhered to provided that suppliers meet their contractual commitments,

Creditor days have not heen calculated for the Company as it is an
investment holding Company and had no trade creditors at
31 December 1999,

OECD Guidelines

The Group recognises its responsibilities to the countries in which it
operates and supports the OECD Guidelines for Multinational Enterprises
in their current form, which seek to encourage the positive contributions
multinational enterprises can make to economic and social progress in
OECE member countries and elsewhere in the world.

Intra Group pricing

The prices agreed between Group companies for international sales of
materials and manufactured goods are based on normal commercial
practices which would apply between independent businesses. Intra group
charges for royalties, commissions, services and fees are also based on the
principles of normal commercial practice between independent businesses.

European Monetary Union

The Company, as a matter of policy, actively supports Economic and
Monetary Union as a means of delivering increased stability and prosperity.
The Group’s European companies including those in the UK have been
capable of transacting business in the euro following its introduction in
eleven European countries on 1 January 1999. The ability of the Group to
conduct business in national currencies will be retained as long as
necessary. The decision as to when to adopt the euro as a subsidiary’s
functional currency will be a local decision for each subsidiary in the
European Union, having regard to the speed of transition to the euro in
the individual economy.

calh
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Each operating subsidiary has prepared a business impact plan assessing
the risks and uncertainties associated with the euro, with all end-market
activity in the euro being coordinated through a European Regional
Support Team. Costs incurred in 1999 on the euro programme had no
material effect on the Group’s business performance and the Company is
still finalising estimates of costs expected for 2000.

On behalf of the Board
Philip Cook, Secretary
7 March 2000
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Remuneration Report

This report has been prepared by the Board in accordance with the requirements of the Combined Code adopted by the London Stock
Exchange. It covers the level and make-up of Directors’ remuneration, the remuneration policy and a number of formal disclosures relating to

individual Directors’ remuneration.

The Remuneration Committee
The Remuneration Committee is responsible for the following key areas:

¢ Recommending to the Board the Company’s policy on the terms of
employment, including remuneration, of executive Directors and other
members of the Management Board and their specific remuneration
packages;

e Reviewing the overail performance of the Chairman and the Managing
Director on an annual basis.

The Committee currently comprises all the non-executive Directors and is
chaired by Kenneth Clarke, Harald Einsmann became a member on

1 April 1999 and |ohann Rupert joined the Committee on completion of
the merger with Rothmans on 7 June 1999, Jan du Plessis joined the
Committee on 3 March 2000.

The Board considers that all the non-executive Directors on the
Remuneration Committee are independent of management and are free
from any business or other relationship which could materially interfere
with the exercise of their independent judgement.

The Chairman and the Managing Director may be invited to attend
meetings of the Committee when their own remuneration is not under
consideration and the Secretary to the Committee is the Company
Secretary. The Chairman and the Managing Director are consulted in
respect of the remuneration of the Deputy Managing Director, the Finance
Director and other members of the Management Board. The Committee
has access to professional advice from both internal and external sources
in order to develop the Company’s policy.

Remuneration policy

The rermuneration policy is designed to reflect the highly internationai
and competitive nature of the Group's operations so that high quality
executives with proven business experience can be recruited, motivated
and retained. This is fundamental to the Group’s declared vision to be the
world’s leading international tobacco group. The Company aims to follow
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best practice in relation to its remuneration policy and, in particular,
complies with the relevant Principles set out in the Combined Code.

The implementation of this policy has resulted in a structured and
balanced remuneration package for each executive Director and member
of the Management Board, the main elements of which are as follows:

» The establishment of base salary levels for each of the executive
Directors and members of the Management Board having regard to
the market levels paid for equivalent positions in other leading
international companies based in the UK. In arriving at its conclusions
on these matters, the Committee takes account of the performance of
the business and the performance of the individual executive in the
geographical or functional area for which he is responsible. The
Committee recognises that the requirements of recruitment or
retention may on occasion justify the payment of a salary outside the
range regarded as appropriate to a particular position;

+ The award of bonuses which are specifically linked to measured
performance against demanding objectives set annually;

« The award of ordinary shares in the Company under the Long Term
Incentive Plan;

+ The provision of retirement benefits through the Group’s
pension plans.

Further details on the individual elements of the remuneration packages of
the executive Directors are given on the next page.

Executive Directors’ service contracts

With the exception of Bill Ryan details of whose service contract with the
Company are set out below, each service contract for the executive
Directors can be terminated by the Company on giving two years’ notice.
However, the Company has reserved the right to terminate without notice
provided it makes a severance payment equivalent to one year’s salary,
bonus and benefits. Executive Directors are entitled to refuse such a
payment and instead demand a payment based upon strict notice
rights, in which event the Director concerned will be expressly required to



I

mitigate his loss. Accordingly, the Company would not expect to pay the
full value of the two year notice period in the event of the termination of a

Director’s employment.

Bill Ryan joined the Board as Deputy Managing Director on 7 June 1999

following completion of the merger with Rothmans. His contract of
employment is for a fixed period of two years from that date unless
terminated by either the Company or 8ill Ryan prior to 7 June 2000.

In such circumstances either party may elect that a severance payment
be made to Bill Ryan equal to 12 months pay, including accrued bonus

and benefits.

Directors’ remuneration

An audited analysis of the remuneration paid by the Group in respect of

1999 to the Directors of British American Tobacco p.l.c. is shown in

table 1 below:

Table 1. Directors’ remuneration

M f Broughton
K H Clarke

U G V Herter
W P Ryan

K S Dunt

H Einsmann

W A Owens

R L Pennant-Rea
| P du Plessis

| P Rupert

K S Wong

Total remuneration

Performance
related pay and

Salary/fees deferred bonus
£ £
696,171 639,000
100,000 -
520,620 420,000
256,154 315,000
323,550 280,000
26,250 -
41,796 -
33,750 -
17,077 -
19,923 -
35,000 -
2,070,291 1,654,000

BRITISH AMERICAN
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Benefits 1999 1998
in kind Total Total
£ £ £
20,530 1,355,701 1,017,394
- 100,000 67,820
16,962 957,582 642,971
- 571,154 -
15,095 618,645 104,983
- 26,250 -
- 41,796 23,842
- 33,750 30,000

- 17,077 -

- 19,923 -

- 35,000 23,333
52,587 3,776,878 1,910,343

MNotes:

1. The remuneration shown for Bilf Ryan, Harald Einsmann, jan du Plessis and johann Rupert is fos the peried since the date of appointment.
2. The remuneration shown in the table above for 1998 in respect of Keith Dunt is for his qualifying services as a Director of the Campany which commenced on 8 September 1998, The
remuneration shown for 1998 in respect of Martin Broughton, Ulrich Herter and Rupert Pennant-Rea includes the remuneration paid to them as Directors of B.A.T Industries p.l.c. prior

to the demerger in September 1998,

3. Deferred bonus includes an exceptional deferred share bonus referred to on page 8 of the Remuneration Report.

Directors’ Report and Accounts 1999
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Remuneration Report continued

The remuneration paid to the executive Directors was totally in relation to
their services as managers.

Executive Directors’ performance related bonus plans

The executive Directors participate in the Directors’ Incentive Bonus
Scheme. Under the scheme, a Director’s bonus depends on the
performance of the business. Demanding targets are set at the beginning
of each year and are measured in terms of both financial and business
performance. The financial element includes, amongst others, profit, cash
flow and earnings per share. The business elements are related to a variety
of strategic goals, most of which are normally of a long term nature
although for 1999 they related specifically to a variety of marketing
objectives and to the integration of Rothmans. Bonus entitlements are
determined by the Remuneration Committee and carry a value which,
under the scheme, may range from nil to a maximum of 75 per cent of
base salary for the Chairman and to 50 per cent of base salaty for the
other executive Directors. Bonus payments are charged in the year to
which they relate, and provision is made accordingly.

In addition, the Remuneration Committee has decided to award an
exceptional bonus of 40 per cent of basic salary to members of the
Group’s senior management who participate in the Company’s executive
share schemes in order to reward them for their contribution to the
success of the merger with Rothmans. These bonuses will be held in the
form of ordinary shares in the Company and normally remain in trust for
three years. Participants will normally forfeit the shares if they resign in
this peried.

Executive Directors’ pensions benefits

The executive Directors with the exception of Bill Ryan are, like other
employees, eligible for membership of the B.A.T Pension Scheme which
covers employees in the UK. Upon completion of the merger with
Rothmans, Bill Ryan elected to take an early retirement pensien from the
Rothmans international UK Pension Fund. The B.A.T Pension Scheme is a
non-contributory defined benefit scheme and includes provision for spouse
benefits on death in service or after retirement equal to half of the
member’s pension.

The early retirement rules in the Pension Scheme permit payment of the
accrued retirernent pension from age 55 without actuarial reduction
subject to the Company's agreement.

Accrual rates differ according to individual circumstances but do not

exceed one-fortieth of salary for each year of pensionable service,
Pensionable pay covers base salary only with bonus awards and the value
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of benefits in kind not being pensionable. Ulrich Herter joined the
Pension Scheme after 1989 and is subject to the Inland Revenue cap on
earnings {currently £90,600) which may be pensioned through an
approved scheme. Accordingly, he has an unfunded promise of a
supplemental pension benefit from the Company on an equivalent basis in
respect of earnings above the cap. He also has an unfunded preserved
pension benefit in respect of his service with British-American Tobacco
{Germany) GmbH prior to his moving to the UK in January 1992, As a
former employee of Rothmans in Germany, he also has a retained promise
from Rothmans Germany GmbH, which became part of the British
American Tobacco Group on 7 June 1999 following completion of the
merger. The annual value of that promise is fixed until retirement at
DM 49,479 (£15,758) and therefore no further entitlements accrued
during the year, nor was there any increase for inflation. The unfunded
commitrnents are included in the provisions referred to on page 44

note 24 to the accounts.

Table 2. Executive Directors’ pension entitlements

Pension p.a. Total accrued
Age at accruing during pension p.a. as
31 Dec 1999 1999 1 at 31 Dec 1999 2
£ £
M F Broughton 52 47,186 448,537
U G V Herter 3 57 13,846 258,785
K 5 Dunt 52 62,173 185,551
Notes:
1. The increase in accrued pension during the year excluding any increase for
inflation.

2. The pension entitlement shown is that which would be paid annually on
retirement based on service to the end of the year.

3. Ulrich Herter’s pension entitlement includes the effect of the relative exchange
rate movement between sterling and the deutschemark/eurg, It also includes
pension accruing under the unfunded promise of a supplemental pension benefit
referred to above.

4. Members of the B.A.T Pension Scheme have the option of paying additionat
voluntary contributions; neither the contributions ner the resulting benefits are
included in the 1able,

5. The normal retirement age for Martin Broughton and Keith Dunt is 59. The
normal retirement age for Ulrich Herter is 60.

Share options and share incentive schemes

The executive Directors are eligible to participate in the following
employee share schemes which are designed to incentivise employees of
the Group: the Share Participation Scheme, the Sharesave Scheme, the
Share Option Scheme and the Long Term Incentive Plan. Under his service
contract Bill Ryan is only entitled to participate in the Sharesave Scheme




and the Share Participation Scheme. The Board and/or the Remuneration
Committee selects from time to time which of these schemes will be
operated. The Remuneration Committee determines whether executive
Directors and members of the Management Board are eligible to
participate in the Long Term Incentive Plan or the Share Option Scheme.
Individuals who receive awards under the Long Term Incentive Plan in any
year do not normally alsa receive options under the Share Option Scheme.
All benefits under the employee share schemes are non-transferable and
non-pensionable.

it is the policy of the Board that in future executive Directors and other
members of the Management Board will normally participate in the
Long Term Incentive Plan rather than the Share Option Scheme,

Share Participation Scheme

All UK employees, including executive Directors, benefit trom the
Company's Share Participation Scheme which is an approved profit-
sharing scheme under Schedule 9 of the Income and Corporation Taxes
Act 1988. An appropriation of shares was made on 1 April 1999 up to a
maximum value of £3,200 to each UK-based employee under the Scheme.

Sharesave Scheme

Eligible employees, including UK-based executive Directors, have been
granted employee savings-related share options te subscribe for ordinary
shares in the Company.

Prior to the demerger of B.A.T Industries p.Lc. in 1998, options were
granted under the B.A.T Industries Savings-Related Share Option Scheme
(the ‘ESRO Scheme’).

The Company established the British American Tobacco Sharesave Scheme
(the "Sharesave Scheme’) in 1998 which allows for options granted to be
exercisable in conjunction with either a three-year or five-year savings
contract. The first grant of options under the Sharesave Scheme took place
in November 1998 and a further grant was made in November 1999.

Options are normally granted at a discount of 20 per cent to the market
price at the time of the invitation, as permitted under the rules of the
Sharesave Scheme.

Share Option Scheme

The Company established a share option scheme, the British American
Tobacco Share Option Scheme (the ‘Scheme”) in 1998. The Scheme
comprises an Inland Revenue Approved part and an Unapproved part.
Under the Approved part of the Scheme, options may be granted over

53
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ordinary shares up to a total market value of £30,000 on the date of the
grant whilst any amount over and above that limit would be made under
the Unapproved part of the Scheme. All employees, including the
executive Directors (but with the exception of Bill Ryan), are eligible to
participate in the Scheme. The Scheme is operated by the Remuneration
Committee in relation to the grant of options to Martin Broughton, Ulrich
Herter and Keith Dunt and the remaining members of the Management
Board aithough options are not normally granted in any year to individuals
who receive an award under the Long Term Incentive Plan referred to
below. Under normal circumstances, the Remuneration Committee
considers whether to make a grant of options once a year. The value of
options which may be granted on each occasion is {imited to a percentage
of base salary.

Options granted under the Scheme are not issued at a discount to the
market price at the time of grant, Options are normally exercisable after
the third anniversary of the date of the grant and lapse ten years after the
date of their original grant, subject to a performance condition based on
earnings per share growth. For options to be exercisable, the Company's
published adjusted earnings per share growth has to exceed inflation by
an average of 3 per cent per annum over any consecutive three-year
period during the ten-year fife of the options.

Long Term Incentive Plan

The Long Term Incentive Plan (the ‘Plan’) was established in 1998 by the
Company and provides for awards of free ordinary shares to senior
employees, including the executive Directors (but with the exception of
Bill Ryan), provided certain demanding performance conditions are met.
The Plan is operated each year by the Remuneration Committee in relation
to awards to the executive Directors and members of the Management
Board. The value of the award which may be granted on each occasion is
limited to a percentage of base salary which cannot exceed 100 per cent
for any single award. The first awards were made under the Plan in
March 1999 based upon a market price of 526.5p and the percentage of
salary applied ranged from 75 per cent to 100 per cent for the

executive Directors and other members of the Management Board.

There are two performance measures attaching to the award of

ordinary shares made in March 1999, These conditions are measured over
a three year period which began on 1 January 1999 and ends on

31 Decernber 2001:

¢ The first measure applies to 50 per cent of the award and relates to

earnings per share growth relative to inflation. 50 per cent of the
award will vest if earnings per share growth over the three year

Directors’ Report and Accounts 1999 9




L L1 R P I |

Remuneration Report continued

performance period is an average of at least @ per cent per annum in
excess of inflation; 10 per cent will vest if the same figure is at least
3 per cent in excess of inflation and an award will vest on a pro rata
basis between these two points.

s The second measure is based upon Total Shareholder Return (‘'TSR'). TSR
performance combines both the share price and dividend performance
of the Company during the performance period by reference to two
comparator groups. The first of these is the constituents of the London
Stock Exchange’s FTSE100 index at the beginning of the performance
period whilst the second is a peer group of international 'FMCG’ (fast-
moving consumer goods) companies. 25 per cent of the total award is
based upon each of these two separate measures. 25 per cent of the
tota! award vests in full in the event of upper quartile performance by
the Company relative to one of the comparator groups, 7.5 per cent of
the total award will vest in the event of median performance and then
pro rata between these two points.

To the extent that the performance conditions have been satisfied, awards
are normally exercisable between three and ten years after they have been
granted. It is possible for some of the shares in an award to be released if
one of the performance conditions has been met, even if the other
performance conditions have not been met. An award of shares lapses to
the extent that the performance conditions are not satisfied in accordance
with the measures set out above at the end of the three year performance
period.

B.A.T Industries Employee Share ‘E’ and 'D’ Option Schemes
Prior to the demerger, options were granted under the B.A.T Industries
Share ‘L’ Option Scheme (the ‘E’ Scheme}, Options granted under the
‘E’ Scheme, as with the B.A.T Industries Employee Share ‘D’ Option
Scheme (the ‘D’ Scheme) which it replaced in 1994, were not issued at a
discount to the market price at the time of grant.

Options granted under the ‘E’ Scheme and the ‘D’ Scheme are normally
exercisable between the third and the tenth anniversary of the date
of grant.

At the time of the demerger, British American Tobacce p.l.c. made an offer
of replacement options of equivalent value over ordinary shares in the
Company to continuing employees of the Group, including the executive
Directors of the Company, who did not exercise their ‘E’ or ‘D’ Opticns.
The replacement option price and associated number of replacement
options were calculated to ensure that the total monetary value of the
replacement options was equal {as nearly as possible) to the total
monetary value of the ordinary shares in B.A.T Industries p.l.c.
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Replacement options continue to be governed under the rules of the
‘E’ or ‘D’ Schemes, as applicable.

Options and awards outstanding

To satisfy the future exercise of options or awards under the Group's
employee share schemes, ordinary shares are acquired in the market by
two separate Employee Share Ownership Trusts (‘'ESOTs'). New ordinary
shares are issued by the Company only in relation to the ESRO Scheme,
the Sharesave and the ‘D" Option schemes.

Under the ESRO Scheme and Sharesave Scheme, a total of 7,403,509
options over ordinary shares in the Company were outstanding at

31 December 1999. These options are exercisable until May 2004 at
option prices ranging from 218.34p to 418p.

Under the ‘D’ Option Scheme, a total of 126,179 options over ordinary
shares in the Company were outstanding at 31 December 1999. These
options are exercisable until Septernber 2004 at prices ranging from
173.8p to 315.6p.

The first ESOT, the B.A.T Industries Employee Share Ownership Plan, was
set up with an interest-free loan from B.A.T Industries p.l.c. to satisfy the
future exercise of options under the ‘E' Scheme. The loan from

B.A.T Industries p.l.c. amounted to £26.5 million at 31 December 1999
(1998 £28 million).

The second ESOT, The British American Tobacco Group Employee Trust,
was set up with an interest-free loan from the Company in September
1998 to satisfy the future exercise of options under the Scheme. In
addition, this trust was set up to satisfy the exercise of awards of ordinary
shares made under the Plan, As the exercise of an award under the Plan
does not involve a payment from the participant to the Cornpany, the
Company funds the purchase of ordinary shares by the trust by way of a
gift in accordance with the terms of the Trust Deed. The loan to the trust
amounted to £37.3 million at 31 December 1999 (1998 £21 million).
Both loans will be repaid from the proceeds of the exercise of options or, if
the options lapse, ordinary shares may be sold by the ESOTs to cover the
loan repayment. The ESOTs waive dividends on the ordinary shares held
by them. As at 31 December 1999, the two ESOTs held 15,581,616
ordinary shares (1 January 1999 10,700,826 ordinary shares). Both ESOTs
waived payment of the interim dividend for 1998 of £554,841 in January
1999, the final dividend for 1998 and the special interim for 1999 of
£2,869,333 in July 1999 and the second interim dividend of £603,139 in
Septernber 1999.




Executive Directors’ options and awards

Audited information in respect of options and awards, held by the
executive Directors of British American Tobacco p.l.c. during the year
ended 31 December 1999 is contained in the following table:

The table shows the options and awards held by, or granted to, executive
Directors of the Company over ordinary shares in the Company duting the
period from 1 January to 31 December 1999. No options or awards over
ordinary shares lapsed or were exercised during that period by the

executive Directors.

Table 3 - Executive Directors’ options and awards over ordinary shares of 25p

M F Broughton
E
ESRO
Share Option Scheme
LTIP

U G V Herter
E
ESRO
Share Option Scheme
LTIP

K S Dunt
E
ESRO
Sharesave Scheme
Share Option Scheme
LTIP

Weighted

At average

1 jan grant
1999 price
328,269 333.9p
6,960 247.6p
149,700 434.2p
121,839 330.8p
3,671 265.4p
110,548 434.2p
103,058 327.8p
7,397 232.9p
55,274 434.2p

Granted in 1999

123,456

1,920

45,732

BRITISH AMERICAN
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Weighted Weighted
average At average
grant 31 Dec grant Expiry
price 1999 price dates
- 328,269 333.9p 20:02-2005
- 6,960 247.6p 2001-2002
- 149,700 434.2p 2008
526.5p 123,456 526.5p 2009
- 121,839 330.8p 2003-2005
- 3,671 265.4p 2001
- 110,548 434.2p 2008
526.5p 91,168 526.5p 2009
- 103,058 327.8p 2002-2005
- 7,397 232.9p 2000-2002
316.4p 1,920 316.4p 2005
- 55,274 434.2p 2008
526.5p 45,732 526.5p 2009

The closing mid-market price of ordinary shares in British American Tobacco p.l.c. on 30 December 1999, the last day of dealing in the Company’s
shares in 1999, was 351.75p and ranged from 335p to 675p from 1 January 1999 to 31 December 1999. The market price on 30 December 1999,
did not in all cases, exceed the grant price of all the options detailed in table 3 above.
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Corporate Governance Statement

The Company has continued to commit itself to the achievement of high
standards of corporate governance. This has been defined as "the system
by which companies are directed and controlled” and the Board is
accountable for it to shareholders. :

Each company listed on the London Stock Exchange is obliged to inform
its sharehoiders how it has performed in relation to a set of corporate
governance criteria called the Combined Code. This is in two parts -
Principles and Provisions. A company must state how it has applied the
Principles, giving enough explanation to enable shareholders to evaluate
the statement, and whether it has complied with the Provisions. If not, it
must provide an explanation.

The ways in which the Company has applied the Principles set out in the
Code are described in this statement and in the Remuneration Report.
With the exception of the notice periods under the service contracts of
executive Directors, the Company has fully complied with the Provisions
throughout the year.

Directors

The Board of the Company currently has eleven Directors, comprising the
Chairman, three other executive Directors and seven non-executive
Directors, The key functions of Chairman and Managing Director are clearly
defined. The majority of the non-executive Directors are independent as set
out in the Code. In this context, two of the non-executive Directors, Jan du
Plessis and johann Rupert, are not considered to be independent for all
purposes because of the shareholdings they represent. All the non-executive
Directors provide a considerable depth of knowledge and experience
collectively gained from a variety of public and private companies, As non-
executive Deputy Chairman, Kenneth Clarke acts as the senior independent
director as envisaged by the Code Provisions.

The Board meets at least six times during the year and has reserved to
itself key matters on which it alone may make decisions. Responsibility for
implementing the Group's strategy is delegated to the Management Board,
which meets at least eight times a year. This comprises the executive
Directors and twelve senior Group executives. The Board has also
established three Board Committees, each of which has clear terms of
reference. These are:

The Remuneration Committee, whose composition and terms of reference
are set out in the Remuneration Report on page 6.

The Audit Committee is comprised of all the non-executive Directors (with

the exception of Johann Rupert) and is chaired by Rupert Pennant-Rea.
The Managing Director and Finance Director attend meetings of the
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Committee but are not members. The Committee meets regularly with
management and with the internal and external auditors to review the
effectiveness of internal controls, other matters raised in regular reports to
the Committee and the full year financial statements prior to their
submission to the Board. The Audit Committee receives reports from the
Group's regional audit committees which monitor the effectiveness of
business and financial controls across the Group. The Audit Committee is
satisfied that the Company's auditors, PricewaterhouseCoopers, continue
to be objective and independent of the Company. The auditors do
perform non-audit services for the Company but the Audit Committee is
satisfied that such work is best handled by the auditors because of their
knowledge of the Group and that their objectivity is not impaired by
reason of this further work.

The Nominations Committee is responsible for nominating, for approval by
the Board, candidates for appointment to the Board and the Management
Board. It is chaired by Martin Broughton and its other members are Ulrich
Herter and alf of the non-executive Directors.

There is open communication between senior executive management
and Board members, The Board and its committees are supplied with
high quality, up-to-date information for review pricr to each meeting to
enable them to discharge their responsibilities. All Directors have access to
the advice and services of the Company Secretary and a procedure is in
place for Directors to take independent professional advice, should this

be required.

The Corpany's articles of association provide that one-third of directors
must submit themselves for re-election each year at the Annual General
Meeting. Further, any Director appointed during the year also has to seek
re-election at the Annual General Meeting. In this way, each Director of
the Board is required regularly to submit himself for re-election. Having
regard to the size of the current Board, the period for submission for re-
election for each Director would be every three or four years. In practice,
the Company will require that each Director submits himself for re-election
at intervals of not more than three years. The Directors who retire and
offer themselves for re-election at this year's Annual General Meeting are
set out on page 3.

In accordance with the Code, each new non-executive Director is
appointed for a fixed term, being an initial period to the next Annual
General Meeting after appointment and, subject to reappointment at that
meeting, for a further three years. Subsequent reappointment will be
subject to the approval of shareholders. Directors are given appropriate
training on appointment and subsequently as necessary.



Directors’ remuneration

The Remuneration Committee, which is comprised exclusively of non-
executive Directors, has responsibility for executive remuneration. The
remuneration of the non-executive Directors is determined by the Board.
Information about the Company's remuneration policies and, in particular,
the Directors' service contracts are found in the Remuneration Report on
pages 6 and 7.

The Code states that there is a case for service contracts to be for one year
or less. The contractual position of the Company's four executive Directors
is explained in the Remuneration Report as above. The Remuneration
Committee is unanimous that, in the context of a truly multinational
group seeking to attract the best talent from around the world, this
contractual position is appropriate to meet the interests of shareholders,
the Company and the individual Directors concerned.

Relations with shareholders

The Principles encourage dialogue with institutional shareholders and use
of the Annual General Meeting to encourage participation by private
investors, The Company has regular dialogue with institutional
shareholders where it believes this to be in the interests of shareholders
generally. The Annual General Meeting provides a useful interface with
shareholders and procedures at such meetings are in compliance with the
Code. The availability of information about the Company to its
shareholders has been improved by the development of its newly
launched internet website at www.bat.com

Accountability and audit

The Board has reviewed in detail the contents of the Annual Review and
Summary Financial Statement and the Directors' Report and Accounts in
order to satisfy itself that the presentation is balanced and that the
Company's position and prospects are understandable by shareholders.

A summary of the Directors' responsibilities in respect of the financial
statements is given on page 14. The system of internal control

designed to safeguard shareholders’ investment and the Company's assets
is set out below. The Audit Committee, whose composition and

functions are described abave, has considered in conjunction with the
external auditors, the accounting policies adopted in the Group Accounts
and has examined the internal controls which have been put in place

in the Group.

Internal control

At the time of the publication of the Combined Code, the Institute of
Chartered Accountants in England & Wales agreed with the London Stock
Exchange that it would provide guidance to assist listed companies to
implement the requirements in the Code relating to internal control. In

BRITISH AMERICAN
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September 1999, the Turnbul! Report was adopted by the London Stock
Exchange to provide this necessary guidance for full compliance with the
Combined Code.

Set out below is the Group Statement on internal control in accordance
with the guidance provided by the Turnbull Report.

The Board is responsible for the overall system of internal control for the
Company and its subsidiaries and for reviewing the effectiveness of these
controls. The system is designed to manage risks that may impede the
achievement of the Company's business objectives rather than to eliminate
these risks. The internal control system can therefore only provide
reasonable assurance, not absolute assurance, against material
misstatement or loss.

There is and has been an ongoing process for identifying, evaluating, and
managing the significant risks faced by the Company and its subsidiaries.
This process has been in place throughout 1999 and is regularly reviewed
by the Board. The Board includes on its agenda matters relating to
significant risks that may impede meeting business objectives. In addition,
internal control and business tisk issues have been regulatly reviewed by
the six regional audit committees (chaired by either the Managing
Director or Finance Director) and the Audit Committee as set out above.
Regional and end market management, along with internal audit, support
the Board in its role of ensuring a sound internal control environment.

British American Tobacco representation on the respective boards of
significant associated companies provides the venue for addressing risk
and contral issues in these businesses.

The Board with advice from the Audit Commitiee has completed its annual
review of the system of internal control in accordance with the Turnbull
Repart for the period since 1 January 1999 to the date of this report and is
satisfied that it is in accordance with that guidance, The assessment
included consideration of the effectiveness of the Board's ongoing process
for identifying, evaluating, and managing the risks of the business and
review of the work of regional audit committees in examining annual reports
of internal control and business risks completed by operating companies.

Rothmans

The operations of Rothmans joined the Group on completion of the
merger in jJune 1999. Consequently, although Rothmans had appropriate
internal controls in place prior to the merger, the process described above
was not in place throughout 1999 for those former Rothmans operations.
However, implementation of this process is now in place for the whole
Group and will be operational for the entire year 2000.
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Statement of Directors’ Responsibilities

The following Statement sets out the responsibilities of the Directors in
relation to the financial statements. The report of the auditors, shown on
page 15, sets out their responsibilities in relation to the financial
statements.

Company law requires the Directors to prepare financial statements for
each financial year which give a true and fair view of the state of affairs of
the Company and the Group as at the end of the financial year and of the
profit or loss for the financial year. In preparing those financial statements,
the Directors are required to:

* select appropriate accounting policies and apply them consistently,
subject to any material departures being disclosed and explained;

¢ make judgements and estimates that are reasonable and prudent;

« state whether applicable accounting standards have been followed;

» prepare the financial statements on the going concern basis, unless
they consider that to be inappropriate.

The Directors are responsible for ensuring that the Company keeps
sufficient accounting records to disclose with reasonable accuracy the
financial position of the Company and the Group and to enable them to
ensure that the financial statements comply with the Companies Act 1985.
They are also responsible for taking reasonable steps to safeguard the
assets of the Company and the Group, and in that context to have proper
regard to the establishment of appropriate systems of internal cantrol with
a view to the prevention and detection of fraud and other irregularities.

The Directors are required to prepare the financial statements and to
provide the auditors with every opportunity to take whatever steps and
undertake whatever inspections they consider to be appropriate for the
purpose of enabling them to give their audit report.

The Directors consider that they have pursued the actions necessary to
meet their responsibilities as set out in this Statement.
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Report of the Auditors
to the members of British American Tobacco p.l.c.

We have audited the financial statements on pages 16 to 47 and 50 to 76.
As explained in note 1 on page 16, the accounts include additional
comparative financial information for the Group as if the demerger of the
principal financial services businesses (‘the demerged businesses’) had
taken effect prior to 1 January 1998.

Respective responsibilities of Directors and Auditors

The Directors are responsible for preparing the Annual Report. As
described on page 14, this includes responsibility for preparing the
financial statements, in accordance with applicable United Kingdom
accounting standards. Our responsibilities, as independent auditors, are
established in the United Kingdom by statute, the Auditing Practices
Board, the Listing Rules of the London Stock Exchange and our
profession’s ethical guidance.

We report to you our opinion as to whether the financiat statements give a
true and fair view and are properly prepared in accordance with the
United Kingdom Companies Act. We also report to you if, in our opinion,
the Directors’ report is not consistent with the financial statements, if the
Company or Group has not kept proper accounting records, if we have
not received all the information and explanations we require for our audit,
or if information specified by law or the Listing Rules regarding Directors’
remuneration and transactions is not disclosed.

We read the other information contained in the Annual Report and
consider the implications for our report if we become aware of any
apparent misstatements or material inconsistencies with the accounts,

We review whether the statements on pages 12 and 13 reflect the
Company’s compliance with the seven provisions of the Combined Code
specified for our review by the London Stack Exchange, and we report if it
does not. We are not required to consider whether the Board's statements
on internal control cover all risks and controls, or to ferm an opinion on
the effectiveness of the Company's or Group’s corporate governance
procedures or its risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by
the Auditing Practices Board. An audit includes examination, on a test
basis, of evidence relevant to the amounts and disclosures in the financial
staterments. It also includes an assessment of the significant estimates

and judgements made by the Directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the
Company's and Group's circumstances, consistently applied and
adequately disclosed. '

b
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We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance that the accounts are
free from material misstatement, whether caused by fraud or other
irregularity ot ermror. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the finandial statements.

Opinion

In our opinion the financial statements give a true and fair view of the
state of affairs of the Company and the Group at 31 December 1999 and
of the profit and cash flows of the Group for the year then ended and

have Wepn properly prepaggd in accorggnce with the Companies Act 1985.
u{u M&A“M R

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
1 Embankment Place

London

WC2N 6NN

7 March 2000
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Accounting Policies
Group Accounts - excluding demerged businesses

1 Basis of accounting
On 7 September 1998 B.A.T Industries completed the demerger of its
financial services businesses and their merger with Zurich Insurance
Company. The remaining businesses were retained within British American
Tobacco p.l.c., which became the new parent for B.A.T industries p.l.c.
and its subsidiaries on 8 September 1998, prior to which it had not

" commenced trading or made any profit or losses. The Company'’s
acquisition of the entire share capitat of B.A.T Industries p.l.c. has been
accounted for as a merger and consequently these consolidated accounts
have been presented as if it had been the parent company of the Group
for each year presented.

As explained in the Directors’ Report and in the accounting policies on
page 55 it is necessary to provide accounts including the results of the
demerged businesses in the comparatives. However, additional
comparative financial information is provided on the Group as if the
demerger had taken effect prior to 1 January 1998 and prepared on a
basis consistent with the Listing Particulars for British American Tobacco
p.l.c. issued in May 1998. This additional information has been presented,
together with the related accounting policies and notes, on pages 16 to
47 and 50 to 54. It has been prepared as if the Group's interest in the
share capital of the demerged businesses had been distributed by way of
dividend prior to 1 fanuary 1998 and reflects the amounts recorded in the
accounts of the companies rernaining after the demerger. As a result all
central management and ather similar costs of B.A.T Industries have been
borne by the retained businesses, In addition the net amounts owed by
demerged businesses to retained businesses include interest-free current
accounts and therefore the net interest payable included in 1998 is not
necessarily representative of the retalned businesses as a separate Group.
The accounts also include dividends from demerged businesses, shown
after the profit for the year in the profit and loss account.

2 Basis of consolidation

The consolidated financial information includes the accounts of British
American Tobacco and its subsidiary undertakings together with the
Group's share of the results of its associated undertakings. Associates
comprise investments in undertakings, which are not subsidiary
undertakings, where the Group’s interest in the equity capital is long term
and over whose operating and financial policies the Group exercises a
significant influence. They are accounted for using the equity method.

The results of subsidiary undertakings acquired during the period are
included from the date of acquisition of a controlfing interest at which
date, for the purposes of consolidation, the purchase consideration is
allocated between the underlying net assets acquired, other than goodwill,
on the basis of their fair value.
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The results of subsidiary undertakings, which have been sold during the
period, other than demerged businesses, are included up to the date of
disposal. The profit or loss on sale is calculated by reference to the net
asset value at the date of disposal, adjusted for purchased goodwill
previously written off to reserves on acquisition.

3 Goodwlll on acquisitions prior to 1 January 1998 has been eliminated
during the year of purchase against reserves. Goodwill on acquisitions
from 1 January 1998 is capitalised and amortised over its useful economic
life. Adjustments to provisional fair values of assets acquired in the
preceding period are reflected as adjustments to goodwill.

4 Forelgn currencies

Turnover, profits and cash flows expressed in currencies other than sterling
are translated to sterling at average rates of exchange in each year. Assets
and liabilities are translated at rates of exchange at the end of each year.
For high inflation countries, the translation from local currencies to sterling
makes allowance for the impact of inflation on the local currency results.

The differences between retained profits of overseas subsidiary and
associated undertakings translated at average and closing rates of
exchange are taken to reserves, as are differences arising on the
retranslation to sterling (using closing rates of exchange) of overseas net
assets at the beginning of the year, after taking into account related
foreign currency borrowings. Other exchange differences, including those

- on remittances, are reflected in profit.

5 Revenue represents turnover of subsidiary undertakings and the
Group's share of associates’ turnover. Group turcver comprises sales to
external customers and includes duty, excise and other taxes.

6 Pensions and post retirement benefits

The costs of providing pensions and post retirement health care benefits,
calculated by reference to actuarial valuations, are charged against profits
on a systematic basis with surpluses and deficits arising allocated over the
expected average reraining service lives of current employees. Differences
between the amounts charged in the profit and loss account and
payments made to pension schemes are treated as assets or liabilities in
the balance sheet.

7 Research and development revenue expenditure is charged against
profits as incurred.




8 Taxation provided is that chargeable on the profits of the period,
together with deferred taxation.

The Group’s deferred tax is calculated as indicated below:

(a) Deferred taxation is provided for on timing differences using the
liability method to the extent that it is probable that the liability will
crystallise. Timing differences arise on items of income and
expenditure that are recognised for tax purposes in different periods

from those in which they are recognised in the profit and loss account.

(b
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No account is taken of tax which may be payable on the realisation of
investments held by Group companies. Deferred taxation is not
provided on the undistributed profits retained by subsidiary

and associated undertakings as such profits are considered to be
permanently invested in those businesses.

9 Tangible fixed assets are stated at cost less depreciation.
Depreciation is calculated on a straight-line basis to write off the cost of
tangible fixed assets over their useful lives, Freeheld and long leasehold
tand and buildings are depreciated at rates between 2.5 per cent and

4 per cent per annum, and plant, machinery and equipment at rates
between 7 per cent and 25 per cent per annum. No depreciation is
provided on freehold land.

10 Other investments are stated at cost less provisions, consistent with
the concept of prudence.

11 Stocks are valued at the lower of cost and net realisable value. The
method used in caleulating cost, which includes raw materials, direct
labour and overheads where appropriate, is average cost.

12 Leased assets

Assets held under finance leases are included under tangible fixed assets
at their capital value and depreciated over their estimated useful lives.
Leasing payments consist of capital and finance charge elements and
the finance element is charged to the profit and toss account. The
annual payments under operating leases are charged to the profit and
loss account.

wdh
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13 Geographical analyses are based on the five Regions through which
the Group operates. The Group’s principal associated company, Imasco
Limited ('Imasce’y which is incorporated in Canada, is shown separately.

Royalty income, less related expenditure, is included in the Region in
which the licensor is based.

14 Financial instruments

The Group utilises a number of differing derivative instruments as part of
its interest rate and exchange rate risk management. These instruments
include interest rate swaps, swaptions, caps and collars and forward rate
agreements as well as cross-currency swaps, tax equalisation swaps and
forward foreign currency contracts.

Interest rate risk management

Interest differentials are recognised on an accrual basis and adjusted
against interest payable, Initial premiums and discounts are amortised over
the lives of the instruments. Where instruments are terminated early, gains
and losses are amortised over their original lives if the underlying exposure
remains in place or otherwise recognised immediately.

Exchange rate risk management

Cross-currency swaps are revalued at the balance sheet date and utilised to
adjust the book values of the related foreign currency borrowings. Where
forward foreign currency contracts are used to hedge existing assets and
liabilities, the contract rates are used to value the related assets and
liabilities. Gains and losses arising on hedges of future transactions are not
recognised until the transactions occur.
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Group Profit and Loss Account - cxcluding demerged businesses

for the year ended 31 December

1999 1998
Notes £m £m
Revenue
Subsidiary undertakings 18,798 14,584
Share of associates page 53 2,873 2,792
o B ) 21,671 17,376
Profit
Subsidiary undertakings
Turnover including duty, excise and other taxes 18,798 14,584
Duty, excise and other taxes {9,726} (7.464)
Turnover excluding duty, excise and other taxes 9,072 7,120
Other operating income 1 150 250
Operating charges 1 {8,123) (6,694)
- Operating préﬁt 7 1,099 676
after charging: US tobacco settlements 1 (24) 613)
integration costs - 1 (357)
‘ goodwill amortisation 1 (162)
.after crediting: sales tax recovery 1 74
Share of associates and joint venture page 53 380 335
Total operating profit 1,479 1,01
Sale of brands 2 88
Demerger and restructuring costs 2 (46)
Profit ;n ordinary activities before interest 1,567 965
Subsidiary undertakings: investment income 3 195 147
interest payable 4 (365} (351)
Share of associates’ interest paid less received page 53 (26) (23)
Profit on ordinary activities before taxation o 1,371 738
Taxation on ordinary activities 5 (673) (277)
Profit on ordinary activities after taxation ) 6—95 ) 461
Minority interests (142) (115)
Profit for the year pc;ée 19 ) N - o 5567 T 3;6
Dividends from demerged businesses 28 123
Dividends and other appropriations: ordinary shares 6 (546) 377
convertible redeemable preference shares 6 74
Retained (loss)/profit o (64) 92
Earnings per share: basic — unadjusted 7 25.25p 22.17p
diluted - unadjusted 7 27.02p 21.98p
— adjusted 7 52.33p 46.12p

As explained on page 39 note 21 the results for 1999 include the acquired Rothmans businesses for the period from 7 june 1999 to 31 December 1999.
There is no difference between the profits on ordinary activities before taxation and the retained profits for the year stated above and their historical cost

equivalents,

The retained profit with the exception of income from the non-tobacco businesses of Imasco {detailed on page 54) and (in 1998 only) dividends from

demerged businesses, arises entirely from continuing operations.

Notes are shown on pages 23 to 47.
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Statement of Total Recognised Gains and Losses - cxciuding demerged businesses

for the year ended 31 December

1999 1998

Notes £fm £Em

Profit for the year page 18 556 346
Differences on exchange 15 (268) (69)
Total recognised gains related to the year below 288 277

Interest of British American Tobacco’s Shareholders - cxuding demerged businesses

for the year ended 31 December

1999 1998
Notes Im £m
Balance 1 January 15 64 (97)
Total recognised gains related to the year above 288 277
Issue of shares:
share options 3 42
Rothmans merger poge 39 note 21 5,089
Dividends from demerged businesses page 18 123
Dividends and other appropriations; page 18
ordinary shares (546) (377
convertible redeemable preference shares {54)
amortisation of discount on preference shares poge 74 note 44 {20)
Utilisation of ACT 96
Other 3)
Balance 31 December 15 4,821 64

Notes are shown on pages 23 to 47.
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Group Balance Sheet . excluding demerged businesses

31 December

1999 1998
Notes £m £m
Assets
Fixed assets
Intangible assets 8 5,338
Tangible assets 9 2,456 2,048
Investments in associates and joint ventures 10 636 472
Other investments and long term loans 1 210 119
. 8,640 2,639
Current assets
Stocks 12 2,850 2,165
Debtors 13 2,000 1,493
Acquired business awaiting disposal 21 123
Current investments 14 768 185
Short term deposits and cash 1,853 970
- 7,594 4,813
Total assets 16,234 7,452
Liabitities
Capital and reserves
Share capital 605 393
Share premium account 4 1
Merger reserves 4,726
Other reserves 503 483
Profit and loss account 1,017) (813)
Shareholders’ funds: 15 4,821 64
equity 3,347 64
non-equity 1,474
Minocrity shareholders” equity interest 455 323
5,276 387
Other liabilities
Provisions for liabilities and charges 16 1,251 741
Borrowings 17 5,676 3,730
Creditors 19 4,031 2,594
10,958 7,065
Total funds employed 16,234 7452

Notes are shown on pages 23 to 47.
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TOBACCO
Group Cash Flow Statement_- excluding demerged businesses
for the year ended 31 December
1995 1998
MNotes £m Em
Net operating cash flow from subsidiary undertakings -z 1,995 1,09
Dividends from associates 90 86
Net cash inflow from operatiﬁg activities 7 - 2,085 7 i,IBZ
Returns on investments and servicing of finance 28 (206) (282)
Taxation (334) (281)
Capital expenditure and financial investment 28 (281) (351)
Net cash generation - 1,264 2_68
Acquisitions less disposals 28 (216) (16)
Equity dividends paid (530) (696)
Dividends from demerged businesses 28 242
Cash flow with demerged businesses 28 668
Cash flow before use of liquid resources and external financing 518 466
Management of liquid resources 28 {1,340) 459
Financing — proceeds from issue of shares 3 42
- increase/(decrease) in debt 28 853 {845)
856 (803)
Increase in cash in the year befow 34 122
Reconciliation of net cash flow to movement in net debt 29
Increase in cash in the year above 34 122
{Increase)/decrease in debt (853) 845
Increase/(decrease) in liquid resources 1,340 (459)
Change in net debt resulting from cash flow 521 508
Net debt acquired on purchase of subsidiaries (754)
Net funds disposed of on sale of subsidiaries (23)
Other changes {33) (45)
Differences on exchange (191 52
Movement in net debt in the year {480) 515
Net debt at 1 jJanuary (2,575) (3,090)
Net debt at 31 December (3,055) (2,575)

Notes are shown on pages 23 to 47.
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Segmental Analyses - exiuding demerged businesses

of turnaver, profit and assets for the year ended 31 December

Subsidiaries Associates Totat
Turnover excluding duty, T1999 1998 1999 1998 1999 1998
excise and other taxes £m £m £m £m £fm £m
America-Pacific 3,328 2,665 3,328 2,665
Asia-Pacific 1,503 1,259 1 1,504 1,259
Latin America 1,425 1,596 1 7 1,426 1,603
Europe 2,093 1,150 315 336 2,408 1,486
Amesca 723 450 193 123 216 573
Imasco 1,600 1,662 1,600 1,662
- 9,072 7,120 2,110 2,128 11,182 9,248
Total cperating profit Total operating profit
{before goodwill (after goodwill
amortisation and amortisation and
exceplionats) exceptionals)
1999 1998 T ieee 1998
Operating profit fm £m £m fm
America-Pacific 544 535 544 535 499 (78)
Asia-Pacific 257 179 257 179 134 179
Latin America 333 308 1 333 309 EEY) 383
Europe 293 1E 23 33 316 164 2 164
Amesca 215 62 53 48 268 110 209 110
Imasco 304 253 304 253 304 253
- - 1,642 1,215 380 335 2022 1,550 1,479 1,011
Total operating assets Total operating assets
(excluding unamortised {including unamortised
goodwill} goodwill)
1999 1998 1999 1998
Operating assets £m £m £m £m
America-Pacific 684 201 m684 o 901 S 766 o 9201
Asia-Pacific 1,097 706 6 1,103 706 2,400 706
Latin America 205 1,119 2 2 907 1121 925 a2
Europe 1,431 920 36 28 1,467 948 3,993 948
Amesca 407 266 105 79 512 345 1,927 345
Imasco 487 363 487 363 487 363
4,524 3,912 636 472 5,160 4,384 10,498 4,384

The segmental analyses of turnover and operating profit include the results of the acquired Rothmans businesses from 7 June 1999 to 3 December 1999.
Integration of the businesses is well advanced, with many being managed on a unified basis frorm an early stage. Further details of the contribution from

the Rothmans businesses to the results is set out on page 39 note 21.

The associates figures above reflect the Group's share of the associates’ turnover (excluding duty, excise and other taxes), operating profit and net assets,
including the Group's share of the joint venture.

The goodwill amortisation and exceptional items are explained on pages 24 and 25 note 1.
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Segmental Analyses

(a) Turnover excluding duty, excise and other taxes analysis for subsidiaries is based on location of manufacture. Figures based on external sales in each

region are as follows: 1999 1998
£m £m

America-Pacific 3,204 2,491
Asia-Pacific 1,207 959
Latin America 1,460 1,664
Europe 2,044 1,216
Amesca 1,157 790
9,072 7,120

(k) Revenue including Group’s share of associates is as follows: 1999 1998
£m £m

Including duty, excise and other taxes 21,671 17,376
Duty, excise and other taxes (10,489) (8,128)
Excluding duty, excise and other taxes 11,182 9,248

{€) The operations of subsidiaries are almost entirely related to tobacco. The Group’s share of the operations of associates comprise the following businesses:
Turnover excluding duty,

excise and other taxes Qperating profit
1999 1998 N 1699 o 199;
£m fm fm £m
Tobacco 824 21 225 217
Financial services 761 693 103 81
Other trading activities 525 714 52 37
2110 2,128 380 335
1999 1998
(d) Operating assets £m £m
Total assets page 20 16,234 7,452
Less: goodwill (5.338)
investments in associates and joint venture (636) (472)
non-operating assets note (e) (2,723} (1,213)
operating creditors note {f) (3,013) {1,855)
page 22 4,524 3Nz
() Non-operating assets
Acquired businesses awaiting disposal 123
Other investments and jong term loans 210 119
Current investments 768 185
Short term deposits 1,403 504
Taxation recoverable 131 394
Interest 88 11
nate (d) ) 2,723 1,213
(f) Operating creditors
Total creditors 4,031 2,594
Less: dividends payable (433) (377
UK and overseas taxation on profits (248) {(198)
interest {(337) (164)
note (d} 3,013 1,855
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Notes on the Accounts

Profit and Loss Account

1 Operating profit

Other operating income in 1998 includes £74 million in respect of a sales tax recovery, following a favourable decision taken by a Regional Federal Court
in Brazil, This is receivable in respect of amounts previously paid to the Government as social contributions assessed on the basis of sales. The amount is

shown as additional information on the face of the profit and loss account.

1999 1998
Em £m
Operating charges comprise:
Raw materials and consumables 1,980 1,887
Changes in stocks of finished goods and work in progress 69 (413
Staff costs note (a) 1,251 996
Depreciation note (c} 350 297
US tobacco settlements — intitial costs note (d) 24 613
- ongoing costs note (d) 746 106
Goodwill amortisation note (e) 162
Other 3,541 2,836
Other operating charges note (f) 4,473 3,555
. 8,123 6,694
(a) Staff costs comprise:
Wages and salaries 998 n
Social security costs 147 130
Other pension and post retirement benefit costs note (b} 106 95
1,251 996
{b) Other pension and post retirement benefit costs comprise:
Funded plans - defined contribution 28 22
- defined benefit 24 28
Unfunded plans — defined benefit 54 45
106 95
(¢) Depreciation includes:
26 21

Depreciation in respect of assets held under finance leases

(d) To the extent that payments arising under settlernents reached in the USA in respect of litigation against the major tobacco companies are not
subject to future sales, Brown & Williamson's share of the industry payments is charged as initial costs in the year of settlement. Other costs are

shown as ongoing costs in the year to which they relate.

During the fourth quarter of 1998 agreement was reached with Attorneys General in 46 US states (‘the Settling States’) to settle the outstanding
Medicaid recovery suits. The initial costs in respect of this agreement amounted to £463 million, principally comprising a £260 million up front
payment and £130 million for plaintiffs’ legal fees. The remaining £150 million of the initial costs in 1998 arises from the earlier settlement between
the US cigarette companies and the State of Minnesota and Blue Cross and Blue Shield of Minnesota. This included initial payments to those parties,
together with legal fees, and also included the impact of Most Favoured Nation clauses which increased amounts due under previous state
settiements and advances on legal fees. During 1999 there was a further charge of £24 million in respect of one-off settlement compliance costs and

liquidated legal fees.

These initial costs are shown as additional information on the face of the profit and loss account.
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1 Operating profit continued
The US tobacco industry will incur ongoing costs under the agreement with the Settling States. The US tobacco manufacturers who entered into the
agreement ("the settling companies’) have agreed to make payments to the Settling States in perpetuity. The nominal value of payments by the four
original settling companies over the first twenty five years of the agreement is approximately US$219 billion. The actual payments will be adjusted
annually to reflect changes in industry volume, inflation and other factors. Additionally the settling companies will pay fees of the Settling States’
attorneys, and the amounts payable will be set by arbitration (with a US$500 million annual cap for the first five years which rises to US$75Q million
in years six to ten inclusive, less amounts previously paid as liquidated fees} or by agreement.

These payments will be allocated among the settling companies based on their relative annual market share in each year, which in 1999 was
approximately 13.9 per cent for Brown & Williamson 1998,15.4 per cent.

(e) Goodwill has mainly arisen on the initial acquisition of Rothmans and subsequent local restructurings of the enlarged Group's publicly listed
subsidiaries in Singapore, Australia and South Africa (see page 39 note 21). The goodwill arising on these of £5,574 million is being amortised aver a
pericd of twenty years. The amortisation charge is shown as additional information on the face of the profit and loss account and for 1999 includes
£153 million in respect of the initial acquisition of Rothmans and £9 million on the subsequent restructurings.

1999 1998
im £m
{f) Other operating charges include:

Research and development expenses 58 45
Rent of machinery and equipment (operating leases)} 39 25
Rent of land and buildings (operating leases) 65 58
Finance charges in respect of finance leases 5 4
Auditors’ fees 6 4

Fees paid to PricewaterhouseCoopers for advisory and consultancy services
- UK 3.0 3.0
- Overseas 3.7 2.6

(g) Operating charges include integratien costs which are the costs incurred in integrating the Rothmans businesses into the British American Tobacco
Group and the consequential restructuring of the enlarged Group. These costs are shown as additional information on the face of the profit and loss
account and comprise:

Staff costs 180
Depreciation 74
Other 103

) 357

2 Sales of brands and demerger and restructuring costs

(a) Profit on sale of brands

This comprises the £88 million profit on the sale of certain British American Tobacco brands in Australasia. This profit has no effect on the taxation charge
but increases the minority interests by £36 million. The cash inflow associated with this transaction is included within Acquisitions {ess disposals (see page
47 note 28).

{b) Demerger and restructuring costs

The charge of £46 million in 1998 comprised advisory and legal fees for restructuring the B.A.T Industries group in 1998, involving the demerger of its
principal financial services businesses and the formation of British American Tobacco p.l.c. as the parent company for the retained businesses. These costs
reduced the taxation charge by £6 million and there was no impact on minority interests.
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Notes on the Accounts

Profit and Loss Account

3 investment income

1999 1998
£m £m
Long term loans 4 29
Current investments 55 20
Short term deposits 86 94
Gain on cancellation of swap contracts 18 4
Dividends from business awaiting disposal 7
Interest on Brazil sales tax recovery 25
195 147
Comprising:
Third parties 195 121
Loans to demerged businesses 26
195 147
4 Interest payable
1999 1998
£m £m
Bank loans and overdrafts 119 116
Other loans 246 235
365 KLY
Comprising:
Third parties 365 334
Loans from demerged businesses 17
365 351
5 Taxation on ordinary actlvities
1999 1998
fm £m
UK Corperation Tax at 30.25% 1998 31.00% 62 307
Double taxation relief @n {164)
ACT written back page 27 note 7 (5)
UK taxation o {15) 138
Overseas taxation 434 132
Current taxation h 419 270
Deferred taxation 114 (110}
533 160
Share of associates and joint venture 140 M7
673 277
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6 Dividends and other appropriations
1999 1998
pence 1999 pence 1998
per share £m per share £m
(a) On ordinary shares:
Interim
- special 1999 paid T July 1999 4.00 62
- ordinary 1999 paid 27 September 1999 4.30 94
- FID 1998 paid 5 Januvary 1999 8.00 125
Final
- 1999 payable 3 May 2000 17.90 390
— 1998 paid 1 july 1999 16.00 252
26.20 546 2400 377
{b) On convertible redeemable preference shares:
tnterim 1999 paid 27 September 1999 430 10
Final 1999 payable 3 May 2000 17.90 44
Amortisation of discount page 74 note 44 20
22,20 74

The 1998 interim dividend paid on 5 January 1999 was paid as a Foreign Income Dividend. This reduced the ACT by £3Tmillion which is taken up in the

comparatives within these accounts.

7 Earnings per share

Basic earnings per share are based on equity earnings of £482 million 1998 £346 million (net basis) and £482 million 1998 £341 million (nil basis) and
1,910 million 1998 1,561 million ordinary shares of 25p each, being the average number of shares in issue during the year. To comply with FR$14 the
average number of shares in issue excludes shares held by British American Tobacco and B.A.T Industries Employee Share Ownership Trusts.

For diluted earnings per share the average number of shares in issue is increased to 2,058 million 1998 1,574 million to reflect the potentiat dilution
effect of the convertible redeemable preference shares and the exercise of employee share options. The earnings are correspondingly adjusted to the
amount of earnings prior to charging dividends and the amortisation of discount on the convertible redeemable preference shares,

For the periods prior to the demerger, the average number of shares in issue is based on 50 per cent of the average number of B.A.T Industries ordinary
25p shares in issue, reflecting the issue of one ordinary share in British American Tobacco p.l.c. for every two ordinary shares of B.A.T Industries.

The earnings have been affected by a number of exceptional items. To illustrate the impact of the principal distortions, as well as the effect of goodwill
amortisation and ACT shown on page 26 note 5, an alternative net earnings per share is shown below:

Unadjusted earnings per share
Adjustment from net to nil basis
Effect of goodwill amortisation
Effect of US tobacco settlements
Effect of integration costs

Effect of sales tax recovery
Effect of sale of brands

Effect of demerger and restructuring costs

Diluted
1999 1998
pence pence
per share per share
27.02 2198
(0.32)
7.82
0.73 23.89
11.27
(0.63) (2.35)
(2.53)
2.92
Effect of US tobacco settlements on effective tax rate 8.65
5233 46.12

Adjusted earnings per share

1999
pence

per share

2525
8.43
0.79

12.15

(0.68)
(2.72)

9.32

52.54

Basic

1998
pence

per share

2217
(0.32)

24.08
(2.37)

295

46.51
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Notes on the Accounts

Balance Sheet

8 Intangible assets £m
Cost
1 January 1999
Additions:
The Rothmans group page 39 note 21 5,574
Other 7
Differences on exchange (83)
31 December 1999 5,498
Amortisation
1 January 1999
Charge for year 160
31 Decermnber 1999 160
Net book value 31 December 1999 5,338
Net book value 31 December 1998
9 Tangible fixed assets Plant
Freehold Leasehold machinery Assets in
{and and land and and course af
buildings buildings equipment construction Total
£m £m £m £m £m
Cost
1 January 1999 690 122 2,904 186 3,902
Differences on exchange (22) an {(11) (2) (46)
Expenditure 13 9 215 14 378
Acquisitions 235 52 751 26 1,064
Reallocations 22 146 (168)
Disposals (35 an (284) (15 (345)
31 December 1999 903 161 3,721 168 4,953
Depreciation
1 january 1999 247 32 1,575 1,854
Differences on exchange () (3) 1 n
Acquisitions 60 T 479 550
Charge for year 35 6 307 348
Adjustments on disposals (23) 10 {211) (244)
31 December 1999 310 36 2,151 2,497
Net book values 31 December 1999 593 125 1,570 168 2,456
Net book values 31 December 1998 443 20 1,329 186 2,048
1999 1998
£m £m
Cost of land on which no depreciation is provided 96 79
Leasehold land and buildings comprise:
Net book value of long leasehold 77 50 !
Net book value of short leasehold 48 40 '
125 20
Net book value of assets held under finance leases 72 55
Contracts placed for future expenditure 47 82
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10 Investments in assoclates and joint venture pages 52 to 54
£m
1 January 1999 (including loans of £4 miflion) a2
Differences on exchange 30
Acquisitions 13
Retentions 116
Other movements 5
31 December 1999 (including loans of £32 million) 636
1999 1998
£m £m
Listed overseas (market value £3,906 million 1998 £3,184 million) 594 438
Unlisted ’ 42 34
636 a2

As at 31 December 1999, the Group's share of the gross assets and liabilities of the joint venture are not material to the Group and are disclosed here
rather than on the face of the balance sheet. They totalled £11 million 1998 £13 million and £43 million 1998 £22 million respectively. In addition,
during 1999 the Group subscribed for £28 million convertible loan stock.

11 Other investments and long term loans

Listed Unlisted Unlisted Long term

equity equity loans loans Total

£m £m £m £m £m

1 [anuary 1999 49 29 38 3 119
Differences on exchange 2 1 H
Acquisitions 59 9 1 1 70
Additions and advances 29 1 30
Disposals and repayments 3 1)) m ®
31 December 1999 134 32 40 4 210
1999 1998

£m £m

Market value of listed investments 108 56

The listed equity investments include £76 million 1998 £49 milion of shares in the Company owned by the British American Tobacco and
B.A.T industries Employee Share Ownership Trusts. Details are shown in the Remuneration Report on pages 6 to 11.
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Balance Sheet

12 Stocks
1999 1998
£m £m
Raw materials and consumables 1,898 1,550
Finished goods and work in progress 694 495
Goods purchased for resale 258 120
2,850 2,165
Current replacement cost of stocks 2,896 217

13 Debtors

Trade" ;!ebtor;_
Other debtors

Receivable within
Total one year

1999 1998 1999 1998 1999
fm £m £m £m £m

945 532 945 532
302 267 267 41 35
Prepayments and accrued income 753 694 366 501 387
2,000 1,493 1,578 1,274 422

Receivable beyond

one year
1998
£m

Prepayments and accrued income include £33 million 1998 £40 million deferred consideration in respect of an exchange of brands in 1993, The
amounts are receivable up to the year 2003 and are related to Benson & Hedges sales in certain European markets.

Prepayments and accrued income also include a deferred tax asset of £100 million 1998 £225 million, and pension prepayments of £230 million mainly
resulting from the fair valuing of certain Rothmans pension schemes (see page 39 note 21).

14 Current investments

1999 1998

£Em £m

Listed - UK 7 7 7 - B B 19 B 7 9
Listed - overseas 105 100
Unlisted — equity 40 45
Unlisted — other 604 3
768 185

Market value of listed investments 276 255

30  Directors” Report and Accounts 1999




wiby

BRITISH AMERICAN

TOBACCO
15 Shareholders’ funds
Share
Share premium Merger Other Profit and
capital account teserves reserves loss account Total
£m £m £m £m £m £m
1 January 1999 393 1 483 (813) 64
Differences on exchange (268) {268)
Increase in share capital:
Share options 3 3
Other page 39 note 21 212 4,877 5,089
Transfers from profit and loss account 556 556
Dividends and similar appropriations:
Ordinary shares (546) (546)
Convertible redeemable preference
shares below (54) (54}
Amortisation of discount on preference
shares below (20) (20)
Other movements {151) 20 128 (3
31 December 1999 605 4 4,726 503 (1,017) 4,821
1999 1993
£m £m
Shareholders’ funds comprise:
Equity 3,347 64
Non-equity befow 1,474
4,821 64
Non-equity interests comprise:
Convertible redeemable preference shares 61
Amortisation of the discount arising on the issue of these shares 20
Applicable merger reserve 1,393
7 - B - 1,474
For further information in respect of the convertible redeemable preference shares see page 74 note 44,
Included in differences on exchange are exchange gains of £73 million 1998 £11 million loss arising on borrowings denorminated in, or swapped into,
foreign currencies designated as hedges of net investments overseas.
Cumulative goodwill written-off as at 31 December 1999 (in respect of acquisitions up to 1 January 1998) amounted to £1,854 million
1998 £1,793 million, this movement arises from exchange differences only.
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Balance Sheet

16 Provisions for liabHities and charges

Other post Reorganisation
Unfunded retirement Deferred of acquired Other

pensions benefits taxation business provisions Total

£fm £m £m £m £m £m

1 January 1999 351 188 47 15 140 741
Differences on exchange (30) 6 3 4 31
Acquisitions 270 1 122 95 488
Provided in respect of the year 26 14 (2) 87 50 175
Utilised during the year (36) 249 m (58) (119
Other movements 6 1 {(10) {3)
31 December 1999 581 185 170 102 213 1,251

The provisions in respect of unfunded pensions largely relate to the pension arrangements in Germany and these, together with the provisions in respect
of other post retirement benefits are discussed further in note 24 on page 43.

The deferred taxation balances are further analysed in note 20 on page 38.
Provisions in respect of the reorganisation of acquired businesses mostly relate to those set up to cover the integration of the Rothmans businesses.

Other provisions comprise other balances set up in the ordinary course of general business that cannot be ciassified within the other categories. This
includes provisions for staff costs and the reorganisation of existing businesses.
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17 Borrowings
1999 1998

Currency fm £m
6%% Notes due 2003 US dollar 17 16
Medium term notes 2000/2029 US dollar 408 392
7Y% Notes due 1999 US dollar 13
US commercial paper US dollar 713
Euro commercial paper Various 126
Acceptance credits UK sterling 35
5%% Eurobonds 2006 Deutschmark 236 268
Eurobonds 2004/2009 Euro 591
Eurobonds 2002/2009 US dollar 1,671 82
Eurobonds 2004/2009 UK sterling 584
Euro medium term notes 2000/2019 Various 115 102
Syndicated bank loan US doliar 611 1,354
6%% Notes due 2008 US dollar 188
6% MNotes due 2003 Us dollar 188
5%% Motes due 2005 Swiss franc 163
7%% and 7%.% Notes due 2004/2009 Malaysian ringgit 122
Other bank loans Various 5313 370
Finance leases Various 74 55
Miscellaneous Various 65 N
Term borrowings 5,566 3,617
Overdrafts Various 110 113
Total 5,676 3,730
Amounts secured on Group assets including finance leases 120 101

Included in the finance leases above are obligations of £26 million 1998 £20 million payable within one year, £19 million 1998 £16 million payable
between one and two years and £29 million 1998 £19 million payable between two and five years.

Medium term notes have been issued in a number of currencies. Certain of these borrowings have been swapped into sterling and US doellars and have
been accounted for accordingly.

1999 1998 1998
£m £m £m
{2) (b)
The borrowings are repayable as follows:
Due beyond 5 years (non-instalment) 1,931 376 376
Due between 2 and 5 years 2,506 1,219 2,178
Due between 1 and 2 years 206 540 540
Due beyond 1 year 4,643 2,135 3,094
Due within 1 year 1,033 1,595 636
- 5,676 3,730 3,730

As explained on pages 23 and 24 of the Annual Review and Summary Financial Statement, the maturity profile of the Group’s borrowings has lengthened
as a result of several medium and long dated issues in the Eurobond market in 1999, For the 1998 maturity profiles above, column (a) includes
borrowings on the basis of their maturity dates and column (b) includes certain short term debt that was backed by a banking facility on the basis of that
facility's maturity dates. For 1999 no such short term debt was cutstanding.
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17 Borrowings continued

1999 1998
£m £m
Borrowings facilities

Undrawn committed facilities expiring:
within one year 385 532
beyond one year and within two years 1,879 709
beyond two years and within five years 1 2,803
beyond five years 50 13
’ 2,315 4,057

As explained on pages 23 and 24 of the Annual Review and Summary Financial Statement, the facilities include undrawn amounts in respect of the
syndicated bank loan facility of US$3 billion (£1.86 biilion), reduced from US$8 billion in the previous year.

18 Financlal Instruments

The obijectives and policies for holding or issuing financial instruments and similar contracts, the strategies for achieving the objectives, and the role that
financial instruments have had during the year in creating or changing the risks faced by the British American Tobacco Group in its activities are set out
on pages 23 and 24 of the Annual Review and Summary Financial Statement.

Financial liabilities
The currency and interest rate exposure of financial liabilities, excluding finance leases, as at 31 December 1999 was as follows:

Fixed rate
Weighted
Weighted average time
Non-interest Floating Fixed average for which
Total bearing rate rate interest rate rate is fixed
Currency £m £m £m £m % years
US dollar 3,529 89 1,653 1,787 6.5 6.3
UK sterling 2,090 1,474 316 300 7.7 0.4
Euro 1,037 258 779 4.4 5.5
Others 509 305 204 6.5 53
7,165 1,563 2,532 3,070 6.1 5.5

1998 3,729 54 2,398 1,277

The above analysis takes account of interest rate, cross currency swap and forward foreign currency contracts.
Floating rate financial liabilities principally bear interest at rates based on relevant national LIBOR equivalents.
The average interest rate for total borrowings is estimated to be 6.8 per cent 1998 7.4 per cent.

Non-interest bearing financial liabilities comprise the convertible redeemable preference shares (details of which are set out on page 74 note 44) and
certain creditors due after more than one year. The weighted average period until maturity for these creditors is 3.0 years,
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18 Financial instruments continued
Financial assets
The currency and interest rate exposure of financial assets, at 31 December 1999 was as follows:
Fixed rate
Weighted
Weighted average time
Non-interest Floating Fixed average for which
Total bearing rates rates interest rate rate is fixed
Currency £m £m £m £m % years
us dollar 989 105 849 35 6.1 4.5
UK sterling 191 42 118 31 6.9 6.3
Euro 949 209 740
Others 835 342 492 1 7.6 3.2
2,964 698 2,199 67 6.5 53
1998 1,285 374 800 m

Non-interest bearing financial assets comprise certain cash balances, equity investrnents, debtors falling due after more than one year and the business
awaiting disposal. The latter was realised in February 2000. Of the remainder, £501 million have no fixed date of repayment, and for
£74 million the average period to maturity is 11.9 years,

Floating rate financial assets principally earn interest based on relevant national LIBID equivalents or government bond rates,

Monetary assets
The currency exposure of net monetary assets, at 31 December 1999 was as follows:

Net foreign currency monetary assets/ (liabilities)

US dollar UK sterling Euro Others

£m £m £m £m
Functional currency
of the Group’s
operations:
US dollar 21) (3) 3
UK sterling 36 (79) (10)
Euro )] 1
Others 15 @24 (28)
51 (52) (82) (34

Directors’ Repert and Accounts 1999 35




Notes on the Accounts

Balance Sheet

18 Financial Instruments continued

Book value Fair value
1999 1998 1999 1998
Fair values fm £m £m fm
Primary financial instruments held or issued
to finance the Group’s operations:
Borrowings (5,479) (3,682} (5211 (3,690)
Other financial liabilities (1,563) (54) (1,553) (54)
Other investments and long term loans 134 70 151 70
Current investments 768 185 879 218
Other financial assets 209 60 209 60
Short term deposits and cash 1,853 970 1,853 970
Derivative financial instruments held to manage
the interest rate and currency profile:
Interest rate swaps (8) (35) (64)
Cross currency swaps (84) ) 7 (106) 8
Forward foreign currency contracts (39 39)
Others 2 2 (3) 4
Derivative financial instruments held or issued
to hedge the currency exposure on expected
future sales:
Forward foreign currency contracts (14 (43)

Other financial assets comprise loans to associates and the joint venture, the business awaiting disposal and certain long term debtors,
Other financial liabilities comprise the convertible redeemable preference shares and certain long term creditors.

Under the Group’s accounting policy, foreign currency assets and liabilities that are hedged using forward foreign currency contracts or currency swaps
are translated at the forward rate inherent in the contracts. Consequently, the book value of the relevant asset or liability effectively includes the fair value
of the hedging instrument. For the purpose of the above table, the book value of the relevant asset or liability is shown gross of the effect of the hedging

instrument.

Summary of methods and assumptions

Interest rate swaps, caps, collars, currency Fair value is based on market price of comparable instruments at the balance sheet date.

swaps and forward foreign currency

contracts

Fixed rate borrowings and loans and The fair value has been estimated using either market prices of comparable instruments at the
deposits balance sheet date or discounted cash flow analysis.

Other investments and current investments The fair value is based on quoted market prices, market prices of comparable instruments at the

balance sheet date or discounted cash flow analysis.

Business awaiting disposal The expected proceeds.
Convertible redeemable preference shares The fair value has been estimated by discounted cash How analysis, assuming total redemption in
June 2004.
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18 Financial instruments continued
Hedges
As explained on pages 23 and 24 of the Annual Review and Summary Financial Statement, the Group’s policy is to hedge the following exposures:

Interest rate risk Using interest and cross currency swaps and interest rate agreements such as caps and collars.

Currency risk Using cross currency swaps and forward foreign currency contracts to manage the currency risk
on borrowings in order to hedge net investments overseas. Forward foreign currency contracts are
also used for currency exposures on unsettled trading transactions and future sales.

The table below shows the extent to which the Group has off-balance sheet {unrecognised) and on-balance sheet (deferred) gains and losses in respect of
financial instruments used as hedges at the beginning and end of the year. It also shows the amount of such gains and losses which have been incuded in
the profit and loss account for the year and those gains and losses which are expected to be reflected in next year's or later profit and loss accounts.

Total net
: Gains Losses gains/(losses})
Unrecognised gains and losses £ £m £m
Balances 1 January 1999 18 (122) (104)
Differences on exchange (3 (3
Brought forward balance recognised in current year 4 73 69
8rought forward balance not recagnised in current year 14 (52) (38)
Current year items not recognised in current year 24 (154) (130)
Balances 31 Decemnber 1999 38 (206) (168)
Expected to be dealt with next year based
on 31 December 1999 exchange and interest rates 7 (55) (48)

The above balances reflect the value at 31 December of the derivatives which are being used to manage the financial risks arising from the underlying
operations. Such valuations of derivatives will tend to be volatile and, by way of example, the swap contracts cancelled during the year which resulted in
a gain of £18 million were showing unrecognised losses of £29 million at 1 January 1999,

Deferred gains and losses

Balances 1 January 1999 7 7
Brought forward balance recognised in current year m m
Brought forward balance not recognised in current year 6 6
Current year items not recognised in current year 1 (12) an
Balances 31 December 1999 7 (12 (3
To be recegnised in the profit and loss account for next year 1 &)

Other financial assets and financial liabilities

Certain short term assets and liabilities, as well as finance lease liabilities are excluded from interest rate and fair value analysis. The fair value of such items
is considered to approximate to their book values. There are rio interest rates applicable to such items, with the exception of finance leases which are not
considered to be material in the context of the Group’s borrowings.
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19 Creditors

Payable within Payable beyond
Total one year one year
1999 1998 1999 198 1999 199
£m £m £m £m Em Em
Trade creditors 456 368 456 368
Duty, excise and other taxes 1,030 573 1,026 567 4 6
Accrued charges and deferred income 910 582 750 479 120 103
Dividends payable 434 377 434 377
Taxation on profits - UK 12 67 12 67
—~ Qverseas 236 131 229 131 7
Other taxation and social security 47 39 47 59
Sundry creditors 906 437 873 387 33 50
' 4,031 2,594 3,867 2,435 164 159

Sundry creditors include £483 million 1998 £250 million for tobacco settlements (page 24 note 1).

20 Deferred taxation

Provided Unprovided

T e Taees asee 0 1998

£m fm fm £m

Stock relief in respect of overseas stocks 22 16 184 170
Excess of capital allowances over depreciation 44 19 150 138
Losses available for set off against future taxable profit (34) (48) (10 a2
Capital gains 61 60 4 11
Other tirning differences (23) (225) ] (220) {4)
70 (178) 108 303

The deferred tax provision above is net of a deferred tax asset shown on page 30 note 13. Other timing differences include short term timing differences
as well as an asset of £36 million 1998 asset of £91 million in respect of pensions and cther post retirement benefits.
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(a) The acquisition
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On 7 June 1999 British American Tobacco p.l.c. issued 604,336,627 ordinary shares and 241,734,651 convertible redeemable preference shares for the
acquisition of the Rothmans International B.V. group. This combination has been reflected in these accounts using the acquisition method of accounting.
It was announced before the completion of the initial acquisition, that the Canadian interests of Rothmans would be disposed of in due course. In
accordance with this decision, the results and assets of that business are not consolidated in these accounts. The dividend payments are included in the
Group's investment income and the investment is shown as a current asset.

The provisional goodwiil arising on this acquisition and the subsequent local restructurings of the enlarged Group’s publicly listed subsidiary undertakings
in Singapore, Australia and South Africa comprises:

1999
fm
Goodwill arising on the initial acquisition 5171
Goodwill arising on subsequent local restructurings 403
5,574
The goodwill arises as follows:
Accounting Provisional
Book value Reclassification Revaluations policy alignment fair value
£m £m £m £m fm
Tangible fixed assets 494 (13) 47 528
Investments in associates 78 (65) 13
Other investments and long term loans 50 15 65
Stocks 874 (83) (6} 785
Debtors 710 (22) 168 (16) 840
Current investments 59 112 1 172
Short term deposits and cash 32 27 348
Business awaiting disposal 44 79 123
Provisions for liabilities and charges (417) 1 {124) () (543)
Borrowings (1,7102) 26 (20) (1,096)
Creditors (1,029) 3 22) (1,048)
Minority interests (223) (27) 2 8 (240)
Net {liabilities) acquired (185) 3 140 (1 {53)
Subsequent local restructurings below 40
Goodwill 5,574
Consideration 5,561
Consideration satisfied by:
Shares issued (net of issue costs of £0.3 million) 5,089
Cash (£471 million net of £37 million received — befow) 434
Acquisition costs 38
5,561

The main provisional element of the fair value attributable to the Rothmans businesses relates to the provisions which were held by the former Rothmans
businesses in Australia against potential franchise fee claims brought by retailers. If the retailers are unsuccessful in their appeals against prior legal
decisions in favour of the company, the write-back of the Rothrnans provisions included above will be credited against goodwill,

The book value of the net liabilities acquired has been revalued to fair value as at the acquisition date, the major effects being the recognition of pension
scheme surpluses, additional provisions in respect of deferred taxation after considering the enlarged Group as a whole, and deferred taxation arising on
the fair value adjustments made. The accounting policy alignment reflects the restatement of deferred taxation batances to comply with the Group's
accounting policy. The reclassification is of certain investments held by the Rothmans group which are now either subsidiary or associated undertakings in
the enlarged Group, as well as the deconsolidation of the Canadian business.
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21 The Rothmans group continued
The subsequent local restructurings largely relate to various pubiicly-listed companies within the enlarged Group resulting in the goodwill of £403 million

noted above. The main components being:

{a) In Australia the purchase of the interests of the minority shareholders (32.7 per cent) in W.D. & H.Q, Wills Holdings Limited, and the merger with
Rothmans Holdings Limited.

{b) In Singapore the purchase of the interests of the minority shareholders in British-American Tobacco Co. (Singapore) Limited (20 per cent), and
Rothmans Industries Limited (50 per cent).

(c} In South Africa the purchase of the interests of the minority shareholders {36.38 per cent) in British American Tobacco Holdings (South Africa) Limited.

The cash element of the consideration above relates to restructuring and largely comprises cash paid to acquire minority shareholdings net of cash
received following the divestment of certain of the Rothmans’ Australasian brands.

(b) Results

The integration of the acquired businesses is well advanced, with many being managed on a unified basis from an early stage. For this reason it is only
possibie to estimate the post-acquisition results of the Rothmans businesses. The turnover excluding duty, excise and other taxes attributable ro the Rothrmans
businesses during the period since acquisition on 7 june 1999 to 31 December 1999 is estimated at £1,626 milfion and the corresponding operating profit is
estimated at £427 million. However, given the integration, it is not practical to estimate the cash fiow impact of the acquired businesses since acquisition.

The estimated regional analysis of the contribution of the Rothmans businesses to turnover exciuding duty, excise and other taxes is: America-Pacific
£78 million, Asia-Pacific £426 million, Latin America £29 million, Europe £740 million and Amesca £353 million.

The estimated regional analysis of the contribution to operating profit is: America-Pacific £14 million, Asta-Pacific £115 million, Latin America £18 million,
Furope £145 million and Amesca £135 million.

In the periods prior to the acquisition, the consolidated results of Rothmans International B.V. prepared on the basis of their accounting policies were as follows:

1 April 1999 to 1 April 1998 to
6 June 1999 31 March 1999
£m £m
Turnover excluding duty, excise and other taxes 427 3,022
Operating profit 72 720
Profit before taxation 67 673
Taxation and minority interest (45) (331)
Profit attributable to shareholders 22 342
Exchange adjusiments and other movernents 20 51
Total recognised gains for the period 42 291
22 Group employees
The average number of persons employed by the Group during the year was 107,620 1998 101,081.
1999 1998
America-Pacific 7,440 7,433
Asia-Pacific 10,502 6,542
Latin America 16,442 18,005
Europe 16,884 10,690
Amesca 16,024 15,214
Subsidiary undertakings 67,292 57,884
Associates 40,328 43,197
) 107,620 101,081

Details of Directors’ remuneration and share options are given in the Remuneration Report on pages 6 to 11.
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23 Contingent liabilitles and financial commitments
There are contingent liabilities in respect of litigation, overseas taxes and guarantees in various countries.

Group companies, notably Brown & Williamson Tobacco Corporation ('B&W’) as well as other leading cigarette manufacturers, are defendants, principally
in the United States, in a number of product liability cases, including a substantial number of new cases filed in 1999, although a number of cases were
discontinued by ciaimants {without payment by any defendants) in the year. Significant compensatory and punitive damages are being sought by a
number of plaintiffs.

US Litigation
' The total number of US preduct liability cases pending at year end involving Group companies was 537 (31 December 1998 678 cases). Group
companies were named as co-defendants in 161 of those cases (1998 238 cases). Only perhaps a couple of dozen cases or fewer will actually come to
trial in 2000. Since many of these pending cases seek unspecified damages, it is not possible to determine the total amount of claims pending, but the
aggregate amounts involved in such litigation are significant. The cases fall into four broad categories:

(1) Medical reimbursement cases. These civil actions seek to recover amounts spent by government entities and other third party providers on health
care and welfare costs claimed to result from illnesses associated with smoking.

1The United States Department of Justice has filed suit against the leading US cigarette manufacturers, certain affiliated companies (including parent

3 companies), and athers seeking reimbursement for Medicare and other health expenses incurred by the US federal government as well as various
equitable remedies, including paying over of proceeds from alleged unlawful acts. The court has indicated that, if the case is not dismissed, it is not likely
to be tried for several years. At 31 December 1999, similar reimbursement suits were pending against B&W amongst others by eight Indian tribes and by
seven county or other political subdivisions of certain states. The settlement of the states’ suits includes a credit for any amounts paid in suits brought by
the states’ political subdivisions; nevertheless, B&W intends to defend these cases vigorously.

t 31 Decemnber 1999, B&W was narmned as defendant in seven US cases brought by non-US government entities seeking reimbursement of medical costs
hich they incurred for treatment for persons in their own countries who are alieged to have smoked imported cigarettes including those manufactured
y B&W. The five foreign government cases pending in US federal court have been consolidated before a single judge in the District of Columbia. On

30 Becember 1999, that judge dismissed the first of these cases (Guaternala) to be argued before him. One foreign government case {Marshall 1slands) is
et for trial in 2000.

ased on somewhat different theories of claim are some 48 non-governmental medical reimbursement cases and health insurers claims, the majority of
hich were filed by labour union health and welfare funds on behalf of their members. To date, five federal appellate courts have issued decisions
ismissing this type of case entirely and some but not all state courts to date have issued similar decisions. Only one union health fund case (Ohio Iron
'orkers) has been tried, resulting in a verdict for defendants in March 1999. Seven third party reimbursement cases are currently scheduled for triat in
004Q.

2) Class actions. As at 31 December 1999, B&W was named as a defendant in some 38 (31 December 1998 55) separate actions attempting to assert
laims on behalf of classes of persons allegedly injured by smoking. While nine courts refused to do so, eight courts have certified classes of tobacco
laimants in cases involving B&W but four of these classes have subsequently been decertified. Even if the classes remain certified and the possibility of
lass-based liability is eventually established, it is likely that individual trials will still be necessary to resolve any actual claims. If this happens, many of the
efences that have contributed to more than 600 individual cases being successfully disposed of over the years by the US industry without, to date,
onetary loss, will be available.

ne class action in Florida (Engle) is currently being tried. In the first phase of the trifurcated trial, the jury returned a verdict that included general

dings that smoking causes several specified diseases and other findings including that the defendants conduct rose to a level that would permit a
tential award of punitive damages. The second phase of the trial includes two parts; the first is the trial of three named class representatives’ claims. If
e jury returns a verdict in favour of any of these individuals, the jury is expected to be instructed to determine a single sum by way of punitive damages
be eventually split between all successful claimants in the class. Both parts of phase two are expected to be completed by Spring of 2000. This will be
e first opportunity where B&W will actually have the right to appeal in this case. The claims of all the remaining individuals in the class for

mpensatory and tor entitiernent to participate in any punitive damages award sum, are to be determined on a case-by-case basis in the third phase of
e trial — a process that is expected to take many years.

hough jury verdicts are inherently unpredictable and although it is considered that manifest appealable errors already exist concerning the conduct of
s tria), in dight of all the events of this trial to date, adverse jury verdicts on both compensatory and punitive damages may be likely in phase two of this
e. The amount of any such award is unpredictable. B&W believes that Forida law would not authorise the court to render a punitive damage award
forceable before the completion of phase three. Under Florida 'aw and federal constitutional law, B&W should be permitted to appeal such an award if
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23 Contingent llabliities and financlal commitments continued
made and avoid enforcement on such a judgement without posting a bond (or by posting a bond in an amount less than the entire award). If the trial
court judge makes contrary rulings, these will be vigorously challenged.

(3) Individual cases. Approximately 421 cases were pending against B&W at 31 December 1999 (31 December 1998 497) filed by or on behalf of
individuals in which it is contended that diseases or deaths have been caused by cigarette smoking or by exposure to environmental tobacco smoke
(ETS). in 1999, in four individual smoker cases, juries found for the industry, in one case the jury found that the smoker’s fault outweighed defendants’
fault resulting in no award of damages and there was a verdict for the industry in an ETS case, In two cases not involving B&W, juries awarded judgement
against Philip Morris, Inc., of $51,500,000 (Henley, February 1999) and $80,300,000 (Williams, March 1999). The trial courts later reduced these verdicts
to $26,500,000 and $32,800,000 respectively. Philip Morris, In<. is appealing these decisions.

(4) Other claims. Eight cases are pending on behalf of asbestos companies. Those companies seek reimbursement from the US industry for costs and
judgements paid in litigation brought by third parties against them. These companies claim that but for the smoking of the successful third parties the
damages awarded against them would have been lower. In addition, conduct-based claims, including antitrust and RICO claims, have been filed and also
threatened in the US but none of these recent cases is considered to be meritorious or material.

B.A.T Industries has been named as a co-defendant in the US in most of the medical reimbursement cases, in a quarter or fewer of the class actions and
even fewer of the individual cases. They are contesting the jurisdiction of the US courts since they are ‘holding’ companies not transacting business in the
United States. In the 45 cases that have decided this issue to date, 27 courts have dismissed them prior to trial. In the balance of 18 cases, there has been
no adverse ruling on the issue of jurisdiction affirmed through appeal: merely, the courts involved have said that the issue is, in their court system, not
sufficiently beyond doubt to prevent the question even coming into a trial. Some 125 plaintiffs have voluntarily agreed to drop the Company (or B.A.T
Industries} and substitute the Company’s indirectly held subsidiary British American Tobacco (Investments) Limited (formerly called British-American
Tobacco Company Ltd.), as a co-defendant.

Legal Matters Outside the United States
At year end, there were no active claims against Group companies {including those of the former Rothmans Group) in respect of health-related claims
outside Argentina, Australia, Brazil, Canada, Chile, Eire, Finland, France, Germany, Israel, the Netherlands, Pakistan, the Philippines and Sri Lanka.

Conclusion

While it is impossible to be certain of the outcome of any particular case or of the amount of any possible adverse verdict, the Company believes that the
defences of the Group companies to all these various claims are meritorious both on the law and the facts, and a vigorous defence is being made
everywhere. If an adverse judgement were entered against any of the Group companies in any case, an appeal would be made. Such appeals could
require the posting of appeal bonds or substitute security by the appellants for the amounts of such adverse judgements: at least in the aggregate and
despite the quality of defences available to the Group, it is not impossible that the results of operations or cash flows of the Group in particular quarterly
or annual periods could be materially affected by this and by the final outcome of any particular litigation.

Having regard to all these matters, the Directors (i) do not consider it appropriate to make any provision in respect of any pending litigation and (ii) do
not believe that the ultimate outcome of all this litigation will significantly impair the financial condition of the Group.
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23 Contingent liabilities and financial commitments continued
Guarantees
Performance guarantees given to third parties in respect of Group companies were £76 million 1998 £49 million. 1999 1998
Operating leases £m £m
Annual commitments under operating leases comprise leases which expir-é: - . .
Land and buildings
Within 1 year 10 13
Between 2 and 5 years 20 23
Beyond 5 years 12 9
a2 45
Others
Within 1 year 1 6
Between 2 and 5 years 24 19
Beyond $ years 12
47 25

24 Post employment schemes

The Group’s subsidiary undertakings operate over 100 active retirement benefit arrangements worldwide. The majority of employees belong to defined
benefit schemes, most of which are funded externally. In some countries, however, separate provisions are made, covered by assets retained within the
companies concerned. The remaining employees belong to defined contribution schemes providing benefits based upon contributions paid plus interest.

Pension commitments are financed according to accepted current practices in each country.

Defined benefit scheme costs are determined following valuations by qualified independent actuaries, who generally use either the attained age or
projected unit credit method. All the schemes are formally valued at least every three years.

In total, taking the major retirement schernes summarised in detail below with all other schemes, the actuarial value of assets in externally funded defined
benefit schemes was £3.1 billion at the respective dates of the last actuarial valuations. This exceeded the total value of projected accrued benefits at the
same dates. Any deficit or surplus in these schemes are being eliminated by increased or reduced company centributions, enhancement of scheme benefits
or a combination of both. Certain schemes show deficits on a current funding ievel basis but these are not material in the context of the whole Group.

The total market value of scheme assets, including the most significant schemes summarised below, at the dates of the most recent actuarial valuations
was £3.3 billion which was not less than the value of the accrued obligations.

Of the approximately 90 defined benefit schemes those in the UK and US represent some 69 per cent of the total obligations. The main actuarial
assumptions used for accounting purposes, asset values, funding level and pension costs for the peried for the main schemes in the UK and US are

summarised in the following tables:

Country

Actuarial method

Main actuarial assumptions:
Investment return
Salary increases
Pension increases

Asset value on market (US)/

market related (UK) basis

Funding tevel

Amortisation method
Period over which surplus amortised
Date of last valuation

BAT Pension
Scheme
UK

Rothmans
International Brown & Williamson
Pension Scheme Scheme

UK uUs

Projected unit credit

8.0%
5.5%
3.5%

£450 million
101.6%

Percentage of salary
13 years
31 March 1999

Projected unit credit Projected unit credit

8.0% 7.0%
5.5% 5.5%
3.5% 0.0%
£600 million US$1,805 million

137.9% 122.0%

Percentage of salary Straight line
10 years 13 years
31 March 1999 31 October 1999
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24 Post employment schemes continued

The next most significant pension arrangements, representing a further 14 per cent of the total obligations, are the unfunded schemes in Germany
covering employees of BAT Germany and Rothmans International Germany. A total provision of £418 million was held in the balance sheet at the end of
the period (£265 million at the end of 1998 for BAT Germany) in respect of these schemes. The annual cost was £33 million for the period. The liabilities
and annual costs for the schemes have been determined using a 6 per cent investment return with allowances for salary and pension increases, being in
line with or more conservative than normal local practice.

For the remaining schemes, typical assumptions used for accounting purposes are that real investment returns will be 3 per cent to 5 per cent per
annum, and that real salary increases will be 1 per cent to 3.5 per cent per annum. Pension increases are generally assumed to be in line with inflation.

Following completion of the acquisition of the Rothmans International Group its pension schemes have been brought into the balance sheet on a fair
value basis, which has been reflected in the figures summarised above (see page 39 note 21).

Other post employment schemes

The Group also operates two major plans in the United States, as well as two plans in South Africa which provide employees with certain post-retirement
benefits other than pensions. The liabilities in respect of these benefits are assessed by qualified independent actuaries, applying the projected unit credit
method. The current year and prior year provisions are shown on page 32 note 16.

The assumptions which have the most significant effects on the valuations of the schemes are those relating to the discount rate for obligations, assumed
to be 7 per cent in the United States and 14 per cent in South Africa, and healthcare cost inflation, which is assumed to range from 5.5 per cent to
B per cent reducing by 0.5 per cent per annum to 5.5 per cent for all beneficiaries in the United States, and assumed to be 10 per cent in South Africa.

1999 1998

£m £m

Total post-empiéyment (non-pension) benefit costs 13 7 17
Total pension costs 923 78
Totat pension and post employment benefit costs 106 95
Regular annual cost of pension schemes ’ 123 108

Of the 1999 total pension and post employment benefit cost £13 million relates to the Rothmans pension schemes. The total regular annual cost for
1999 includes £21 million for the Rothmans pension schemes.

25 Related party disclosures
The Group has a number of transactions and relationships with related parties, as defined in FRS8 on Related Party Disclosures, all of which are
undertaken in the normal course of trading. Details of these are set out below.

Transactions and balances with associates relate mainly to sale and purchase of cigarettes and tobacco leaf.

1999 1998

£m £m

Transactions — Revenue 9 12
- Purchases and sponsorship fees (73) (88)

~ Other net income 8 8

Amounts receivable at 31 December 4 6
Amounts payable at 31 Decernber 3) (1}

in addition, the Group made a further investment of US$45 million in the form of Convertible Loan Stock in British American Racing, in which the Group
has a 50% interest.

The Directors of British American Tobacco p.l.c. had no material transactions with the Group. The term Director in this context includes members of their
households.

Other than the transactions undertaken in connection with the acquisition of Rothmans, and subsequently in their capacity as shareholders, there have
been no material transactions with Compagnie Financiére Richemont AG and the Rembrandt Group Limited, who together indirectly own 35 per cent of
the fully diluted ordinary share capital of British American Tobacco p.l.c. Between 1 January 1999 and the date of the acquisition, there were no material
transactions between the British American Tebacco Group and the Rothmans {nternational BV, Group.
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26 Post balance sheet events
(a) Acquisition of Imasco

On 3 August 1999, the Company announced that it had entered an agreement with Imasco Limited (‘Imasco’) to acquire for cash all Imasco shares not
already owned by the Group, representing approximately 58 per cent of the Imasco shares in issue through a wholly owned subsidiary British American
Tobacco (Canada) Limited ('British American Tobacco Canada‘).

The agreement with Imasco of 2 August provided for a minimurm cash consideration of C$40 per Imasco share which could be increased depending on
the outcomes of sales processes for Imasco’s retafling business, Shoppers Drug Mart ("Shoppers’) and its Genstar land development company (‘Genstar”).
On 18 November the Company announced that it had agreed with Imasco a final price of C$41.60 per Imasco share and that it had accepted an offer
from an investor group led by Kohlberg Kravis Roberts & Co ('KKR’) to purchase Shoppers for C$2.55 billion in cash conditional upon completion of the
acquisition of imasco.

Concurrently with the 2 August agreement with Imasco, the Company entered into an agreement with Toronto Dominion Bank (‘TD Bank’) whereby
TD Bank agreed to make an offer (‘the Offer') of C367 per share for all of the issued common shares of CT Financial Services Inc ('CT") owned by the
Imasco Group and the Company agreed to cause British American Tobacco Canada to deposit all of the commeon shares in the capital of CT owned by
the Imasco Group to the Offer.

The acquisition of Imasco was completed on 1 February 2000, at which time Imasco was amalgamated with British American Tobacco (Canada) Limited
to form Imperial Tobacco Canada Limited. The offer by TD Bank for CT was completed immediately foliowing the Group's acquisition of the Imasco
shares and the proceeds to the Group of C$7.85 billion were used in part to satisfy the consideration of C$10.4 billion payable for the Imasco shares. The
sale of Shoppers to KKR was completed on 4 february 2000.

The sale process for Genstar is continuing. The Company will retain the full net proceeds from a future sale of Genstar. Once Genstar is sold, the British
American Tobacce Group's only business in Canada will be the tobacco business operated by imperial Tobacco, the leading Canadian tobacco company
with a share of approximately 69 per cent of the Canadian cigarette market.

(b) Notice of intention to redeem the convertible redeemable preference shares
See page 74 note 44,
(¢) Acquisition of 5.C.A. Tobacco Corporation

On 1 February 2000 the Group announced the signing of a Memorandum of Understanding with the Sumitomo Corporation, Under this the Group
would acquire Sumitomo Corporation’s japanese tobacce importing and sales subsidiary $.C.A. Tobacco Corporation.

(d) Disposal of Rothmans Inc.

On 6 February 2000 the Group announced the agreement to dispose of its 71.2 per cent interest in Rothmans Inc., representing the Canadian interests of
Rothmans. The proceeds amounted to C$314.3 million and the sale was completed on 3 February 2000. The disposal proceeds have been included
within the calculation of the goodwill arising on the acquisition of Rothmans given that the intention to dispose had been announced at the time of the
acquisition (see page 39 note 21).
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27 Net operating cash flow from subsidiary undertakings

Operating profit

Depreciation

Goodwill amortisation
Decrease/(Increase) in stocks
Decrease/(Increase) in debtors
Increase in creditors

Increase in provisions

Other

Net operating cash flow from subsidiary undertakings

1999 1998
fm £m
1,099 676
350 297
162
31 (36)
82 131
180 291
a3 i0
8 (amn
1,995 1,096

Operating profit includes charges for US settlement costs and integration costs, as well as a credit for sales tax recovery, referred to in note 1 on page 24,

These are also reflected in the movements in debtors, creditors and provisions above. The cash outflow in respect of US sett!ement costs was

£543 million (including £373 million ongoing costs) 1998 £643 million (including £97 million ongoing costs). The cash outflow in respect of integration

costs was approximately £105 million in 1999. The cash inflow for the sales tax recovery in 1998 was £35 million.

28 Analysis of items netted in the cash flow statement

1999 1998
£m £m
Investment income 193 150
Interest paid (256) (319)
Non-equity dividends paid (10)
Interest element of finance lease rental payments 4) (4)
Demerger and restructuring costs (31)
Dividends paid to minorities (129 (78)
Returns on investments and servicing of finance (206) (282)
Capital expenditure (340) (363)
Sale of fixed assets 87 35
Other investments — purchases (30) (30
- sales 2 7
Capital expenditure and finandial investment (281) (351)
Subsidiary and associated undertakings - purchases (278) (152)
~ sales 2 136
Sale of brands 88
Loan to joint venture (28)
Acquisitions less disposals note (6} (216) (16)
Short term deposits (841) 467
Current investments (499) (8)
Management of liquid resources note (c) {1,340) 459
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28 Analysis of items netted in the cash flow statement continued
1999 1998
£m fm
Unsecured loan stock i (397)
Commercial paper (864) 424
Medium term notes 140 (709
Bonds 2,780 (814)
Acceptance credits (35) (40}
Syndicated bank loans (782) 660
Bank and other loans (360) 52
Capitat elernent of finance lease rental payments (26) 21
F.i-nam_:ing - inc;easef(decr;:ase) i_n debt _ ) - . . o - -8;53 (é45)

In 1999 medium term notes comprise issues of £242 million and repayments of £102 million and Bank and other loans includes repayment of
£400 million of debt acquired with Rothmans. in 1998 medium term notes and bonds include issues of £101 million and £343 million respectively
{page 33 note 17).

(a) Acquisitions less disposals

The net cash outflow in respect of the purchase of subsidiary and associated undertakings principally reflects the effect of the local restructurings resulting
from the acquisition of the Rothmans group, as described on page 3% note 21. The outflow of £50% militon {including the £38 million acquisition costs) is
reduced by £37 million disposal proceeds for certain Rothmans’ Australasian brands. It is further reduced by the cash within the Rothmans group on
acquisition of £200 million.

The cash outflow in 1998 mainly comprises £116 miliion in relation to the settlement of a prior year creditor in respect of the acquisition of Cigarrera La
Moderna and £24 million in respect of the purchase of additional shares in the Group’s subsidiary undertaking in Pofand.

The cash inflow in 1998 mainly comprises £98 million in relation to the Group’s participation in the share buy back scheme of imasco in Canada and
£37 million in respect of the sale of Companhia de Papel Pirahy, in Brazil, in 1997.

{b) Dividends and cash flow related to demerged businesses
The dividends received from demerged businesses of £123 million in the Group profit and loss account comprises dividends received of £242 million less
amount reinvested in demerged businesses of £119 million,

Cash flow with demerged businesses of £668 million comprises cash inflows at the date of demerger of £820 million less movements on investrment loan
and current accounts of £152 million.

{c)} Net cash flow from liquid resources
Liquid resources include current investments, together with short term deposits and cash other than cash and deposits repayable on demand.

() Cash flow attributable to Rothmans
See page 39 note 21.

29 Analysis of net debt

1 Jan Cash Met debt Other Differences 31 Dec
1999 flow acquired Disposals changes on exchange 1999
£m £m Em £m £m £m fm
Cash and bank balances 466 450
Overdrafts (113) (110)
353 34 “4n 340
Term borrowings (3,562 L (89 {1,045) (8) 2 (5,492)
Finance lease obligations {55) . 26 (43) 2) (74
(B53)
Short term deposits 504 84 133 3 (78) 1,403
Current investments 185 ‘ 499 158 (23) 15 (66) 768
1,340
(2,575) 521 (754) (23) 33) (191) (3,055)
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Five Year Summary - excluding demerged businesses

For the years ended 31 December 1999 1998 1997 1996 1995
Em £m £m £m £m

Revenue
Continuing operations 21,671 17,376 17,834 18,762 17,690
Discontinued operaticns 25 135
21,671 17,376 17,834 18,787 7825

Profit

Operating profit (before goodwili amortisation and exceptionals) 2,022 1,550 1,591 1,714 1,646
Operating profit — continuing operations 1,479 1,011 1,303 1,714 1,646
Operating profit — discontinued operations 2 82
Operating profit 1,479 1,011 1,303 1,716 1,728
Profit on ordinary activities before interest 1,567 965 1,094 1,798 1,668
Profit before taxation 1,371 738 875 1,626 1,460
Profit after taxation 698 461 518 1,106 970
Profit for the year 556 346 112 988 860
pence pence pence pence pence
Earnings per share — basic unadjusted 25.25 2217 26.59 63.87 55.75
— diluted unadjusted 27.02 21.98 26.32 63.21 55.09
- diluted adjusted 52.33 46.12 49.07 58.36 53.67
At 31 December 1999 1998 1997 1996 1995

£m £m £fm £Em £m

Balance Sheet

Fixed assets 8,640 2,639 2,645 2,366 2,596
Current assets 7,594 4,813 5,905 5,726 5,464
Total assets 16,234 7,452 8,550 8,092 8,060
Shareholders’ funds (including non-equity interests) 4,821 64 97) 701 503
Interest of minerity shareholders 455 323 342 327 364
5,276 387 245 1,028 867

Borrowings 5,676 3,730 4,566 3,393 3,523
Provisions and other creditors 5,282 3,335 3,739 3,671 3,670
10,958 7,065 8,305 7,064 7,193

Total funds employed 16,234 7,452 8,550 8,092

The information included in the five year summary has been restated, where applicable, to reflect changes in accounting policy.
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Quarterly Analyses of Profit.- excluding demerged businesses

The figures shown below have been produced using average rates of exchange for the years ended 31 December 1999 and 1998 respectively, with the
previously reported figures for 1999 restated using average rates for the full year.

3 months to

30.6.99 30.9.99 31.12.99

£m £m fm £m

Subsidiary undertakings 244 322 _ 400 - 133
after charging: US tobacco settlements a3y (&) _ 5 )
integration costs . (81) (276)
goodwill amortisation on 71y

Share of associates 96 73 113 98

Operating profit 340 395 513 23

Sale of brands B8

Profit on ordinary activities before interest 340 395 601 231
Net interest — subsidiary undertakings 27 (37) (45) (61)
Share of associates’ net interest {5 (7} (4) (10}

Profit befere taxation 308 351 552 160

3 months to

31.3.98 30.6.98 30.9.98 31.12.98

£m £m £m £m
Subsidiary undertakings 303 261 - 375 (263)
after charging: US tobacco settlements (150) ‘ (463).
after crediting: sales tax recovery 74

Share of associates 75 84 B85 91
Operating profit 378 345 460 (172)
Demerger and debt restructuring costs (N (19 (17} (3)
Profit on ordinary activities before interest iz 326 443 (175)
Net interest — subsidiary undertakings {56} (49) (54) (45)
Share of associates’ net interest “ (6) (5) 8)
Profit before taxation EXa| 271 384 (228)
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Principal Subsidiary Undertakings

% equity shares held

Europe

Great Britain

B.A.T Industries p.l.c. 100
British-American Tobacco (Holdings) Ltd. 100
British American Tobacco (1998) Ltd. 100*
British American Tobacco (Investments) Ltd. 100
B.A.T (U.K. and Export) Ltd. 100
8.A.T. International Finance p.l.c. 100
BATMark Ltd. 100
British American Tobacco (Brands) Ltd. 100
Rothmans International Tobacco (UK) Ltd, 100
Rothmans Finance p.l.c. 100
BAT (Cl) Finance Ltd. 100
Weston Investment Co. Ltd. 100
Tobacco Insurance Co. Ltd. 100
Belgium

British American Tobacco Belgium SA 100
Tabacofina-Vander Elst NV 100
Bulgaria

British American Tobacco Bulgaria Eood 100
Cyprus

B.A.T (Cyprus) Ltd. 100
Finland

British American Tobacco Nordic Oy 100
Germany

BATIG Gesellschaft fur Beteiligungen m.b.H. 100
British-American Tobacco (Germany) G.m.b.H. 100
British American Tobacco Industrie GmbH 100
Rothmans Germany GmbH 100
Hungary

BAT Pecsi Dohanygyar Kft 100
British American Tobacco Magyarorszag

Dohany Kereskedelmi Kft 100
Netherlands

B.A.T Finance BY 100
British American Tobacco International (Holdings) BY 100
British American Tobacco The Netherlands BV 100
British American Tobacco Holfdings

(The Netherlands) BV 100
British American Tobacco Manufacturing BV 100
British American Tobacco Exports BV 100
Rothrmans Central & Eastern Europe BV 100
Raothmans Far East BY 100
Theodorus Niemeyer BY 100
Poland

British-American Tobacco Polska SA 96
Republic of Ireland

P | Carroll & Co. Ltd. 100
Hamburg Investment & Trading Co. 100
Ramania

British-American Tobacco (Remania) Trading SRL 100
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Russia
British American Tobacco — STF
0QJSC British American Tobacco - Yava

Spain
B.A.T Espana S.A.

Switzerland

BAT (Suisse) SA

F } Burrus SA

Rothmans of Pall Mall Lad.

Ukraine
A/T B.AT - Prilucky Tobacco Co.

Amerlca-Pacific

United States of America

BATUS Holdings Inc.

British American Tobacco (Brands) Inc.
B.A.T Capital Corporation

Brown & Williamson Tobacco Corporation

Asia-Paciflc

Australia
British American Tobacco Australasia Ltd.

Cambodia
British American Tobacco Cambodia Ltd.

China
B.A.T China Ltd.
(incorporated in the United Kingdomy)

British-American Tobacco Co. {Hong Kong) Ltd.

Indonesia
PT BAT Indonesia Thk.
PT Rothmans of Pall Mall Indonesia

Malaysia
British American Tobacco (Malaysia} Berhad

New Zealand
British American Tobacco (New Zealand) Ltd.

Papua New Guinea
British American Tobacco (PNG) Lid.

Singapore
British-American Tobacco Co. (Singapore} Ltd.
Rothmans Industries Ltd.

Vietnam
B.A.T Vietnam Ltd.
(incorporated in the United Kingdom)

Latin America

Argentina
Nobleza-Piccardo SAICYF

% equity shares held

99
88t

100

100
100
100

65

100
160
100
100

59

51

100
100

70
100

50

100

100

100
100

100

70
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% equity shares held % equity shares held
Barbados Cameroon
British-American Tobacco Co. (Barbados) Ltd. 100 British American Tobacco Cameroun SA 99
Brazil Congo
Souza Cruz SA 75 British American Tobacco Congo SARL 100
C ing SA 100

Souza Cruz Trading 0 (75) Ghana
Chile British American Tobacco Ghana Ltd. 55
Compania Chilena de Tabacos SA 70

Kenya
Costa Rica British American Tobacco Kenya Ltd. 60
Republic Tobacco Co. 80 .

La Reunion
€l Salvador B.AT La Reunion SARL 100
Cigarreria Morazan SA de CV 75 .,

Malawi
Guatemala B.A.T (Malawi) Ltd. 75
Tabacalera Nacicnal SA 94 "

Mauritius
Guyana British-American Tobacco (Mauritius) p.l.c.
Demerara Tobacco Co. Ltd. 70 (incorporated in the United Kingdom) 100
Honduras Nigeria
Tabacalera Hondurena SA 80 Nigerian Tobacco Co. pi.c. 59
Jamaica Pakistan
Carreras Group Ltd. O 50 Pakistan Tobacco Co. Ltd. 65
Mexico Sierra Leone
Cigarrera La Moderna SA de CV 100 Aureol Tobacco Co. Ltd. 86
Nicaragua South Africa
Tabacalera Nicaraguense SA 60 British American Tobacco Holdings South Africa (Pty) Ltd. 100
Panama Sri Lanka
Tabacalera Istmena SA 100 Ceylon Tobacco Co. Ltd. 84
Surinam Uganda
Tobacco Company of Suriname NV 100 British American Tobacco Uganda Ltd. 90
Trinidad & Tobago Uzbekistan
The West Indian Tobacco Co. Ltd. 50 UZBAT AO 95
Venezuela Zimbabwe
CA Cigarrera Bigott Sucs 100 British American Tobacco Zimbabwe Ltd. 85

Export Leaf Tobacco Co. of Africa (Pvt) Ltd. 100

Rothmans of Pall Mall {Zimbabwe) Ltd. 50
Amesca Tobacco Pracessors Zimbabwe {Pvt) Ltd. 70
Bangladesh
British American Tobacco Bangladesh Co. Ltd. 65

Subsidiary undertakings held directly by British American Tobacco p.l.c. are indicated as thus *, all other subsidiary undertakings are held by sub-holding companies and British
American Tobacco p.l.c.’s interest is shown in brackets where this differs from that of the sub-holding company. The country of incorporation is stated and, unless otherwise
stated, is also the country of aperation. Subsidiary undertakings are involved in activities related to the manufacture, distribution and sale of tobacco products.

All companies’ shares are ordinary shares or common stock except for those indicated as thus T, which include preference shares.

Subsidiary undertakings indicated as thus O, have a financial vear different from 31 December, typically being 31 March. These companies are former Rothmans international
B.V. companies, and are in the process of changing to 31 December.

In addition, and as described in note 21 on page 39, the Canadian businesses of Rothmans have not been consolidated.

A complete list of investments in subsidiary and associate undertakings will be attached to the British American Tobacco p.l.c. Annual Return made to the Registrar of
Companies.
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Associates and Joint Venture

Principal Investments

Associates Total
Latest issued %
published capital shares
information £m held
Canada
imasco Ltd.* O Ordinary 31.12.99 352 42
tobacco
retailing
financial services
Europe
Denmark
Skandinavisk Tobakskompagni AS Class t Ordinary 30.6.99 1
tobacco Class Il Ordinary 30 26
Amesca
India
{TC Ltd. O Ordinary 31.12.99 35 32
tobacco
paper and packaging
hotels
VST Industries Ltd. O Ordinary 31.12.99 2 32
tobacco
Joint Venture Total
Latest issued %
published capital shares
information £m held
Great Britain
British American Racing (Holdings) Ltd. Class A shares 30.11.99 n 100
Formula One Grand Prix racing car team Class B shares 3
Class C shares 8

C Listed overseas

* Subseguent to 31 December 1999 restructured to become a subsidiary of the Group as of 1 February 2000. See note 26 on page 45 for further

details.
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Associates and Joint Venture
results for the year ended 31 December
Group’s Group's
Total share Total share
1999 1999 1998 1998
£m £m £m £m
Turnover
Commercial activities 6,073 2,112 5,622 2,099
Financial services life and investment business be.'ow 1,793 761 1,645 693
Turnover including duty excise and other taxes 7,866 2 873 7,267 2,792
Duty, excise and other taxes (2 358) (763) {1,898) (664)
Turnover excludlng duty, excise and other taxes S 508 2,110 5,369 2128
Profit
Commercial activities 756 277 675 254
Financial services life and mvestment business befow 243 103 192 g1
Operating profit page 18 999 380 867 335
tnterest paid less received (62) (26) (60) (23)
Proflt before taxation - 937 354 807 312
Taxation (361) (140) (299} (117}
Profit after taxation 576 214 508 195
Attributable to minority sharehoiders 8 {8)
Attributable to British American Tobacco's shareholders 206 187
Dividends — listed investments (68) (59)
— unlisted investments {22} (27)
Retentlons 116 101

The operating profit above includes losses of £20 million 1998 £9 million in respect of the joint venture.
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Associates and Joint Venture

results for the year ended 31 December

The amounts shown above for the Group's share include the following amounts relating to Imasco:

Turnover
Operating profit
Profit before taxation
Taxation

Profit after taxation

The segmental analysis of the operating profit of Imasceo is as follows:
Tobacco

Financial services below
Other below

Total

1999 1998
fm £m
1,857 1,910
304 253
287 235
(108) (88)
179 147
149 135
103 81
52 37
304 253

Following the completion of the restructuring of Imasco, from 1 February 2000 Imasco will no longer be included in the results of the Group’s associated
companies. As explained in note 26{a) on page 45, the tobacco operations will become a wholly owned subsidiary of the Group while the non-tobacco
interests will be sold. The discontinued non-tobacco operations contributed £1,286 million of turnover and £155 million of operating profit to Group

results in 1999,

Statement of total recognised gains and losses 1999 1998
£m fm
Attributable profit 206 187
Differences on exchange 30 (34)
Total recognised gains related to the year 236 153
Share of net assets 1999 1998
£m fm
The Group's share of net assets, mainly represented by fmasco, comprises:
Fixed assets 689 374
Current assets 9,415 8,346
Liabilities due within one year (5,483) (5,486)
Liabilities due beyond cne year 4.017) (2,766)
604 468
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Accounting Policies
Group Accounts - including demerged businesses

1 Basis of accounting ]

On 7 September 1998 B.AT Industries completed the demerger of its
financial services businesses and their merger with Zurich Insurance
Company. The remaining businesses were retained within British American
Tobacco p.l.c.

The accounts which follow are presented on the basis necessary to comply
with company law and accounting standards and comprise the results of
the Group, including as part of the 1998 comparatives the trading resuits
of the demerged businesses up to 30 june 1998 and transactions between
the retained and demerged businesses after that date. The accounting
policies applicable to this financial information comprise those set out
below, together with accounting policies 2 to 13 on pages 16 and 17.
Simitarly the financial information comprises pages 55 to 71, together with
the relevant notes on pages 23 to 47 and 50 to 54.

As explained in the Directors’ Report the financial information on pages 16
to 47 and 50 to 54 comprise additional information to show the results of
the Group as if the demerger had taken effect prior to 1 January 1998,

2 The Group accounts have been prepared in accordance with the
Companies Act 1985 (Schedule 4) and applicable accounting standards.
They combine the accounts of Group undertakings at 31 December and,
as permitted by that Act, the accounts formats have been adapted, as
necessary, to give a true and fair view of the state of affairs and profit of
the Group. The accounts are on an historical cost basis as modified to
include certain insurance assets at market value.

Prior to the demerger, the Group had two main businesses and the
accounts formats had been developed to reflect most appropriately the
operations of the Group. Given the differences between the two main
businesses and the constraints of the regulatory environment within which
insurance companies operate, separate cash flow statements were
prepared for the two businesses, instead of the consolidated cash flows
envisaged by FRS1, as the regulatory environment in insurance limits the
availability of cash flows between businesses. Where appropriate,
information relating to the financial services activities had been prepared
in a manner consistent with the provisions of the Companies Act
applicable to insurance companies and the guidance on accounting for
insurance business issued by the Association of British Insurers prior to the
date of the demerger which is the basis consistent with that adopted by
B.AT Industries in previous years.

The Directors are of the opinion that this approach, where it differs from
the Companies Act 1985 and applicable accounting standards was

BRITISH AMERICAN
TOBACCO

necessary to present a true and fair view of the Group. Consequently this
approach has been continued for this set of accounts, which include
results for the demerged financial services businesses.

Depreciation is not provided in respect of freehold and leasehold
investment properties for the demerged businesses although the
requirement of the Companies Act 1985 is to depreciate all properties,
That requirement conflicts with SSAP19 which states that investment
properties should not be subject to depreciation, The Directors consider it
is necessary to adopt SSAP19 in order to give a true and fair view and in
their opinion, depreciation would not be significant on the basis of
expected future residual values.

3 Revenue is the summation of turnover of the demerged and retained
businesses together with the Group’s share of associates. For financial
services it comprises gross premium income, excluding insurance premium
tax where appropriate, of insurance subsidiary undertakings and
management fees from Farmers’ exchanges together with unit trust sales,
sales of mutual funds and sales of Open Ended Investment Schemes.

4 Proflt on ordinary activities before interest comprises profit
before taxation from demerged businesses, trading profit from retained
businesses and the Group's share of associates’ profit before taxation.

5 General business
The balance on the general business technical account is determined after
taking account of:

(a) Premiums that relate to business incepted during the year and include
an estimate of pipeline premiums, less an allowance for cancellations.

(b) Unearned premiums which are the proportion of premiums written in
the current year which relate to cover provided in following periods.
For financial insurances business unearned premiums are determined
having regard to the expected emergence of claims.

() Unexpired risks — provision is made for the estimated amount required
over and above unearned premiums and related future investment
return to meet aggregate estimated future claims and related expenses
on business in force at the period end.

(d) Movements in equalisation reserves comprise amounts set aside to
mitigate exceptional loss experience in future years for classes of
business displaying a high degree of claims volatility. These reserves
are in addition to the provisions required to meet the anticipated
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Accounting Policies
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ultimate cost of settlement of outstanding claims at the batance sheet
date and are included within technical provisions.

Deferred acquisition expenses that represent commission and other
acquisition costs relating to unearned premiums.

Claims incurred, which include provisions for the estimated ultimate
cost of claims and the related handling expenses in respect of
incidents up to period end, including those which had not been
notified by that date. Provision for claims for UK employers and public
liability and certain lines of excess of loss and facultative business are
discounted at a rate appropriate to the income earned on matching
assets.

Provision for claims in respect of domestic mortgage indemnity are
included from the date of repossession. Potential claims, where
repossession has not yet taken place, are included in the unexpired risk
calculation.

Within the investment returns, Eagle Star’s investment appreciation is
the appreciation in its general business funds of fisted and unlisted
investments, property and mortgages in the year. it includes profits
and losses on realisations and the movement in market value of
investments held during the year and is stated after offsetting
exchange differences on currency liabilities and matching currency
investments. Credit is taken in the profit and loss account for one fifth
of this appreciation and of the appreciation in the previous four years.
Balances not yet credited to the profit and loss account less related
deferred taxation are carried forward as deferred investrnent gains.

The transfer between the profit and loss account and the capital
reserve includes the Group's net unrealised element of Eagle Star's
investment appreciation.

Life {long term) business

Premiums and consideration for annuities are included when due; for
premiums in respect of unit-linked policies, the due date is taken as
when the associated units are created.

Expenses relating to the acquisition and maintenance of business are
charged to the technical account. Costs of acquiring new business are
deferred to the extent they are recoverable out of future revenue

margins and amortised accordingly.

All claims, except for those in respect of unit-linked policies, are
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charged against revenue on notification of death or on expiry of the
term of endowment. Surrenders are charged against revenue in the
year payment is made or the bonus applied; annuities are charged
against revenue in the year in which payment becomes due. Benefits
payable under unit-linked policies are charged against revenue in the
year such policies cease to participate in the relevant investment fund,
Claims incurred include reversionary and terminal bonuses payable
during the year. Claims include related handling costs.

{d) Reassurance premiums, recoveries and related commission and

expenses are charged when payable or receivable.

(e) The long-term business provision is determined by annual actuarial

®

valuation, and includes provision for vested bonuses where applicable,
For Allied Dunbar and Eagle Star the long term business provision is
determined in accordance with the actuarial principles laid down in
the EC Third Life Framework Directive. For Farmers the provision is
determined in accordance with United States Generaily Accepted
Accounting Principles.

Technical provisions for linked liabilities in the case of unit-linked
policies represent the value of the outstanding units in force at the
balance sheet date, and for other linked business are determined on
the same basis as the long term business provision in (e} above.

(g) The fund for future appropriations incorporates amounts that have yet

to be allocated to either participating policyholders or sharehotders.
Transfers to, or from, the fund reflect the excess or deficiency of
revenues over expenditure to the extent that these have not been
allocated to participating policyholders by way of reversionary or
terminal bonus, or to shareholders.

(h) Realised and unrealised gains and losses arising on assets held in

7

respect of the {ife funds and Farmers’ business are included in the
technical account; those on other investments are reflected in the
unallocated investment return.

Taxation provided is that chargeable on the profits of the period,

including the grossing up of the life technical account, together with
deferred taxation.

For the life funds in Eagle Star, Allied Dunbar and Farmers the transfer
from the life technical account is grossed up using the effective taxation
rate applicable to the period.




In the demerged businesses, deferred taxation is provided for on the
realisation of investments to the extent that it is probable that the liability
will crystallise. However, as noted in accounting policy 8 on page 17, no
account is taken of tax which may be payable on the realisation of
investments held by retained businesses.

8 Tangible fixed assets
For financial services subsidiary undertakings, all land and buildings are
included as investment assets.

9 Interest in underwriting assoclations is stated at the fair value at
the date of acquisition of Farmers Group, Inc. derived from an aggregation
of the surpluses in the insurance exchanges, as amended by subsequent
changes in certificates in the surplus. The surpluses at acquisition were the
amounts shown by the exchanges’ financial statements prepared for state
insurance regulators. The value is reviewed annually by the Directors and
the cost would be written down where a permanent diminution in value
was deemed to have occurred.

10 Investments heid by financial services subsidiary undertakings have
been included on the following bases:

General business — properties at open market values as determined by
qualified valuers. Listed investments at middle market values, less accrued
interest, or amortised cost which is not materially different to market
value. Other investments at Directors’ valuations.

Life business — other than where attributable to unit-iinked funds,
properties and listed investments are at middle market values, amortised
cost which is not materially different to market value, or Directors’
valuations. Investments of unit-linked funds are at lowest offered dealing
price or middle market values.

11 Interest in life businesses is the value attributed by the Directors to
the in-force business of life operations at the date of their acquisition by
the Group tegether with subsequent investments in the life funds. Each
year the Directors review this value plus the current book value of the
other net assets of the life businesses, compared to the value of the
Group's equity interest in the life businesses. Any permanent diminution in
value would be reflected by a write down of the cost of the interest in the
life businesses.

“ﬁﬁﬁ;ﬁ'
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Group Profit and Loss Account—induding demerged businesses

for the year ended 31 December

1999 1998
Revenue Notes £m £m
Retained businesses o ) - ) - S
Subsidiary undertakings 30 18,798 14,584
Share of associates page 53 2,873 2,792
- ‘ ) o 21,631'__ o 17376
Demerged businesses
Financial services; general business N 1,758
life busmess 32 2,042
- - T o 77772"1,76‘71_ o 21,176
Profit
Retained businesses
Subsidiary undertakings 30 1,099 676
after chargmg US tobacco settlements - - - L : 30 {24) (613)
o * integration costs ‘ S : r : 30 (357)
N goodwill amortisation '_ : L o 30 - (162)
(aﬂercredltmg salestax feCovery . ..U e 74
Share of assoaates and |omt venture page 5 3 380 335
) 1479 Lon
Demerged businesses
Financial services: general business 31 287
life busmess 32 217
Total operatmg pro{it o T T 1,479‘ - 1,515
Sale of brands 2 88
Demerger and restructuring costs 34 (75)
I;r:ofit on orclinarry activities before interest o . - ) 1,567 S 1,44(5
Subsidiary undertakings:
investment income 3 195 147
interest payable 4 (365) (351)
Share of associates’ interest paid less received page 53 (26) (23}
Profit on ordmar;actlwtles before taxation o N 7 1370 1,213
Taxation on ordinary activities 35 (673) (453)
Profit on ordinary activities after taxation =~ - e 760
Minority lnterests (142) (123)
Profit for the year page 59 7 o s56 637
Capltal reserve transfer page 55 note 5 76
B 7 o - T - - 7 5:5767 7 713
Dividends and other appropriations:
ordinary shares ’ & (546) (377)
cumulative redeemable preference shares 6 (74)
demerger 38 (6,689)
Retained loss S - o 7('6'4) (6,353)
Earnings per share; hasic 36 25.25p 27.04p
diluted 36 27.02p 26.93p

As explained on page 39 note 21 the results for 1999 include the acquired Rothmans businesses for the period from 7 June 1999 to 31 December 1999.

All amounts relating to demerged businesses arise from discontinued operations.

Notes are shown on pages 23 to 47 and 64 to 71.
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Statement of Total Recognised Gains and Losses _ inciuding demerged businesses

for the year ended 31 December

1999 1998

Notes £m £m

Profit for the year page 58 556 637
Differences on exchange 15 (268) (100)
Total recognised gains related to the year below 288 537

Interest of British American Tobacco's SharehOIderS—including demerged businesses

for the year ended 31 December

1999 1998
Notes £m £m
Balance 1 January 15 64 4,751
Total recognised gains related to the year above 288 537
issue of shares:
share options 3 42
Rothmans’ merger page 39 note 27 5,089
Dividends and other appropriations: page 58
ordinary shares (546) (377)
convertible redeemable preference shares 54
amortisation of discount on preference shares (20)
demerger (6,689)
Deferred investment gains 97
Utilisation of ACT 96
Goodwill reinstated on demerger 1,607
Other (3
Balance 31 December 15 4,821 64

Notes are shown on pages 23 to 47 and 64 to 71.
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Group Balance Sheet - including demerged businesses

31 December

1999 1998
Notes £m £m
Assets 7 ; T o
Fixed assets
Intangible assets 8 5,338
Tangible assets 9 2456 2,048
Investments in associates and joint venture 10 636 472
Other investments and long term loans " 210 119
8,640 2639
Current assets
Stocks 12 2,850 2,165
Debtors 13 2,000 1,493
Acquired business awaiting disposal 21 123
Current investments 14 768 185
Short term deposits and cash 1,853 970
7,594 4,813
Total assets 7 16,234 7,452
Liab#lities
Capital and reserves
Share capital 605 393
Share premium account 4 1
Merger reserves 4,726
Other reserves 503 483
Profit and loss account (1,017) (813)
Shareholders’ funds: 15 4821 64
equity 3,347 64
non-equity 1,474
Minority shareholders’ equity interest 455 323
' 5,276 387
Other liabilities
Provisions for liabilities and charges 16 1,251 741
Borrowings 17 5,676 3,730
Creditors 19 4,031 2,594
- S i 10,958 7,065
-T-_otal funds e_n;ﬁployed N 16,234 7,452

On behalf of the Board

Martin Broughton, Chairman

7 March 2000
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TFOBACCO
Group Cash Flow Statements
for the year ended 31 December
1999 1994
Retalned businesses Notes £m fm
Net operating cash flow from subsidiary undertakings 27 1,995 1,096
Dividends from associates 90 86
Dividends from demerged businesses 28 242
Net cash inflow from operating activities 2,085 1,424
Returns on investments and servicing of finance 28 (206) (282)
Taxation (334) (281)
Capital expenditure and financial investment 28 (281) (351
Net cash generation 1,264 510
Acquisitions less disposals - demerger 40 820
- other 28 (2186) (16}
(216) 804
Equity dividends paid (530) (696)
Cash flow with demerged businesses 40 (152)
Cash flow before use of liquid resources and external financing 518 466
Management of liquid resources 28 (1,340) 459
Financing - proceeds from issue of shares 3 42
- increase/(decrease) in debt 28 853 (845)
856 (803)
il;c}ease in cash ir: izhe year below 7 - 34 122
Reconciliation of net cash flow to movement in net debt 29
Increase in cash in the year above 34 122
(Increase)/decrease in debt (853) 845
Increase/(decrease) in liquid resources 1,340 (459)
Change in net debt resulting from cash flows 521 508
Net debt acquired on purchase of subsidiaries 754
Net funds disposed of on sale of subsidiaries (23)
Other changes 33 (45)
Differences on exchange (191) 52
Movement in net debt in the year (480) 515
Net debt at 1 January (2,575) (3,090)
Net debt at 31 December (3,055) (2,575)

Notes are shown on pages 23 to 47 and 64 to 71.
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Group Cash Flow Statements
for the year ended 31 December
1999 199
Demerged businesses Notes £m £
Net cash flow from operating activities excluding investment gains 39 431
Finance costs 40 (64
Taxation (143
Capital expenditure 40 (23
Equity dividends paid (242
Other cash flow with retained businesses and demerged businesses 40 (233
Financing — increase in debt 40 343
69
Cash flow was invested as follows:
Decrease in cash in the year (42
Net portfolio investment (excluding long term business) 40
Share and other variable yield securities (130
Debt securities and other fixed income securities L 440
Investment properties Q
Other investments (199
110
Net investment of cash flow 68
Movement in opening and closing portfolio investments net of financing
Net cash flow for the year (42
Cash flow
Net portfolio investments 110
Increase in debt (342
(232
Movement arising from cash flow (274
Change in market values 248
Other changes {300
Changes in life funds 556
Differences on exchange (30
200
Portfolio investments net of financing at 1 January 17,009
Portfolic investments net of financing on demerger 17,209

The life business cash flow above excludes flows of the Allied Dunbar, Eagle Star, and Threadneedie Asset Management life funds.

Notes are shown on pages 23 to 47 and 64 ta 71.
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Segmental Analyses - including demerged businesses
of revenue, profit and assets for the year ended 31 December
General Life Total
1999 1998 1999 1998 1999 1998
Revenue £m fm £m £m £m £m
Demerged businesses
UK B62 1,554 2,416
Rest of Europe 106 218 324
North America 666 142 808
Latin America 44 44
Asia 28 81 109
Africa 926 3 99
1,758 2,042 3,800
Retained businesses page 22 11,182 9,248
See note below 11,182 13,048
Operating profit
Demerged businesses
UK as) 147 132
Rest of Europe 8 2 10
North America 284 68 352
Latin America
Asia (4 (4)
Africa 14 14
287 217 504
Retained businesses page 22 1,479 1.01
o 1,479 1,515
Operating assets
Retained businesses page 22 10,498 4,384
Notes relating to retained businesses are shown on page 23.
Analysis of revenue
1999 1998
Em £m
Total revenue page 58 21,671 21,176
Less duty, excise and other taxes of retained businesses page 23 note (b) (10,489 (8,128)
Total revenue o - 11,182 13,048
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Notes on the Accounts

Profit and Loss Account

30 Turnover and operating profit - retalned businesses

1999 1994
£m £
(a) Subsidiary undertakings - o
Turnover including duty, excise and other taxes 18,798 14,584
Duty, excise and other taxes (9,726) (7,464
Turnover excluding duty, excise and other taxes 9,072 7,124
Other operating income 150 250
QOperating charges (8,123) (6,694
Operating profit 1,099 676
(b} Operating profit is stated
after charging: US tobacco settlements (24) (613
integration costs (357
goodwill amortisation (162)
and crediting: sales tax recovery 74

Operating prefit is described more fully in note 1 on pages 24 and 25, and as stated there, the above charges and credit are shown as additional

information on the face of the profit and loss account.

31 Turnover and operating profit - financial services general business

1999 1998
£m £m
Turnover

Gross premiums written 1,395
Management fees from Farmers’ exchanges 363
1,758

Operating profit
Balance on general business technical account note (a) (113
Management of underwriting associations note (b) 217
Unallocated investment return note (c) 181
Other income 6
Other charges (4
Profit from financial services general business 287
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31 Turnover and operating profit — financial services general business continued
1999 1998
£m £m
(a) Balance on general business technical account:
Gross premiums written 1,395
Outward reinsurance premiums (89)
Net premiums written L1306
Change in provision far unearned premiums — gross Lo (58)
~ reinsurers’ share : 10
- net (48)
Earned premiums, net of reinsurance 1,258
Allocated investment return note (c) 37
1,295
Claims paid — gross - (1 10383‘
— reinsurers’ share : BT 1.1
- net (970)

Change in provision for claims -~ gross
- reinsurers’ share
- net

Cilaims incurred, net of reinsurance
Net operating expenses:
Acquisition costs arising in the year
Change in deferred acquisition costs
Administrative expenses
Reinsurance commissions and profit participation

(418)

Change in equalisation provision ) . (7}
(1,408}
113

-(b) Management of underwriting associations:
' Management fees from Farmers’ exchanges 363
Management expenses (i46)
217
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Notes on the Accounts

Profit and Loss Account

31 Turnover and operating profit - financial services general buslness continued

1999 1998
£m £m
(¢} Unallocated investment return:
Income from:

- Loans to retained businesses subsidiary undertakings 16

- Land and buildings 5

- Listed investrments 115

- Other investments 59
195
Interest payable on loans from retained businesses subsidiary undertakings (26)
Interest payable on other loans (29
Net realised gains on investments 176
Net unrealised gains on investments 45
Investment expenses and charges (6)
Net investment return 345
Transfer to technical account note (a) (37)
Transfer to deferred investment gains (127)
181

(d) As described in accounting policy 5(f) on page 56, the Group uses a five-year moving average to measure investment returns. If profit were measured
including all realised and unrealised investment gains and losses as they arise with no averaging, operating profit for 1998 for general business would
have been £414 million and £221 million for life business. If 1998 profit were measured excluding unrealised investment gains and losses operating
prafit for the general business would have been £369 million and £216 million for the life business. For the life business the adjustments relate only to

certain investments held outside life funds.

32 Turnover and operating profit - financial services life business

1999 1998
£m £m
Turnaver
Cross premiums written 1,764
Sales of unit trusts, OEIC and mutual funds 278
2,042
Operating profit
Balance on long term business technical account note (a) 141
Tax attributable to shareholders’ prefits from life funds 45
Tax attributable to Farmers’ long term business 24
210
Unallocated investment retusn note (b) 4
Unit trust, QEIC and mutual fund sales 239
Unit trust, OEIC and mutual fund creations and repurchases (220)
Other income 17
Other charges (33)
Profit from financial services life business 217
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32 Turnover and operating profit - financlal services life business continued

1999 1998

£m £m

(a) Balance on long term business technical account:

Gross premiums written 1,764
Qutward reinsurance premiums (15
Earned premiums, net of reinsurance 1,749
Allocated investment return note (b} 3,189
Other technical income 2
4,940
Clairns paid — gross (1,353,
~ reinsurers’ share 10
- net {1,343,
Change in provision for claims - gross @
— reinsurers’ share 1
- net (6)
Claims incurred, net of reinsurance (1,349)
Change in long term business provision — gross o (408)
— reinsurers’ share 6
- net (402)
‘Change in technical provisions for linked liabilities, net of reinsurance (2,359)

Net operating expenses: N
Acquisition costs (248)
Change in deferred acquisition costs 3 _
Administrative expenses (119)
(336)
Tax attributable to life funds (112}
Tax attributable to Farmers' long term business {24)
Transfer to the fund for future appropriations (217}
(4,799)

141
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Notes on the Accounts

Profit and Loss Account

32 Turnover and operating profit - financlal services life business continued

1999 1998
£m £m
(b) Unallocated investment return
Income from:
Loans to retained businesses subsidiary undertakings 1
Land and buildings 73
Listed investments 550
Other investments 164
788
Interest payable on loans repayable within 5 years (7)
Net realised gains on investments 647
Net unrealised gains on investments 1,818
Investment expenses and charges 49
Net investment return 3,197
Transfer to technical account note (&) (3,189)
Transfer to deferred investment gains 4)
: 4
(<) The total amount of bonuses and rebates charged to the long term business technical account in 1998 was £76 million.
33 Financial services operating profit - general and life businesses
1999 1998
£m £m
Operating profit is stated after charging: :
Staff costs note (a) 306
Depreciation — plant and machinery 37
Rent of machinery and other equipment (operating leases) 6
Rent of land and buildings (operating leases) 27
Auditors’ fees 1
Fees paid to PricewaterhouseCoopers in the UK for advisory and consuitancy services 1.2
(a) Staff costs comprise:
Wages and salaries 261
Social security costs 2
Other pension costs note (b) 19
- 306
{b) Other pension costs comprise:
Funded plans - defined contribution 16
~ defined benefit 2
Unfunded plans — defined benefit 1
SRR . _ _ s
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Notes on the Accounts
Profit and Loss Account and Other Financial Information
34 Demerger and debt restructuring costs
1999 1998
£m £m
Demerged businesses (29)
Retained businesses rnote 2(b) page 25 (46)

(73)

The charge in the demerged businesses represents the initial provisions for reorganising the financial services operations in the UK in preparation for the
merger with Zurich Group.

The tax effect of these costs was to reduce the 1998 taxation charge by £14 million.

35 Taxation on ordinary activities

1999 1998

£m £m

UK Corporation Tax at 30.25% 1998 31.00% 62 396
Double taxation relief (77) (190)
Tax attributable to UK dividends receivable 3
ACT written back {5)
UK taxation (15} 204
Qverseas taxation 434 280
Current taxation' ) 419 484
Deferred taxation 114 {(148)
: 533 336
Share of associates and joint venture 140 17
673 453

36 Earnings per share

Basic earnings per share is based on equity earnings of £482 milkion 1998 £637 million and 1,910 million 1998 2,356 million ordinary shares, being the
pweighted average number of British American Tobacco and B.A.T Industries shares in issue during the year. For 1998 the average number of shares is
g’based on the average of the shares of B.A.T Industries for the period for which the results of the demerged businesses have been recognised and of British
;American Tobacco thereafter.

iFor diluted earnings per share the average number of shares in issue is increased to 2,058 million 1998 2,365 million to reflect the potential dilution
feffect of the convertible redeemable preference shares and the exercise of employee share options.

|

{37 Group employees

iThe average number of persons employed by the Group during the year was 107,620 1998 112,973.

1999 1998
UK 6,277
[Rest of Europe 1,012
{North America 3,681
‘Latin America 37
Asia 219

Africa 666
:Demerged businesses 11,892
. Retained businesses note 22 page 40 107,620 101,081
107,620 112,973

Details of Directors’ remuneration and share options are given in the Remuneration Report on pages 6 to 11.
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Notes on the Accounts

Other financial information

38 Demerger of financial services businesses

In September 1998 the demerger of B.A.T Industries’ financial services businesses and their merger with Zurich Insurance Company was completed. The
demerged businesses included all of the principal financial services subsidiaries, including Farmers, Eagle Star, Allied Dunbar and Threadneedle Asset

Management.

Under the agreement the financial services businesses, together with those of Zurich, were transferred into Zurich Financial Services, a new Swiss
company with headquarters in Zurich. Shareholders in a UK-based company, Allied Zurich p.L.c. ("AZ"), have a 43 per cent interest in this new company

and the shareholders of Zurich have a 57 per cent interest.

The remaining businesses of B.A.T Industries were retained within a separately listed company, British American Tobacco p.l.c.

As 3 result of the demerger B.A.T Industries’ shareholders received one share in British American Tobacco pl.c. and one share in AZ for every two

B.A.T Industries’ shares held.

The share capilal of the demerged business was distributed by way of a dividend in specie and the demerger dividend represents their net assets after

reinstating goodwill previously eliminated against reserves, leaving the Group for nil proceeds. it is calculated as follows:

£m
Interest in underwriting associations 1,539
Interest in life businesses 686
investments 18,935
Assets held to cover linked liabilities 21,431
Reinsurers’ share of technical provisions 705
Other assets 3,963
Insurance funds (37,728)
Borrowings {(2,111)
Other liabilities (2,257)
5,166
Minority interests (84)
5,082
Goodwill previously eliminated against reserves 1,607
Demerger dividend 6,689
39 ReconcHliation of operating profit to net cash flow from operating activities
General Life Total
1999 1998 1999 1998 1999 1998
£m £m £m £m £m £m
Operating profit — general business page 64 note 31 287 287
Operating profit - life business page 66 note 32 217 217
Depreciation 28 6 34
Exclusion of investrment gains ©9 (5 9%
Increase in technical provisions 5 47 98
Increase in other assets (174) (22) (196
Increase in other liabilities 68 23 N
Taxation attributable to shareholders’ profits
from life funds (45) (43)
Other 38 6 44
Net cash inflows from operating activities
204 227 431

excluding investment gains page 62
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Notes on the Accounts
Cash Flow Statementks
|
A0 Analysis of items netted in the cash flow statement
; Genera1 Life Total
7 1999 o 1998 1999 1998 1999 - 19§8
£m £m £m £m £m £m
Finance costs: interest paid (66) (1) (67)
papital expenditure 20 (1) (3N
Sale of fixed assets 7 2 9
Capltal expendlture (13) % (22}
Investments (4) 174 170
) oans and current accounts — to date of demerger (8) (]O) (1 8)
Cash flows — retalned busmesses page 61' {(12) 164 152
Loans and current accounts — on demerger (386) (386}
Cash flows with the life funds 2 2
Other cash fIOWs wnth retalned
and demerged businesses note (@) (398} 166 (232)
Surplus notes 386 386
Other loans (55) n (44)
Flnancmg increase in debt - - In 11 342
Purchases of share and other
variable yield securities (328) (9) (337)
gales of share and other variable yield securities 466 1 467
Purchases of debt securities and other
fixed income securities (1,826) (238) {2,064)
Sales of debt securities and other
fixed income securities 1,474 150 1,624
Purchases of investment properties {(2) (3) (5)
Sales of investrnent properties 6 6
Purchases of other investments (1,400) (65) {1,465)
Sales of other mvestments 1,654 10 1,664
-Net portfoho mvestment 44 (154) 110

.'(a) Retained businesses

In the retained businesses cash flow dividends from the demerged businesses are included in the net cash flow from operating activities, as this is
‘consistent with the presentation in the other primary statements.

The cash inflow of £820 million in 1998 arising on the demerger compiises the outflow of £386 million in the demerged businesses cash flow noted
above together with other inflows to the retained businesses of £434 million,

The total Group increase in cash in the year including retained businesses (see page 47 note 29} was £34 million 1998 £80 million. However as
explained in accounting policy 2 on page 55, the Directors are of the apinion that the separate disclosure of assets and liabilities for each business and of
‘the cash flows for each business is necessary to present a true and fair view of the Group.
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Balance Sheet - sritish American Tobacco plc

31 December

1999 1998
Notes £m £m
Fixed assets
Investments in Group cormpanies 41 393 393
Other investments 42 49 21
442 414
turrent assets
Debtors 42 2,045 647
2,045 647
A i e e . — — !
Total assets 2,487 1,061
Liabilities
Capital and reserves i
Share capital 605 393
Share premium account 4 1
Other reserves 20 ,
Profit and loss account 1,368 257
Shareholders’ funds: 44 1,997 651
equity 1,916
non-equity -8l
Other liabilities ‘
Creditors 45 490 410
Total funds employed 2,487 1,061

v

On behalf of the Board
Martin Broughton, Chairman
7 March 2000

Notes are shown on pages 73 to 76
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Notes on the Accounts
Balance Sheet
4:1 Investments in Group companies

The Company's directly owned subsidiary at 31 December 1999 was British American Tobacco (1998) Limited. COn 7 June 1999 the Company acquired
the entire issued share capital of Rothmans International B.V. This was subsequently disp_osed of on 30 November 1999 at book value to a wholly-owned

subsidiary.
The Directars are of the opinion that the investment in the subsidiary undertaking has a value not less than the amount at which it is shown in the
balance sheet.

42 Other Investments
Other investments are listed equity investrnents being shares in the Company owned by the British American Tobacco Employee Share Ownership Trust.

The market value of these shares at 31 December 1999 was £34 million 1998 £23 million.

43 Debtors
1999 1998
£m im
Amounts due from subsidiary undertakings 2,004 613
31 3t

Taxation recoverable
Q;nther debtors 5
Prepayments and accrued income

2,045 647

Al the above amounts are due within one year except for £31 million in 1998 in respect of taxation recoverable.
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Notes on the Accounts

Balance Sheet

44 Shareholders’ funds

Ordinary Share
share premium Qther Profit and
capital account reserves loss account Total
£m £m £m £m £m
1 January 1999 393 1 257 651
Increase in share capital 212 3 215
Transfer from profit and loss account 1,728 1,728
Dividends and other appropriations:
Ordinary shares (546) (546)
Convertible redeemable preference shares below (54) (54)
Amortisation of discount on preference shares below (20) (20}
Other movements 20 3 23
31 December 1999 605 4 20 1,368 1,997
1999 1998
£m Em
Shareholders’ funds comprise:
Equity 1,916 651
Non-equity below 81 |
1,997 651
Non-equity interests comprise:
Convertible redeemable preference shares 61
Amortisation of the discount arising on the issue of these shares 20
81

As permitted by Section 230 of the Companies Act 1985, the profit and loss account of the Company has not been presented in these financial
staternents, The Company was incorporated on 23 July 1997 with the name Measureprofit Public timited Company. Its name was changed to British
American Tobacco p.l.c. on 24 April 1998. The profit for the year ended 31 December 1999 was £1,728 million.The profit from the date of incorporation
to 31 December 1998, deait with in the accounts of the Company, was £634 million.
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. 44 Shareholders’ funds continued
) ’ Convertible
: redeemable
; Ordinary preference
Share capltal No. of shares No. of shares £m
Authorlsed
1 ‘anuary 1999 2,000,000,000 500.00
Changes in the authorised share capital were as follows:
8 April 1999 — ordinary shares of 25p each 858,265,349 21457
B8 April 1999 - convertible redeemable preference shares of 25p each 241,734,651 60.43
T 2-,858,265,349 241,734-,_6-51“ S _)_'75 00
Allotted, called up and fully paid
1 january 1999 1,571,233,101 392.81
Changes during the year were:
7 June 1999 — ordinary shares of 25p each - 604,336,627 151.09
7 June 1999 — convertible redeemable preference shares of 25p each 241,734,651 60.43
Si‘are optlon schemes 1,332,888 0.33
7 2,176,902,616 241,734,651  604.66

Share premium

Tte increase in the year of £3 million relates solely to ordinary shares issued under the Company's share option schemes. No share premium has been
recorded in respect of the shares issued as consideration for the acquisition of Rothmans internationat B.V. as the Company has taken advantage of the
provisions of Section 131 Companies Act 1985,

Convertible redeemable preference shares
On 7 June 1999 the Company issued, 604,336,627 ordinary shares of 25p each and 241,734,651 convertible redeemable preference shares of 25p each
inconsideration for the acquisition of the entire issued share capital of Rothmans International B.V.

Ea;ch convertible redeemable preference share will automatically convert into an ordinary share on a one for one basis on any disposal of such a share to a
third party not under the control of the shareholders. The holders of convertible redeemable preference shares may at any time require the Company to
¢dnvert such shares into ordinary shares on a one for one basis, provided that such conversion will not result in such holders having an aggregate holding
ofmore than 25 per cent of the entire issued ordinary share capital of the Company.

Tlie shares will rank uniformly with ordinary shares for distribution of profits. On a return of capital on a winding-up, the assets will be applied in priority
0 a payment to the holders of any other class of shares in paying the holders of convertible redeemable preference shares the sum of 575p per share
intil the first anniversary of their issue and 675p per share thereafter.

_.;Iders of convertible redeemable preference shares will only be entitled to vote at general meetings on a resclution for the winding-up of the Company;

n the first anniversary of the date of issue of the convertible redeemable preference shares, the holders may require the Company to redeem up to
3t per cent of the total number of such shares issued at a cost of 575p per share. The holders must give the Company six months’ notice of their desive
| redeem up to half of the shares eligible for redemption and three months’ notice of their desire to redeem the other half. Notice of the intention to

the fifth anniversary of the date of issue of the convertible redeemable preference shares, the Company will be required to redeem all such shares not
feviously redeemed or converted into ordinary shares. The redemption price will be 675p per share.

Directors’ Report and Accounts 1999 75




Notes on the Accounts

Balance Sheet and Profit and Loss Account

45 Creditors

1999 1998
£m km

Dividends payable 434 Ef7~7
Amounts due to subsidiary undertakings 55 .
Taxation on profits ~ UK 3
Sundry creditors 1 J 2

490 410
All the above amounts are due within one year.
46 Audit fees ' !

1999 1998
Auditors’ fees £30,000 £30,0%
Fees paid to PricewaterhouseCoopers for advisory and accountancy services — UK £nil Enil

47 Contingent liabilities and financlal commitments

British American Tobacco p.l.c. has guaranteed borrowings by subsidiary undertakings of £4,707 million 1998 £3,089 million and total borrowing
facilities of £10,886 million 1998 £10,748& million. In addition, on completion of the acquisition of Imasceo (details of which are set out on page 45 note
26 (a)), the Company has guaranteed indebtedness of Imperial Tobacco Canada Limited. As at 1 February 2000 this amounted to C$2,091 million (£854
million) comprising debentures, medium term notes, drawn bank credit facilities and commercial paper outstandings. In addition, the Company
guaranteed a US31 billion (£617 million} undrawn committed revolving credit facility.

Performance guarantees given to third parties in respect of Group companies were £49 million 1998 £21 million.
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