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About us

Our global

business

For more information
please go to page 26

We are the world’s
second largest
stock market listed
tobacco group,
with a responsible
approach to doing
business from crop
to consumer in
around 180 markets

Cigarettes sold by our Group
companies in 2011

705bn

Growth 1n Global Drive Brand

9%

Markets where we are leader

50+

Our brands

Our Global Drive Brands are
Dunhill, Kent, Lucky Strike and
Pall Mall, and in 2011 they
provided around 35 per cent
of Group revenue. Our other
international brands include
Vogue, Viceroy, Rothmans,
Kool, Peter Stuyvesant, Benson
& Hedges, State Express 555
and John Player Gaold Leaf. Our
brands are sold in around 180
markets worldwide.

For more information
please go to page 14

Our strategy

Qur strategy is designed

to deliver our vision of
achieving leadership of the
global tobacco industry and,
as a result, build shareholder
value. It is based on growth,
funded by productivity and
delivered by a winning
organisation that acts
respensibly at all times.

For more Information
please go to page 10

www batcom/ar2011




| Business review

Corporate governance | Finanaal statements Other informaton l

Contents

Directors’ report

Financial statements
and other information

Business review

Group financial statements

02 From the Charman

109 Independent auditors’ report

~02

From the Chairman

~08

Global market overview

=11

Our business model

04 Results at a glance

110 Group income statement

05 Chief Executive's review

08 Clobal market overview

10 Qur strategy

11 Qurbusiness mocdel

12 Strateqic review

22 Measunng our performance

26 Chief Operating Officer’s
review

Regional review

28 Asa-Pacfic

29 Amencas

30 Westem Europe

31 Eastern Europe, Middle
East and Afnca (EEMEA)

32 Finanaa) review

40 Key Group nsk factors

111 Group statement of
comprehensive income

112 Group statement of
changes in equity

113 Group balance sheet

12

Strategic review

115 Group cash flow statement
116 Notes on the accounts

192 Five year summary

193 Half-yearly analyses of profit

194 Pnnapal subsidiary and
associate undertakings

Parent Company
financial statements

196 Independent auditors’ report
197 Balance sheet

Corporate govemnance

48 Board of Directors

50 Management Board

198 Notes on the accounts

Other information

52 Corporate governance
staterment

62 Audit and accountability

201 Shareholder and contact
informaticn

68 Corporate soaal responsibility

71 Appointments to the Beard

74 Remuneration report

101 Other statutory and
regulatory information

108 Responsibility of Directors

19

Our sustainability goals

British American Tobacco p | ¢ {No 3407696) Annual Report 2011
This 1s the Annual Report of Briish Arencan Tobaceo p | ¢ {the Company)
and the British Amencan Tobacco Group, compnsing the Directors’ report
and the audited financial statements, for the year ended 31 December
2011 It has been drawn up and 15 presented in accordance with, and
reliance upon, applicable English company law The liabylities of the
Directors in connecuion with this report shall be subject to the iritations
and restnctions provided by such law

The Annual Report is published on www bat.com A pnnted copy ts mailed to
sharehglders on the UK main reguster who have elected to recerve it Otherwise,
sharehoiders are notified that the Annual Report is avalable on the website and
will, at the bme of that notification, recerve a short Performance Summary
{which sets out an overview of the Group’s performance, headline facts and
figures and key dates in the Company’s finanaal calendar) as well as a Notce of
Annual General Meeting and Proxy Form

Specific local mathing and/or notification requirements will apply to
sharehelders on the South Afncan branch register

References in this publication to ‘Bntish Amernican Tobacee’, ‘we’, *us’, and
‘our’ when dencting opinion refer to Briish Amencan Tobacco p | . and
when denoting tobacco business activity refer to Briish American Tobacco
Group operating companies, collectively or indvdually as the case may be

British Amencan Tobacco O‘I
Annual Report 2011
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Dear
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Other informatuon

shareholder

| am delighted to introduce the Annuai
Report on 2011, which has been a very
successful year for your Company While
economic uncertainty continues, our
operating environment improved durnng
2011 Our results for the year are driven
by revenue growth, an improved operating
margin, and growth 1 market share
due to our successful brands, enhanced
by the roll-out of product and

packaging innovations

Market share growth

Overall, industry volumes continued to
decline in 2011 but there are signs that
the rate of decline has moderated Our
own volumes were down marginally by
0O 4 per cent and we grew market share
during the year These positive results
were spread across many markets
around the wortd

The expansion of ilhicit trade 15 a
continuing and growing threat to the
business Sharp increases in excise duty,
pressure on consumers’ disposable
income, and ill-considered regulation of
ourindustry, are all making life easier and
more lucrative for traders of illicit products,
both contraband and counterfeit

British American Tobacco
Annual Report 2011
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Increasing returns

to shareholders

Using constant currency exchange rates,
revenue rose by 7 per cent on an organic
basis Adjusted profit from operations
grew by 11 per cent to £5,519 million,
or by 10 per cent at constant currency
exchange rates

Thus 1s reflected in adjusted diluted earmings
per share for 2011 improving by 11 per
centto 194 6p

The Board has recommended a final
dividend of 88 4p per share, which will
be paid on 3 May 2012 to shareholders
on the register at 9 March 2012 This
takes the total dvidend for the year to
126 5p, an increase of 11 per cent on last
year, and maintains our target of paying
out 65 per cent of earnings in dividends

In addition, following the suspension

of our share buy-back pregramme in
2009, the Board approved the resumption
of the programme in 2011 Between

the beginning of March and the end

of December 2011, some 28 mullion
shares were repurchased at a value of
£750 milhon, excluding transaction costs

A continuation of the share buy-back to
avalue of £1 25 billion has been agreed
by the Board

Richard Burrows
Chairman

2011 has been a
very successful year
for your Company
and we carry
momentum in
market share
growth and margin
improvement

into 2012.
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Board changes

Ana Mana Llopis retired from the Board
after the Annual General Meeting in Apnl
2011 Ann Godbehere, a Canadian, joined
the Board as a Non-Executive Director on

3 QOctober 2011 Paul Adams, former Chuef
Executsve, retired at the end of February
2011 and was succeeded by Nicandro
Durante who was introduced to
shareholders in his new role at the AGM

Chnstine Monn-Postel resigned as a
member of the Audit Commuttee with
effect from 21 February 2012 dueto a
personal conflict of interest, detals of
which are set out in the corporate
governance statement

Sustainability

Over the years we have built a strong
reputation for corporate social responsibity
and sustainabilty and have been
recognised as leaders in our industry

For example, we were the first tobacco
company to be inctuded in the Dow
Jones Sustainability World Index and we
were included again in 2011 This focus
on running our business responsibly
helps us create value for our shareholders
as well as being in the best interests of
our other stakeholders

Again this year, we publish our
Sustainability Report alongside our
Annual Report at the end of March You
will find a summary within this report
that outlines the sustainability agenda we
have been developing since 2007 and
our progress against it in 2011 You can
find more detall about this progress in
our full Sustamability Report online at
www bat com/sustainability

Continued success

| express my thanks and appreciation

to our Chief Executive, Nicandro Durante,
to my fellow Directors on the Board, to
management, and, in particular, to all
our 56,000 colleagues around the world

2011 has been a very successful year for
your Company and we carry mementum
in market share growth and margin
improvement into 2012 The economic
climate around the world is far from
settled but we remain confident that

our strategy should continue to generate
growth for aur shareholders in the

years ahead

Richard Burrows
Chairman

Historical total shareholder return

Growth in the value of a hypothetical £100 holding in Brush Amencan Tobacco over five

years — FTSE companson based on spot daily values
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Over the five year penod, our compound growth rate, based on adjusted diluted

earnings per share, has been 14 7 per cent

2011 highlights

¢ Revenue rose by
7 per cent on an
organic basis

¢ Adjusted profit
from operations
grew by 11 per cent

¢ Adjusted diluted
earnings per share
improved by 11 per
cent to 194.6p

¢ Recommended
dividend for the
year of 126.5p, up
11 per cent on 2010

Bntish American Tobacco 03
Annual Report 2011
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Results at a glance

CGross turnover {including
duty, excise and other taxes)
(Emiltion)

46,123

+5%

Revenue
(Emulfion)

15,399

+3%

Organic revenue’at constant
exchange rates®
(Ermuilion)

15,453

+7%

Profit from operations
(Ermlhon)

4,721

+9%

Adjusted profit from operations’
{Emillion)

5,519

+11%

Basic earnings per share
(pence)

157.1

+8%

Adjusted diluted earnings
per share'

(pence)

194.6

+11%

Dividends per share
(pence)

126.5

+11%

Free cash flow
(Emilion)

3,326

+3%

Group cigarette volumes,
excluding associates
(bilhion)

705

-0.4%

0 4 British American Tobacco
Annual Report 2011

126.5

+11%

25.4%

FTSE 100 -1 january 2009 to 31 December 2011
The FTSE 100 companson is based on three months’ average values

1 Adjusted profit from gperations is derved after excluding the adjusting
items from the profit from operations These adjustng items include
restructunng and integration costs, amortisation and impairment of
trademarks, goodwill impairment and Fox River provision

2 Orgal

nic growth 15 the growth after adjusting for mergers and

acquisittons and discontinued actmties Adjustments are made to
current and prior year numbers, based on the 2011 Group position

3 Constant currency provides the information based on a re-translation,
at pror year exchange rates, of the cument year information
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Chief Executive’s review

Strong growth in
revenue and profit

Our proven strategy
continues to deliver

The strength of our brands, our
consumer-centnc innovative products
and the quality of our people have
delivered another year of very good
earnings growth The Group increased
overall market share in 2010 and this
continued in 2011 despite challenging
economic conditions in some markets

There are signs that the industry volume
decline seen in recent years is moderating
but substantial excise-dniven price
increases in a few markets continue to
affect overall volumes While industry
volume declined again in 2011, our
share improvement ensured that Group
volumes were virtually unchanged,

down just O 4 per cent year on year

Our Global Dnve Brands and other
international brands once again achieved
good growth in 2011 Group revenue
grew by 7 per cent on an organic basis
and at constant rates of exchange, driven
by continued good pnang The resulting
increase in adjusted profit from operations
of 11 per cent has helped us to detiver
superior returns to shareholders once
again, with adjusted diluted earmings per
share up by 11 per cent on last year

Strongi‘brands driving
growt

Qur brands, both international and local,
performed well in 2011 Collectively, our
four Global Dnve Brands (GDBs) —
Dunhill, Kent, Lucky Strke and Pafi Mall -
achieved volume growth of 9 per cent
Kent was up 10 per cent, growing in ail
of its top ten markets, Dunhill volumes
were slightly igher; Pall Mall continued
its recent success story with an 11 per
cent increase in volumes, and Lucky
Strike grew strongly by 14 per cent.

We continued to grow market share in
2011 This growth was dnven by the
taunch of product innovations such

as Chck & Roll, Reloc and Convertibles
n key markets, improved retailer
relationships and by improving our
speed to market

Productivity

Our productivity continued to improve
in 2011 as we further addressed our cost
base through factory rationahisation,
systems standardisation and productiity
savings This helped us achieve a
substantial increase in operating margin
from 33 5 to 35 8 per cent This s well
ahead of our target of tmproving overall
margin by 50-100 basis points per annum

Strengthening our business
In 2011 we grew market share, grew
our leading international brands i our
most important markets and achieved
significant productvity savings Qur
results demonstrate the strength of our
compantes worldwide but we know we
can do better Cur tned and tested
strateqgy has not changed but we wall
continue to improve how we execute it
as we seek to grow market share

Challenging ourselves to keep improving
15 cntical to our continuing success, as we
seek to grow market share by promoting
our key brands and bnnging market-
leading innovations to market.

Nicandro Durante
Chief Executive

The last year has seen
considerable success
for the Group and |
am excited when |
look to our strengths.
We have some great
brands and our
marketing is based on
powerful consumer
insights, supported
by superior products
and market-leading
innovations.

Bntish American Tobacco 0 5
Annual Report 2011
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Chief Executive’s review continued

Sustainable business

Of course, much of what we do today 1s
about preparing for our future We are
proud of our record of sustainability
across our Group operations and
throughout our supply chain In
parucular, we are proud of our extensive
scientific research programme looking at
modified cigarettes and low-toxicant
smokeless tobacco products

Sustainability for us s about creating
shared value, which means creating
economic value for shareholders while
ensuning our business 1s run responsibly
in the interests of all our stakeholders

We continue to make progress on our
sustainability agenda, not just reduaing our
impact on the environment and investing in
our people but atso the way we conduct
our operations in the marketplace and
throughout our supply chain

Qur key chalienge for many decades
to come wili be to provide tobacco
consumers with exciting high quality
products, taking into account their
changing preferences and expectations

This means continuing to deliver the
most innovative cigarette products, as we
do today It also means developing other
nicotine products consumers may choose
in the future In 2011, we set up
Nicoventures as a stand-alone company
to develop and test alternative nicotine
products We believe that the debates
around our product categones should be
founded on fact-based science and

we have made a signficant commitment
to this at our Group research and
development facihties, where the work
we are doing trying to develop lower
toxicant products has been recognised
by several key stakeholders

Global outlook

For the foreseeable future, the world
market 15 hikely to remain fairly stable at
around five and a half tnllion cigarettes,
more than 40 per cent of which are sold
in China We expect overall market values
to grow due te changes in the product
mix and we believe the value of emerging
markets will grow more quickly Because
of thes, our geographic diversity and
strong positions In emerging markets
remain a key strength.

0 British American Tobacco
Annual Report 2011

Managing risks

We have identified a core list of potential
threats that we believe could represent
significant nsks to our business As can be
seen from our review of the key Group
nsk factors in this report, we regularly
monitor their potential impact and
likelihood and controls are in place to
ensure that they are carefully managed

Tackling illicit trade

The expansion of illicit trade remains a
threat globally, dnven by sharp excise
increases and pressure on consumers’
disposable income We support the
development of the World Health
Organisation’s Framework Convention
on Tobacco Cantrol (FCTC) protocol
aimed at creating an internatonal
requlatory framewark for addressing illicit
trade However, we remain critical of
other measures proposed by the FCTC
that may dnive significant excise
increases, retail display bans and plain
packaging — all of these measures could
play into the hands of organised cnme
by creating ideal conditions for further
increases inilicit trade

Acquisitions and

competitive landscape

The tobacco industry rernained fairly

stable dunng 2011, with httle M&A actmity
among the leading industry players On

26 May 2011, the Group announced that it
had agreed to acquire 100 per cent of
pnvately-owned Protabaco, the second
largest agarette company n Colombia The
transaction was completed on 11 October
2011 and the deal was financed from
internal resources

We continue to monitor acquisition
opportunities around the world and will
participate where it makes financial and
strategic sense to do so




Busmess review Corporate govemance

Financial statements

Other information

Management Board changes
2011 saw the retirement of my
predecessor, Paul Adams, as well as that
of our long-standing Group Qperations
Director, Peter Taylor Des Naughton
replaced Peter, while Giovanni Gierdano
succeeded Rudi Kindts as Group Human
Resources Director

In November 2011, | announced that
Michael Prideaux, Director, Corporate &
Regulatory Affairs {CORA), had informed
the Board of his intention to retire with
effect from 30 June 2012 At the same
time, | was pleased to announce the
appointments of Kingsley Wheaton,

Dr David O'Reilly and Naresh Seth: to

the Management Board Kingsley became
Deputy CORA Director wath effect from

1 January 2012 and will take the role of
CORA Director when Michael retires  Also
from 1 lanuary 2012, David and Naresh
took on the newly created roles of Group
Saentific Director and Director, Group
Business Development, respectively

| would Iike to extend my personal thanks
to our retinng directors for thewr excellent
contnbutions to our business over many
years and welcome our new directors

Substantial opportunities
The last year has seen considerable
success for the Group and | am excited
when | look to our strengths

We have some great brands and our
marketing 15 based on powerful
consumer insights, supported by
differentiated and supenor products We
have market-leading innovations — and
we are getting better at deploying them
We have a great business mwx, with a
strong presence in emerging markets and
a balanced product portfolio across all
segments We have a fully integrated
supply chain and our systems are
becoming more efficient We have an
industry-leading approach to science
and harm reduction and, importantly,
we have the people capable of tackling
the challenges ahead

1 am confident that we are well placed
to take advantage of the substantial
opportunities ahead for our business and
that we can continue to deliver supenor
shareholder returns

Nicandro Durante
Chief Executive

2011 highlights

s Our overall market
share grew

¢ Global Drive Brand
volumes grew by
9 per cent

¢ Innovations continue
to drive growth

* Operating margin
increased substantially
to 35.8 per cent

¢ We acquired Protabaco,
the second largest
tobacco company
in Colombia

o Nicoventures was
launched as a stand-
alone company to
develop alternative
nicotine products

British American Tobacco 07
Annual Report 2011
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Global market overview

Value of the global tobacco
market continues to grow

Global tobacco market

¢ Estimated value
of £450 billion

» Cigarettes account for
around 95 per cent
of the total market

e Around 5.5 trillion
cigarettes produced
each year

¢ Overall cigarette
volumes (excluding
China) declined by
around 2 per cent
in 2011 but the
overall market value
continues to grow

e Up to 12 per cent of
global volume is illicit
— fake, smuggled or
local tax-evaded

0 British American Tobacco
Arinual Report 2011

Global marketplace

The global tobacco market 15 valued at
around £450 billion and the industry
produces around 5 5 tnilion cigarettes a
year While cigarette sales in developed
countries continue to decline slightly year
on year, overall global market declines
are showing signs of moderating Recent
trends indicate that individual smokers
will consume fewer cigarettes each and
smaller percentages of populations wll
smoke However, sustained volume
growth i1s widely predicted in emerging
markets, driven by population growth
and increasing disposable income

The biggest single tobacco market 15
China, where the industry 1s state-owned,
with some 350 milhion smokers who
account for more than 40 per cent of

the global total consumed

The four biggest international tobacco
companies — British Amencan Tobacco,
Impenal Tobacco, Japan Tobacco and
Philip Morns International - account for
some 45 per cent of the global market,
or around three-quarters of the market
outside China

Tobacco companies face an increasingly
competitive marketplace but the overal|
value of the global market continues to
grow This value 1s expected to exceed
£500 tillion by 2015, despite tighter
regulation, global economic uncertainty
and high unemployment levels in
developed markets Consumers
worldwide are increasingly locking for
and expecting real value, meaning that
quality and innovation will both play a
growing role in defivening market share

Briish Amencan Tobacco's total aigarette volume for 2011 was 705 bidtton Our estimated share of the

global market was 13 percent.

The breakdown by reglon was Asia-Pacific 191 bilhen, Amencas 143 billion, Westemn Europe 135 billion,
and Eastem Europe, Middle East and Africa 236 billion

For more information see our regional review on page 26
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Illicit trade

Cigarettes are among the most
commonly traded products on the
black market due to ligh profit margins,
the refative ease of production and
movement, along with low detection
rates and penalties {ts a widespread
problem that 1s made worse by
regulatory policies In some countnes

Estimates suggest that up to 660 bilhion
itlegal aigarettes are smoked every year
This has a negative iImpact on consumers,
retailers, governments and tobacco
companies For consumers, counterfeit
cigarettes mean no quality controls and
no health warnings, while smuggled
genuine products may carry health
warmings that do not meet local
government regulations

As illegal cigarette sales are effectively
unregulated, cnirminals also have no
qualms with providing anyone with their
products, including underage smokers

It1s estmated that governments
worldwide are losing up to US$40 biliion
a year 1n excise and other taxes Tackling
this illegal trade effectively requires
cooperation between the industry,
regulators and enforcement authonties,
backed up by the establishment of
appropriate tax polictes, strong
regulation and effective enforcement

lllegal cigarettes — who's
paying the price?

British Amencan Tobacco produced a
short film in 2011 called “This 1s the
man’ and made it available on its
corporate website and via YouTube
The film llustrates how the black
market in tobacco products is
increasingly dominated by orgarised
cnme Law enforcers say some gangs
are also behind people trafficking,
prostitution, gun and drug cnme
They may even have terronst inks
Some regulatory policies could see
an increase in illicit trade, so this

film asks lllegal cigarettes — who's
pay:ng the pnce?

Increasing regulation

Much of the tobacco regulaton being
proposed and introduced around the
world 1s dniven by the World Health
Orgarusation’s Framework Convention
on Tobacco Control (FCTC) protocol
However, most of these measures are not
based on strong evidence that they are
likely to reduce smoking Indeed, small
dechines n legitimate companies’ tobacco
volumes in recent years have been largely
offset by the increase in illicit trade

Extreme regulation often has unintended
consequences For example, legislation
to introduce plain packaging for tobacco
products in Austraha could damage

the livehhoods of small retailers and
make criminals’ lives easier Counterfeit
products could become easier to produce
and non-compliant branded ilhat
products could become mare attractive
to consumers Other measures, such as
retal display bans and sudden increases
in excise rates, can distort compehtion
among tobacco companies and, in some
cases, may result in consumers switching
to cheaper illicit products

Overall, demand for tobacco products
tends to remain fairly stable in the face of
price nses Further marketing restrictions,
combined with existing brand loyalty,
mean that major changes to the
competitive landscape in the tobacco
industry are unlikely for some time

You can view the film at
www bat com/themnan

orat
www youtube com/WelcomeToBat

Deloitte report

In 2011, Bntish Amencan Tobacco
commissicned a report by Deleitte to
examine the intended and unintended
impacts of packaging regulabon The
report assessed 27 countries covenng
a period of 14 years and 15 one of the
most comprehensive independent
studies on tobacco packaging
regulation to date

We commussioned the report in the
absence of any comprehensive global
studhes on the impacts of tobacco
packaging and we hope governments
will study it and find it a useful
contrbution to the debate

The report revealed that neither
increasing the size of health warnings
on packs nor introducing graphic
images had directly reduced tobacco
consumption It also recognised that
the plainer the pack, the easier it 1s

to counterfeit

You can read the report at
www bat com/deloitte

British American Tobacco 09
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Strateqy for buildin
sharel'?c)),ldervalue J

Our strategy and business modei drive
our global operations, supported at all
times by good corporate governance
The strength of our people and brands;
the innovations that help differentiate
our products in around 180 markets, our
agile and responsible supply chain; and
our science-based R&D — these all
contribute to the revenue growth that
helps build value for our shareholders.

Productivity

Our vision

Growth

Winning
organisation

Responsibility

Our vision

Qur Group vision 1s to achieve leadership of the global tobacco industry, not just in volume and vafue,
but also in the quality of our business To be industry leaders we must continue to demonstrate that

we are a responsible tobacco Group with outstanding people, brands and supenor products

Growth

Qur strategy to deliver our vision begins with growth and our aim to increase our global market
share, with a focus on our Global Dnve Brands and our other international brands

For more informabon
please go to page 12

Productivity

We target continuous improvements in our cost base that will prowide resources to invest

For more Information

in our brands, helping us to grow market share and achieve higher retums for shareholders please go topage 15
Winning organisation

By being a winning organtsation we can ensure that we attract, develop and retain the ;

best people we need to deliver our strategy for growth mww‘ﬁ

Responsibility

Our companies and people are required to act responsibly at all tmes and we seek to
reduce the harm caused by our products and our environmental footpnnt.

For more information
please go to page 17

‘I British American Tobacco
Annual Report 2073
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Our business model

Our business model 1s designed to deliver sustainable
growth in earnings It 1s consumer-led and science-based.

How our business works

Consumers

Our success depends on really understanding the different profiles
and preferences of our consumers We invest in gathenng
comprehensive insights into smokers’ preferences and buying
behaviour This dnves our marketing 2nd allows us to promote
our products to adult tobacco consumers in ways that satisfy

their preferences, while responding to stakeholder expectations
about how we should market our products

Sourcing

We have a sgnificant interest in tobacco growing and we work directly
with around 70 per cent cf the farmers who supply our leaf We
manage our whole supply chan responsibly and work with our
supplers to create a shared understanding of our social, ermronmental
and economic impacts This enables us and our supphers to
manage nsks better, while ensunng that we are agile and flexible,
50 that we can use our resources as effectively as possible

Production

Manufactunng tobacco products Is a large-scale operation and we
have factones all over the world We work to ensure that our costs
are globally competitive and that we use our resources as effecavely
as possible Our companies have closed or downsized some factones
and consclidated production elsewhere in recent years These
changes enable us to rationalise our machinery and technology

to establish a mone cost-effective operational base for the future

Worldwide presence

Our interational reach and well-developed distnbution channels
are cribcal enablers of our growth strategy, allowing us to roll out
nnovabons on a global scale We continuously review our route

to market to ensure we remain competitive This includes our
relationships with wholesalers, distnbutors and logistics prowiders,
as well as our direct to store sales cperation, which s often the most
effective way of serang retailers and building business partnerships

Building sustainable value

Science-based R&D

For over 50 years, we have had an extensive scientific research
programme More recently, we have been focusing research on
modffied cigarettes and low-toxcant smokeless tobacco products
We are committed to helping develop the scientific and regulatory
framework we need to deliver a vaned portfolio of products i the
future, iIncluding alternative regulatory-approved nicotine products,
to meet the evolving needs of adult smokers

Brands

We have a successful brand marketing strategy based on innovation,
responsibility and consumer choice We recognise that our business
starts with our consumers and our brand portfolio 15 designed to
meet key consumer needs, especially in our strategic consumer
segments Our four Global Dnve Brands — Dunhull, Kent, Lucky Stnke
and Pall Mall — and our other internabional brands account for more
than 50 per cent of our total agarette volumes

Innovative products

We make significant investment in our brands and the development
of supenor, differentiated products to dnve growth Our product and
packaging innovations, such as Convertibles and Reloc, vary across
our brands, brand vanants and markets and our approach enables
our companies to adapt therr offers flexibly to local preferences

Our focus when designing these innovations 15 on relevance

to the consumer and potential speed to market.

Our people

We employ more than 56,000 pecple worldwide — from secunng
our leaf supply through production and distnbution to our efforts
to develop reduced-nsk products Qur workforce 15 strongly
multcultural and we have a devolved structure, with each local
company having responsibility for its operations We value our
emplaoyees’ talents and diverse perspectives and recognise their
critical role in achieving the goals we set for our business

Bntish Amencan Tobacco ‘I ‘l
Annual Report 2011




I Business review Corporate governance

Finanoal statements

Other mnformaticn

Strategic review

Our strategy

in action

OQur consistent strategy for delivering our vision
is based on growth, funded by productivity and
delivered by a winning organisation that acts

responsibly at all times.

Growth

We continued to achieve sustainable,
profitable growth in 2011, driven by a
better deployment of iInnovations and an
emphasis on improving the execution of
our strategy

Our Global Dnve Brands (GDBs) and
other international brands continued

to contnbute strongly to our business
performance Our balanced portfolio,
deployed across a wide range of markets
and segments and driven by innovation,
continues to provide a successful formula
for growth

In October we completed our acquisition of
Productora Tabacalera de Colombia, 5 AS
{Protabaco) for an enterpnse value of
US$461 million, subject to final agreement.
Colombia i1s Latin Amenca’s fourth largest
cigarette market and the acquisition
elevates our subsidiary company’s market
share to almost 50 per cent.

Strong growth driven
by GDBs

Overall GDB8 volume grew by 9 per cent
in 2011, dnven by the expansion of GDBs
into new markets and the roll-out of

British American Tobacco
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consumer-relevant innovatiens, particularly
capsules Since 2005, the GDB share of
our global volumes has increased from
18 per cent to 32 per cent

Kent performed very strongly 1n 2011
across all regions Global volume grew

by 10 per cent to a record 67 billion
cigarettes Ths robust performance has
been achieved through share gains in
many key markets such as Russia, Ukraine
and other eastern European markets Kent
also grew in Japan, Chile and Rormania, as
well as the Middle East and Vietnam

Kent Convertibtes, the innovative range
of capsule products launched in nine
markets in 2010, was rolled outto a
further 14 markets in 2011 Convertibles
have piayed a key role in generating
volume growth and reinforang Kent's
status as a leader in innovation
Packaging improvements implemented
across our core range strengthened the
brand and resulted in share gains and
Kent Nanotek continued to be the fastest
growing range in the Kent portfolio

Lucky Stnke delivered global volume
growth of 14 per centin 2011 — a
significant acceleration and a record
for the brand The results were evenly
balanced between organic growth of
the existing product range and new
innovations The continued global roll-
out of Click & Roll following its launch
in 2010 more than doubled its annual
volume, with record market share in
Brazil, Argentina, France and Chile

In 2011, Lucky Stnke also added a new
dimension to the brand with the launch
of an ‘all-natural’ offer This has achieved
segment leadership in Germany within
one year, and 1s re-energising the brand’s
growth in its largest markets
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Dunhill, our most prestigious brand,
delivered strong organic growthn 2011
across most of our strategic markets,
dnven prnimarly by innovation However,
overall volume performance was
negatively affected by share loss in South
Korea due to compehitive pricing Overall,
Dunhill volume including South Korea
increased shightly in 2011, following

18 per cent growth in 2010 Excluding
South Korea growth was 8 per cent

Dunhull has driven premium innovation
growth through Fine Cut Reloc, Capsule
Reloc and Kingsize Reloc Strong growth
markets in 2011 included Brazil, the Gulf
Cooperation Counal (GCC), Malaysia,
Romania, Taiwan, Nigena, Indonesia,
Egypt and Sertua

Pall Mall, our biggest value-for-money
brand, delivered volume growth of

11 per centin 2011 This was dnven
mainly by significant share growth in
Pakistan, as well as growth in Germany —
where Pall Mall is the number one Adult
Smokers Under 30 {ASU30) brand —
Canada, Chile and Serbia

Local and international

brands perform well

Our other international brands include
Vogue, Viceroy, Rothmans, Kool, Peter
Stuyvesant, Benson & Hedges, State
Express 555 and John Player Gold Leaf

In 2011 our international brands had
good successes, such as Kool in Japan
and Viceroy in Poland Rothmans, our
eighth largest brand, broke the 20 bilhon
crgarette mark in 2011 with a strong
performance in Egypt

QOur international brands, inctuding
our GDBs, accounted for 53 per cent
of Group volume in 2011

Key local brands with high consumer
loyalty such as Yava in Russia and Derby
and Free in Brazil continue to play an
important role in our brand strategy, as
they help us maintain a broad portfolic

Trade marketing and
distribution

Our Trade Marketing & Distnbution
(TM&D) teams are responsible for the
seling and delivery of our products to
retail outlets, the presence of our brands
at the point of sale and the development
of mutually benefiaial partnerships with

our retail customers This includes
engagement in the prevention of
youth smoking and illicit trade

Our people

To successfuily support our brands and
innovations in a fast-paced and rapidly
changing environment, a new ambtious
programme to train and develop our
people has been piloted and is being
rolled out globally The programme
provides our people with a competitive
edge and ensures we continue to meet
the demands of retailers and consumers

Route to market

Cur route to market 1s cntical and allows
us to roll out iInnovations faster on a
global scale as well as to fully meet
consumer demand at the point of sale

Where appropnate, we believe that
direct to store sales (DSS) are an effective
way of serving retailers and building
sustainable business partnerships D35S
gives us visibihty and control over the
sales and distnbution process, allowing
us access to both the market and
consumer information It also provides

a direct commercial ink to our most
strategic retall accounts Half of our
global volume 15 sold to retailers through
our own distnbution capability in key
markets including Canada, Brazil,

South Korea, Australia, Russia,

Romania, South Afnca and Nigena

In other markets, we work with third
parties to ensure our products are
effectively sold and delivered to retailers

Customer management

Building partnershups with retailers s a
key part of our trade marketing activities
We work closely with our retall partners
to provide support and ensure that at all
times they can profitably meet the
expectations of adult smokers with
regards to availability, pncing and brand

quality This includes the development of

effective trading terms, which are a key
foundation of a successful partnership

In 2011, we further developed joint
programmes with our global retail
partners in order to better reach adutt
smokers 1n key channels such as global
travel retall and converence

We sold over 9 billion
capsule cigarettes in
2011, mainly through
Kent Convertibles,
Kool Boost, Lucky
Strike Click & Roll
and Dunhill Switch.

Reloc 1s Dunhill’s exclusive range of
packs that deliver the best tobacco at
optimal freshness

British American Tobacco ‘l 3
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Strategic review continued

Global Drive Brands 2011

Lucky Strike Pall Mali Kent Dunbhill
Cigarettes sold Cigarettes sold Cigarettes soid Cigarettes sold
(billion) (billion} (billion) (bilhon)

30

81

67

48

2010 26 2010 73 2010 61 2010 48

Volume growth Volume growth Volume growth Volume growth
% 11% 10% 0%
+14%| +11%| +10% %
2010 +2% 2010 +8% 2010 -1% 2010 +18%

Number of markets

60+

2010 60+

Number of markets

110+

2010 100+

Number of markets

75+

2010 70+

Number of markets

120+

2010 120+
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Productivity

Productivity continues to be an important
part of our strategy, providing the
capabilities and resources we need to
support investment in our brands to
grow share in our key markets

Our globally-integrated supply chain is
evolving as efficiency and effectiveness
improves, and we are focused on making
our operations flexible, agile and truly
consumer-centric A supply chain with
the scale we en)joy must also be capable
of responding rapidly to changes and
have the ability to roll out innovative
products better than competitors

This 15 a key aspect of our Group strategy
and we will continue to leverage our
supply chain to further support the
growth of the business

Productivity savings

Cost management is a focus across the
business, as 1s improving our marketing
efficiency and capital effectiveness

This includes reducing unnecessary
complexity to save costs, and utihsing
our cash and assets more effectively

Productivity savings from the supply
chain, including indirect matenal
procurement and overhead savings,
helped improve our operating margin

by 230 basis points iIn 2011 We are
confident that we can continue to deliver
efficiencies for the foreseeable future and
hit growth 1n operating margin of 50-100
basis points per annum

Optimising resource
allocation

Our integrated supply chain continues
to help deliver growth Innovations were
successfully rolled out in a number of
markets across the globe, with notable
successes such as Convertibles

Transparency of demand and supply at a
global level through sales and operations
planning continues to improve results
Engagement, system and process
improvements are delivering better

and faster decision making and

resource atlocation

As a result, in 2011 we were able to
continue to cptimise our manufactunng
footpnnt Over the |ast 10 years we have
reduced the number of cigarette factones
from 87 to 46 including acquisitions In
2011, we stopped manufactunng at
Cirebon in Indonesia and announced the
future closure of our Bremen factory in
Germany and the downsizing of others

Consolidation of factones around the
Group continues to be undertaken
responsibly and with care for affected
employees and local communities
Our key factones now generally
serve multiple portfolios and markets,
managed through our above-market
planning capability

This has aiso allowed us to roll out
inngvations faster and implement machine
technology standards —improving our
souraing flexibility, contingency planning
and capital effectiveness

Procurement joint venture
Cur procurement jatnt venture with other
mult-national companies continues to
exceed expectations as it leverages scale
and builds expertise in indirect spend

We expect further benefits as we expand
its geographic reach and include

new categones

Leaf supply chain

Cur leaf supply chain is the most
vertically integrated in the industry

and continues to provide a competitive
advantage Through our proven expertise
in leaf we are In a strong position to
address new consumer needs and the
effects of product-based regulation

Our leaf footpnnt ensures sustainability
of supply and guarantees access to quality
sources of leaf, it also gives us the ability
to manage short-term vanations in
pnang dnven by external commodity
pricing pressures

Business continuity
Managing nsk and having 1n place
contingency sourcing plans continue

to be a key part of our philosophy The
strength of our above-market operating
model was again tested in 2011 with
the unfortunate events in Japan, but we
successfully satisfied consumer demand

Brnuish American Tobacco ‘I 5
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Winning organisation

We can only maintain a strong workforce
if we nurture and develop our peaple
We value our employees’ diverse
perspectives and encourage them

to perform to their best

Training and development
A range of traiming programmes was
rolled out to all of our companies in 2011
when we launched a new online training
and development system This provides
cur pecple with access to a suite of
e-learning applicatrons and gives our
companies a clearer view of the training
and capabihity gaps in their operations

Recruitment

Ensunng clear succession plans are in
place for every senior role remains our
long-term objective We continue to
build robust succession plans at all levels
and aim to recruit individuals who will
help strengthen our core capabilities
and our culture

Diversity and equality

We are dedicated to providing equal
opportunities to each employee We do
not discnminate when making decisions
on hinng, promotion or retirement on
the grounds of race, colour, gender, age,
socal class, relgion, smoking habits,
sexual onientation, pohtics or disability —
subject to the inherent requirements

of the role to be performed

We are commutted to providing training
and development for people with
disabilities, tallored where appropriate
if a Bnush Amencan Tobacco employee
becomes disabled while in our
employment, we will do our best to
retain them and make appropnate
adjustments and provisions

Qur focus on diversity includes having
greater representation across our senior
management from both genders and
across different geographic regions

British American Tobacco
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We continue to support the career
development of our female managers,
with the aim of increasing the
proportion of women in senior
management roles This includes
drawing up development plans for our
senior women and monitoring progress
against them, assigning mentors and
encouraging recruitment consultancies
to draw up gender-balanced candidate
shortlists when we recruit externally

Employee engagement
Briish Amencan Tobacco 1s commutted to
employee engagement throughout the
business and this includes acting on areas
dentified as needing improvement in our
employee survey

Employees are kept well iInformed of the
strategy, performance and objectives of
the Group through communication
cascades at key points in the year, which
involve video broadcasts from the Chief
Executive, face-to-face presentations and
Q&A discussions Global, regional and
local intranets, web-based meetings and
presentations, and electronic employee
magazines also prowide important
information, while feedback 1s encouraged
through open forums and Q&A sessions

56,265

Number of people we employ

around the globe
Our Sharesave Scheme, our Partnership

Share Scheme and our Share Reward
Scheme are open to all UK employees

Employee opinion survey
Qur ‘Your Voice” employee opinton
survey 15 conducted every two years and
benchmarks our performance against a
comparator group of Fast Mowving
Censumer Goods (FMCG) companies
QOur most recent survey was conducted
in 2010, with 90 per cent of employees
participating

In all 11 categones, employee opimon

of Bntish American Tobacco was more
positive than the benchmark for businesses
in the FMCG sector We either maintained
or improved on our 2008 scores in eight
of the 11 categonies
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Responsibility

Responsibility is integral to everything we
do and is especially important to a business
such as ours where our products pose real
nsks to health Our determination to act
responsibly spans the whole business, from
our commitment to addressing the issues of
child lzbour and working with farmers, to
looking at how we can help to reduce the
harm from our preducts and lessen our
environmental impact.

Cur Business Principles and our Standards
of Business Conduct set out what we
require of our companies and our
employees in terms of responsible
corporate behaviour and personal integnty

We also support regulation that
mantains a balance between consumer
preferences and the interests of society,
while also enabling our business to
continue to compete commercially

Harm reduction

As a manufacturer of tobacco products

we have a responsibility to pursue ways in
which we might help to reduce the health
nsks of aur products For more information
on our approach to harm reduction, see
page 19

In 2011, we made progress in our work on
developing laboratory models of disease
and we also set up a new research group,
Predictive and Expenmental Toxicology
This group is focused on developing the
science that wall enable us to evaluate
which smoke toxicants are the most
significant in the development of

vanous smoking-related diseases

We made good progress this year in
increasing our understanding of how
and where smoke particles are deposited
in the respiratory system We have also
reinvigorated our biotechnology research

We believe tobacco product regulation
should be underpinned by scund
scientific evidence and developed
through transparent and accountable
consultation with all relevant
stakeholders As such, in 2011 our Chief
Saientific Officer sat on the expert panel
of a workshop held by the US Food and
Drug Admirustration on developing
scientific standards for the evaluation
of modified nsk tobacco products

Research & development
Qur Group Research & Development
(R&D) activities are concentrated on
our harm reduction efforts but also
encompass the exploration of new
products and innovative technologies
Group R&D also provides guidance
on the use of ingredients to ensure
our products comply with national
legislative requirements and our

own Group standards

Our prnncipal R&D faailities are tocated in
Southampton and Cambrnidge in the UX
and at Cachoeinnha in Brazil In 2011,
investment in Group R&D, including
Marketing Futures and Nicoventures,
was £166 millton, compared to

£164 million in 2010

Responsible marketing

We apply a consistently responsible
approach to marketing across the Group
by requinng our comparues to follow our
International Marketing Standards (IMS}
wherever local law 15 less stnngent Our
IMS state that our marketing should be
targeted at adult tobacco consumers

and not undermine their understanding
of the health nsks

£166m

Group R&D expenditure
n 2011

Qur companies’ adherence to IMS 1s
monitored through self-assessments and
internal company audits We have now
introduced additional IMS-specific audits in
selected markets 1n 2011, 21 incidents of
non-adherence were identified, but we
believe these to be isolated incidents and
acttons have been taken to address them

In Indonesia, we are engaging with
the Indonesian Government on
implementing stricter regulations to
ensure a level playing field and hope
to brning about an industry consensus

Bnitish American Tobacco
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Environmental performance
We monitor and reduce our direct impact
on the environment by making our
operations more efficient. We also address
our indirect effects by choosing supplhers
with strong environmental credentials and
encouraging our existng supphers to
inprove therr environmental performance

We have set targets for our key
environmental issues, including energy
consumption, greenhouse gas emissions,
water use and waste and we met these In
2011 (see page 25)

In 2011, we began work to develop new
targets for our energy, water and waste
measures, as well as five-year milestones
to monitor progress towards our 2030
and 2050 carbon dioxide equivalent
(COxe) targets

Agronomy support

We have around 1,000 leaf managers
and techmaans worldwide whe provide
agronomy support to all our directly
contracted tobacco farmers They also
engage with farming communities in all
of our tobacco growing locations Qur
global agronomy centre 1s at the heart
of this engagement.

Working with our contracted farmers 1n
this way helps make their farms viable
and efficient, which protects the secunty
and quality of our tobacco leaf supply
Qur agronomy support covers all areas
of agncultural practice, not just tobacco
farming, so it also helps farmers improve
the quality and yields of food crops,
making them more self-sufficient.

Tackling child labour

Child labour 1s an important human nghts
1ssue for any industry with an agnicultural
supply chain and the tobacco industry is
no exception We have had a Group-wide
Chuld Labour Policy since 2000, and it1s
a key etement of our Social Responsibility
in Tobacco Produchon (SRTP) programme
We were also one of the founding
members of the Ehminating Child Labour
in Tobacco Growing (ECLT) Foundation
in 2001 We continue to play an active
role in the ECLT Foundation along with
others in the industry, trades unions and
the International Labour Organisation

‘I British American Tobacco
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Biodiversity

Our Group Biodwversity Statement
states our aim to embed biediversity
conservation across our business

Since 2001, we have worked with three
NGOs in the Bntish Amencan Tobacco
Biodiversity Partnership Fauna & Flora
International, the Tropical Biology
Association and Earthwatch Institute.
The Partnership seeks to address some
of the challenging 1ssues surrounding
the conservation and management of
biodiversity within agncultural landscapes
and the ecosystems on which we depend

External recognition

We have built a strong reputation for
sustaiability and are recogrised as
leaders in our industry

In 2011, we were included in both the
Dow |ones Sustainability World Index
{D]SI World) and the Dow Jones
Sustainability Europe Index (D)5l Europe)
and we also received a gold rating in the
2011 Business in the Community
Corporate Responsibility Index

Corporate social

investment

Our corporate social investment (CSI)
actwvities include a range of commumty
and chantable projects, centred on
empowerment (giving people training,
education and opportunities to help
them develop), civic Iife (activities that
aim to enrich public and community life)
and sustanable agnculture and environment
(contributions to local agriculture)

Our global CSl expenditure in 2011 was
£13 7 million (2010 £15 4 million) as
defined by the statutory reporting ¢nitena
for chantable donations

Work environment

We are committed to prowiding a
safe working environment for all our
employees and contractors, and have
a Group goal of zero accidents

There were 37 serious injunes in

2011, involving 18 employees and 19
contractors in 21 countnes Seven were
fataliies (one employee and six
contractors), compared to four in 2010
(three employees and one contractor}
Four were the result of assaults, two
were from falls from heights and ene
was the result of a road traffic acaident
We greatly regret this loss of life and
have made changes to try to make sure
acadents like these do not happen again

We monitor our Lost Workday Case
Incident Rate (LWCIR), along with the
number of senous Injuries and fatalities
for both employees and contractors
The Group's LWCIR 1n 2071 was 0 26,
a decrease from the 2010 rate of 0 27
Qur total number of lost workday cases
also decreased, from 212 1n 2010 to
204 n 2011

in 2011, we implemented our plan to
reduce vehcle-related injuries 1n our
Trade Marketing & Distnbution teams
Already, we have seen positive results,
with an 18 per cent reduction in the
teams’ vehicle-related ost workday cases
and a reduction in fatalities compared to
2010 Group-wide vehicle-related

accidents decreased by nearly 19 per cent

compared to 2010 following targeted
inibatives to address manual handling
acaidents, lost workday cases in this area
reduced by 53 per cent for the Group
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Our sustainability goals

Sustanable business practice Is at the heart of the Group's responsibility strategy By addressing our social, environmental
and economic impacts, we build value for the bustness, for our shareholders and for other stakeholders

Our sustainability agenda compnses five goals covening harm reduction, marketplace,
environment, supply chain and people and culture You can read about all our
long-term goals and our work in 2017 1n these areas 1n our Sustainability Report

2011 onhine at www bat com/sustainability

tncluded on the following pages is a brief summary of how we are trying
to meet our sustainability goals and achieve a sustainable future through

» working towards reducing the nsks from our products,
supporting regulation based on sound evidence,
marketing our products responsibly,

promoting sustainable agnculture,

investing in our people, and

working with cthers

www bat.comy/sustamabmlity
Harm reduction
Our long-term harm reduction goal
We will strive to bring commercially viable, consumer Scientific papers submitted for

publication in peer-reviewed

acceptable reduced-risk products to market. ournals n 2011

The greatest negative impacts from our business are the real How we are prepanng for the future
and senous health nsks of tobacco products So developing
reduced-nsk products for those adults who use tobacco s

a prionty There are many challenges in this the science s
complex, collaboration is needed between scientists, tobacco | o Developing a framework of saientific tests to evaluate the
comparues and regulators, products need to meet consumer likely health impacts of potentially reduced-nsk products
expectations, and we need a regulatory framework that
supports tobacco harm reduction We are commutted to
meeting these challenges

» tdentifying which smoke toxicants pose the greatest health
nsks and inventing new technologies to reduce them

« Engaging with regulators, scientrsts and the public health
community to develop the frameworks needed
to bring them to market
We are working on three broad product categones
reduced-toxicant combustible tobacco products,
low-toxicant smokeless tobacco products, and alternative
regulatory-approved nicotine products

+ Nicoventures i1s explonng the development of and
commercialisation of regulatory-approved nicotine products

British American Tobacco “I 9
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Strategic review continued

Marketplace (0)
Our long-term marketplace goal 0

We will take a lead in upholding high standards Of our comparues run youth
of corporate conduct within our marketplace. smoking prevention programmes

Qur aim 15 to grow our market share but we do this responsibly | How we are preparing for the future
through innovative products and packaging We believe that
regulation should be shaped in collaboration with ali stakeholders,
including the tobacco industry With our industry expenence
and expertise, we can be part of developing regulatory solutions

= Shanng objective evidence to help contribute to the policy
debate on regulation, as well as supporting regulation for
the development and sale of reduced-nsk products

s Updating and strengthening adherence to our International

The illegal tobacco trade is a widespread problem, made worse Marketing Standards

by ill-considered regulatory policies and particularly by large

and sudden increases in excise tax that destabilise the market + Collaborating with governments and enforcement

The perpetrators of this trade are cnminals, often gangs that authonties to help address the illegal tobacco trade and
also traffic drugs, arms and people, and may have ties to working with our competitors to develop new technologies
terronst organisations to stop the unauthonsed sale, re-sale or smugghng of

tobacco products

Environment (1)
QOur leng-term environment goal - . o

We will actively address the impacts of our business Energy use per milion cigarettes
on the natural environment. equivalent compared to 2010

Addressing the immediate impacts of our business on the How we are preparing for the future
environment as well as the likely future pressures involves risk
assessments, performance management and investment in
efficient technologies Environmental problems cannot be solved
by one company acting alone They also need flexabihty « Developing strategies to reduce our impacts, focusing
— what works 1n one part of the world night not in another on water, energy and biodiversity

» Using nsk assessments and stakeholder dialogue to guide
our approach to chmate change

The success of our business now and in the future depends on | « Using biodiversity nsk and opportunity assessments to
biodiversity Biodiversity provides resources like clean water, guide our approach to sustainable agnculture

healthy soils and timber Business can have a negative impact
on biodiversity, as species and communuties also depend on
these resources

» Working with external stakehclders on areas of commeon
interest, such as the members of our Biodiversity Partnership

2 Britssh American Tobacco
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ggr?o?\:;%ecr:ﬂgply chain goal 44 3 ’ 480

We will work for positive social, environmental Tonnes of tobacco leaf purchased
and economic impacts in our supply chain. by our companies in 2017

Qur supply chain sustainability strategy covers our own plansing, | How we are preparing for the future
manufactunng, togistics and trade marketing operations, but
the most sigruficant part of it relates to tobacco growing This is
where our greatest environmental impact 1s but where we have
influence, rather than direct control

+ Protecting the long-term secunty of our tobacco leaf
supply by encouraging sustainable agnculture, invelving
multi-stakeholder partnerships

+ Working to help build an objective evidence base on the

We believe effective regulation in this area must cover all impact of tobacco growing tompared to other crops

agnculture, not just tobacco We also believe we have an

important part to play in developing sustainable agnculture « Listening to our Supply Chan Sustainability Stakeholder
solutions, thanks to our expenence and our relationships Panel’s guidance and challenge on our supply chain
with over 140,000 contracted farmers in 19 countnes sustainability 1ssues

Reducing the environmental impact of our own operations
and encouraging our suppliers to reduce theirs

« Using our supply chain programmes and partnership
projects with suppliers and third parties to protect the
human nghts of our suppliers, contracted farmers and
local communities

People and culture
Qur long-term people and culture goal
We will work to ensure we have the right people Nationalities represented by

people working at our global

and culture to meet our goals. headquarters in the UK

To achieve the goals we set for our business we need a strong How we are prepanng for the future
workforce — from secunng our supply of tobacco leaf to developing
reduced-nsk products We can only strengthen our culture and
build competitive advantage if we continue to focus on driving | » Establishing clear principles and simple, effective tools
tugh performance, encourage greater productivity and build to manage performance

on the excellence of our talent.

s Continuing to build robust succession plans

» Embracing the diversity of our workforce to encourage
Diversity helps us to understand our stakeholders and to meet creativity and innovation

thair needs It takes many forms gender s one aspect, but it is
also important to consider nationality and background We have
a number of inibatives to improve gender dwersity at senior
management levels and we are commutted to improving the + Streamlining our global practices and eliminating duplicabion
representation of all nationalibes among our senior leaders at
our headquarters and in our companies woridwide

« Improving our approach to the health, wellbeing and
safety of our people

 Strengthening our core capabilities, our values and our culture

British American Tobacco 2"
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Measuring our performance

We have a wide

range of measures

and indicators by
which the Board
assesses performance.
To ensure
management’s focus is
aligned with

the interest of our
shareholders, our

KPIs are reflected in our
management incentive
schemes. Although our
other business measures
are not directly included
in these incentives, we
believe they improve
the quality of our
business and contribute
to shareholder value,
particularly over

the long term.

2 British American Tobacco
Annual Report 2011

Shareholder value

Key performance
indicators (KPls)

Total shareholder return —
annual %

The Group’s strategy is to focus on
increasing shareholder value, which s
measured using Total Shareholder Return
{TSR) compared to the FTSE 100 Index
and also to the Fast Moving Consumer
Goods (FMCG) peer group The FMCG
comparator group 15 reviewed annually
to ensure that it remains both relevant
and representative

TSR i1s measured according to the return
index calculated by Datastream, on the
basis of all companies” dividends being
reinvested in their shares The return 1s
the percentage increase in each company’s
ndex over a three year penod

Earnings per share

This 15 our adjusted dijuted EPS —
the detail of the calculation and the
adjustments made are explained in
note 7 to the financial statements

Our target Is to grow adjusted diluted
earnings per share at the rate of high
single-figures per annum, on average,
over the medium to long term

+11%

Adjusted diluted EPS growth
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Growth

Key performance
indicators (KPIs)

Business
measures

Group’s share of key

subsidiary markets

This 1s our retail market share in the
Group’s Top 40 markets which cover
around 80 per cent of the volumes of
subsicharies The information used in this
calculation 1s based on publicly available
information and internal company analysis

Our target 1s to continue to grow
market share

* share figures are rebased annually to reflect
market and segment size changes

We reduced our measures used in the
assessment of our performance related
bonus scheme from six to fourin 2011,
following shareholder consultation in
late 2010 and in early 2011 While we
continue to measure both ‘net revenue’
and ‘overheads and productivity
savings’, we no longer include

these as KPls in that assessment

Using just the four KPls of ‘Group’s share

of key subsideary markets’, ‘Global Drive
Brand volumes’, ‘adjusted profit from
operations’ and ‘cash flow from
operations’ provides a simplified,
straightforward and transparent set

of measures These KPIs still allow

the Company to assess the vitality,
sustainability and performance of the
business while providing clanty for both
shareholders and scheme participants
about the required areas of performance

Global Drive Brand

(GDB) volumes

GDB volumes are calculated as the total
volumes of the four GDBs — Dunhll,
Kent, Lucky Stnke and Pall Mall — sold
by our subsidianes

Our target is to increase our GDB share
faster than the rest of our portfolio

Share growth in key
segments

Thus 15 our overall share of volume in
the Group’s Top 40 markets in three
key segments Aduit Smokers Under 30
(ASU30), Premsum and Fresh Taste

Our target 1s to mamntain or grow our
share of volume In each segment each
year on an organic basis

* share figures are rebased annually to reflect
market and segrment size changes

British American Tobacco 2 3
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Measuring our performance continued

Productivity

Winning
organisation

Key performance Business Business

indicators (KPls) measures measures

Adjusted profit from Operating margin ‘Your Voice’ employee
operations Thus 1s the percentage of adjusted profit opinion survey

Profit used in this assessment s the
adjusted profit from operations of the
Group’s subsidianes — adjusted for the
items shown as memorandum information
on the Group iIncome statement.

from operations divided by revenue

Our target 1s to Increase operating
margin by 50-100 basis points per
annum

The Group’s medium te long-term
target 1s to grow adjusted profit from
operations on average by

6 per cent per annum

Cash flow from operations
Cash flow from operations 1s defined as
the net of the operating cash flow and
interest paid, tax paid and dividends paid
to non-controlling interests, per the
alternative cash flow presented on

page 37

A specific target is set each year for
the cash flow from operations The
target for 2011 was exceeded

2 4 British American Tobacco
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Free cash flow as a
percentage of adjusted
earnings

This measures our free cash flow as a
ratio of the adjusted diluted earmings

Qur target 1s to maintain the
percentage figure in the mid-80s

We coltect views from employees
through our “Your Voice’ survey once
every two years to help us measure our
progress in employee engagement.

Our target 1s to achieve more positive
scores than the other Fast Moving
Consumer Goods (FMCG) compames
1n our comparator benchmark group
i all areas In 2010, scores in all
categories were more positive than
the FMCG benchmark, and we either
maintained or improved on our 2008
score in eight of the 11 categories

Lost Workday Case Incident
Rate (LWCI R{

The LWCIR is a standard health and safety
measure that helps us measure working
days lost through injury on a consistent
basis year-on-year

Our global aim s to have an LWCIR of
not more than 0 2 by the end of 2012
The local target set for all of our
companies is zero accidents.

Lost Workday Case Incident Rate
(LWCIR)

LWCIR. Lost workday cases through injury x
200,000 + total hours worked
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Responsibility

Business
measures

Dow Jones Sustainability
Indexes

The Indexes track economic, envirenmental
and social performance of leading
companies based on the integration

of sustainability into thewr businesses

Our target 1s to achieve a higher score
than the sector average in a minimum
of 14 out of 19 categories In 2011,
we achieved a higher score 1n all

19 categones

Group energy use
This measure tracks Group energy use In
gigajoules per million cigarettes equivalent.

Our target 15 to reduce energy use
by 6 7 per cent by 2012 from our
2007 base

Group energy use 1s the energy used by the Group
In Its own operavons, business travel and freight,
We do not include energy used to produce and
deliver purchased energy

www bat.com/sustainability

Waste to landfill

This measure tracks Group waste sent to
landfill in tonnes per million cigarettes
eqguwvalent

Cur target Is to reduce waste sent to
landfill in tonnes per millien cigarettes
equivalent by 12 per cent by 2012
from our 2007 base

Carbon dioxide equivalent
(COze)

COse s largely denved from energy
consumption and we track this In tonnes
per million cigarettes equivalent

Our target Is to reduce Group COze
by 50 per cent by 2030 from our
2000 base

Water use

This measure tracks Group water use
in cubic metres per milhon cigarettes
equivalent

Our target 15 to reduce water use
by 48 per cent by 2012 from our
2002 base

Group CO:e 15 calculated from the energy used in
Group operations, business travel and freight and
incineration and landfill

Recycling

This measure tracks the total percentage
of Group waste re-used or recycled
aganst total waste generated

Qur target is to recycle more than
85 per cent of waste generated in
each year

Qur targets for Group energy use, waste to landfill and water
use were all exceeded i 2011, a year ahead of schedule For
more information on these business measures, our performance
and targets, see our Sustainability Report 2011 online

British American Tobacco 2 5
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Chief Operating Officer’s review

A strong Group
performance

Against the backdrop of global financial
uncertainty, generally lower disposable
incomes and political upheaval in some
parts of the world, the Group delivered a
strong performance in 2011, achieving all
the goals set as part of its long-term
strategy Reported revenue grew by over
3 per cent as a result of continued goed
pricing mementum and stable volumes
At constant rates of exchange, revenue
was up 4 per cent, while on an organic
basis at constant rates of exchange, it
increased by 7 per cent

The reported profit from operations was
9 per cent hugher at £4,721 milhon with
an 11 per cent increase in adjusted profit
from operations, as explained on page
34 At constant rates of exchange, the
adjusted profit iIncrease was 10 per cent
All the regions contnbuted to this good
profit result Organic adjusted Group
profit from operations, at constant

rates of exchange, also increased by

10 per cent.

Group volumes from subsichanies were
705 billion, down by 3 billion or 0 4 per
cent Organtc volumes were aiso 0 4 per
cent lower The Group again grew overall
market share in 1ts Top 40 markets

The four Giobal Drive Brands achieved
excellent overall volume growth of 9 per
cent following the successful launches of
innovations, resuftng in the continued
improvement in market share Dunhill
volumes increased shghtly as strong
growth in Braz:l, Romania and the GCC,
and good performances by Malaysia and
Russia, were offset by a decline 1n South
Korea which was affected by competitor
pncing Excluding the volumes in South
Korea, Dunhill volumes were up 8 per
cent. Kent was 10 per cent higher with
increased volumes in Romama, Ukraine,
Russia, Egypt and Japan

British American Tobacco
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Lucky Strike increased volumes by
14 per cent with growth in Spain,
Germany, France, ltaly, Japan, Chile
and Brazil Pall Mall volumes rose by
11 per cent with strong growth in
Pakistan, Turkey, Russia and Canada,
partially offset by lower volumes in
Mexico and Spain

The Group announced at the end of
2010 that as part of the plans to reduce
complexity, drive efficiency in
management structures and achieve a
better balance in the scale of our regions,
it had decided to reduce the management
structure from five to four regrons from

1 January 2011 Markets which
compnised the Eastern Europe region,
were merged into the Afnca and Middle
East region and the Western Europe
region Russia, Ukraine, Moldova, Belarus,
Caucasus and Central Asia form part of
the new Eastern Europe, Mrddle East and
Afnca region (EEMEA), while Romania,
Bulgana, Sertia, Montenegro, Albaria
and Kosavo form part of the Western
Europe region The 2010 information has
been reallocated on the basis of the new
regional structure

John Daly
Chief Operating Officer

2011 highlights

« Group organic
revenue growth
of 7 per cent at
constant rates

e Volumes down
0.4 per cent to
705 billion

¢ Overall market share
growth in the Top
40 Group markets

e Global Drive Brand
volumes up 9 per cent

¢ Adjusted profit from
operations at
constant rates of
exchange up 10 per
cent to £5,486 million
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Operations by region
Asia-Pacific Americas Western Eastern Europe,
Europe Middle East and

Africa (EEMEA)

Share of Group revenue

28%

2010 25%

Share of Group revenue

23%

2010 24%

Share of Group revenue

23%

2010 25%

Share of Group revenue

26%

2010 26%

Revenue (Em)

4,251

2010 3,75%

Revenue (Em)

3,558

2010 3,498

Revenue (£m)

3,600

2010 3,695

Revenue (£m)

3,990

2010 3,931

Adjusted profit™ (£m}

1,539

Adjusted profit™ (Em)

1,441

Adjusted profit” (Em)

1,228

Adjusted profit” (£m)

1,311

2010 1,332 2010 1,382 2010 1,103 2010 1,167
Volume (bn) Volume (bn) Volume (bn} Volume (bn)
2010 188 2010 149 2010 136 2010 235

(1) Profit discussed in the regional review is based on adjusted profit from operations and therefore excludes the impact of restructunng and integrauon costs,
amontisation and impairment of trademarks, goodwill impairment, exceptional prowisions and gains on disposal of businesses and trademarks

British Amencan Tobacco
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Regional review

Asia-Pacific

Share of Group revenue

28%

2010 25%

Adjusted profit from operations (£m)

1,539

2010 1,332

Dawvid Fell
Director, Asia-Pacific

Profit was up £207 million to £1,539 million
as a result of strong performances in
Japan, Bangladesh and Taiwan and
favourable exchange rates in Australia,
|apan and New Zealand At constant
rates of exchange, profit increased by
£148 million or 11 per cent Volumes

at 191 bilion were up 2 per cent, with
increases \n Japan, Pakistan and Indonesia
partially offset by lower volumes 1n South
Korea, Australia and New Zealand

in Australia, the steep excise increase
dunng 2010 impacted industry volumes
Profit was up as a result of cost saving
initatives, favourable exchange movements
and higher prang, parually offset by
additional costs associated with the
campaign against plain packaging
Market share was shightly lower although
Pall Mall performed well In New Zealand,
volumes decreased following an ad-hoc
excise increase in January 2011 Profit
was lower as pricaing and favourable
exchange rate movements were more
than offset by lower volumes

Market share grew in Malaysia, dniven by
the strong performances of Dunhill and
Peter Stuyvesant, although total industry
volumes were lower following the excise-
led pnce increases in 2010 Profit was
higher, mainly as a result of exchange
rate movements

2 British American Tobacto
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In Japan, industry volumes were down
sharply following a significant excise
increase in October 2010 However, as

a result of the disruption to domestic
production following the tragic events in
March 2011, the Group delivered an
exceptionally strong growth in profit and
volumes for the year, with underlying
market share hugher

In Vietnam, volumes and market share
grew but profit was adversely impacted
by high inflation and an exchange rate
devaluation, partially offset by higher
pncng and cost saving initiatives

Profit in South Korea was impacted

by competiter pricing and significant
marketing investment, following a price
increase by the Group's business at the
end of Apnl 2011, the first in the industry
in over six years Lower volumes also led
to a reduction 1n market share

In Taiwan, significant profit growth was
dniven by higher volumes and improved
industry pncing Good performances by
Dunhill and Pall Mall achieved hugher
market share

Volume growth in Pakistan led to a
strong increase 1n market share as Pall
Mall performed well, more than doubling
tts volumes Profit was stable, adversely
impacted by higher special exase duties,
high inflation and severe pnce competiion
in the low-pnced segment. In Bangladesh,
both market share and volumes grew due
to the strong performance of Benson &
Hedges Profit increased as a result of
higher volumes, price increases and

tight control of costs

Profit grew in Indonesia following higher
volumes, price increases and synergies
resuiting from the integration of the
business units duning 2010 which were
partally offset by higher clove pnces and
marketing investment Market share was
marginally lower as the growth of the
mild kretek brands was more than offset
by the rabionaksation of the brand portfolio
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Share of Group revenue

23%

2010 24%

Adjusted profit from operations (£m)

1,441

2010 1,382

jack Bowles
Director, Americas

Profit rose by £59 million to £1,441
million, matnly attributable to a strong
performance from Brazil, Venezuela and
Mexico and an improved product mix
across the region At constant rates of
exchange, profit rose by £58 million

or 4 per cent. Volumes were down

4 per cent at 143 billion, mainly as a
result of decreases in Mexico, Brazil,
Chile and Venezuela

In Brazil, strong profit growth was dnven
by an improved product mix and hugher
pnang Market share and volumes were
shightly lower due to the growth of local
duty evaded product However, volume,
share in the premum segment and share
compared to international competitors
continued to grow as a result of the
solid performances of Lucky Strike,
Dunhill and Free

Industry volumes were lower in Canada as
a result of increased illicit trade, with
aggressive prce compettion in the low-
prced segment fuelling down-trading
These factors adversely impacted volumes,
market share and profit, although du
Mauner and Vogue maintained their

share in the premium segment and

John Player Standard remained the
number one brand 1n Canada

In Mexico, industry volumes declined
sharply as a result of excise-led pnce
increases at the beginning of 2011, as
well as increased purchases by the trade
dunng December 2010 in anticipation
of the price increase Market share was
marginally down on last year, while
profit was higher, benefiting from
increased pnang and lower costs

In Argentina, market share was lower
despite the growth of Lucky Stnke

and the successful launch of Dunhill
Marketing investment was higher

with the launch of new brands and
competitors’ pricing activities, impacting
profitability Lucky Stnke performed well
in Chile, and the very strong market share
was mamtained Volumes were lower,
following the steep excise-driven pnce
increases, adversely impacting profit

Profit in Venezuela grew strongly as a
result of igher pnaing, partially offset
by increased costs and lower volumes,
although market share rose Volumes
were down due to industry declines
and growth inillicit product The Group
acquired Protabaco, the second largest
cigarette company in Colombia, on

11 October 2011 Protabaco and Bntish
American Tobacco Colombra are
operating from January 2012 as one
entity with a market share of almost

50 per cent

British American Tobacco
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Regional review continued

Western Europe

Share of Group revenue

23%

2010 25%

Adjusted profit from operations (£m)

1,228

2010 1,103

Mark Cobben
Director, Western Europe

Profit in Western Europe increased by
£125 million to £1,228 million, mainly as a
result of strong performances in Germany,
Switzerand, Italy, France and Romania,
partially offset by declines in Spain, the
Netherlands and Greece At constant rates
of exchange, profit increased by £101
million or 9 per cent Regional volumes
were margnally lower at 135 bilion as a
result of declines in Germany, Switzerland,
Italy, Greece and Span, partially offset by
anincrease in Romama

In Italy, volumes and market share were
shghtly lower although the Global Dnve
Brands performed well Good profit
growth was the result of the improved
product mix, pnce increases and lower
costs, partally offset by the effect of the
volume decline

Profit increased in Germany as a result
of higher pnicing and lower costs The
higher orgamic market share was dnven
by excellent performances by Pall Malt
and Lucky Stnke although volumes
decreased

In France, volumes were ligher and market
share increased which, together wath
improved pnang and lower product costs,
led to an increase in profit. Lucky Stnke and
Vogue performed well

3 0 British American Tobacco
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Market share in Spain was up strongly,
drven by Pall Mail and Lucky Stnke
Industry volumes were lower as a result
of the tough economic conditions,
unemployment and an exase-dnven
price increase at the end of 2010

Profit was impacted by a price warn the
muddle of the year and lower volumes

Profit in Switzerland grew strongly as

a result of reduced costs and increased
pricing Volumes were lower but
market share grew through the
performance of Kent and Pall Mali
Volumes and profit in Belgwum and the
Netherlands were lower but market
share increased in Belgium with Pall Mall
and Lucky Stnke performing well

In Romania, excellent increases in profit and
volumes were achieved as the industry
benefited from the significant reduction in
the level of llicit trade following the strong
action taken by the Government. Market
share was higher, led by Dunhill, Kent

and Vogue

In Poland, despite an industry volume
decline, profit, volumes and market share
increased with the growth of Viceroy and
Vogue Market share in Greece was
higher and Peter Stuyvesant achieved
leadership in the low-priced segment
The partial absorption of exase increases
by the industry over the last two years
contnbuted to a drop in profit. In the
United Kingdom, Pall Mall performed
well, resulung in market share growth,
which, coupled with pnce increases,
cost management and higher volumes,
led to higher profit.

Profit was mantained in Denmark where
industry volumes were adversely affected
by the impact of two significant excise-
driven price increases Market share was
recovering by the year end In Sweden,
profit improved as a result of lower costs,
improved priang and volumes Market
share was also ugher
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pe, Middle East

and Africa (EEMEA)

Share of Group revenue

26%

2010 26%
Adjusted profit from operations (Em)

1,311

2010 1,167

Andrew Gray
Director, Eastern Europe,
Middle East and Africa

Profit in the region increased by

£144 milhon to £1,311 milion This was
pnncipally due to stable volumes and
pnce increases, partly offset by the adverse
impact of exchange rate movements

At constant rates of exchange, profit
increased by £195 mullion or 17 per cent
Volumes at 236 billlon were marginally
higher than last year with the increases in
Eqypt, GCC and Nigena partially offset by
the decline in Turkey

In Russta, market share grew, driven by
Kent, supported by Dunhill, Pall Mall and
Vogue Total volumes were in ine with
last year Strong profit growth was the
result of prce increases, an improved
product mix and lower costs

Market share in Ukraine was higher as
volumes increased in a declining total
market, resuiting 1n an increase in profit
Volumes, profit and market share
improved in Kazakhstan due to the
strong performance of Pall Mall

In Turkey, the 2010 excise-dnven
contraction of the market continued
with the government announcing an
unexpected excise nse in October 2011,
with a further increase from January
2013 Ths, coupled with an increase in
ilhot trade, resulted in a steep drop in
volumes Market share declined as a
result of competitor pncing activiies
Kent and Pall Mall grew strongly and

Lucky Strike was launched, partally
offsetting the volume losses of tail
brands Profit reduced despite the
improved preduct mix and significant
savings imtiatives

In the GCC markets, volumes and market
share increased and profit grew strongly,
mainly due to Dunhill’s excellent
performance in all the markets In Egypt,
volumes and market share continued to
grow strongly despite the political
instability and a significant excise increase
in june Profit was impacted by the
absorption by manufacturers of some of
the excise increases of 2010 and 2011
Rothmans expanded its leadership position
among our internationai brands

in Nigenia, volumes were up and market
share continued to grow Premium brands
posted impressive nses with Dunhiil,
Benson & Hedges and Rothmans the main
contnbutors The improved product mix
and hugher volumes led to a strong increase
in profit. Grawth in market share was
pnmanty driven by marketing investment.
Improved govemnment control saw a
reduction in ikt trace

In South Afnica, market share strengthened
due to the good performance of the
portfolio There was a significant increase
in the incidence of illcit trade and down-
trading to the low-pnced segment. As a
result, profit was in ine with last year

The Group contnued its iInvestment in
new markets, with the launch of Dunhill in
Morocco after an import and distnbution
licence was approved, while it continued
to build the business in Algena
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Another year of
strong returns

Profit from operations
The reported Group revenue at
£15,399 million grew by 3 per cent
and profit from operations at
£4,721 million grew by 9 per cent

The growth in Group revenue, at
constant rates of exchange, was
up 4 per cent to £15,462 milhon

In arder to better understand the
underlying performance of the business,
it 1s necessary to adjust for a number

of items relating, for example, to
restructunng costs and one-off charges
and provisions We call the underlying
profit after adjusting for these items,
adjusted profit These adjustments

are described further below

Ad)usted profit from operations was
£5,519 million, up 11 per cent from
£4,984 mullkan in 2010 Adjusted profit
from operations translated at constant
rates of exchange was up 10 percent to
£5,486 million

Organic growth

A number of transactions impacted
revenue and operating profitin 2011 and
2010 The impact of these are removed In
order to calculate organic growth

For 2011, revenue growth was shghtly
enhanced by the acquisiion of
Productora Tabacalera de Colomba,

S A S (Protabaco), which was completed
on 11 October The Group’s organic
revenue growth was also affected by the
sale of its Belgium distnbution business,
Lyfra NV, its withdrawal from distnbuting
phone cards in Brazil and products in
Norway and the termination of the
Gauloises icence agreement applicable
to Germany Adjusting for these items,
organic revenue would have been up

7 per cent to £15,453 mullion at constant
rates of exchange On the same

basis, adjusted profit from cperations
grew organically by 10 per cent to
£5,487 mullion

Percentage increases In revenue and in profit from operations

Ben Stevens
Finance Director and
Chuef Information Officer

Revenue Profit

growth grawth

As reported +3% +9%
Ad)justed +11%
Ad)justed at constant rates +4% +10%
Adjusted organic at constant rates +7% +10%

3 2 Bntish American Tobacco
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2011 highlights

e Group organic
revenue grew by
7 per cent at constant
rates of exchange

¢ Adjusted profit from
operations increased
by 11 per cent

¢ Adjusted diluted
earnings per share
rose by 11 per cent
to 194.6p per share

¢ Dividends for 2011
up by 11 per cent
to 126.5p per share

» Strong free cash flow
of £3,326 million
equal to 86 per cent
of adjusted earnings

e Share buy-back to
a value of £1.25
billion announced
for 2012
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Analysis of revenue and profit from operations

Revenue 2011 2010
Reported Impactof  Revenue 0;3 |a|;;|tc g:ge::::: Reported ()"'r'g'jaurllt.f Organic
revenue  exchange acc™  mentst at etV revenue ments®  revenue
£m Em £m £m £m £m £m £m
Asia-Pacific 4,251 (101) 4,150 4,150 3,759 3,759
Americas 3,558 16 3,574 (¢)] 3,565 3,498 (134) 3,364
Western Europe 3,600 (68) 3,532 3,532 3,695 (282) 3,413
EEMEA 3,990 216 4,206 4,206 3,931 390
Total 15,399 63 15,462 (9) 15,453 14,883 (416) 14,467
Profit from
operations 2011 2010
Organic
Adusting  Adjusted  Impact of Aﬂlrz;itlkeg Oargla“r;itc_ ag'l'l;:'tt(eg Adjusted oarg:u';'i :;E:g;
Profit? items profit?  exchange atcc™  ments™ at cct profit?  ments® profit®®
£m £m £m £m Em £m £m £m Em £m
Asia-Pacific 1,481 58 1,539 (59) 1,480 1,480 1,332 1,332
Americas 1,426 15 1,441 n 1,440 1 1,441 1,382 3) 1,379
Western Europe 1,075 153 1,228 (24) 1,204 1,204 1,103 {6} 1,097
EEMEA, 1,013 298 1,31 51 1,362 1,362 1,167 1,167
4,995 524 5,519 (33) 5,486 1 5,487 4,984 &) 4,975
Fox Rivert® (274) 274
Total 4,721 798 5,519 (33 5,486 1 5,487 4,984 9) 4,975
Notes

(1) CC Constant currencies
(2) Profit. Profit from operations

(3) Organic adjustments Mergers and acquisitions and discontinued activities — adjustments are made to the 2010 and 2011 numbers, based on the 2011
Group position

(4) The Fox River provision made in 2011, (see note 3(h) to the financial statements) has not been allocated to a segment or segments as 1t relates to a 1998
settlernent agreement. It s presented separately from the segmental reporting which 1s used to evaluate segment performance and to allocate resources
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Operating margin

The Group continues to improve its
operating margin by addressing the cost
base through factory rationalisation,
systems standardisation and productmity
savings |n 2011, adjusted profit from
operations, as a percentage of net
revenue, improved to 35 8 per cent
compared to 33 5 per cent in 2010 More
details of the Group’s adjusted operating
performance can be found in the
reqional review

Adjusting items

The adjustments made to profit frem
operations are separately disclosed as
memorandum information on the face
of the income statement and in the
segmental analysis

During 2011, the Group continued to
incur costs which do not relate to the
day-to-day operations of the business

Restructuring costs include a review of
the Group’s manufacturing operations,
organisational structure and systems and
software used During 2011, we also
impaired the remaiming goodwill relating
to the acquisition of Tekel in Turkey, by
£273 million The total costs of these
actions, together with other costs,
including integrating acquired businesses
into existing operations and the provision
in respect of Fox River, were £798 million
in 2011, compared to £666 million

for 2010

As explained more fully in the contingent
liabilities note 30 to the financial
statements, the Group made a provision
of £274 milhion for a potential claim
under a 1998 settlement agreement
entered into by a subsidiary in respect

of the clean up of sediments in the

lower Fox River tn Wisconsm

Restructunng and integration costs

in 2011 pnnapally relate to the
continuation of factory closure and
downsizing actvities in Benmark and
Australa respectively, a voluntary
separation scheme and closure of the
pnnting unit in Argentina, the closure of
the Jawornik factory in Poland, the Lecce
factory in taly and Tire factory in Turkey
The costs also cover the social plan and
other closure activities relating to the
Bremen factory closure in Germany,
integration of Productora Tabacalera de
Colombia, S A S (Protabaco) into existing

[ e e

operations, as well as other restructunng
initiatives directly related to improving
the efficiency and effectiveness of the
Group as a globally integrated enterprise
In addition, they also include separation
packages in respect of permanent
headcount reductions in the Group

The £311 milhon charge for restructuning
and integration costs in 2010 arose
principally in respect of the continuation
of factory closure and downsizing
activities and the continued integration of
Skandinavisk Tobakskompagni {5T), Tekel
and Bentcel into existing operations,

as well as some other actmties to

reduce the overheads of the Group

Restructunng and integration costs
in 2010 also included a payment of
U5$21 million to Reynolds Amencan
relating to the early termination of a
contract manufactunng agreement

The acquisitions of Bentoel, Tekel, ST
and Protabaco resulted in the
capitalisation of trademarks which are
amortised over their expected useful
fives, which do not exceed 20 years The
2011 amorusation charge of £58 million,
compared to £62 million in 2010, 15
included sn depreciation, amortisation
and imparrment costs n the profit from
operations

The balance of goodwill remaining in
respect of the Tekel acquisition in Turkey

n 2008 (£273 million) was impawed dunng
2011 Although cost saving initiatves in the
acquisiion plan of Tekel have been
delivered successfully, the imparment
charges arose from the continued pnang
competition, significant excise increases
dunng 2010 and further increases
announced in October 2017, resultingin
the significant growth of illicit trade and

a loss of volumes Turkey remans an
important strateqic market for the Group

Net finance costs

Net finance costs at £460 million
were £20 million lower than last year,
reflecing the strong cash generation
of the business
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Associates

The Group'’s share of the post-tax results
of associates, included at the pre-tax
profit level under International Financial
Reporting Standards (IFRS), increased
by £120 milhon to £670 million, after
net adjusting income of £11 million
(2010 £72 milhon charge}

In 2011, the Group’s share of the
adjusted post-tax results of associates
increased by 6 per cent to £659 mullion
(2010 £622 million), or 11 per cent at
constant rates

The adjusting items are explained in
note 5 of the finanaial statements

Profit before tax

Profit before tax was up £543 million at
£4,931 million, reflecting the higher
profit from operations, lower net finance
costs and the increased contnbution
from associates

Effective tax rate

The tax rates in the income staternent of
31 6 per centin 2011 and 28 4 per cent
in 2010 are affected by the inclusion of
the share of associates’ post-tax profit
in the Group's pre-tax results and

by adjusting items

The underlying tax rate for subsichanes
reflected in the adjusted earnings per
share below was 31 2 per centin 2011
and 30 2 per cent in 2010 The increase
15 the result of a change in the mix

of profits

Earnings per share

Bastc earnings per share for 2011

were 157 1p, up 8 per cent (2010

145 2p) With the distortions that
ad)usting items can cause in profit, as
well as the potential dilutive effect of
employee share schernes, earnings per
share are best viewed on the basis of
adjusted diluted earnings per share The
calculation of this measure 1s explained in
note 7 of the financial statements

Financial statements

Other informaton

On this basis, the adjusted diluted
earnings per share were 194 6p, an

11 per cent increase over 2010, manly
as a result of the strong operating
performance

Dividends

The Group’s policy 1s to pay dividends
of 65 per cent of long-term sustainable
earnings, calculated with reference to
the adjusted diluted earnings per share
Intenm dmnidends are calculated as one-
third of the total dividends declared for
the previous year

Dividends are declared and payable in
steriing except for those shareholders on
the branch register in South Afnica, whose
dividends are payable in rand A rate

of exchange of £ R=12 19960 as at

21 February 2012, the closing rate for
that day as quoted by Bloomberg, results
in an equivalent final dvidend of

1078 44464 SA cents per ordinary share

With the recommended final dvidend
of 88 4p, the total dvidends per share
for 2011 are 126 5p, up 11 per cent

on the prior year Under iFRS, the
recommended final dividend in respect
of a year 15 only provided in the accounts
of the following year Therefore, the
2011 accounts reflect the 2010 final
dwidend and the 2011 intenm dividend
amounting to 119 1p (£2,358 million)
n total (2010 104 8p — £2,093 milhon)
The table below shows the dvidends
declared in respect of 2011 and 2010

Dividends declared
2011 2010
Pence per Pence per
Ordinary shares share £m share £m
Intenm 381 738 332 662
Final 88 4 1,741 810 1,620
126 5 2,479 114 2 2,282

British American Tobacco
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Financial review continued

Treasury operations

Treasury is responsible for raising finance
for the Group, managing the Group’s
cash resources and managing the
financial nsks ansing from underlying
operations All these activities are carned
out under defined policies, procedures
and limits

The Board reviews and agrees the overall
treasury policies and procedures,
delegating appropnate authonty to the
Finance Director, the Treasury function and
the boards of the central finance companies
The policies include a set of financing
prinaples and key performance indicators

Clear parameters have been established,
including levels of authonty, on the type
and use of financial instruments to
manage the financial nsks facing the
Group Such instruments are only used if
they relate to an underlying exposure,
speculative transactions are expressly
fortndden under the Group’s treasury
policy The Group’s treasury position is
monitored by a Corporate Finance
Committee chaired by the Finance
Dhrector Treasury operations are subject
to penodic independent reviews and
audits, both internal and external

It 1s the policy of the Group to maximise
financial flexibility and minimise refinancing
nsk by issuing debt with a range of
matuntes, generally matching the
projected cash flows of the Group and
obtaining this financaing from a wide range
of providers The Group targets an average
centrally managed debt matunty of at least
five years with no more than 20 per cent of
centrally managed debt matunngin a
single rolling 12 months As at 31
December 2011, the average centrally
managed debt matunty was 7 O years
(2010 7 4 years) and the highest
proportion of centrally managed debt
matunng in a single rolling 12 month
penod was 18 3 per cent (2010

12 5 percent)

The Group continues to maintain
investment-grade credit ratings, as at
31 December 2011, the ratings from
Moady's and S&P were Baal (stable
outlook)/BB8+ (positive outlook) (end
2010 Baal/BBB+) Thestrength of the
ratings has underpinned the debt
issuance and the Group 1s confident of
its abihity to successfully access the debt
capital markets

3 British American Tobacco
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All contractual borrowing covenants have
been met and none are expected to
intibit the Group’s operations or
funding plans

Liquidity

In June 2011, the Group established

a US$2 bilkon commercial paper
programme It1s Group policy that
short-term sources of funds (including
drawings under both the US$
programme and the existing Group
£1 billon euro commercial paper
programme) are backed by undrawn
committed hines of credit and cash

At 31 December 2011, £85 mullion

of commercial paper was outstanding
(31 December 2010 undrawn)

In the year ended 31 December 2011, the
Group continued with transactions n the
capital markets In June 2011, the Group
repaid a matuning €530 milhon bond

The repayment was financed from Group
cash balances In August 2011, the Group
extended the matunty date of a US$200
mullion faclity from 2011 to 2016, and
simultaneously increased the size of the
facility to US$240 milben The facility was
drawn to the value of US$225 mullion at
31 December 2011 In September 2011,
the Group repaid a Mexican peso 1,444
millon borrowing which was due in
September 2011 with a new Mexican
peso 1,444 million borrowing due 2014
In November 2011, the Group 1ssued a
new €600 milion bond with a matunty
of 2021

In December 2010, the Group negotiated
a new central banking facility of £2 billion
with a final matunty date of Oecember
2015 This faciity 1s provided by 22
banks The existing central banking
faciity of £1 75 tillion, with a final
matunty date of March 2012 was
cancelled at the same time The facility
was undrawn as at the end of both 2011
and 2010 There were a number of
transactions in the capital markets in
2010 to extend the matunty of bonds, to
purchase and cancel bonds, and to 1ssue
new bonds Details of these transactions
are provided in notes 24 and 25 on

the accounts

Capital structure

The Group defines capital as net debt
and equity The only externally smposed
capital requirement the Group has 1510
respect of its centrally managed banking
faciliies, which require a gross interest
coverof 4 5 times The Group targets a
gross interest cover, as calcutated under
its key central banking facilities, of greater
than five For20111t1s 12 5 ttmes (2010
11 2umes) The Group assesses Its
financial capacity by reference to cash
flow, net debt and interest cover Group
policies include a set of financing
principles and key performance
indicators including the monitoning of
credit ratings, interest cover and hiquidity
These provide a framework within which
the Group’s capital structure 1s managed
and, in particular, the policies on
dividends (as a percentage of long-term
sustainable earmings) and share buy-back
are decided
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Cash flow

The IFRS cash flow includes all transactions
affecung cash and cash equivalents,
including financing The alternative cash
flow included here 1s presented to illustrate
the cash flows before transactions relating
to borrowings

Operating cash flow increased by £286
mullion, or 6 per cent, to £5,187 mullion,
reflecting growth in underlying operating
performance partially offset by working
capital movements Taking into account
outflows relating to taxation, which were
£269 million higher than last year due to
higher taxable profits and an increase in
dividends to non-controlling interests,
offset by tugher dividends and other
appropriations from associates due to the
Reynolds share buy-back (£71 million in
2011), the Group’s free cash flow was
£86 million or 3 per cent hugher at
£3,326 miflion

The ratio of free cash flow per share to
adjusted diluted earnings per share was
86 per cent (2010 92 per cent)

Below free cash flow, the principal

cash outflows for 2011 compnse the
payment of the pricr year final dwidend
and the 2011 intenm dividend, which
was £265 million hugher at £2,358
million, as well as a £755 million outflow
due to the resumption of the on-market
share buy-back programme in 2011,
including transaction costs

Dunng 2011, the cash outflow from net
investing activities of £311 mullion mamnly
relates to the £295 mullion purchase of
Protabaco, compnsing the purchase prce
less acquired net cash and cash equivalents
In addition, there was a cash outflow of
£10 milhion for the acquisiion of non-
controfling interests in Chtle and £6 million
in respect of the purchase of trademarks In
2010, proceeds included cash from the
disposal of subsidianes of £12 mullion which
arose from the sale of the Group’s Belgum
distnbution business, Lyfra NV, which was
offset by a cash outflow of £12 million
ansing from the acquisition of non-
controlling tnterests in subsidianes

The other net flows pnnapally

relate to the impact of the level of
shares purchased by the employee
share ownership trusts and cash flows
in respect of certain denvative
financral instruments

Financial staternents Other information

Cash flow and net debt movements

2011 2010
£m £m
Adjusted profit from operations 5,519 4,984
Depreciation, amortisation and impairment 447 442
Other non-cash items in operating profit 68 59
Profit from operations before depreciation and 6,034 5,485
impairment
Increase in working capttal (281) (61)
Net capital expenditure (566) (523)
Gross capital expenditure {611) (584)
Sale of fixed assets 45 61
Operating cash flow 5,187 4,901
Net interest paid (469) {491)
Tax pad (1,447) (1,178)
Dividends paid to non-controlling interests (275) (234)
Restructunng costs (217) (219)
Dwvidends and other appropnations from associates 547 461
Free cash flow 3,326 3,240
Dividends paid to shareholders (2,358) (2,093)
Share buy-back {including transaction costs) (755)
Net investment activities 311)
Purchases of subsidianes, non-controlling interests
and trademarks (311) 2
Dnsposal of subsidianes 12
Net flow from share schemes and other (93) (V4]
Net cash (outflow)/inflow (191) 1,070
External movements on net debt
Exchange rate effects* 123 (41)
Net debt disposed 1
Change in accrued interest and other (19) (39)
Change in net debt {(87) 1,001
Opening net debt (7,841) (8,842)
Closing net debt (7,928) (7,841)
* Including movements In respect of debt related dernvatives
British American Tobacco
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Financial review continued

These flows resulted in net cash outflows
of £191 mithion (2010 £1,070 million
inflow) After taking account of other
changes, especially exchange rate
movements, total net debt was £87
mullion tigher at £7,928 million at 31
December 2011 (2010 £7,841 mullion)

Retirement benefit
schemes

The Group's subsidianes operate around
175 retirement benefit arrangements
worldwide The majonty of the scheme
members belong to defined benefit
schemes, most of which are funded
externally and many are closed to new
entrants The Group also operates a
number of defined contnbution schemes

The present total value of funded scheme
liabilities was £5,675 mithon {2010
£5,365 million), while unfunded scheme
liabilities amounted to £346 million
(2010 £337 milhon) The schemes assets
increased from £5,134 million in 2010 to
£5,200 million in 2011

After accounting for mimmum funding
obhgatons of £2 milhon (2010 £29
million) and excluding unrecogrused
scheme surpluses of £75 mullion (2010
£51 million), the overall net lability for
all pension and healthcare schemes

in Group subsidharies amounted to
£898 million at the end of 2011, up
from £648 million at the end of 2010

Contrnbutions to the defined benefit
schemes are determined after consultabon
with the respective trustees and actuanes
of the individual externally funded
schemes, taking into account the
regulatory environments

Changes in the Group

On 11 October 2011, the Group
completed the transaction to acquire
100 per cent of the privately owned
Productora Tabacalera de Colombia,

S A.S (Protabaco), for US$461 mullion
The business has been integrated with
the existing Brtish Amencan Tobacco
business and from 1 January 2012, 1t 3
operating as one business

3 8 British American Tobacco
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Net debt

The Group defines net debt as borrewings, including related denvatives, less cash and
cash equivalents and current available-for-sale investments The matunty profile of net

debt is as follows

2011 2010
£m Em
Net debt due within one year
Barrowings (1,766} {1,334)
Related denvatives 5 (29)
Cash and cash equivalents 2,194 2,329
Current avallable-for-sale investments 57 58
490 1,024
Net debt due beyond one year
Borrowings (8,510) (8,916}
Related denvatives 92 51
(8,418) (8,865)
Total net debt (7,928) (7,841)

In 2010, the Group sold its Belgium
distribution business, Lyfra NV, withdrew
from distnbuting phone cards in Brazil,
and its Gauloises licence agreement
applicable to Germany was terminated

The Group also terminated an
arrangement whereby it distnbuted
product on behalf of a third party in
Norway, effective from 1 july 2011

Share buy-back programme
The Board approved the resumption of
the on-market share buy-back programme
in 2011 with a value of up to £750 million,
excluding costs Duning 2011, 28 million
shares were bought at a value of £750
million, excluding transaction costs
{2010 Enil) A continuation of the share
buy-back to a value of £1 25 bilion has
been agreed and will resurne after
publication of the preliminary results

Non-GAAP measures

tn the reporting of financial information,
the Group uses certain measures that are
not required under International Financial
Reporting Standards (IFRS), the generally
accepted accounting prnnaples (GAAP)
under which the Group reports The
Group believes that these additional
measures, which are used internally, are
useful ta the users of the finanaial
statements in helping them understand
the underlying business performance

The pnnapal non-GAAP measures which
the Group uses are adjusted profit from
operations and adjusted earnings per
share, which 1s reconciled to diluted
earnings per share These measures
remove the impact of adjusting items
from earnings

Management reviews current and prior
year segmental adjusted profit from
operations of subsidianes and adjusted
post-tax results of associates and joint
ventures at constant rates of exchange
This allows companson of the Group’s
results had they been transtated at last
year's average rate of exchange Other
than in exceptional circumstances, this
does not adjust for the normal
transactional gains and losses in
operations which are generated by
exchange movements

In the presentation of financial
information, the Group also uses another
measure, organic growth, to analyse
underlying business performance
Organic growth 1s the growth after
adjusting for mergers and acquisitions
and discontinued activities Adjustments
are made to current and prior year
numbers, based on the current penod
Group position

The Group also prepares an altemative
cash flow, which includes a measure of
‘free cash flow’, to illustrate the cash
flows before transactions relating to
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borrowings The Group also provides
gross turnover as an addittonal disclosure
to indicate the impact of duty, excise and
other taxes

Due to the secondary hsting of the
ordinary shares of Bntish Amencan
Tobacco p | ¢ on the main board of the
|SE Limited (JSE) in South Africa, the
Group 15 required to present headline
earmngs per share

Accounting developments
The Group has prepared its annual
consolidated financial statements in
accordance with IFRS, as adopted by
the EU

The Group has not adopted any new and
amended IFRSs or IFRIC interpretations
that have had any significant effect on
reported profit or equity or on the
disclosures in the financial statements in
2011 The next few years, however, are
likely to see more changes in the financial
statements given the aims of standard
setters and regulators

Going concern

Given the Group’s history of growth in
profit from operations, the high cash
conversion rate from profit inte cash, the
access to the £2 bilhion revolving credit
facility which 1s used only as a back stop
and the spread of banks providing the
facihties, the Group remasns confident
ints ability to access the debt

capital markets

Thus, together with the matunity profile of
debt, spread over a long penod with only
hmited redemptions scheduled for 2012,
provides confidence that the Group has
sufficient working capital for the
foreseeable future

After reviewsng the Group’s budget,
plans and refinancing arrangements,
the Directors consider that the Group
has adequate resources to continue
operating for the foreseeable future The
financial statements have therefore been
prepared on a going concern basis See
the corporate governance statement

for full details

Financial statements

Foreign currencies

Other infarmatien

The results of overseas subsidianes and associates have been translated to sterling at
the following exchange rates in respect of pnnapal currencies

Average Closing

2011 2010 2011 2010

US dollar 1 604 1546 1554 1566
Canadian dollar 1586 1592 1583 1556
Euro 1153 1165 1197 1167
South Afncan rand 11632 11 30¢ 12 547 10 358
Brazilan real 2 683 2719 2 899 2 599
Australian dollar 1554 1 682 1516 1527
Russian rouble 47 116 46 945 49 922 47 795
lapanese yen 127 B26 135518 119 572 126 982
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Key Group risk factors

This section identifies
the main risk factors
that may affect the
British American
Tobacco Group.

Cautionary statement

The business review and certain other
sections of this document contain
forward-looking statements which
are subject to nsk factors associated
with, among other things, the
economic and business
crrcumstances occurnng from ume to
ume in the countres and markets in
which the Group operates [t s
behieved that the expectations
reflected in these statements are
reasonable but they may be

affected by a wide range of

vanables which could cause

actual results to differ matenally

from those currently anticipated

4 British American Tobacco
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The following tables provide a bnef
descnption of the key nsks to which the
Group’s operations are exposed and
identify, in each case, their potental
impact on the Group and the pnncipal
activities in place to manage the nsk
Each nisk 1s considered 1n the context of
the Group strategy by identifying the
pnncipal strategic element to which it
relates, although other elements may
also be relevant The Group strategy

15 discussed in detail in the preceding
pages of this business review

It 1s not the intention to prowide an
extensive analysis of all nsks affecting the
Group but rather to identify only those nsks
and uncertainties which the Directors
believe to be the prinaipal ones facing the
business Not all of the factors listed are
within the control of the Group and other
factors besides those listed may affect the
performance of its businesses Some nsks
may be unknown at present and other nsks,
currently regarded as immatenal, could
turn out to be matenal in the future

The nsk factors listed in this section and
the specific activities in place to manage
them should be considered in the
context of the Group’s internal control
framework This s addressed in detail

in the sechion on nisk management

and internal control in the corporate
governance statement This section
should also be read in the context of the
accompanying cautionary statement
regarding forward-looking statements

Risk registers, based on a standardised
methodology, are used at Group, regional,
area and indmdual market level to idenufy,
assess and monitor the key nsks (both
financial and noninancial) faced by the
business at each level Information on
prevailing trends, for example whether

a nsk is considered to be increasing or
decreasing over ime, 1s provided in relation
to each nsk and all identfied nsks are
assessed at three levels (high/medium/low)
by reference to thetr impact and lkelshood
Mitigation plans are required to be in place
to manage the nsks identified and the nisk
registers and miigation plans are reviewed
on a regular basis At Group level, specific
responsibility for managing each identified
nsks allocated to a member of the
Management Board The Group nsk register
provides the basis for the assessment of the
key Group nsk factors identified below ltis

reviewed regularly by a committee of serior
managers chaired by the Finance Director
and twice yearly by the Corporate
Comnuttee In addition, it ts reviewed
annually by the Board and twice yearly by
the Audit Commuttee The Board and each
such Commuttee reviews changes in the
status of identified nsks, assessing changes
in impact and lkelihood, and the Audit
Committee alsc spends time focusing on
selected key nsks in detail

Developments in the
assessment of Group risk
The Board’s assessment of the key nsks

and uncertaintes facing the Group has
remained broadly unchanged over the past
year, particulary with regard to illicit trade,
excise and tax and financial nsk. However,
as a consequence of the Board’s continuing
reappraisal of Group nsks and the actmhes
i place to address them, some nsks which
have in previous years been considered as
key Group nsks are no longer assessed as
such in terms of therr impact and hkelhhood
and so are not addressed tn the tables
below They are nevertheless still addressed
as Group nsks, remain on the Group

nsk register and continue to be reviewed

in accordance with the Group's nsk
managerment procedures This applies,

for example, to the loss of confidential
information or mahcious mampulabion

of data, which was included in last year's
table but s no longer included this year

Climate change, which has previously
been identfied as a Group nsk, is no longer
considered to be a nsk factor itself, but

15 treated as a potential cause of more
specific nsks, such as the inability to obtain
adequate supplies of leaf It therefore
continues to be taken into account in the
assessment of Group nsk. Non-compliance
with environmental, health and safety
measures 1S now assessed as a key Group
nsk, having been identified as a significant
comphance issue facing the Group given
the complexity and global nature of its
operations and in hght of a number of
recent nadents involving workplace
acadents In addition, increased focus

on the regulatory nsks facing the Group
has highlighted key areas of nsk, now set
out separately below Thus reflects their
impostance in the context of the future
development of the Group’s business

and the needto ensure that they are

each effectively addressed
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Nicit trade

Competition from illicit trade
llicit trade in the form of counterfeit products, smuggled genuine products and locally manufactured preducts on which
applicable taxes are evaded, continues to represent a significant and growing threat to the legibimate tobacco industry

The majonty of such illreit products are sold at the bottom end of the market and 1n contravention of apphicable regulatory
requirements Increasing excise rates can encourage more consumers to switch ta illegal cheaper tobacco products and provide |

greater rewards for smugglers The nsk 1s exacerbated where current economic conditions have resulted in hugh unemployment

and/or reduced disposable incomes Global volume of illicit trade 1s currently estmated to be up to 12 per cent of consumption i
in the next 10 years, we believe that the problem is fikely to increase, driven by the increased regulatory and compliance burden !
for legitmate manufacturers and fuelled by further significant excise increases

Prinapal relevance to Group strategy
Potential impact on Growth (organic revenue growth)

Time frame Longterm

Principal potential causes

Sudden and disproportionate excise increases and
widening excise differentials between markets
Unintended consequences of regulation, e g plain
packaging, display bans and ingredients restrictions
Extra comphance costs imposed on legitimate industry
giving competitive advantages to lhicit manufacturers
Economic downturn

Lack of faw enforcement and weak border controls

Potential impact on Group

» Erosion of brand equity

« Reduced ability to take pncencreases

« Investment in trade marketing and distnbution
1s undermined

s Product s commoditised

* Lower volumes and reduced profits

Principal activities in place to address risk

Dedicated Anti-lllicit Trade (AIT) teams operating at global, regional, area and key market levels and internal

cross-functional coordination
Active engagement with key external stakeholders

Cross-industry and multi-sector cooperation on a wide range of AlT issues
Global AIT strategy development supported by a research programme to further the understanding of the size and scope

of the problem

AIT Intelligence Unit (Including a dedicated analytical laboratory) cooperates with law enforcement agencies in pursuit

of prionity targets and capacity building

Strong internal business conduct and customer approval policies

Britsh American Tobacco 4‘|
Annual Report 2011
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Key Group risk factors continued

Excise and tax

Excise shocks from tax rate increases or structure changes

Tobacco products are subject to substantial excise and sales taxes in most countries in which the Group operates In many of
these countries, taxes are generally increasing, but the rate of increase vanes between countnes and between different types
of tobacco products A number of significant excise shocks have taken place over the past two years, for example in Romania,
Turkey, Malaysia, Mexico and japan. To date, the Group has been able to balance these shocks with its geographic spread,
and it continues to develop effective measures to address the risk

Pnncipal relevance to Group strategy”
Potential impact on Growth (organic revenue growth)

Time frame Long term

Principal potential causes Potential impact on Group
« Government initiatives to raise revenues « Consumers reject the Group’s legitimate tax-paid products
¢ Increases advocated within context of natienal health policies for products from illicit scurces
e Insufficient capaaty to engage with stakeholders in s Reduced lega! industry volumes
meaningful dialogue + Reduced sales volume or alteratton of sales mix

Principal activities in place to address risk

« Requirement for Group companies to have in place formal pnaing and excise strategies including contingency plans
¢ Pnaing and excise committees at regional, area and indwvidual market levels

« Engagement with local tax and customs authenties, where appropnate

» Annual management review of brand portfolio, brand health and equity

Onerous disputed taxes, interest and penalties

The Group may face sigrificant financial penalties, including the payment of interest, if it fails to meet its obhgations with
regard to the filing of tax returns and the payment of applicable taxes orin the event of an unfavourable ruling by a tax
authonty in a disputed area

Principal relevance to Group strategy:
Potential impact on Productivity (capital effectiveness)

Time frame Short term

Principal potential causes Potential impact on Group
« Non-filing or late filing of tax returns or incorrect fiings » Significant fines and potential legal penalties
» Non-payment or late payments of taxes » Disruption and loss of focus on the business due to diversion
» Unfavourable ruling by tax authonties in disputed areas and of management tme
aggressive auditing and/or pursuit of tax claims « Impact on profit and dividend

Principal activities in place to address rnsk

» Tax committees
« Specialist resources available internally to provide advice and guidance and external advice sought where appropriate
+ Engagement with tax authonties at Group, regional and individual market level

4 British American Tobacco
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Financial

The Group’s underlying operations give nse to certain financial nsks The panapal asks in this regard, and the controls «n place to
address them, are identfied below and further details on the Group’s financial management and treasury operations can be
found within the financal review

Management of cost base
The Group continues to implement measures to reduce its overall cost base There s a nsk that targeted reductions will fail to be
achieved and/or that productivity programmes do not achieve their objectives

Principal relevance to Group strategy
Potential impact on Productivity {cost management)

Time frame Short term

Principal potential causes Potential impact on Group

« Insufficient resources devoted to preductivity programmes | ¢ Inability to manage cost savings leads to lower profits
due to other prionties and reduced funds for investment in long-term growth

= Low priontisation or resistance to change « Reduced shareholder confidence

Principal activities in place to address nisk

+ Targeted improvements in operating margin through factery rationahsation, systems standardisation and productivity savings

o Development of a formal structure to integrate, dnve and orchestrate the delivery of productivity programmes by providing
visibility and enabling benefits tracking

« Regular tracking of actual productivity savings and forecast improvermnents in operating margin and supply chain, overheads
and indirect projects

« Aggregation of planned productivity savings in the annual budget

Translational foreign exchange rate exposures
The Group faces translational foreign exchange (FX) rate exposures for earnings/cash flows from its global business

Principal relevance to Group strategy-
Potential impact on Productivity (capital effectiveness)

Time frame Short term

Principal potenbial causes Potential impact on Group
e FX rate exposures anse from exchange rate movements « Fluctuations in translational FX rates of key currencies against
aganst sterling, the Group’s reporting currency sterling introduce volatlity in reported results

Principal activities In place to address nsk

« While translational FX exposure 1s not hedged, its impact 1s identified in results presentations and financial disclosures,
earnings are restated at constant rates for comparability
« Debt and interest are matched to assets and cash flows to mitigate volatihty where possible

British American Tobacco 43
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Key Group risk factors continued

Marketplace

The Group has substantial operations in around 180 countries 1ts results are influenced by the economic, regulatory and political
situations in the countnes and regions in which it has operations, as well as by the actions of competitors

Inability to obtain required price increases
To the extent that pnce increases are requrred to cover cost nses and deliver profit growth, there 15 a risk that the Group will be unable
to achieve these

Principal relevance to Group strategy
Potential impact on Growth (orgamic revenue growth)

Time frame. Short term

Principal potential causes Potential impact on Group

« Changes in the global economy reduce consumers’ Inability to capture value generated by innovative products

disposable income » Reduction in volumes
¢ Consumer down-trading « Profit growth in the short term falls below shareholders’
+ Competitors seek volume growth by price discounts expectations

or by not taking full pnce increases » Reduction in funds for investment in long-term growth

Principal activities in place to address risk

Strong ahignment between pricing and brand portfolio

Regular regional and management reviews of budgeted pnicing scenarios
Pnang and excise commuttees at regional, area and individual market levels
Routine brand price trade-off exercises conducted in key markets
Cormpetitor analysis and price war simulations

Geopolitical tensions
Geopolitical tensions, including terronsm, have the potential to disrupt the Group’s business operations

Principal relevance to Group strategy
Potential impact on Growth {organic revenue growth)

Time frame Short term

Prinaipal potential causes Potential impact on Group

= Regional and/or global conflicts « Potenual loss of life, loss of assets and disruption to normal
« Terronsm and political violence business processes
« Violent organised cnme » Increased costs due to more complex supply chain
e The implementation of trade sanctions arrangements and/or the cost of bulding new faclities
« Economic policy changes, including nationalisation or maintaining nefficient facilities
of assets and withdrawal from international and bilateral o Reduced volumes and impact on profits
trade agreements « Reputational impact of inability to protect staff and assets

from senous harm

Principal activities 1n place to address nsk

Globally integrated sourcing strategy and contingency sourcing arrangements

Secunty nsk modelling, including external nsk assessments and the monitonng of geopolitical and economic policy
developments worldwide

Insurance cover and business continuity planming, including scenano planrung and testing and nsk awareness training
Secunty controls for field force, direct store sales, supply chain, with an emphasis on the pratection of Group employees
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Marketplace (continued)

Non-compliance with environmental, operational and health & safety measures
The Group 1s subject to environmental, health & safety (EHS) laws and regulations across its operatons wosldwide A fallure to ensure
comphance with such measures could have a significant impact on the Group's business

Principal relevance to Group strategy

Potential impact on Responsibility (responsible carporate behaviour)

Time frame Short term

Principal potential causes

 Failure to obtam new or renew existing permits and/or
licences required for lawful operatons

» Non-complance with applicable EHS standards and
requirements

¢ Failure to discharge duty of care in operational activities

« Insufficient qualified expertise to ensure comphance with
applicable law and regulations

Potential impact on Group

Potential cvil and/or cnmunal lability for loss of Iife or injury.
Potential liability for clean-up costs

» Financial impact of damages awards and/or fines and

penalties imposed

Damage to corporate reputation

Possible impairment of assets and/or closure of operations,
resulting in additional costs and potental loss of volume
and market share

Principal activities 1n place to address nsk

= Management accountability to ensure appropnate compliance mechanisms are in place, including a registry of applicable
licences and permits and the tracking of local legislative requirements and developments

« EHS governance and committees in place at individual market level, monitored at regional level, to oversee comphance

« Provision of appropnate EHS traiming, information and communications at all levels

« Dedicated global team to provide support in the management of EHS nsks

« Keyissues and incidents moritored regionally and reported globally

British Amencan Tobacco 4 5
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Key Group risk factors continued

Regulation

The Group's businesses operate under increasingly stnngent regulatory regimes around the world Further requlation is
expected, particularly as a resuit of the World Health Organmisation’s Framework Convention on Tobacco Control (FCTC)
protocol and, increasingly, active tobacco control activities outside the FCTC

Regulation inhibits Growth strategy

There 1s a nsk that the enactrment of regulation that 1s not evidence based will put the Group at a competitive disadvantage, interfere
with its ability to differentiate its products and increase costs and complexity

Principal relevance to Group strategy
Potential impact on Growth {organic revenue growth)

Time frame Long term

Principal potential causes Potential impact on Group

s Adoption of FCTC guidelines and adoption of more « Contnbution to the denormalisation of smoking
stringent national regulations + Erosion of brand value and adverse impact on ability

¢ Adoption of differing regulatory regimes in different to commumicate and build brand equity
countnes/groups of countnes and/or lack of consensus .

Increased cost of business for leqitimate industry,
lower turnover and reduced profits

Reduced ability to communicate brand portfolio and
innovations contributing to an increase in illicit trade

on interpretation/apphcation

& Exclusion of the industry from participating in engagement
with regulators and policy makers

+ Product requlation which increases complexity and cost

Pnincipal activities 1n place to address risk

» Group companies have regulatory strategies in place in order to identify issues matenal to their operating environment and
develop plans to address them in a manner consistent with local law and Group policy

s Engagement s sought with scientific and reguiatory communities within the context of the FCTC process, and stakeholder
engagement takes place at glcbal, regional and indwidual market levels

» Establishment of a dedicated Regulatory Futures team to monitor regulatory trends and developments, analyse regulatory
proposals to determine impacts, if any, on business and develop intiatives in response

» Development of dedicated technical and advocacy capabilities, corporate positions and best practice examples, supported
by training, for markets to address regulation

4 6 British American Tobacco
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Regulation (continued)

Reduced ability to meet consumer expectations and increased compliance costs
Restrictive reqgulation, in particular in relation to the content and design of tobacco preducts, may impair the Group's ability to meet
consumer expectations and may also lead to increased operating costs and reduced sales

Prnincipal relevance to Group strategy
Potentiai impact on Growth (organic revenue growth)

Time frame Long term

Principal potential causes

» Adoption of FCTC guidelines on product design, contents
and emisstons and testing and measunng

« Product regulation aimed at reducing the appeal of
cigarettes through severe restricions on ingredients
and design

+ Regulation on the content and design of tobacco
products which increases complexity and cost

Potential impact on Group

Reduced consumer acceptability of new product
speafications, leading to loss of volume and contnbuting
to an increase in Ilhait trade

Loss of volume due to regulation in individual markets
impacting on established portfolio

Cost complexity of meeting regulations

Loss of reputation, penalties and closure of production
as a result of non-compliance

Principal activities in place to address risk

« Establishment of Leaf Blending Innovation Centre in Brazil to explore and develop product solutions that are consumer

relevant within the developing regulatory context

» Development of standardised product platforms and a rationalised brand/product portfolio to reduce the compliance testing

and reporting costs

» Effective and globally integrated processes for sales and operations planning processes, product specication and new product inibatives
+ Programme of engagement with scientific and regulatory authorities within the context of the FCTC process

Loss of ability to directly communicate with consumer
strict and restrctive requlation may reduce the Group’s ability to communicate with adult smokers and may also impact on its

ability to commuricate with its corporate stakeholders

Principal relevance to Group strategy
Patential impact on Growth (organic revenue growth) and
Responsibility (balanced regulation)

Time frame Long term

Principal potential causes

» Adoption of FCTC guidelines on packaging and labeiling,
advertising and promotion

« Adoption of more stringent national reguiations, such as
point of sale display bans and plain packaging

Potential tmpact on Group

Genenc or plain packaging leads to loss of brand equity
Lower margins through reduced ability to build brand equity
and leverage pnice

Reduced ability to compete and make new market entnes
Reduced volumes and impact on profits

Principal activities in place to address nsk

« Development of comprehensive plans to support markets to prepare for the implications of an increasingly stnct regulatory

environment and to address key regulatory 1ssues

» Development of iInnovative solutions to evolve brand portfolio, product and design and product differentiation within the
context of regulatory developments and consistent with Group policy and local law

« Programme of engagement with stakeholders at global, regional and individual market levels to address key regulatory issues,
including platn packaging and product display initiatives, and identify potential unintended consequences, such as a

contnbution to increased ilhat trade
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Board of Directors

Richard Burrows (66)

Sir Nicholas Scheele (68)

Nicandro Durante (55)

Chairman Semior Independent Chuef Executive
Non-Executive Director
Nationallty -lr:sh_- o - T Bnu:IUS_ T T Bra—z_lllanlltallan -
Position Chaimnan since November 2009, Senior Independent Non Executive Chief Executive since 1 March 2011

Non-Executive Director (NED) since
September 2009, and Charrman
of the Norminations Committee

Director since 2008 Non-Executive
Director (NED) since 2005, and member
of the Audit, Normnations and
Remuneration Commuttees

Key appointments

Skills and experience

NED and member of the Remuneration
Committee of Rentokd Imtial, a
Supervisory Board Member at
Carlsberg, and member of The
Tnlateral Commission

Chief Executive of Insh Distillers, Co-Chief
Executive of Pernod Ricard, Governor

of the Bank of Ireland, Fellow of the
Insttute of Chartered Accountants

of lreland

Chawman of The Cambndge-MIT
Institute, Key Safety Systems, Inc (USA)
and Clobal Metalsa SA de CV (Mexico)
and a Director of Grupo Proeza (Mexico)

President and Chief Operating Officer of
Ford Motor Company; knighted in 2001
for services to British exports, and
Chancellor of Warwick University

from 2002 untl 2008

No extenal appomntments

COO from 2008, Regional Director for
Africa and Middle East and member of
the Mznagement Board from 2006,
semior general management roles in
8razil including President of Souza Cruz)
and in the UK and Hong Keng, has wide
experience in senior international finance
and management roles within the

Group Holds a degree in finance,
economics and business admuristration

Ben Stevens (52)

John Daly (55)

Karen de Segundo (65)

Finance Dhrector and Chief Operating Officer Non-Executive Director
Chief Infarmation Officer
National ity Bnbsh Insh Dutch
Position Finance Director since 2008, additionally  Chief Operating Officer since Non Executive Director (NED) since
Chief Information Officer uince 2010 September 2010 2007, Chair of the Corporate Social
Responsibility Commuttee, and member
of the Norminatons and Remuneration
Committees
Key appoi ntments No extermal appointments Non-Executive Director of Reynolds NED and member of Audit & Risk,

Amencan inc

Momenation, Remuneration and Safety &
Sustainability Commmuttees of Lonmin plc,
Supervisory Board Member at E ON AG,
and Member of the Board of Péyry Oy

Skills and expenence

Senwor Group finance and gereral
management rofes, Head of Merger
Integrabion following the merger with
Rothmans, Charman and Managing
Drrector of the Pakistan Tobacco Company
and Britrsh Amencan Tobacco Russa,
appointed to the Management Board in
2001 as Development Drector becoming
Director, Europe n 2004 Hokds a BA
(Hons ) in Economkes from Manchester
Unmversity arxd an MBA from

Manchester Business School

Marketing Dwrector, P | Camroll &
Company (ireland), senior management
roles in Europe and the Far East; and
Area Director Middle East & North Afnica
Appunted to the Management Board as
Regional Director for Asia-Paclic October
2004 Holds a Diploma in Marketing and
an Intemational MBA

Semor executrve roles before retinng as
CEO Shell International Renewables and
President Shell Hydrogen in 2005 Holds
a Masters degree m Law from Lesden
Unmversity, an MBA from Michigan State
University and s a Council Member of
the Anglo Netherlands Society
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Ann Godbehere (56)
Non-Executive Director

Robert Lerwill {60)
Non-Executive Director

Christine Morin-Postel (65)
Non-Executive Dhrector

Canadian/Bntish

Brtish

French

Non-Executive Director (NED) since
3 October 2011, Member of the
Corporate Social Responsibility,
Nominations and Rermuneration
Commuttees

Non-Executive Director (NED) since
2005, Chairman of the Audit Commitiee,
and mermber of the Nominations and
Remuneration Commuittees

Non Executive Director {NED} since
2007, member of the Nominations
and Rermuneration Committees

NED, member of the Nominations
Committee and Chair of the Audit
Commuttee of Ao Tinte ple, member of
the Audit and Corporate Responsibility
Comrruttees and Chair of the HR and
Compensauon Commuttee of UBS AG,
NED and Chair of the Audit Cormnrmittee
aof Prudential plc, NED of Anel Holdings
Ltd, Atnum Underwnting Group Ltd and
Atnum Underwnters ttd

Chairman of Synergy Health plc and
Chairman of its Nominaton Commuttee
and member of its Remuneration
Commuttee, and NED and Chairman

of the Audit Commuttee of Transcom
Worldwide 5 A

NED of Royal Dutch Shell PLC and EXOR
SpA (taly)

Chief Financial Officer of Swiss Re Group,
Chief Financial Officer of Northern Rock
dunng the initial phase of its public
ownership, and Fellow of the Certfied
General Accountants of Canada

Chartered Accountant, a Director of
Cable & Wireless plc and WPP Group
PLC and Chief Executive of Aegis
Group plc untl 2008

Chief Executive of Seciétd Géndrale de
Belgique, Executve Vice President and
member of the Executive Commuttee

of Suez and Charman and CEO of
Crédisuez 5 A, studked political sciences
and graduated from the Institut de
Contrle Gestion

Dr Gerard Murphy (56)
Non-Executive Director

Kieran Poynter (61)
Non-Executive Director

Anthony Ruys (64)
Non-Executive Director

insh

Bntish

Dutch

Non Executive Directos (NED) since 2009
and member of the Corporate Socal
Responsibility, Nomtnauons and
Remuneration Commulttees

Mon-Executrve Director (NED) since
2010, and member of the Corporate
Sooial Responsibiity, Nominations
and Remuneration Commutiees

MNon Executive Director {NED) since
2006, Chairman of the Remuneration
Commuttee and member of the Audit
and Nominauans Comumittees

Member and Chairman of the Executive
Committee of The Blackstone Group
International Partners LLP, NED of the
Bntish Venture Capital and Prrvate Equety
Assocation Ltd, member of the
Management Commmatiee of Merdin
£nlertamments Group Ltd, and member
of the Supervisary Board of |ack Wolfskin
Ausriistung fir Draussen GmbH & Co

NED and Chairman of the Audit
Committee of International Consolsdated
Asrlines Group § A, NED and member of
the Rernuneration, Audit, Risk &
Comphance and Nomnation
Commuttees of F&C Asset Management
PLC, Chairman and NED of Nomura
Intemational PLC, and NED of The Royal
Automobile Club Lid

Chauman of the Supervisory Board of
NV Luchthaven Schiphol (NL), member
of the Supervisory Boards of the
Rijksmuseum and JANIVO Holdings

BV {NL), and NED of the Croup’s
Indian associate, ITC Limited

Chief Executive Offcer of Kingfisher plc,
Cariton Commumcations plc, Exel ple,
Greencore Group ple, sensor operating
roles at Diageo plc Holds a B3¢ and PhD
in food technology from Unrversity
College Cork and an MBS in Marketing
from University College Dublin

Chartered Accountant, Chairman and
Seruoe Partner of PrcawaterhouseCoopers
untl 2008, served on the Presdent’s
Commuttee of the Confederabon of
Bntish Industry and as member of 2n
adwisory commuttee for the Chancellor
of the Exchequer

Marketing Director and Chasrman of
vanous Unilever subaidianes, member
of Executive Board, Vice Charman and
Chatrman of Heineken Holds a degree
n Commercial Law from University of
Utrecht and a Masters degree from
Marvard Business School
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Jack Bowles (48) Mark Cobben (55) Dawvid Fell (51)
Dhrector, Americas Director, Western Europe Director, Asia-Pacific
Natlonality Frerch Dutch Bnush
Position Director, Americas since October 2011 Director, Western Europe since Director, Asia-Pacific since

October 2011

September 2010

Skills and experience

|oined the Group n 2004, became
President of British Amencan Tobacco
France in 2005, appointed Managing
Dwector of the Company's publicly hsted
subswhary, Briush Amencan Tobacco
Malaysia, in 2007, appointed to the
Management Board as Director, Western
Eurcpe in October 2009, and Chairman
of Souza Cruz in Branl

Joned the Group in 1993, General
Manager in Switzerland, Argentina,
Russia and Germany, joined the
Management Board as flegional Director
for Latin Amenca and the Canbbean in
October 2007, appownted Director,
Amencas in January 2009

Joined the Group n 1989, appointed
President of Bnush Amencan Tobacco
Japan i 2000, became Area Director,
Bntish Amencan Tobacco Australasia and
Managing Director, Bnush Armencan
Tobacco Austrabia in October 2004,
appointed to the Management Board as
Director, Eastern Europe in April 2008

Giovann Girordano (46)
Group Human Resources
Director

Andrew Gray (47)
Director, Eastern Europe,
Middle East and Afnica

Jean-Marc Lévy (49)
Group Marketing Director

Nationality

Italan/US

Brazilan/Bnuish

Swiss

Position

Group Human Resources Director
since jJune 2011

Drrector, Easterr Europe, Middle East and
Africa since january 2011

Group Marketing Director since
January 2010

Skills and experience

joined the Group and appainted to the
Management Board in june 2011, an
mtemaucnal human resources career
with wide expenence in semor roles at
Procter & Gamble and Fecrero, where he
was Chief Corporate Officer

Jowed the Group in 1987, held a vanety
of seruor marketing and general
management roles 10 South America
{inctuding President of Souza Cruz in
Brazil} and also in Central Amenca, the
Canbbean and Malaysia, joined the
Management Board as Director, Africa
and Middle East region in January 2008

|owed the Group in 1994 as Marketing
Durector in Swiatzerland, held a vanety of
marketing and general managernent
roles in Europe and South East Asia,
joined the Management Board as
Director, Western Europe in Apnl 2008
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Des Naughton (45) Dr David O’Reilly (45)

Michael Pndeaux (61)

Group Operations Director ~ Group Scientific Director Groul:; Corporate and
Regulatory Affairs Director
Bntish Bntish British

Group Operations Director since
Jure 2011

Group Saentific Duector since
January 2012

Group Corporate and Regulatory Affairs
Drrector since 1998

Joed the Group in 1995, held a
number of general management and
marketing roles including Global Brand
Director for Dunhill and General
Manager, South Korea, Regwonal Head of
Marketing, Africa and Middle East,
joined the Management Board as
Dyrector, Eastern Europe in September
2010 becoming Group Operations
Drector Designate on 1 |a2nuary 2011

Joined the Group in 1991, has held
varous posibons i Group Research &
Development (GR&D) most recently as
Head of GR&D, Head of International
Pubilic Health & Scientific Affairs,
appomnted Group Saentfic Director,

a new pasiion on the Management
Board, on 1 January 2012

|omed the Group in 1989, previously
Chief Executive of Chartes Barker City, a
leading financial and corporate public
relabans, advertising and design agency,
apponted Group Corporate and
Regulatory Affairs Director and a member
of the Management Board in 1998
following the demerger of EAT
Industries Michael will retre from
Brush Amencan Tobacco at the end

of June 2012

Naresh Sethi (45)
Grour) Business
Development Director

Kingsley Wheaton (39}
Deputy Corporate and
Regulatory Affairs Director

Neil Withington (55)
Group Legal and Security
Director and General Counsel

IndhanfAustralian British

Bntish

Group Business Developrent Director
since |anuary 2012

Deputy Corporate and Regulatory Affairs
Drwector since January 2012

Group Legal and Secunty Dector and
General Counsel since 2000

|oined the Group in 2001, has held
vanous marketing roles in Australasia,
Indonesia, West Afnca and Japan where
he was Marketing Director and, later,
the Group's General Manager;
appeinted Group Business Development
Director, a new position on the
Management Board, on

1 January 2012

|omed the Group in 1996, has held
varous marketing roles in the Midkile
East and West Afnca before becoming
Marketing Director 1n Nigeria and Russia
and, later, General Manager in Russia
Most recently Global Brand Director for
Kent and Vogue

|owredt the Group in 1993 after a career
at the Bar and in the pharmaceutscal
industry, Group's Deputy General
Counsel, appointed to the Management
Board as Legal Director and General
Counsel in August 2000; a Non Executive
Durector of Reynolds Amencan Inc

since 2004
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Corporate governance statement

Richard Burrows
Chairman

Chairman'’s introduction

At British Amencan Tobacco, we remain committed to high
standards of corporate governance This s central to the
continued strong performance of the business in a manner
which 1s sustainable in the long term and to maintaining the
confidence of investors For us, good governance 15 about
managing the business effectively and responsibly and in a
way which is honest, transparent and shows accountability For us, gOOd

On the following pages, we set out our approach to H
governance at Brtish Amencan Tobacco We explain how gove rnance Is

the Board and its Commuttees are structured, how they operate about managing the
and what they have done in the year, as well as how their : H
effectiveness 1s evaluated There are benefits, we believe, to business ef‘fe_ctlvely .
being transparent We are therefore broadly supportive of the and responS|ny and in
Government’s efforts to encourage more effective narrative a way which is honest
reporting and we said as much in our response to its recent ’
consultation in this area We try to ensure that our reporttng on transpa rent and shows
overnance matters 1s clear, concise and well-structured, that it HH
3 relevant and accessible to users, and that it facilitates the accounta blllty'
comparative analysis of the information provided We seek to
minimise ‘boiler plate’ by prepanng a separate report against
the UK Corporate Governance Code (the Code), which we
publish on our www bat com website, although itis of course
still important to ensure that this corporate governance
statement meets the requirements of the Code The quality
of our narrative reporting was recogmised in 2011, with the
Company being awarded first place in the People Reporting and
Executive Remuneration Reporting categones for the FTSE 10010
the PncewaterhouseCoopers Building Public Trust Awards Thony
Ruys, the Chairman of our Remuneration Commuttee, discusses
our approach to executive remuneration, another topic which
has been the subject of much recent debate, in his introduction
to the remuneration report

As a Board, we have ultimate responsibility for the Group's
performance and for averseeing the management of nsk

We are keenly aware that the shareholders also look to us to
promote the long-term success of the Company and | recognise
that, as Chairman, it 1s my role to provide the leadership to
enable it to do so effectively This year’s evatuation of the Board,
which for the second year runnung was faclitated externally,
confirmed that the Board continues to meet these obligations
One aspect of the evaluation which we considered in detail this
year was a review of the skills required by the Board and | am
delighted to welcome Ann Godbehere to the Board following
her appointment in October Our search for further non-
executive appointments continues

www hat.com/governance
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The Board takes senously its responsibility for promoting the
Group’s values and, in particular, for ensunng that everyone
within the Group is aware of their responsibility not only to act
lawfully, but also to conduct themselves at all times with high
standards of business integnty These values are embodied in
our Standards of Business Conduct, which were updated in
September 2011 to ensure that they continue to reflect best
business practice and that they are aligned with the provisions
of the UK Bribery Act, which came into effect in July 2011
Corruphtion causes distortion in markets and harms economuc,
social and political development We have long made it clear
that it 1s wholly unacceptable for our companies and employees
to be involved or implicated in any way 1n corrupt practices,
and we continue to keep our anti-corruption pohcies and practices
under review to ensure that they fully reflect this approach

A further area of focus for us in 2011 was a review of our
arrangements for ensuring the continued independence and
objectivity of our external auditors We consider that our
relationshup with PnecewaterhouseCoopers is satisfactory but
it 1s nevertheless important to guard against complacency
With support from its Audit Commuttee, the Board continues
to satisly itself as to both their effectiveness and their
independence Following the publication of revised guidance
by the Financial Reporting Council, we have taken the
opportunity to review and update our policy on auditor
independence and we explain the revised policy in more
detail in the section on audit and accountability

One of the tughhights of 2011 was the reclassification of the
shares compnsing our secondary listing on the JSE Limited

in South Africa as domestic assets, allowing South Afncan
institubions to hold a greater number of shares in the Company
This very positive outcome followed a programme of
engagement with the relevant authorities and our

institutional investors in South Afnica

As | hope this report demonstrates, good corporate governance
continues to be a key focus for the Board and this, combined with
our clear and consistent strategy, means that the Company is well
equipped to continue returning value to its shareholders As we
head towards our Annual General Meeting in April, | look forward
to meeting with a number of you, both in the run up to the
meeting and at the meeting itself, which this year will be held

at a new venue, The Banqueting House in Whitehall, London

Compliance statement

The principal governance rules applying to UK companies
listed on the London Stock Exchange are contamned in the UK
Corporate Governance Code adopted in June 2010 (the Code)
The Code 1s published by the Financial Reporting Counall (FRC)
and s availlable from its website (www frc org uk)

This statement reports on how the Company has apphed the
Main Pnnciples of the Code and provides our formal report
on compliance with the Code’s Provisions

The Board considers that this Statement prowvides the information
necessary to enable shareholders to evaluate how the Main
Principles of the Code have been applied, that the Company
has comptlied with the Provisions of the Code throughout the
year and that it has therefore satisfied its obligatrons under

the Code

To the extent that it1s not spechically included in this
corporate governance statement, the infermation required
by section 7 2 of the Disclosure Rules and Transparency Rules
1s ncluded in the section entitled other statutory and regulatory
information and 15 incorporated herein by reference

In the interests of further transparency, we have again prepared
a report which summanses the matters addressed in this
statement, as appropnate, by reference to each Prnciple

and Provision of the Code The updated report 1s available

on the corporate governance section of www bat com
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Corporate governance statement continued

The Board

The Board 1s collectively respansible to the Company’s
shareholders for the long-term success of the Group and for its
overall strategic direction, its values and its governance [t
provides the leadership necessary for the Group to meet its
business objectives within the framework of its internat controls,
while also discharging the Company’s obligationss to its shareholders

The Board’s prnincipal responsibilities include

s  Approving the Group's business strategy and ensunng that
an effective management team and the necessary financial
and human resources are in place for the Group to meet
its objectives

«  Agreeing the Group Budget

»  Approving the Company’s Annual Report and reviewing
its penodic financial reports

»  Declanng an intenm dividend and recommending a
final dwidend

e  Agreeing the agenda for the Annual General Meeting

«  Agreeing Board succession plans and considenng the evaluation
of the Board’s performance over the preceding year

e  Reviewing the Company's risk management and internal
control systems

e  Agreeing the Company’s governance framework and
approving the Standards of Business Conduct and other
Group poliies

Directors
As at the date of this Annual Report, the Company has a Board
of 12 Directors

Chairman
Richard Burrows

Executive Directors

Nicandre Durante (Chief Executive)

Ben Stevens {Finance Director and Chief Information Officer)
|lohn Daly (Chief Operating Officer)

Non-Executive Directors

Sir Nicholas Scheele (Senior Independent Director)
Karen de Segundo

Ann Godbehere

Robert Lerwiil

Chnstine Monn-Postel

Dr Gerry Murphy

Kieran Poynter

Anthony Ruys

Nicandro Durante, formerly Chief Operating Officer, became
Chief Executive on 1 March 2011, following Paul Adams's
retirement from the Board and as Chief Executive on

28 February 2011 Ana Mana Llopis retired from the Board
following the conclusion of the Company’s Annual General
Meeting on 28 Apnil 2011 Ann Godbehere was appainted
to the Board as a Non-Executive Director with effect from

3 October 2011
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Biographical and related information about the Directors,
including details of relevant skills and expenence, is given
on the Board of Directors pages

Chairman and Chief Executive

The Chairman and Chief Executive are responsible for the profitable
operation of the Group Their roles are separate, with each
having distinct and clearly defined duties and responsibilities

The Chairman 1s responsible for leadership of the Board, for
ensuning its effectiveness on all aspects of its role and for
facilitating the preductive contnbution of all Directors He sets
the agenda for Board meetings in consultation with the Chiet
Executive and the Company Secretary He is also responsible for
ensuring that the interests of the Company’s shareholders are
safeguarded and that there 1s effective communication with
them The Chairman is accountable to the Board for leading the
direction of the Group’s corporate and financial strategy and for
the overall supervision of the policies governing the conduct of
the Group's business

The Chief Executive has overall responsibility for the performance
of the Group's business He provides leadership to the Group to
enable the successful planning and execution of the objectives
and strategies agreed by the Board He s also responsible for
stewardship of the Group's assets and, jointly with the
Chairman, for representation of the Group externally

Non-Executive Directors

The role of the Nen-Executive Directors 1s to help develop
strategy and, where appropnate, to provide constructive
chalienge to management’s proposals They are responsible
for scrutimising the performance of management in meeting
agreed goals and objectives and for monitoning the reporting
of performance All of the Non-Executive Directors remain
avallable to meet with major investors in order to understand
their views and concerns

Senior Independent Director

Sir Nicholas Scheele 1s the Senior Independent Director

He 15 responsible for leading the review of the Chairman’s
performance with the other Non-Executive Directors When
required, he presides at meetings of the Board and shareholders
in the absence of the Chairman He serves as intermedsary

for the other Directors where necessary and s available to
shareholders should occasion anse where there is a need

to convey concerns to the Board other than through the
Chairman or the Chief Executive

Board composition

The Board considers that all of the Non-Executive Directors

are independent, in the sense that that they are free from any
business or other relationshups which could materally interfere
with or appear to affect the exercise of their judgement and
have not previously been involved in the management of

the Group
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Meetings of the Board

The Board held aight meetings in 2011, seven of which were
scheduled and one of which was convened to consider a proposal
for the Company to provide a guarantee to the Trustee of the Brtish
Amencan Tobacco UK Pension Fund in respect of the hiabilities of
certain UK Group companies in 2011, the Board decided to reduce
the number of its scheduled meetings in future years in order to
promote the more efficient use of Directors’ ime while also
reducing costs Future meetings will be lenger to ensure that the
full forward calendar of 2genda items continues to be addressed
effectively and so that the work of the Board and its Committees 1s
not compromised. Accordingly, the Board 1s schedluled to hold six
meetings in 2012

Board meeting attendance

Meetings
Meetings eligible
Name attended to attend
Richard Burrows 8 8
Sir Nicholas Scheele 7 8
Paul Adams' 1 1
Nicandro Durante 8 8
Ben Stevens 8 8
John Daly 8 8
Karen de Sequndo 8 8
Ann Godbehere? 2 2
Robert Lerwill 7 8
Dr Ana Mana Liopis® 3 3
Chnstine Mornn-Postel 6 8
Dr Gerry Murphy 8 8
Kieran Poynter 7 8
Anthony Ruys 8 B
Notes

1 Paul Adams retired from the Board and as Chief Executive on
28 February 2011

2 Ann Godbehere was appointed to the Board as a Non-Executive Director
with effect from 3 October 2011

3 DrAna Mana Llops retired from the Board immedsately following the
Company’s Annual General Meeting on 28 Apnl 2011

Those Directors who were absent from one meeting were unable to attend
the ad hoc meeting arranged at short notice In addiuen, Chnsune Monn-
Postel was unable to attend one of the scheduled meetings due to a long-
standing prior engagement.

The Chaiman wall always seek to obtain consensus at Board
meetngs but, where necessary, decisions will be taken by majonty
If any Director has cencerns about the running of the Company or
a proposed action which cannot be resolved, such concerns will be
recorded in the Board minutes No such concems arose tin 2011 If
required, the Non-Executive Directors, led by the Chairman, meet
pnor to meetings of the Board without the Executrve Drrectors present.
Both the Executive and the Non-Executive Directors also meet
annually, led by the Seruor Independent Director and without the
Chairman present, in order to appraise the Charman’s performance

Other information

Board Commuttees

The Board has established four pnnaipal Board Committees, to
which it has delegated certan of its responsibilities They are the
Audit Commuittee, the Corporate Social Responsibihity (CSR)
Committee, the Nommnations Committee and the Remuneration
Committee The roles, membership and activities of these
Committees are descnbed in more detail later in this corporate
governance statement and, n the case of the Remunerauon
Commuttee, in the remuneration report. Each Commuttee has its
own terms of reference, which are kept under review and updated
reqularly to ensure that they remain consistent with best practice
The current terms of reference were reviewed in 2010 to ensure
alignment with the UK Corporate Governance Code and, following
adoption by the Board in December 2010, they came into effect on
1 January 2011 They are avallable on www bat.com

in 2011, the Board also established a Corporate Committee
compnsing the three Executive Directors, which has responsibility
for renewing Group corporate and governance issues pnor to therr
referral for consideration by the Board and its other Committees

Braush American Tobacco 5 5
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Corporate governance statement continued

Key activities of the Board in 2011

Growth

The Board kept under review the Group’s perfermance
throughout 2011, taking into account glabal economic
conditions and the impact of political upheaval, such as the Arab
Spring upnsings in North Africa and the Middle East, and natural
disasters, such as the earthquake and tsunami in Japan and the
floods in Australia It considered the impact of foreign exchange
rate movements, pricing and excise 1ssues and challenges from
licit trade, and kept unider review marketing and brand
initiatives 1n key markets It satisfied itself throughout the

year that, despite continued difficult trading conditions,
management remained on track to deliver the strategy

The Board regularly considered cpportunities for growth
through strategic acquisitions, overseeing the acquisiion of
Protabaco in Colombia and the extension of the Group's
shareholding in Chiletabaces in Chile It considered post-
implementation reviews of the acquisitions of Tekel in
Turkey and STK in Denmark

it regularly reviewed the Group’s liquidity, including the
issuance of commercial paper and adherence to its financing
prinaiples, and continued to satisfy itself that management
was making sufficient provisien in this regard In particular,
it kept under review the implications of a possible default

in the Eurozone and the ympact of such an event on the
Group's financing

Productivity

The Board continued to oversee iniiatives aimed at managing
costs, increasing efficiencies and leveraging the Group's global
reach It noted the progress being made in the programmes
established to develop the Group’s revised Operating Model
and to implement a single IT operating system throughout the
Group, which are anticipated to deliver significant cost savings
in future years

Responsibility

The Board continued to recewe regular updates on the key
regulatory 1ssues facing the Group, focusing on pack space
appropnation, product regulation and retall display bans It
monitored, in particular, developments in connection with the
proposed itreduction of plain packaging in Australia, the
proposed UK retail display ban and the EU Products Directive

The Board visited the Group’s R&D faalibes in Southampton and
receved briefings on the saence-based approach being taken
towards the development of potentially reduced-nsk products

It requested a detailed annual update on the Group’s R&D
actvities The Board also monitored developments in relation to
Nicoventures Limited, a company established to focus exclusively
on the development and commercialisation of mnovative,
regulatory-approved nicotine products

The Board receved a bnefing on the Group’s anti-corruption
policies and procedures and the recommended enhancements
following an internal review to ensure continued alignment
with best practice and the UK Bnbery Act and its associated
guidance In this context, it approved a revised version of the
Group's Standards of Business Conduct, which took effect
from 1 September 2011

Winning organisation

The Board reviewed succession planning in consultation with
the Nominations Committee It considered in detail the skills
which will be desirable in relation to future non-executive
appointments, noting the hkely impartance of entrepreneurial
and science-based skills, expenence in relation to the Far

East and skills relating to the use of new media in a
consumer-facing business 1t kept under review the

steps being undertaken to identify further non-executive
appointments and considered and approved the Committee’s
recommendation to appoint Ann Godbehere to the Board

as a Non-Executive Director

The Board considered the issue of board diversity, the
recommendations made by Lord Davies in his report entitled
Women on Boards and the FRC’s consultation on proposed
consequential changes to the UK Corporate Governance
Code It approved the Chairman’s Statement on Board
Diversity prepared n accordance with Lord Davies’s
recommendations and published on www bat com

in September 2011

The Board also reviewed proposed appointments at Management
Board level (see key activities of the Nominations Committee)
and approved the creation of twe new posts on the
Management Board, namely Group Saientific Director

and Group Business Development Director, reflecting

the importance to the Group of these areas

Management Board

The Management Board has responsibihty for overseeing the
implementation by the Group’s operating subsidiaries of the
palicies and strategy set by the Main Board, and for creating the
framework for their successful day-to-day operation The
Management Board i1s chaired by the Chief Executive and its
other members are the Finance Director, the Chief Operating
Officer and the 12 senior Group executives, whose names
appear on the Management Board pages It held 11 scheduled
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meetings n 2011 (rine in 2010), including two three-day
meetings held off-site, primarily to consider strategic matters
in addition, one further meeting was held to consider longer
term challenges and opportunities The Management Board
15 scheduled to ho!d 11 meetings in 201 2, including the two
off-site strategy meetings Members of the Management Board
are invited to attend meetings of the Board from time to time,
in particular when the Group’s strategy and Budget are
under discussion
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Conflicts of interest

The Board has formal procedures for managing comphance with
the conflicts of interest provisions of the Companies Act 2006 The
Company's Articles of Assoaation permit the Board to authonse
situational conflicts Directors are required to give advance notice of
any conflict 1ssues to the Company Secretary, and these are
considered either at the rext Board meeting or, if the tirming
requires it, at a meeting of the Board's Conflicts Commuttee The full
Board 1s notified at its next meeting of any matters authonsed by
the Committee In February each year, the Board reviews all
previously authonsed situational conflicts, considenng each one
afresh Directors are excluded from the quorum and the vote in
respect of any matters in which they have an interest.

Dunng 2011, a number of conflicts were notified to the Company
in accordance with these procedures All matters authonsed by the
Board and the Conflicts Commuittee were recorded in the register of
interests maintained by the Company Secretary They included the
consideration, pror to her appointment to the Board, of Ann
Codbehere’s other directorships, including her posiions on the
boards of UBS AG, the Company’s corporate broker and a provider
of other financial and advisory services to Group companies, and
Prudential plc, a potential supplier of services to Group companies

In addition, a potential conflict of interest for Chnstine Monn-
Postel arose dunng 2071 in respect of the Group's exposure to
clean-up costs for pollution In the Lower Fox River, Wisconstn
Group companies have potential direct or indirect causes of
action agamnst French company Sequana SA in relation to
dwidend payments rnade to Sequana SA by a former subsidiary
of it, which subsidiary the Group bebeves provides an indemnity
to it in relation to the ¢lean-up costs Ms Mornin-Postel 1s a non-
executive director of a shareholder in Sequana SA To date, she
has absented herself from any Board or Audit Commuttee
meetings of the Company when the Fox River matter has been
discussed She stood down fram the Audit Committee with
effect from 21 February 2012 and will continue to absent
herself from Board discussion of the matter in the future

Group's regional audit and CSR committees From 2012,1t1s
proposed that such meetings will take place in the Group’s UK
head office, to facilitate the efficent use of management time
The Non-Executive Directors will each be invited to accompany
a Regional Director on a scheduled market wisit in order to
ensure that they continue to receive regular exposure to the
Group's business ‘on the ground’ in this regard, market visits to
Australa, Colombia, Spain and Turkey are currently planned
for 2012

The Chairman meets separately with each Non-Executive
Director in October each year in order to discuss their indvidual
traiming needs, development plans and the pattern of their
future service Following the outcome of the Board evaluation
for 2010 (see below), these meetings have been incorporated
within the formal annual review process for the proposed
re-election of Non-Executive Directors

Following her appointment, Ann Godbehere attended induction
briefings covenng the Group's strategy, its orgamisational
structure and its business functions and activities, including its
statutory reporting cycle and financing principles, research and
development activities, iInformation technolagy strategy and legal
and regulatary issues She also attended sessions addressing
corporate governance, the Group's internal control and nsk
management framework and the role of the external auditors
Her induction briefings are continuing, and she s due to receive
a bnefing on anvironmental health and safety 1ssues and to visit
the Group’s factory in Bayreuth, Germany

The full Board recerved bnefings on a number of legal and
regulatory developments, including the outcome of Lord
Davies’s review of gender equality on the boards of UK histed
companies, the government’s consultabion on narrative
reporting (delivered by an external presenter) and
developments in relation to the Bribery Act 2010

Information and professional

development

All Directors receive iInduction on joining the Board, covenng their
duties and responsibihities as directors Non-Executive Directors also
recerve a full programme of bnefings on all areas of the Company’s
business from the Executive Directors, members of the
Management Board, the Company Secretary and other senior
executves, and they may request such further nformation as they
consider necessary The expected tme commitment from Non-
Executive Directors for their induction has been formalised in the
standard letter of appointment following the outcome of the Board
evaluation for 2010 {see below) and wisits to an overseas factory
location and the Group Research & Development Centre in
Southampton are specified as required elements of the iInduction

All Directors recerve briefings designed to update their skills and
knowledge on a regular basis, for example in relation to the
business and on legal and regulatory requirements, and by
visits to company sites Non-Executive Directors have historically
also made use of the opportunity to attend meetings of the

The Board and its Committees receive high quality, up-to-date
information for review in good time ahead of each meeting, and
the Company Secretary, under the direction of the Chairman,
ensures good infarmation flows within the Board and its
Committees and between the Non-Executive Directors and
senior management She is also responsible for advising the
Board, through the Chairman, on all governance matters The
appointment and removal of the Company Secretary 1s a matter
for the Board In accordance with the recommendations ansing
from the 2070 Board evaluation (see below), a direct reporting
line for the Company Secretary to the Chairman was established
with effect from October 2010

All Directors have access to the advice and services of the
Company Secretary and a procedure is in place for them to
take independent professional advice at the Company’s
expense should this be required
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Corporate governance statement continued

Evaluation of Board performance

Following the comprehensive report and findings which
resulted from the 2010 Board Evaluation (see below), the Board
once again appainted Simon Osborne and Geoffrey Shepheard
from the Institute of Chartered Secretanes and Admimistrators
(ICSA) to conduct a follow up Board and Committee evaluation
for 2011 Ths also included a more detailed peer-based
evaluation of the personal effectiveness of each Director

The key areas for the review were based on the topics which
had been discussed the previous year and included

e the role of the Board, its responsibihties and those
of its Commuttees,

»  how the Board oversees nisk, business conduct and
corporate governance,

e the arrangements for, and effectiveness of, Board meetings,
e the support and training provided to the Board,

s  Board composition, range of skills required, succession
planning and effectveness of the Chairman, Serier
Independent Director and Committee Chairmen,

s how the Board works together and 1ts engagement with
shareholders, and

* outcomes and achievements, including how the Board 1s
perceived externally
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John Daly, who had jomned the Board after completion of the
2010 evaluation, was interviewed by Simon Osborne All other
Directors were sent a transcnpt of their 2010 discussion and
asked to update their comments with their thoughts on the
progress of the Board over the preceding year Each Director
was required to give an assessment ranging from Poor through
to Excellent on each of the core 1ssues

In addition, each Director assessed themself, and all the other
Directors — both Executive and Non-Executive and the Chairman
— against a number of personal effectiveness critera, including
awareness of the Group strategy, ability to think strategically
and challenge constructively, levet of comnutment and
preparedness, commumcation and listening skills, and
contnbution to decision-making The Chairman was also
assessed on his ability to create the conditions for overall

Board effectiveness and for setting the tone at the top

The facilitators collated and analysed the results from each
element of the evaluation and prepared separate reports,
summarnising key points and including non-attnbutable
comments given in individual responses The Board and
Director Reports were imitially discussed with the Chairman
The Board report was then presented by ICSA at a Board
meeting Each Director recewved a copy of the report on his or
her own effectiveness and those reports on individual
performances were discussed by the Chairman with each
Director as appropnate The Chairman’s performance was
discussed initially with the Senior Independent Director before
he provided feedback to the Chairman

The Board evaluation for 2012 will be faalitated by the Company
Secretary and 1t 15 anticipated that in the future it wall be
facilitated externally at least once every three years
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Evaluation of Board performance

Update on 2010 objectives

Throughout 2011, the Board monitored progress towards
achievement of the specific action points ansing from its first
externally facilitated evaluation Details are set out below

s  Carry out a review of the size and compesition of the
Remuneration Committee At least one additional
meeting has been scheduled in 2012 and a revised
forward agenda has been established For the ime being,
all independent Non-Executive Directors wall continue to
be members of the Commuttee Further details of the
review are provided in the remuneration report.

s The Remuneratton Committee to receive a formal
report following the annual appraisal of each member
of the Management Board. In February 2011, the Chief
Executive provided a full update to the Commuttee on the
performance of each member of the Management Board
This process will be repeated annually

« Each Committee to review the 2010 report’s specific
comments relating to its activities as well as any generally
applicable action points These reviews have been carned
out and, as a result, each Committee has updated its forward
calendar of specific agenda items and considered its role and
responsibilries, for example with regard to nsk oversight

» Rewview the process for the proposed re-election of
Directors A formal two-stage process was troduced in
February 2011 This involves a discussion between the
Chairman and each Non-Executive Director in October
each year and formal consideration by the Nominations
Commuttee in the following February, with each Director
being absent from the meeting while his or her own
position is discussed

«  Establish a direct reporting line for the Company
Secretary to the Chairman in relation to Board matters
This was introduced with effect from October 2010

»  The Nominations Commuttee to have particular regard to a
person’s ability to influence outcomes when considering
non-executive appointments An ability to influence and
provide constructive challenge has always been a key
requirement. This point was re-emphasised with the search
firms engaged in 2011 to find further non-executive directors
and in the role specificabion which was prepared

¢  Review the calendar of standard Board and Commuittee
agenda items The Board and each of the Commuttees
have reviewed and updated the standard calendar of
agenda items and also regularly reflect on the balance
between pre-read and presentation at their meetings

+ Review the induction arrangements for non-executive
directors- These arrangements are reviewed with every
new appointment and the time commutment expected for
the induction 15 now specified in the appointment letter

+  Implement a Board software solution to facilitate secure
electromic delivery of papers A secure electronic delivery
system was introduced 1n September 2011 as an intenm
measure Following a formai tender process, 1tis expected
that the Bluepnnt Boardpad 2 software will be implemented
by Apnl 2012

Outcome of 2011 evaluation

Board performance The 2011 evaluation showed that the
Board continues to be effective The assessments showed that
the Board 1s rated highly in each category, with only marginal
variations from the previous year's ratings It was considered
that the Board had discharged its role and responsibilities
effectively and that, dunng the year, it had focused particularly
on [onger-term strateqic 1ssues, such as opportunibes for
speecher growth, the threats from increased ilhait trade

and the challenges posed by further regulation The Board’s
continuing focus on succession was highlighted by the
smooth transition between the retinng Chief Executive,

Paul Adars, and his successor, Nicandro Durante, and

also by the appaintment of Ann Godbehere in October 2011

The Board’s working relationstup with its four pancipal
Commuttees was considered to have improved dunng the year
The CSR Committee has benefitted from a rewised schedule of
meehngs and the Remuneration Commuttee has agreed that it
will hold at least one additonal meeting in 2012

With regard to the spread of skills, background and expenence
on the Board, the evaluation confirmed that the current
Directors’ backgrounds provide a good mix from both FMCG
and financial companies Dunng 2011, the Board identified a
number of additional skills which would also be beneficial to
the Company, including science-based skills, expenence in
relation to the Far East and skills relating to the use of new
media in a consumer-facing business

Director Evaluations The Chairman has discussed each
report with the Director concerned and the Senior Independent
Director has met with the Charman to discuss his report with
him Development plans have been agreed and opportunties
for Board training and development will be reviewed in 2012

2011 Action Plan The outstanding action points from 2010
will be fully imptemented dunng 2012, including the
introeduction of new Board software and implementation

of the revised calendar for meetings of the Remuneration
Committee In addition, the Board agreed to review the

tirme allowed in the Board calendar for training and personal
development purposes

British American Tobacco
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Corporate governance statement continued

Shareholder engagement

Relations with shareholders

The Board maintains a dialogue with shareholders directed
towards ensunng a mutual understanding of objectives Its
primary contact, facilitated by the Head of Investor Relations, 15
through the Executive Directors, but the Chairman also contacts
major shareholders penodically and in advance of the Annual
General Meeting each year in order to understand their views
on the Company and to ensure that their views are communicated
to the Board as a whole In addition, the Senior Independent
Director and the other Non-Executive Directors are available

to meet with major shareholders in order to understand their
views and any concerns which they may have

A full programme of engagement with investors and analysts,
both in the UK and overseas, 1s undertaken each year by the
Head of Investor Relations, often accompanied by one or more
of the Executive Directors and members of the Management
Board, including presentations, roadshows and a bi-annual
“Investor event’ involving detalled presentations on the
Company’s strategy and performance Investor presentaticns
are pubhshed on www bat com and results presentations

are available by webcast There 1s a debt micro site on

www bat com for debt investors, which includes
comprehensive bandholder information on credit ratings,
debt facilives, outstanding bonds and matunty profiles

At least twice a year, the Head of Investor Relations presents a
report to the Board on investor relaions generally, identfying
the key 1ssues raised by institutional shareholders In addition,
the Board receives a report at each of its meetings on any
changes to the holdings of the Company’s main institutional
shareholders Specific 1ssues raised by individual institutions
are also reported to the Board, as appropnate
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Duning 2011, a wide range of business and corporate
governance issues, were discussed with, or raised by,
institutional investors as part of the regular investor relations
programme These included the Company’s overall
performance, how the Chairman had settled into his role, the
renstatement of the share buy-back programme, regulatory
developments, pricing issues and the outlook generally

for the industry

In additton, a focused schedule of meetings with key instututional
shareholders was undertaken by the Chairman in advance of the
Annual General Meeting in Apnl 2011, with discussions covering
the Company’s performance and governance generally These
included 1ssues such as succession planning and Board
evaluation, executive remuneration, Board diversity, the iigation
and regulatory enviranment, external auditors’ fees, the
reinstatement of the share buy-back programme, and the
consultation in late 2010/early 2011 in relation to proposed
changes to the Company’s Long-Term Incentive Plan

In October 2011, the National Treasury of South Afnca
confirmed the reclassification of all inward listed shares on the
JSE Limited (JSE), including those compnising the Company's
secondary listing on the JSE, as domestic assets Since the
granting of that listing on the |SE in October 2008, the
Company had maintained a programme of engagement with
the |SE and the South African Reserve Bank (SARB), as well as its
institutional investors in South Afnica, to encourage the easing
of the prudential imits restnctions on the ownership of shares in
non-South Afncan companies Since December 2011, the
Company’s ordinary shares are now pnnapally included in the
South African ALSI40 Index and the SWIX Index The combined
effect of these changes on the Company's secondary listing is
likely to be positive, as they potentially allow South Afncan
institutional investors to hold a greater number of shares

in the Company

The programme of engagement with investors and analysts

for 2011 included an investor event held in Hampshire on
17/18 May, involving presentations by all members of the
Management Board, including the Executive Directors, and
other senior managers covenng a range of toptcs, including the
Group strategy, industry landscape and opportunities, financial
performance, consumer engagement and the innovations
pipeline and regional challenges Roadshows were also held

in a number of locations including Europe, Japan, Hong Kong,
South Afnca and North Amenca

The Company also responded to 1ssues raised in commespondence
from shareholders, including prowviding clanfication to an
instituttonal shareholder on questions raised in relation to the
Company’s relationship with its external auditors, the level of
non-audit fees and also regarding the level and treatment of
directors’ benefits
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Annual General Meeting

The Annual General Meeting will be held at The Banqueting
House, Whitehall, London SW1A 2ER at 11 30am on 26 Apnl
2012 Details of the business to be proposed at the meeting are
contained m the Notice of Annual General Meeting which is
sent to all shareholders and 15 also published on www bat com

The Annual General Meeting provides a useful opportunity for
shareholder engagement and, in particular, for the Chairman
to explan the Company's progress and receive questions from
investars The chairmen of the Audit, CSR, and Remuneration
Committees are normally available at the Annual General
Meeting to take any relevant questions and all other Directors
attend, unless iliness or another pressing commitment
precludes them from doing so All Directors at the time
attended the Annual General Meeting in Apni 2011, with

the exception of Dr Gerry Murphy, who was unable to

attend due to a long-standing commutment overseas

The Company provides for the vote on each resolution to be
by poll rather than by show of hands This provides for greater
transparency and allows the votes of all shareholders to be
counted, including those cast by proxy The Chairman
announces the provisional voting results at the Meeting, and
the final results are announced on the same day through the
Regulatory News Service and on www bat com The Company
has 1n recent years appointed an independent assessor to
scrutinise the Annual General Meeting and to produce a report
of the meeting, covenng the proxy voting process, attendance
and an audit of the poll procedures The report in 2011
confirmed the adequacy, accuracy and fairness of the proxy
process and the voting procedures and systems The Company
does not intend to appoint an independent assessor for the
2012 Annual General Meeting It will implement the same
procedures used previously

Stock market listings

The ordinary shares of the Company (as British Amencan
Tobacco p | ¢ ) have been listed on the Official List and traded
on the main market of the London Stock Exchange for listed
secunties since 8 September 1998 {Share Code BATS and
ISIN GBO002875804) This 15 classified as a premium listing
The share registrar 1s Computershare Investor Services PLC

Since 28 Qctober 2008, the Company's ordinary shares have
had a secondary histing on the JSE Limited in South Africa (JSE),
under the abbreviated name BATS and the trading code BT}

As at 31 December 2011, 215,049,297 ordinary shares of the
Company (being 10 61 per cent of the Company’s issued
ordinary share capital — excluding treasury shares) were on its
South Afncan branch register for which Computershare Investor
Services {Pty) Ltd are share registrars

The Company’s ordinary shares are also traded on NYSE Amex
Equities in the form of Amencan Depositary Receipts (ADRs)
under the symbol BTI with a CUSIP number 110448107 Each
ADR represents two of the Company's ordinary shares and

at 31 December 2011, 38,750,804 ADRs were ouistanding,
represented by 77,501,608 ordinary shares Citibank, N A
continues to act as depositary for the ADR programme

The Company has unhsted trading pnivileges for the ADR
programme and none of its secunties are listed on any United
States secunties exchange or registered pursuant to the
secunties laws of the United States As a result, the Company 15
subject to neither the NYSE Amex Equities histing standards nor
the corporate governance rules under the Sarbanes-Oxley Act
of 2002 Nevertheless, the Board has chosen, in the interests

of good governance, to make a voluntary statement explaining
the pnncipal differences and common areas between the
Company’s corporate governance practices and those that
would be required if the Company were subject to those rules
The updated statement will be available on the corporate
governance section of www bat com from the date of
publication of the Annual Report.

Significant shareholders

At 31 December 2011, the following substantial interests (3 per
cent or more) In the Company’s ordinary share capital (voting
secunties) had been notified to the Company in accordance
with section 5 1 2 of the Disclosure Rules and Transparency
Rules As at 22 February 2012, the Company had not recerved
notification either of any change in the interests below or that
any other person holds 3 per cent or more of its ordinary shares

Number of 9 of 1ssued

omdinary shares share capital

BlackRock, inc 132,891,526 675
Reinet Investments S C A 84,303,670 428
Legal & General Group plc 79,243,066 402

Note

The percentage of issued share capital excludes treasury shares

British American Tobacco 6"
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Audit and accountability

Robert Lerwill
Chairman, Audit Committee

Audit Committee

Current members
Robert Lerwli {Chairman)
Anthony Ruys

Sir Nicholas Scheele

Attendance at meetings in 2011

Meetings

Meetings eligible

Name attended to attend
Robert Lerwill 5 5
Chnistine Mornin-Postel' 5 5
Anthony Ruys 5 5
Sir Nicholas Scheele 4 5

Notes

1 Chnstine Monn-Poste! stood down fram the Committee with effect fram
21 February 2012

Sir Nicholas Scheele was unable to attend one meeting of the Audit
Committee due te a long-standing pnor engagement

The Chief Operating Officer and the Finance Director attend all meetings of
the Commuittee but are not members and other Directors attend by invitation
The Committee’s meetings are also regularty attended by the Head of Audit
and Business Risk, the General Counsel to the Company and a representative
of the external auditors

Robert Lerwill has recent and relevant financial expenence

As 2 matter of best practice, the Committee meets alone with the external
auditors at the end of every meeting and also meets separately with the
Group Head of Aucit and Bustness Risk at the end of every meeting

www.bat. com/boardcommittees
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Summary Terms of Reference
The Audit Commuttee 1s responsible for

«  monitonng the integnty of the Group's financial statements
and any formal announcements relating to the Company’s
performance, reviewing significant financial reporting
judgements contained in them before their submuss:on to
the Board for approval,

o  keeping under review the cansistency of the accounting
pohaes appled across the Group,

« reviewing the effectiveness of the accounting, internal
control and business risk systems of the Company and its
subsidhanes,

» reviewing and, when appropnate, making
recommendations to the Board on business nsks, internal
controls and comphance,

«  monitoring comphance with the Company’s Standards of
Business Conduct,

»  monitoring and reviewing the effectiveness of the
Company’s internal audit function, and

s monitoring and reviewing the performance of the
Company’s external auditors, keeping under review their
independence and objectivity, making recommendations
as to their reappointment (or, where appropnate, making
recommendations for change), and approving their terms
of engagement and the level of audit fees payable to them

The Commuttee’s terms of reference were reviewed in December
2010 and minor updates were made with effect from 1 January
2011 The full terms of reference are available on www bat com

The Audit Committee 1s authonsed by the Board to review any
activity within the business Itis authonsed to seek any informatuon
it requires from, and require the attendance at any of its meetings
of, any Director or member of management, and all employees are
expected to cooperate with any request made by the Committee
The Committee s authonsed by the Board to obtain, at the
Company's expense, outside legal or other independent
professsonal advice and secure the attendance of outsiders with
relevant expenence and expertise if it considers this necessary

The Chairman of the Committee reports to the subsequent
meeting of the Board on the Committee’s work and the Board
recewves a copy of the minutes of each meeting The papers
considered by the Commuttee are avarlable to any Birector
who 1s not a member, should they wish to receive them
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Key activities of the Audit Committee
in 2011

The Audit Committee held five meetings dunng 2011, at which
it considered the following standing items of business

«  The Group’s 2010 results and its 2011 half-yearly results
and intenm management statements

s Penodic reports from the Group's regional audit and C5R
commuttees and corporate audit committee

+  Penodic reports from the Group Head of Audit and
Business Risk on international audits and the management
responses and action plans being put in place toe address
any concerns raised

« The 2012 Internal Audit Plan

*  Areport from the Head of Group Secunty including
caonsideration of secunty risks and frauds and losses ansing
dunng the preceding year

s Comphance with the Group’s Standards of Business
Conduct and records management procedures

s An annual review of the external auditors’ independence

The Commuttee also carned out its twice yearly review of the
Group nisk register and considered the following nsk topics
n detail

s Risks ansing in relation to how major projects and
programmes are managed within the Group, considered a
significant area of potential nsk given the importance of
implementation of the revised Operating Model and single
IT operating system in delivering future costs savings

«  Risks ansing in connection with the restructuning of the
Group's global IT function

s Risks and opportunities for savings and efficiencies ansing
in relation to the Group’s procurement activities and its
pracurement joint venture with Annheuser-Busch InBev
(Agrega), including the vanous approaches employed to
manage third party supphers

»  Key nsks to the Group’s pension schemes, including
asset underperformance, increased longewvity and
pension regulation, and the strategies in place to
mitigate these risks

*  Risks ansing in connection with htigation involving
Group compantes, in particular in the Canadian
recoupment claims and the Fox River matter in the
US (see the statement on contingent habilities at
note 30 in the notes on the accounts)

In addition, the Committee considered a number of other
specific matters, including the following

»  The Commuttee agreed the inclusion of recommended
impairments as adjusting items in the consohdated
financial statements for the year ended 31 December
2010 and an additional impairment in the financial
statements for the year under review, in both cases
ansing from the matenal underperformance aganst
expectation of the consolidated business in Turkey
following the acquisiion of Tekel This was consequenbal
upon excise shocks leading to increased licit trade and
lower volumes and profitability than anticpated

s It considered developments in relation to Group’s
exposure to clean-up costs for poliution in the lower
Fox River, Wiscansin and agreed the inclusion of a
provision in this regard in the financial statements for
the year under review (see notes 3(h} and 30 in the
notes on the accounts)

» It noted a revised internal audit methodology, updated
to reflect best practice, and considered the steps being
undertaken by internal audit to support the programmes
estabhished to develop the Group’s revised Operating
Model and single IT operating system

» It noted the response submitted by the Committee
Chairman to the Call for Endence in the Inquiry led by
Lord Sharman on going concern and liquidity nsk

« It reviewed and recommended to the Board an updated
policy on auditor independence, intended to formakise
the Group's arrangements for ensuring auditor
independence and objectivity

Dunng 2011, the Commuttee considered a report prepared by
the Company Secretary on the effectiveness of the Committee
as assessed dunng the evaluation of the Board in 2010,
including a review of its standard agenda items Consequent
upon this, it agreed that it would consider, on an annual basis,
the Group's pensions arrangements, both in terms of funding
and investment strategies, and requested regular reports on the
implementation of the programmes established to develop the
Group’s revised Operating Model and to implement a single IT
operating system throughout the Group

Financial reporting

The Board s satisfied that it has met its obligation to present a
balanced and understandable assessment of the Company’s
position and prospects in the Directors’ report and financial
statements and in penodic reports, reports to regulators and
pnce-sensitive announcements A summary of the Directors’
responsibilities for the financial statements and their statement
concerning relevant audit information 1s included at the end of
this corporate governance section
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Audit and accountability continued

Business model

The business review includes an explanation of the basis on
which the Group generates value and preserves it over the
long term and its strategy for delivening its objectives

Going concern

The Group’s business activities, together with the factors likely
to affect its future development, performance and position

are set out In the performance and strategy section and the
regional review The financial position of the Group, its cash
flows, hiquidity position, facities and borrowing position are
described in the financial review The key group risk factors
include an analysis of financial risk and the Group’s approach to
financizal nsk management and notes 21 and 24 in the notes on
the accounts provide further detall on the Group's borrowings
and management of financial nsks

The Group has at the date of the report, sufficient existing
financing available for its estimated requirements for the next
12 months Thus, together with its proven ability to generate
cash from trading activities, the performance of the Group’s
Global Drive Brands, its leading market positions in a number
of countries and its broad geographical spread, as well as
numerous contracts with established customers and supplers
across different geographic areas and industnes, prowvides the
Directors with the confidence that the Group 15 well placed to
manage its business risks successfully in the context of current
financial conditions and the general outlocok in the global
economy

After reviewing the Group’s annual budget, plans and financing
arrangements, the Directars consider that the Group has
adequate resources to continue operating for the foreseeable
future and that it s therefore approprate to continue to adopt
the going concern basis in prepanng the Annual Report

External auditors

PricewaterhouseCoapers LLP have been the Company’s
auditors since it isted on the London Stock Exchange in
September 1998 The Audit Commuttee considers that the
relationship with the auditors 1s working well and remains
satisfied with their effectiveness Accordingly, it has not
considered it necessary to require the firm to tender for the
audit work There are no contractual obhgations restncting the
Company’s choice of external auditor The external auditors are
required to rotate the audit partners responsible for the Group
audit at least every five years and those respensible for the
subsidiary audits at least every sevenyears The current lead
audit partner has been in position for two years

Auditor independence

The Audit Committee has an established policy aimed at
safeguarding and supporting the independence and objectivity
of the Group’s external auditors Following the publication by
the Financial Reporting Council of additional gurdance in this
area in 2010 in its revised Guidance on Audit Committees, the
Audit Committee took the opportunity dunng 2011 to review
and update this policy
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The basic principle of the policy 1s that the Group’s external
auditors may be engaged to provide services only In cases
where those services do not impair their independence and
objectivity, and provided that the total annual fees for non-audit
services do not exceed the sum of annual fees for audit and
audit-related services In particular, the external auditor may not
be engaged to provide services in circumstances where the
provision of such services would

e create a mutual or conflicting interest between any Group
company and the external auditor,

¢ place the external auditor in the position of auditing its
own work,

« resultin the external auditor acting as a manager or
employee of any Group company, or

+  place the external auditor in the position of advocate for
any Group company

Subject to the abave, the external auditor is permitted to
provide certain tax and other non-audit services The
Commuttee recognises that using the external auditors to
prowide such services can often bnng significant benefits to the
Group as a result of their detalled knowledge of its bustness
However, a tender process 1s required for permitied categories
of tax and other non-audit services where the anticipated spend
1s above specified thresholds, unless a wawver from this
requirement Is agreed by the Group Finance Director and
notified to the Audit Committee

The policy requires the submussion to the Audit Commuttes,
typically prior to the year end, of a work plan identifying the
total fees for all audit-related services, tax services and other
non-audit services which it 1s anticipated will be undertaken by
the external auditor in the following year Specific itemisation is
required for tax services and other non-audit services in excess
of the tender thresholds referred to above Updated work plans
must then be submitted to the Audit Commuttee at the mid-year
and year end In this way, the Audit Comnuttee has full visibility
of the Group spend on non-audit services throughout the year,
enabling it to discharge its responsibility for keeping such fees
under review and ensunng that neither their level nor therr
nature nsk impairing the external auditor’s independence

and objectivity A breakdown of audit, audit-related and
non-audit fees paid to PncewaterhouseCoopers in 2017 15
provided in note 3(d) in the notes on the accounts and 15
summansed as follows
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Services provided by PricewaterhouseCoopers firms
and associates

20N 2010
£m £m
Audit services 97 97
Audit-related services 02 02
Total audit and audit-
related services 99 99
Tax advisory services ig 56
Tax comphance 13 10
Services relating to information
technology 02 21
QOther non-audit services 04 05
Total non-audit services 57 92

In 2011 non-audit fees paid to PncewaterhouseCoopers
amounted to 57 6 per cent of the audit and audit-related
fees paid to them (2010 92 2 per cent)

Annual assessment

The Audit Committee assesses annually the qualification,
expertise and resources, and independence of the Group's
external auditors and the effectiveness of the audit process
The Committee’s assessment is informed by an external audit
satisfaction survey completed by members of semor
management, which it reviews in detail In 2011, 1t also had
the benefit of the outcome of an assessment by the external
auditors’ internal review group of the audit team, involving
in-depth interviews with the Company's senior managers The
resuling report was presented to the Commuittee by a member
of the review team, allowing the Commuittee to ask further
questions with regard to the quality of the audit In addition,
the Head of Internal Audit, the Company Secretary and the
Committee Chair all meet with the external auditors to discuss
the prograss of the audit and any significant issues are
included on the Audit Commuttee’s agenda for consideration
duning the year

The Audit Commuttee has completed its assessment of the
external auditors for the financial period under review It has
satisfied itself as to their qualification, expertise and resources
and remains confident that their objectiity and independence
are not 1n any way impaired by reason of the non-audit services
which they provide to the Group The Committee recognises
that certain projects on which they are engaged will necessanly
span a number of years and that once appointed they will
continue to provide those services for the length of the project
A number of current projects, particularly those relating to the
restructunng of the Group’s global IT function and the development
of a single IT operating system, fall within this category

The Committee has recommended to the Board, for approval by
shareholders, the reappointment of PncewaterhouseCoopers as
the Company’s external auditors Resoluions will be proposed
at the Annual General Meeting on 26 Apn! 2012 to reappoint
PricewaterhouseCoopers as the Company’s auditors and to
authonse the Directors to agree their remuneration for the

2012 audit

Political contributions

The Audit Commuttee 1s responsible for reviewing donations
made for political purposes throughout the Group No donation
was made in 2011 to any political party registered in the UK
under the Political Parties, Elections and Referendums Act 2000
Subsidianies of the Company i1n Australia and Jamaica made
contributions to non-EU political parties in their respective
countrtes of incorporation totaling £209,104 (2010 £1 14,245}

Standards of Business Conduct

The Audit Commuttee 1s responsible for monitoning comphance
with the Company’s Standards of Business Conduct, which
underpin the Group’s commitment to good corporate
behaviour The Standards of Business Conduct require all staff
to act with high standards of business integrity, comply with all
applicable laws and regulations and ensure that business
standards are never compromised for the sake of results They
were updated with effect from 1 September 2011 in order to
ensure that they remain at the forefront of best business
practice and to ensure aignment with the provisions of the

UK Bribery Act 2010, which came into effect on 1 July 2011,
and associated guidance

Every Group company and every employee worldwide 15
expected to live up to the Standards of Business Conduct and
guidance on them s provided across the Group, including
through training and awareness programmes All Group
companies have adopted the Group Standards or local policies
embadying them They are apphicable to all employees,
including senior management, and to the Board Directors
Senior managers in the Group must report on annual
compliance with the Standards with regard to all employees in
the company or department for which they are responsible
Information on compliance with the Standards 15 gathered

at a global level and reported to the regional audit and CSR
committees and to the Audit Committee The CSR Committee
also reviews any Group reputation-related 1ssues ansing from
non-comphance with the Standards

The Standards of Business Conduct are available on
www bat com

Confidential reporting procedures

The Standards of Business Conduct also set out the Group's
whistleblowing policy, which enables staff, in confidence, to
raise concerns about possible improprieties in finanaial and
other matters and to do so without fear of repnisal, provided
that such concerns are not raised in bad faith The policy 15
supplemented by local procedures throughout the Group and
at the Group's London headquarters, which provide staff with
additional guidance and enable them to report matters in a
language with which they are comfortable The Audit
Committee receives quarterly reports on whistleblowing
incidents It remains satisfied that the policy and the procedures
in place incorporate arrangements for the proportionate and
independent investigation of matters raised and for the
appropnate follow-up action
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Audit and accountability continued

Risk management and internal control

The Board s responsible for determiming the nature and extent
of the significant nsks that the Group 1s willing to take to
achieve its strategic objectives and for maintaining sound nsk
management and internal control systems With the support of
the Audit Committee, 1t carnes out a review of the effectiveness
of the Group’s nsk management and internal control systems
annually, covening all matenal contrels including finanaal,
operational and compliance controls and nsk management
systems, and reports to shareholders that it has done so Dunng
2011, the Board reviewed the Group’s nsk profile, taking into
account the implications of natural disasters, such as i Japan
and Australia, and political upheaval, i particular in the Middle
East and the Eurozone

Overview

The Company maintains its system of nsk managerment and
internal control with a view to safeguarding shareholders’
investment and the Company's assets It is designed to identify,
evaluate and manage risks that may impede the achievement of
the Company's business objectives rather than to eiminate
these nsks and can therefore provide only reasonable, not
absolute, assurance against matenal misstatement or loss A
description of the key nsk factors that may affect the Group’s
business 1s provided in the business review

The main features of the nsk management processes and system
of internal control operated within the Group, which have been
in place throughout the year under review and remain in place
to date, are descnbed below They do not cover the Croup's
associate undertakings

Audit and CSR committee framework

The Group’s audit and CSR committee framework underpins
the Board’s Audit and CSR Commuttees It provides a flexible
channel for the structured flow of information throughout the
organisation, with commuttees at vanous levels covenng key
individual markets, areas and the Group’s regions, each refernng
matters to the next level as appropnate This framework ensures
that significant financial, socal, environmental and reputational
nsks faced by the Company and its subsidianes are appropnately
managed and that any fallings or weaknesses are identified

50 that remedial action may be taken where necessary

The Group’s regional audit and CSR commuttees (which are all
chaired by an Executive Director) focus on nsks and the control
environment within each region and are in turn supported by
area and/or mdividual market audit and C5R committees The
corporate audit committee focuses on the nsks and the control
environment within the Group’s operations which do not fall
within the regional committees’ remit, for example head office
central functions, glcbal programmes and above-region
projects it compnses members of the Management Board

and 1s chaired by the Chief Executive

The relevant external and internal auditors regularly attend
meetings of these commuttees and have private audiences with
members of the committees after every meeting In addition,
central, regional and indvidual market management, along
with internal audit, supports the Board in its role of ensurning

a sound control environment.
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Risk management and internal control processes

Risk registers, based on a standardised methodology, are used
at Group, regional, area and indwidual market level to «dentify,
assess and monitor the key nsks (both financial and non-
financial) faced by the business at each level Information on
prevailing trends, for example whether a nsk 1s considered to be
increasing or decreasing over tme, 15 provided tn relation to
each nsk and all identified nsks are assessed at three levels
(huigh/medium/low) by reference to their impact and likelhood
Miugation plans are required to be in place to manage the risks
dentifted and the nsk registers and mtigation plans are
reviewed on a regular basis Regional and above-market nisk
registers are reviewed regularly by the relevant regional audit
and CSR commuttee or the corporate audit committee,

as approprate

At Group level, specific responsibility for managing each
identified nsk 1s allocated to a member of the Management
Board The Group nisk register is reviewed regularly by a
committee of semor managers chaired by the Finance Director
and twice yearly by the Corporate Committee In addition, 1t ss
reviewed annually by the Board and twice yearly by the Audit
Commuittee The Board and each such Committee reviews
changes in the status of identified nsks, assessing the impact
of changes in impact and likelihcod, and the Audit Commuttee
also spends time focusing on selected key nsks in detail

Group companies and other business units are required at least
annually to complete a checklist of the key controls which they
are expected to have in place, called Control Navigator Its
purpose is to enable them to self-assess their internal control
environment, assist them in identifying any controls which may
require strengthening and support them in implementing and
monitoring action plans to address control weaknesses The
Control Navigator checklist is reviewed annually to ensure that
it remains relevant to the business and covers al! apphcable key
controls In addition, at each year end, Group compantes and
other business units are required to

* review their system of internal control, confirm whether it
remains effective and report on any rmatenal weaknesses
and the action being taken to address them, and

+ review and confirm compliance with the Standards of
Business Conduct and identify any matenal instances of
non-comphance or canflicts of interest identified

The results of these reviews are reported to the relevant regional
audit and CSR commuttee or to the corporate audit committee
and, where appropnate, to the Board's Audit Commuttee to
ensure that appropriate remedial action has been, or will be,
taken where necessary

The Group’s internal audit function provides advice and
guidance to the Group’s businesses on best practice in nsk
management and contral systems itis also responsible for
carrying out audit checks on Group companies and other
business units, and does so against an audit plan presented
annually to the Audit Commuttee, which focuses in particular
on higher nsk areas of the Group’s business
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Financial reporting controls

The Group has in place a senes of policies, practices and
controls in relation to the financal reporting and consolidation
process, which are designed to address key financial reporting
nisks, including nisks ansing from changes in the business or
accounting standards The Group Manual of Accounting
Polhicies and Procedures sets out the Group accounting policies,
its treatment of transactions and its internal reporting
requirements The internal reporting of financial informatien
for the purpose of prepaning the Group’s financial statements
quarterly, half-yearly and at the year end is signed-off by the
heads of finance responsible for the Group’s markets and
business units In addition, the heads of finance responsible
for the Group’s markets and all senior managers are required
to confirm annually that all information relevant to the Group
audit has been provided to the Directors and that reasonable
steps have been taken to ensure full disclosure in response to
requests for information from the external auditors

The effectiveness of the Group’s financial reporting controls

15 assessed through self-certification as part of the Control
Navigator exercise described above and evaluation by internal
audit in the context of the annual audit plan The integnty of the
Group’s public financial reporting 1s further supported by a
number of processes and steps to provide assurance over the
completeness and accuracy of the content, including

«  review by the Chairman, Executive Directors and members
of the Management Board,

»  review and recommendation by the Audit Committee, and
+ review and approval by the Board

Review

The Turnbull Guidance (the Guidance) sets out best practice on
internal control for UK-listed companies to assist them in
assessing the applicatson of the Code’s Pnnciples and
compliance with the Code’s Provisions with regard to nisk
management and internal control The current version of the
Guidance applies to hsted comparues for financial years
beginning on or after 1 January 2006

The processes described above, and the reports that they give
nse to, enable the Board and the Audit Commuttee to monitor
the nsk management and internal control framework on a
continuing basis throughout the year and to review its
effectiveness at the year end The Board, with advice from its
Audit Committee, has completed its annual review of the
effectiveness of the system of nsk management and internal
controf for the penod since 1 January 2011 No significant
faihngs or weaknesses were \dentsfied and the Board 15 satisfied
that, where specific areas for improvement have been identified,
processes are in place to ensure that the necessary remedial
action is taken and that progress is monitored The Board 15
satisfied that the system of nsk management and internal
control 1s 1n accordance with the Guidance
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Corporate social responsibility

CSR Committee

Current members

Karen de Segundo (Chairman)
Ann Godbehere

Dr Gerry Murphy

Kieran Poynter

Attendance at meetings in 2011

Meetings

Meetings eligible

Name attended to attend
Karen de Segundo 4 4
Ann Godbehere' 1 1
Dr Ana Mara Llopis? 2 2
Dr Gerry Murphy 4 4
Kieran Poynter 4 4

Notes
Ann Godbehere became a member with effect from 24 October 2011

2 DrAna Mana Liopis ceased to be a member of the Commuttee following
her retirement as a Non-Executive Director at the conclusion of the
Annual General Meeting on 28 Apnl 2011

The Chairman, Chief Executive and the Management Board members
responsible for Corporate and Regulatory Affairs and Global Operations
regularly attend meetings by invitation but are not members

www bat.com/boardcommittees
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Karen de Sequndo
Chairman, CSR Committee

Summary Terms of Reference

The CSR Commuttee is responsible for

reviewing and making appropnate recommendations
to the Board as regards the Company’s management of
corporate soaal responsibihty (CSR) and the conduct
of bustness in accordance with the Statement of
Business Principles,

monitonng and reviewing the effectiveness of the Group’s
strategy for, and management of, significant seaal,
environmental and reputational issues,

reviewing and monitonng the Group’s plans for, and
progress towards, business sustainability, and

monitoring the effectiveness of the CSR governance
process

The Committee’s terms of reference were reviewed in
December 2010 and minor updates were made with effect
from 1 January 2011 The full terms of reference are available
on www hat com

The CSR Commuttee is authornsed by the Board to review CSR
and sustainability activity within the business It 1s authonsed
to seek the information it requires from, and require the
attendance at any of its meetings of, any Director or member
of management, and ali employees are expected to cooperate
with any request made by the Committee Itis authonsed by
the Board to obtain, at the Company’s expense, tndependent

professional advice and secure the attendance of outsiders with

relevant experience and expertise if it constders this necessary

The Chairman of the Commuttee reports to the subsequent
meeting of the Board on the Commuittee’s work and the Board
receives a copy of the minutes of each meeting The papers
considered by the Committee are avalable to any Director
who 1s not a member, should they wish to receive them
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Key activities of the CSR Committee
in 2011

The CSR Committee held four scheduled meetings in 2011,
including a meeting held at the beginning of March to
approve the Company's annual Sustainabihity Report

The other specific items considered by it included

C5R governance

s  feedback and update reports from the regional audit and
CSR committees and consideration of CSR-related internal
audit reports and recommendations, including in relation
to the organisation of the Group’s approach to
environmental, health and safety 1ssues

s  Following completion of the Contrel Navigator self-
assessment exercise, an analysis of the results for the
CSR controls and the action plans in place to achieve
full comphance

s Areview of the key reputational nsks identified in
the Group Risk Register, the potential impacts and
consequences of such nsks and the current controls
in place to address them

+ A conunuing review of the potentiai reputational
impact ansing from incidents of non-compliance
with the Standards of Business Conduct and a review
and endorsement of the revised Standards of
Business Conduct

CSR policies and compliance

s  Potential nsks in the countries where the Group does
business which are of potential concern from a human
nghts perspective and the measures and controls in
place to mitigate those risks

s  Consideration of the measures in place within the Group
directed towards eliminating child labour in tobacco
growing, including its membership of the Ehminating
Child Labour in Tobacco Foundation and its efforts to
drive high standards from supphers through its Social
Responsibility in Tobacco Production (SRTP) programme

»  Enwvironmental, health and safety measures, including
measures to improve safety culture behaviour
throughout the Group and the recommendation
for adoption by the Board of a revised Corporate
Health and Safety Policy

¢  Adherence to the Group's International Marketing
Standards and the recommendation for the adoption
by the Board of specific Marketing Standards for
Snus products

s The continuing work of the Biodiversity Partnership with
three Non-Governmental Organisations — the Tropical
Biology Association, Earthwatch and Fauna & Flora
International — focusing on biodiversity in agricultural
landscapes and the ecosystemns on which they depend
n key areas where the Group sources leaf

s Imtiatives 1n the area of sustainable agnculture, with a
focus on Brazil, including the development of an
integrated supply chain and imitiatives on reduction of
agrochemical use and sorl and water management

+  Consideration of a review of the Group’s approach
to youth smoking prevention

Sustainability planning and reporting
s  Central and local stakeholder dialogue activities
dunng 2011

«  Areview of the 2010 Sustainability Report, including
a summary of external feedback and proposed
enhancements for 2011, and Ernst & Young's Assurance
Management report

=  Anassessment of the 2011 goals and commitments for
Sustainability reporting and progress made against the
2010 goals and commitments

During 2011, the Commuttee considered the feedback from the
external Board evaluation exercise which took place in 2010,
including a review of its standard agenda items, and reviewed
and agreed its programme for 2012

CSR governance

The CSR Commuttee 1s supported at regional and local levels
through combined audit and CSR commuttees The structure
supports the embedding of CSR and sustainability pnnciples
across the Group and allows performance against those
prinaples to be momtored The regional audit and CSR
committees meet three times annually, and they follow a
standard agenda, in order that matenals and 1ssues which are
presented and raised at local and regional levet may feed into
Board level discussions, and vice versa

Statement of Business Principles

Qur Statement of Business Principles sets out our expectations
for the responsible management of the Group’s business It was
developed in 2002 in consultation with stakeholders, supported
by the Institute of Business Ethics The Statement compnses
three prninciples — Mutual Benefit, Responsible Product
Stewardship and Good Corporate Conduct — and 18 Core
Beliefs which explain in more detall what each principle

means for the Group It1s available on www bat com

Sustainability reporting

The Company’s Sustainability Reports and, prior to 2008, its
Social Reports have detailed its social, ethical and environmental
performance and performance against its commitments

each year since the Company’s first Social Report in 2002
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Corporate social responsibility continued

Sustainability reporting, like the social reporting that preceded
it, 1s conducted using a robust methadology, including
independent assurance conducted by Ernst & Young LLP, in line
with the AA1000 Assurance Standard (2008) Engagement with
key stakehclders 1s a major requirement of the Standard and we
have continued to hold independently faalitated and assured
dialogue with those stakeholders throughout the year

The Company’s sustainability reporting 15 based on its sustainability
agenda, which was developed in 2007 and focuses on five pillars
harm reduction, marketplace, envirenment, supply chain and
people and culture [ts aim is to create value for the Company’s
sharehotders and wider society by addressing the Group’s social,
environmental and economic impacts

Starting with the 2009 Report, produced in 2010, a single
Sustainability Report has been produced for the Group,
including balanced scorecards and case studies from some
of the Group’s largest markets This approach, together with
the information prowvided on www bat com, aims to provide
comprehensive coverage of the Group’s sustainability
efforts globally

In March 2011, the Company published its fourth Sustainability
Report outliming progress in each of the five key elements of 1ts
sustainability agenda In March 2012, it 1s publishing its fifth
Sustainability Report, to coincide with publication of this
Annual Report

The Company has taken into account the increasing emphasis
that 1s being placed on integrated finanaial and non-financial
reporting We believe that it 15 important to address
sustainabiity 1ssues in the Annual Report, but we also
acknowledge that different audiences have differing
expectations and requirements As a result, we intend to
continue publishing a separate Sustainability Report which
cavers in more detail progress against our sustainability agenda,
including monitoning performance against targets In addition
to the Sustainability Report and the information provided in this
Annual Report, the Company will continue to pubhsh more
detailed sustainability information on www bat com

The Company has been included in both the Dow Jones
Sustainability World Index {D]$I World) and the Dow Jones
Sustainability Europe Index (D|SI Europe) for the tenth year
runming These indices track the economic, environmental and
social performance of compantes that have demonstrated that
they integrate sustainability into their business tn 2011, the
Company receved a gold rating i the UK’s Business in the
Commurnity Corporate Responsibility Index, with a score of 94
per cent The Company was also included 1n the STOXX® Global
ESG Leaders Index, an innovative index that uses a transparent
selection process to enable investors to fully understand which
environmental, social and governance factors determine a
company’s rating In addition, it won the top award for People
Reporting in PncewaterhouseCooper’s Bullding Public Trust
Awards, the judges refernng to the quaty of people reporting
in both the Annual Report, in the context of the Company”s
business strategy, and the Sustainability Report
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Corporate social investment

The Company recogruses the role of business as a corporate
atizen and Group companies have long supported local
community and chantable projects The Group’s approach
to corporate social investment (C51) 1s to regard it as an end
i wself, rather than as a means of promotion, and Group
companies have always been closely identified with the
communities where they operate

Group companies are encouraged to focus their CSl activities
around three themes

»  Sustainable agriculture and the environment This
includes activities such as efforts to improve biodiversity
and access to water, afforestation, programmes to prevent
child labour, grants for agncultural research and training to
help farmers optimise land yields by growing additional
{non-tobacco) crops These imiiatives are expected to
compiement the Group’s own agncultural, environmental
and biodiversity conservation practices

e  Civic life This encompasses activities that aim to ennch
public and community hfe, including supporting the arts
and educational institutions, conserving indigencus
cultures and restonng public spaces

+ Empowerment This focuses on communities where we
operate, providing people with educational opportunities
to help them develop, for example through scholarships
and information technology traiming or programmes
supporting small businesses and promoting entrepreneurship
Group companies also continue to make other important
contnbutions to meet local needs, such as relwef efforts after
natural disasters or programmes focused on HIV/AIDS

The major activities currently supported by the Company are
the Bntish Amencan Tobacco Biodiversity Partnership and the
Ehminating Child Labour in Tobacco Growing Foundation

Charitable contributions

Payments for chantable purposes in 2011 amounted to
£13 7 million (2010 £15 5 milkion), £1 9 million of which
was paid in the UK (2010 £2 mullion)

OECD Guidelines

The Group recogruses its responsibilities to the countres

in which it operates and 1n this context, notes the GECD
Guidelines for Multinational Enterpnses (n their current form
Our approach to human nghts draws on the OECD Guidefines,
in addition to the UN Declaration of Human Rights, and further
information in this respect s provided in our Sustainabilty
Report Full details of a specific finding against our company

n Malaysia under the Guidelines are provided in the full

online report on www bat.com
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Appointments to the Board

Nominations Committee
Current members

Richard Burrows (Chairman)
Karen de Segundo

Ann Godbehere

Robert Lerwill

Chnstine Mornin-Postel

Dr Gerry Murphy

Kieran Poynter

Anthony Ruys

Sir Nicholas Scheele

Financial statements I Other information

Richard Burrows
Chairman

Attendance at meetings in 2011

Meetings

Meetings eligible
Name attended to attend
Richard Burrows 4 4
Sir Nicholas Scheele 4
Karen de Sequndo 4 4
Ann Godbehere’ j 1
Robert Lerwill 4 4
Dr Ana Mania Liopis’ 2 2
Chnstine Monn-Postel 4 4
Dr Gerry Murphy 4 4
Kieran Poynter 4 4
Anthony Ruys 4 4

Summary Terms of Reference
The Nominations Committee 1s respansible for

+ reviewing the structure, size and composition of the Main
Board and Management Board to ensure that both boards
have an appropnate balance of skills, expertise, knowledge
and (in the case of the Main Board) independence,

« reviewing the succession plans for the Executive Directors
and members of the Management Board,

+  ensunng that the procedure for appointing new Directors
1s ngorous and transparent and that appointments
are made on ment against objective ¢ntena and with
due regard for the benefits of diversity, including
gender diversity,

» making recommendations to the Board on surtable
candidates for appointment as Main Board Directors
or as members of the Management Board, and

¢ assessing the time needed to fulfil the roles of Chairman,
Senior Independent Director and Non-Executive Director,
and ensunng that Non-Executive Directors undertake that
they will have sufficient time to fulfil their duties

The Committee’s terms of reference were reviewed in December
2010 and minor updates were made with effect from 1 January
2011 The full terms of reference are available on www bat.com

Notes
1 Ann Godbehere became a member with eftect from 24 October 2011

2 DrAnaMana Llopss ceased to be a member of the Commuttee following
her retirement as a Non-Executive Director at the conclusion of the
Annual General Meeting on 28 Apnl 2011

Sir Nicholas Scheele was unable to attend one meeting of the Nominations
Commuittee due to a long-standing pror engagement.

The Chief Executive and Management Board member responsible for Human
Resources regularly sttend meetings by invitation but are not members

The Nominations Commuttee 1s responsible for identifying
candidates to hll vacancies on the Board This process includes
an evaluation of the skills and expenence to be looked for in
those candidates to ensure continuing Board balance The
selection process will generally involve interviews with a
selection of candidates, using the services of external search
firms specialising in board level recruitment to identfy and
shorthist appropnate candidates This process was followed for
the recrusitment of Ann Godbehere, who was shorthsted by an
external consultancy and interviewed by the Charrman and
Executive Directors and by members of the Nominations
Committee, which then recommended her appointment to the
Board The Commuttee and the Board specifically considered her
other commitments and satisfied themselves that she was able
to devote sufficient time to her role as a Non-Executive Director
of the Company

Further non-executive appointments remain under active
consideration
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Appointments to the Board continued

Key activities of the Nominations
Committee in 2011

The Nominations Committee held four meetings dunng
2011, two of which were scheduled and two of which were
convened to address Main Board and Management Board
succession 1ssues The specific tems considered by the
Commuttee included

»  The role specification for the appointment of additional
Non-Executive Directors including, in particular, the
skills required effectively to influence and provide
constructive challenge

s  Rewvised standard terms of appointment for Non-
Executive Directors, updated to reflect the provisions
of the UK Corporate Governance Code and to specify
the expected time commitment for the induction
process {see the section on information and
professional development)

e  The recruitment of Ann Godbehere and her appointment
to the Board as a Non-Executive Director, with the
assistance of an external recruitment consultancy,
and the continuing search for a candidate with
Asian expenence

e  The steps being taken to search for further potential

non-executive appointments

+  Changes in the composition of the Management

Board, including

- the appointment of Giovanm Giordano n the role of
Group HR Director with effect from 1 june 2011,

- the exchange of roles between Mark Cobben and
Jack Bowles, with the appointment of Mark Cobben
as Regional Director, Western Europe and of Jack
Bowles as Regional Director, Americas,

- the appointment to the Management Board of
Kingsley Wheaton as Deputy Group Corporate &
Regulatory Affairs Director with effect from 1 January
2012, to replace Michael Pndeaux on his forthcoming
retirement in June 2012, and

- the creation of two new roles on the Management
Board, namely Group Saentfic Drector and Business
Development Director, and the appointment of Dr
Dawid O'Reilly and Naresh Sethi respectively in these
roles with effect from 1 January 2012

*  An overview of succession planning for the Executive

Directors and members of the Management Board

Dunng 2011, the Commuittee also considered a report prepared
by the Company Secretary on its effectiveness, as assessed
dunng the evaluation of the Board in 2010, including a

review of its membership, frequency of meeting and

regular terms of business

Terms of appointment to the Board

The Executive Directors have rolling contracts of one year The
Non-Executive Directors do not have service contracts with the
Company but instead have letters of appointment Since 2010,
all Non-Executive Directors have terms of appointment of one
year only which are considered for renewal around the ime of
the Company’s Annual General Meeting when, in accordance
with the UK Corporate Governance Code, each Director 1s
subject to election or re-election by the shareholders (see
below)} Details of the Company’s policy on Executive Directors’
service contracts and the terms of appointment for Non-
Executive Directors are set out in the remuneration report

The Board continues to take in to account the need for it
progressively to refresh its membership over tme Non-
Executive Directors will normally be expected to serve for six
years They may be invited to serve for longer, but service
beyond nine years i1s unlikely Any additional service beyond six
years will be subject to particularly ngorous review
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Directors’ interests and indemnities

Further details of Directors’ contracts and letters of appointment,
remuneration and emoluments, and their interests in the shares
of the Company (including interests in share options and
deferred shares) as at 31 December 2011 are given in the
remuneration report No Director had any matenal interest

In a contract of significance (other than a service contract)

with the Company or any subsidiary company during the year

The Company has arranged appropnate tnsurance to provide
cover In the event of legal action against its Directors and also
provides indemnities to its Directors in accordance with the
Company’s Articles of Association and to the maximum extent
permitted by law As at the date of this report, such iIndemnities
are in force covering any costs, charges, expenses or liabilities
which they may incur in or about the execution of their duties
to the Company or to any entity which 1s an associated
company (as defined in Section 256 of the Companies Act
2006), or as a result of duties performed by the Directors on
behalf of the Company or any such associated company
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Board diversity

The Board recognises the benefits of diversity in 1ts widest
sense, both at Board level and throughout all levels within the
organisation Diversity takes many forms gender s one aspect,
but other important attnbutes to consider will include, for
example, nationality and background

For a number of years, the Company has benefited from the
presence on its Board of fernale Non-Executive Directors
Dunng its search for additional Non-Executive Dhrectors in
2011, culminating in the appointment of Ann Godbehere, the
Company made ctear to its external search consultancres that
male-only shortlists of candidates would not be accepted

The current level of female representation on the Board stands
at 25 per cent, the 2015 aspirational target level of female
representation on Boards for FTSE 100 companies, as set out

in the report by Lord Davies entitled Women on Boards The
Company hopes to at least maintain, and possibly to increase,
this level of representation when refreshing and renewing Board
membership over the coming years However, such aspirations
will always be subject to the overnding need to ensure that
appointments are made on menit and having regard to an
appropnate balance of skills, experience, independence

and knowledge required on the Board The Board will
continue to take into account diversity, in all its forms,

when making appointments

Lord Davies’s report also examines gender diversity at management
levels below the Board Whilst the Company has a number of
initiatives to improve gender diversity at senior management
levels, the Board recognises that these will take time to be
reflected in the numbers of semor women in the Group The
recently appointed Group HR Director will be taking this
forwardin 2012

The Board will continue to review and report further on the
Company’s approach to diversity and related ambitions,
particularly in the context of any developing guidance in
this area

Annual General Meeting 2012

The Company will be submitting all eligible Directors for re-
election or, in the case of Ann Godbehere, election for the first
tume at this year’s Annual General Meeting on 26 Apnl 2012

Chairman
Richard Burrows

Executive Directors

Nicandro Durante (Chief Executive)

Ben Stevens (Finance Director and Chief Information Officer)
john Daly (Chief Operating Gfficer)

Non-Executive Directors
Karen de Segundo

Ann Godbehere

Robert Lerwil

Chnstine Morn-Postel
Gerry Murphy

Kieran Poynter

Anthony Ruys

Sir Nicholas Scheele

The Company’s Articles of Association provide that any Director
who has been appointed by the Board since the last Annual
General Meeting 1s required to retire from the Board at the next
Annual General Meeting and, being eligible, may offer himself
or herself for reappointment Accordingly, Ann Godbehere will
retire and offer herself for reappointment in accordance with
these provisions

Non-Executive Directors who serve for a total of more than six
years are subject to a particularly ngorous review This was
done in 2011 in the case of Robert Lerwill and Sir Nicholas
Scheele, both of whom have served in excess of six years, and
Anthony Ruys, who will have served in excess of six years at the
time of the 2012 Annual General Meeting

The Chairman'’s letter accompanying the Notice for this year’s
Annual Generai Meeting confirms that the perfermance of

the Directors being proposed for re-election continues to be
effective and that they continue to demonstrate commitment

to their roles as Non-Executive Directors, including commitment
of the necessary time for Board and Commuttee meetings

and other duties Biographical details of the Directors

are also provided
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Remuneration report

Overview

As Chairman of the Remunerabon Committee, { am very much
aware that the last 12 months have seen increasing debate
surrounding executive remuneration The proposals announced by
the Business Secretary in January 2012 which include increased
transparency of reporting and more shareholder power to agree a
company’s future pay policy show just how far that debate has
come Bntish Amencan Tobacco has been active in contnbuting its
views to that discussion We responded to the consultation
document issued by the Department for Business, Innovation and
Skills on Executive Rernuneration and on the linked consultation
document on Narrative Reporting We are broadly supportive of
those proposals that aim to hnk pay to a company’s performance
and to increase transparency for shareholders Indeed, we have for
many years aimed to buid a strong link between the Company'’s
performance and the leve! of remuneration recerved by the
Executive Directors and the senior management team Our
incentive schemes are designed to closely reflect the Group's key
performance measures and we listen to shareholders on how our
reporting may be improved

It seems that others also believe we are on the nght track In
Novemnber 2011 we were awarded the PncewaterhouseCoopers
“Building Public Trust Award for FTSE 100 Executive Remuneration
Reporang” | am clear that whilst the final details of the regulatory
proposals on executive remuneration have yet to be determined,
the Company is already relatively well placed to meet the
Government’s objectives

Summary of key activities in 2011

Following on from the review undertaken by the Remuneration
Commuttee in 2010, and the consultation with key shareholders at
the end of that year and into 2011, last year our shareholders
agreed to amend the Group's Long-Term Incentive Plan (LTiP} The
new rules ncreased the maximum annual award under the LTIP
scheme from 300 per cent to 400 per cent of annual base salary
and also introduced a ‘clawback’ dlause giving the Committee the
discretion to reduce (or to forfest entirely) a participant’s unvested
award This would be considered in circumstances where there had
been a matenal misrepresentation involving the partapant in
connection with a prior vested award

We had also discussed with shareholders our desire to reduce
the number of performance measures from six to four for the
International Executive Incentive Scheme (IEIS) and at the
suggestion of a number of shareholders we also increased
the proportion of salary that Executive Directors are required
to hold as shares under our shareholding guidelines

These measures were all implemented in 2011 and I am
confident that the revised reward structure for the Executive
Directors and members of the Management Board further
improves the alignment between remuneration and the delivery
of the Group's strategy
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Anthony Ruys
Chairman, Remuneration Commuttee

We have for many

years aimed to build a
strong link between the
Company’s performance
and the level of
remuneration received
by the Executive Directors
and the senior
management team.

Committee evaluation

During 2011, the Remuneration Commuttee alsc discussed the
report on its own effectiveness, prepared following the 2010
Board evaluation, the key recommendation of which had been
to review the size and composition of the Committee Members
of the Committee had a very fruitful discussion and while the
creation of a smaller committee was considered, the current
external profile of remuneration, generally, led them to beheve
that all Directors, at least for the time being, should be involved
n remuneration 1ssues The Committee therefore continues to
be made up of all Independent Directars Qur discussions cid
however, lead to a number of significant changes for the
Comnuttee These include at least one addiional remuneration
meeting being scheduled 1n 2012 as well as a revised agenda
for each meeting and more regular discussions between
shareholders and me over remuneration proposals Full details
of thus review and its outcomes are set out elsewhere in this
report However, | am pleased that the Committee has looked in
detail at the way 1n which it works and that we have some
positive propasals to further tmprove our approach to executive
remuneration and reporting
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Summary Terms of Reference
The Remuneration Committee 1s responsible for

s setung executive remuneration policies covenng salary and benefits, performance-based varnable rewards, pensions, and the

terms of service contracts,

+ determuring, within the terms of the agreed policy, the specific remuneration packages for the Chairman, the Executive
Directors and the members of the Management Board, both on appointment and on review and, If appropnate, any

compensation payment due on termunation of appointment,

» the setting of targets applicable for the Company’s perfformance-based variable reward schemes and determining
achievement against those targets, exercising discretion where appropnate and as provided by the applicable

scheme rules, and

s maonitonng and advising the Board on any major changes to the policy on employee benefit structures for the

British Amencan Tobacco Group

The Commuttee’s current terms of reference date from 1 January 2011 incorporating miner amendments made following a review
in December 2010 The full terms of reference are available from the Company Secretary and on www bat corm/governance

Remuneration Committee

Current members
Anthony Ruys (Chairman)
Karen de Segundo

Ann Godbehere?

Robert Lerwill

Chnstine Monn-Postel

Dr Gerry Murphy

Kieran Poynter®

Sir Nicholas Scheele

Notes

1 Ana Mana Llopis ceased to be a member of the Remuneration Committes
following her retrement as a Non-Executive Director at the conclusion of
the Annual General Meeting an 28 Apni 2011

2 Ann Godbehere was appointed as a member of the Remuneration
Committee with effect from 24 October 2011

3 Kieran Poynter was appointed as a member of the Remuneraton
Committee with effect from 25 October 2011

At the date of this report, the Commuittee compnses independent
Non-Executive Directors of the Company as set out in the
table above

The Secretary to the Committee 1s Nicola Snook, the
Company Secretary

Attendance at meetings in 2011

Meetings
Meetings  eligible
attended to attend

Name

Anthony Ruys

Karen de Segundo
Ann Godbehere
Robert Lerwill

Ana Mana Llopis
Chnstine Monn-Postel
Gerry Murphy

Kieran Poynter

Sir Nicholas 5cheele

W = L NN A WL
Bh = Lh Lh W Lt A L n

Note

Those Directors who were absent from one or more meetings were either
unable to attend a meeting arranged at short notce or had a long-standing
pnor engagement.

No Executive Director or Management Board member plays any
part in deterrmining his or her own remuneration Dunng the year
ended 31 December 2011, both the Chief Executive and the
Chatrman were consulted and invited to attend meetings of the
Committee, except when thetr own remuneration was under
consideration In determuning remuneration for the year, the
Committee considered reports from Deloitte LLP, the Commuttee’s
remuneration consultants, and also consulted the Chief Executive,
the member of the Management Board responsible for Human
Resources and the Group Head of Reward

British Amencan Tobacco 75
Annual Report 2011




Business review Corporate governance | Financial statements

Other information

| —

Remuneration report continued

The Remuneration Commuittee Is authonsed by the Board

to seek any information it requires from, and require the
attendance at any of its meetings of, any Director or member
of management, and all employees are expected to cooperate
with any request made by the Commuttee The Committee is
authonsed by the Board to obtain, at the Company's expense,
outside legal or other independent professional advice if it
considers this necessary

Deloitte LLP provided remuneration services and advice to the
Remuneratiton Committee throughout the year at a cost of
£101,800 Deloitte 1s an mternational professional services firm
which, dunng the year, has also provided tax, corporate finance
and consulting services to Bnsh Amencan Tobacco Group
companies around the world Herbert Smith LLP has also been
retained by the Company to provide legal advice in respect of the
Company's share schemes, as well as prowiding other legal services
to British Amenican Tobacco as a whole Ernst & Young LLP
provides tax advice to international assignees and in respect

of the Company’s share schemes

Evaluation of the Remuneration Committee
In October 2011, the Remuneration Comnuttee discussed

and considered the report on its effectiveness following the
externally facilitated Board evaluation of 2010 with the
following outcomes

s remuneration consultants — it was confirmed that the
remuneration consultants (Deloitte) performed well in
providing external views and benchmarking information
to the Remuneration Committee in a manner that was
independent from the Company,

= size of the committee — it was recogrused that the
Committee was in the minonty among comparable
companies in having all or nearly all of its Non-Executive
Directars as members of the Committee, however, the
Commuttee concluded that, as these arrangements cid not
impair its effectiveness, and gien the current external profile
of remuneration 1ssues, generally, that this membership
profile of the Commuttee should continue for the ime being,

« number of meetings and agenda development —in
recognition of the increasing workload of the Committee it
was agreed that the number of meetings of the Committee
be increased from two to at least three scheduled meetings
each year (to include private sessions without management
present) and with an appropnately revised catendar of
agenda items,

» oversight — it was agreed, following a tnal at the meeting
of the Committee in February 2011, to provide greater
formality to the reporting of the appraisal process and
associated outcomes for the Executive Directors and
members of the Management Board, and

» consultation process with institutional shareholders
—1it was agreed that the Chairman of the Commuttee would
seek regular meetings with institutional shareholders on
remuneration matters irrespective of whether there might
be any formal matters requinng shareholders® approval
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Key activities of the Remuneration

Committee in 2011

The Remuneration Committee met five imes dunng 2011

The Committee followed its regular work programme designed
around its two scheduled meetings in February and October
each year at which it

« benchmarked, reviewed and set the salanies for the
Executive Directors and the Management Board members
taking into account the pay and employment conditions
elsewhere in the Group, and particularly in the UK,

« assessed the achievernent of the targets for the 2010 IEIS
award and set the |EIS targets for 2011,

» assessed the measurement of the performance conditions
for the vesting of the LTIP 2008 award,

s determined the LTIP awards for March 2011 (the general
LTIP population) and May 2011 (Executive Directors and
members of the Management Board) and their associated
performance conditions,

« assessed the achievement of the targets for the 2010
Share Reward Scheme award and set the targets for the
2011 award,

s monitored the continued application of the Company’s
shareholding guidelines for the Executive Directors and
the Management Board members,

¢ maintained oversight of the Group’s salary review processes
to ensure consistency of apphcation, and

« reviewed the remuneration report for the year ended 2010
prior to its approval by the Board and subsequent approval
by shareholders at the Annual General Meeting in Apnl 2011

In addition, the Remuneration Committee considered the
following

s feedback from the consultation with the Company’s largest
shareholders in connection with the proposed changes to
the LTIP and IEIS prior to the recommendation of revised
proposals to the Board in February 2011,

s changes to the Company’s shareholding guidelines
requinng an increase in the amount of shares to be held
by the Executive Directors from 1 May 2011,

« the apphcation of the Group’s policy on returning expatnate
employees in respect of john Daly’s relocation from Hong
Kong back to the UK in late 2010,

e the terms of appointment and temmination in connection
with Management Board appointments and departures
dunng the year;

« the constituents of the Pay Comparator Group for the 2012
salary review and agreed to review the current cntena and
constituent comparies during 2012, for use in the 2013
salary review,

+ areview of the report on the effectiveness of the
Remuneration Committee as outhned above, and
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+ consideration of the impact of the tax treatment of UK pensions
benefits for applicable Executive Directors and members of the
Management Board following legislative changes

Remuneration policy: Group reward strategy
The Company adopts a straightforward approach to remuneration
The remuneration package compnses core fixed elernents (base
salary, pension and other benefits) as well as performance-
based vanable elements (a single cash and share incentive
annual bonus plan (IEIS), and a single long-term incentive
scheme (LTIP)} with the performance based elements forming
approximately 60 per cent of the total remuneration package
These arrangements are very much ‘plain vanilla’ and it s rare
that the Remuneration Commuttee s called upon to exercise

its discretion

Financially based Group key performance indicators (KPIs) form
the basis for the majonty of the performance-related bonus
incentives with market share being an important addittonal
non-financial indicator The Executive Directors and the
members of the Management Board are also held accountable
for their performance in respect of the business measures which
comprise 2 mixture of other finanaal and non-financial targets
Taken together, these elements prowide a comprehensive set

of challenging performance cratena which sit alongside the
Company’s positive position on sustainability and governance
1ssues Payouts and grants under the respective incentive
schemes are directly linked to the Company’s objectives,
achieving a high level of alignment with the long-term

interests of the Company and its shareholders

The cumrent Executive Directors’ percentage of fixed and vanable
remuneration for 2011 is llustrated in the bar chart below This s
based on a number of assumptions (1) base salary represents
annual salary, (2) pension represents the annual service cost to
the Company as calculated in accordance with IAS24 (Nicandro
Durante’s transfer value 15 based on constant exchange rates), (3)
benefits are core benefits such as car allowance, pnvate medical
and personal acadent insurance, (4) bonus 1s the amount receved
for performance in 2011 delivered in cash and deferred shares,
and (5) LTIP represents the target annualised expected value of
the long-term incentive award granted in 2011 expressed as a
percentage of base salary Fixed remuneration compnses salary,
pension and benefits Vanable remuneration compnses bonus
{cash and deferred shares) and LTIP

Remuneration policy: risk management
The Company's strategy clearly underpins the remuneration
policy for all employees In particular, performance cntena for
the IEIS are aligned to the Group’s KPIs (see business review}
with no individual performance objectives Awards under the
LTIP only vest to the extent that total shareholder returns and
earnings per share have met appropnate thresholds The design
of the iEIS and its posiilorung as the Company’s sole bonus
scheme means that the nsk of inappropnate individual
behaviour to drive reward opperturuties is mumimised The
annual outcomes of the IEIS’s four measures for performance
are reviewed by the Group’s external auditors and internal audit
also provides a control framework (see audit and accountability
in the corporate governance statement) The Remuneration
Commuttee is therefore confident that there are clear processes
in place to prowide sufficient comfort that the Company only
rewards true and venfied performance

Benchmarking of remuneration

The setting of remuneration for Executive Directors remains
underpinned by responsible independent benchmarking

The approach 1s focused on a peer group which 1s made up of
companies which meet the cntena of a consumer goods focus,
an :nternational spread of eperations and a competitor for top
management tatent [t includes selected FTSE 10 compantes
and, the Group’s key competitor, Philip Moms International
(the Pay Comparator Group) This is supplemented by market
data of listed companies of a similar size and complexity to the
Company, as well as the practice of the FTSE 30 comparues The
Pay Comparator Group as at 31 December 2011 15 set out below

Associated British Foods Phitip Mornis International

AstraZeneca Reckitt Benckiser
BP Reed Elsevier

BT Group Royal Dutch Shell
British Sky Broadcasting SABMller

Diageo Tesco
GlaxoSmithKline Unilever

Impenal Tobacco Group Vodafone

Marks & Spencer WPP Group

Pearson

The Remuneration Commuttee has agreed to review the
constituents of the Pay Comparator Group durning 2012, with
any revisions to be implemented for the the 2013 salary review
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Remuneration report continued

Salary

Purpose — reward indwidual performance
— reflect skills and experience

Delivery — monthly
— cash

Policy ~ annual review In February (with salary
changes effective from Apnl) or ad hoc
review on a significant change of
responsibilities

— benchmarked for appropnate salary levels
using a company size and complexity
model coupled with (1} the Pay Comparator
Group, and, for Executive Directors, (2)
pubhlished salary data of listed compamies
of a sumilar size and complexity to
the Company

- base salary 1s pensionable

Performance-related bonus — International
Executive Incentive Scheme (IEIS)

Purpose ~ incentivise the attanment of corporate
targets on an annual basis

Delivery — annual award
— 50 per cent cash

— 50 per cent shares {deferred shares
through the Deferred Share Bonus
Scheme)

—~ dwdend equivalent payment

2011 Update - no change to policy

The process of salary review for the Executive Directors and the
Management Board members undertaken by the Remuneration
Committee intially takes into account cutcomes applied to the
salary review process for senior managers and other levels in the
orgarusation The Committee then applies the key policy
principles set out in the table above

Base salary Base salary

from 1 April at 1 Apnl
2012 2011
£ £

Nicandro Durante
(Chief Executive) 1,050,000 1,000,000

Ben Stevens
(Finance Director and Chief

tnformation Officer) 782,000 750,000
John Daly
(Chief Operating Officer) 690,000 650,000

Policy ~ four measures for performance for 2011
{reduced from six for 2010) with the
following weightings adjusted profit from
operations {40 per cent), Group’s share of
key subsidiary markets (20 per cent), Global
Dnve Brand volume (20 per cent), and cash
flow from operations (20 per cent)

- the annual ‘on-target” bonus opportunity
for the Chief Executive 15 100 per cent of
base salary with a maximum award of
200 per cent of salary, and for the Chief
Operating Officer and the Finance Director
and Cheef Information Officer the “on-
target’ bonus opportunity 1s 90 per cent
with a maximum award of 180 per cent

—~ for the Management Board the ‘on-target’
bonus opportunity 1s 67 5 per cent of the
base salary with a maximum award of
135 per cent of salary

— awards are non-pensienable

2011 Update structure and potential bonus opportunity
remain unchanged
— introduction of four measures for

performance for 2011 as above

The Management Board members will recerve salary increases
averaging around 4 9 per cent, centre-based UK employees will
receve salary increases averaging around 4 O per cent in each
case with effect from 1 April 2012 Actual nises have been based
on each indwidual’s contnbution and performance and account
15 also taken of current UK market conditions to ensure that
indwvidual salaries are competitive

In addition to basic salary, the Executive Directors receve certain
benefits in kind, principally a car or car allowance, the use of a
driver, the instaflation and then maintenance of home secunty
systems, tax advice (where appropnate), and private medical
and personal life and accident insurance With the exception of
the car or car allowance it is also the practice of the Company
to pay the tax which may be due on any such benefits
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The IEIS rewards short-term business performance within the
context of longer-term sustainability Appropnately stretching
business and financial performance targets are set by the
Remuneraton Committee at the beginning of each year. The
annual bonus opporturuty for 2011 remained unchanged although
the previous six measures were reduced to four with the applicable
weightings as referred to above These four performance measures
provide a simplified and appropnate mix of cntena that look to
assess the witality and performance of the Company while sull
providing full clanty for both shareholders and eligible parbcipants
about the required areas of performance

Relevant performance points for each of the four measures are
‘threshold’ (which must be exceeded to attract any bonus
payout in respect of that measure), target’(which amounts to
the budgeted performance), and ‘maxmum’ (the level of
performance, exceeding budget, and at which the bonus
payout for that measure 15 capped) No element of the bonus is
guaranteed and, as in previous years, the speafic performance
targets are commercially sensitive and not made public
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For sentor managers only the total payouts reflect performance at a
global, regional, area or end market level, as applicable te their
roles The annual bonus opportunity for senior managers remained
unchanged in 201 1(with the exception of the alkignment to four
performance measures) with the annual ‘on-target” bonus
opportunity being 45 per cent of base salary with a normal
maximum award of 90 per cent of salary nsing to 135 per cent of
base salary in cases of excellent performance The award for senior
managers continues to be delivered in vanable proportions split
between cash and deferred shares according to grade

IEIS measures of performance

In February each year, the Committee receives a report allowing
it to assess the extent to which each of the perfermance
measures has been achieved Subject to the Committee
exercising its jJudgment with regard to the Ccmpany’s overall
performance, the total payout 1s determined by the Company's
performance for each measure relatrive to that measure’s
performance points

In respect of the year ended 31 December 2011, the
performance against the measures and the total payouts under
the IEIS were

Between Between
threshold target and
Thresheld and target Target maxmum Maximum

Performance in 2011
four measures

Adjusted profit fram operations (40 per cent)
Group’s share of key subsidiary markets (20 per cent)
Global Drive Brand volume (20 per cent}

Cash flow from operations (20 per cent)

NSNS

Performance in 2010
SIX measures

Adjusted profit from operations (16 6 per cent)
Group's share of key subsidiary markets (16 6 per cent)
Global Drive Brand volume (16 6 per cent)

Net revenue (16 6 per cent)

Cash flow from operations (16 6 per cent)

Overheads and productivity savings (16 6 per cent)

4
4

In respect of the year ended 31 December 2011, the total
payouts under the IEIS are shown below The actual
performance-related payments are shown in Table 5
(annual cash bonus and deferred share bonus)

Payout

50 per cent in cash, 50 per cent 201 2010
in deferred shares % %
Nicandro Durante

{Chief Executive) 2000 156 5

Ben Stevens
(Finance Director and

Chief Informatien Officer) 1800 156 5
|chn Daly

(Chief Operating Officer) 1800 156 5
Management Board members 1350 117 4

Paul Adams reured as Chief Executive on 28 February 2011 and
ceased to be an employee of the Company from that date In
accordance with the rules of the IEIS, his performance-related
bonus in respect of the first two months of the year ended

31 December 2011 is pro-rated as an ‘on-target’ amount
payable as a 100 per cent cash bonus instead of 50 per cent

i cash and 50 per cent in deferred shares

For senior managers whose bonus was linked to global
performance the total payout under the IEIS in respect of
the year ended 31 December 2011 was 135 per cent (2010
96 9 per cent), paid 94 5 per centn cash and 40 5 per cent
in deferred shares

Awards made under the Deferred Share Bonus Scheme are in the
form of free ordinary shares in the Company which are normally
held in trust for three years and no further performance conditions
apply in that penod This element of ‘reward deferral’ has been a
key element of the Company’s bonus structure for a number of
years and, in certain circumstances, such as resigming before the
end of the three year penod, paricipants may forfert the shares
The Remuneration Commuttee encourages a culture of ‘ownership’
of these awarded shares and paricipants recerve a cash surmn
equivalent to the dvidend on the after-tax positon of all unvested
ordinary shares held in the Deferred Share Bonus Scheme at the
dvidend record date
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Remuneration report continued

Long-term incentives

Purpose — incentivise growth in earnings per share
and total shareholder return (TSR) over a
three year period

Delivery — discrebonary annual award
— awards of shares
— vanable due to performance over three
year penod
— dividend equivalent payment

Policy — maximum annual award of 400 per cent

of salary

— three year performance penod

— TSR performance {50 per cent of the total
award) combines both the share pnce and
dividend performance duning the three
year performance penod as against two
comparator groups (25 per cent for each
measure) (1) constituents of the FTSE 100
Index, and (2) a peer group of FMCG
companies

- earnings per share measure (50 per cent
of the total award) relates to earmings per
share growth (on an adjusted diluted
basis) relative to inflation

Award levels

The current award levels for Executive Directors and Management
Board members are set out in the table below Senior managers
receive awards of 75 per cent or 25 per cent of salary dependent
on grade

Multiple Muluple

of base of base

salary % salary %

LTIP awards 2011 2010

Chuef Executive 400 300

Finance Director and Chuef Information 300 250
Officer

Chief Operating Officer 300 250

Management Board 200 200

2011 Update shareholders approved an increase in

the maximum annua!l award under the

LTIP scheme rules from 300 per cent to

400 per cent of annual base salary

— LTIP awards made in May 2011 were
made at 400 per cent of annual base
salary for the Chief Executive and at 300
per cent for the other Executive Directors

— the introduction of a discretionary power
to reduce/forfeit unvested awards in the
event of matertal misrepresentation

— all other elements of the LTIP remain
unchanged

The long-term element of remuneration continues to be
delivered through the Company’s LTIP All the Executive
Directors, Management Board members and senior employees
participate in the Long-Term Incentive Plan adopted in 2007
(the 2007 LTIP) — the successor plan to the 1998 LTIP The 2007
LTIP provides for awards of free ordinary shares, provided
demanding and appropnately stretching performance
conditions are met over a three year penod
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Since 2005, participants have been entitled to receive a dvidend
equivalent payment to the value of the dvidends that they would
have received as shareholders on their vesting awards The LTIP
dvidend equvalent payment continues to be important in
aligning further the interests of sentor management with those of
shareholders The values of the LTIP dvdend equivalent payments
for the Executive Directors are shown as individual emoluments in
Tables 4 and 5

Following assessment by the Remuneration Cornmuttee, LTIP
awards may only be normally exercaisable after three years to the
extent that the performance conditions are satisfied in accordance
with the measures set out above at the end of the three year
performance penod Any proportion of an award that lapses does
not attract the payment of the LTIP dvwdend equivalent payrment

Performance

The percentage of award vesting 1s based on a combination of total
shareholder retumn (TSR} and eamings per share (EPS) performance
conditions measured over a three year penod The Remuneration
Committee penodically reviews the suttability of TSR and EP5 as
performance measures but continues to believe that the current
combination of measures provides an important balance of
measures relevant to the Group's business and market conditions
as well as prowiding a common goal for the Executive Directors,
the Management Board members and shareholders

TSR performance condition

A total of 50 per cent of the total award 15 based on the
Company's TSR performance against two comparator groups
(25 per cent for each measure) (1) the constituents of the
London Stock Exchange’s FTSE 100 Index at the beginaung of
the performance period, and (2) a peer group of international
FMCG companies In the event of upper quartile performance
by the Company retative to the comparator groups above,

25 per cent of the total award vests in full From 2008, 6 per
cent of the total award vests for median performance There 15
pro rata vesting between these two points The TSR portions of
an LTIP award do not vest for below median performance
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These comparator groups, which are regularly reviewed to
ensure that they will remain both relevant and representative,
are chosen to reflect the Company’s financial and business
trading environments

The applicable FMCG peer groups for the outstanding LTIP
awards as at 31 December 2011 are shown below

Award 13
May 2011
{Vesting

Award 25
March 2010
(Vestng date
date 13 25 March

FMCG peer group May 2014) 2013)

Award 27
March 2009
{Vestng date
27 March
202)

Anheuser-Busch inBev ' s
Cadbury

Campbell Soup
Carlsberg

Coca-Cola
Colgate-Palmolive
Dancne

Diageo

Heineken

H| Hemnz

Impenal Tobacco Group
Japan Tobacco

Johnson & Johnson
Ketlogg

Kimberly-Clark

Kraft Foods

LVMH

Nestlé

PepsiCo

Pernod Ricard

Phibp Morns International
Procter & Gamble
Reckitt Benckiser
SABMiller

Sara Lee

Unitever

AN AN ENANNANESNYNSESANNSANANANNASSSSASN
NN ANANNENANSNANANANASSNASN

LHCNA LN ANEASNASANSNAANNANASNANNNANS

NN NSNS ANASSNSASNS

TSR continues to be measured according to the return ndex
calcutated by Datastream and reviewed by the Company’s
independent adwisers It 1s measured on the basis that all
companies’ dividends are reinvested tn the shares of those
companies The return is the percentage increase in each
company's index over the three year performance penod The
opening and closing indices for this calculation are respectively the
average of the index numbers for the last quarter preceding the
perfermance penod and for the tast quarter of the final year of that
performance penod — this methodology 1s employed to reflect
movements of the Indices over that time as accurately as possible

A local currency basis is used for the purposes of TSR measurement.
This approach 1s considered to have the benefits of simphaty and
directness of companson with the performance of the comparator
companies and 1s in line with the historic approach taken by the
Remuneration Committee for the purposes of TSR measurement.

EPS performance condition

Half of the award 15 based on eamings per share growth relative to
inflation This element of the award will vest in full f EPS growth over
the three year performance penod is 2n average of at least 8 per cent
per annum in excess of inflabon Bight per cent of the award will vest
if the EPS growth over the performance penod 15 3 per centin excess
of inflahon An award wili vest on a pro rata basis between these two
pomnts None of the EPS portion of an award vests if EPS growth s less
than 3 per cent per annum in excess of mflaton

These EPS targets are consistent with and support the Company’s
strategy to deliver high single-digit EPS growth {(on average) over
the medium to long term  The Remuneration Committee reviewed
the EPS targets as part of its review of long-term incentives in 2010
and the consultation with key shareholders at the end of 2010 and
early 2011 It concluded that the current targets continue to be
appropnately stretching

For awards made up te and including 2008, growth in EPS for
these purposes is calculated on an adjusted diluted EPS basis using
a formula which incorporates (1) the adjusted diluted EPS for the
year prior to the start of the first performance penod and then for
the first, second and third years of that performance penod, and

(2) retail pnce index (RP1) for the last month of the year immediately
preceding the performance penod and then the RPI for the
respective first, second and third years of that performance penod

Since the LTIP award made in March 2009, EPS performance 1s
measured as an increase in adjusted diluted EPS between the base
year and the final year of the performance penod, expressed as an
annual growth rate over the penod Under this approach, only the
base year and final year adjusted diluted EPS results are considered
However, on the basis that rolling annual awards are made, all
years of perfformance ulumately will be taken into accountin
calculating EPS growth over time This change was made i order
to stmplfy the approach and to bnng ¢t nte hne with prevailing
market practice Where EPS grows at a relatively constant rate, the
two methodologies will produce broadly similar results, although
the outcome will differ for different growth prafiles Both methods
are considered to be far and reasonable measures of performance

Vesting of LTIP award made in 2009

An LTIP award was made to Executive Directors and Management
Board members an 27 March 2009 with the performance penod
being completed at 31 December 2071 (the 2009 Award) The
Remuneration Committee has assessed the performance of the
Company against the two performance conditons On the TSR
measure, the Company ranked 215t out of the FTSE 100 group of
companues, giving a vesting of 25 per cent for performance at the
upper quartile A vesting of 25 per cent was also achieved for
ranking 5th out of the peer group of intemabional FMCG compares,
this also being upper quartile EPS growth was 10 8 per cent per
annum i excess of nflabon The overall assessment of both

LTIP measures, therefore, resulted in a vesting of 100 per cent

of the award

Bniish American Tobacco
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Remuneration report continued

In accordance with the rules of the 2007 LTIP, the Remuneration
Committee also resolved that the particpants would recerve an LTIP
dwidend equivalent payment on the vesting of their 2009 awards

The following table shows the vesting of the award made in
2009 1n the context of the performance of LTIP awards vesting
dunng the years ended 31 December 2009 to 31 December
2011, inclusive

Long-Term Incentive Plan
Vesting of Past Awards
Years Ended 2009 to 2011

LTIP award date 27.Mar-09 15-May-08 15-May-07
Year ended 31-Dec-11 31-Dec-10 31-Dec-09
Performance penod 2009/2011  2008/2010  2007/2009
Vesting date 27-Mar-12 15-May-11 15-May-10

TSR - FTSE 100 group
of compantes

Ranking — upper 21 12 8
quartile
Percentage of 25 25 25

vesting award
TSR — FMCG peer

group

Ranking — upper 5 2 2
quartile

Percentage of 25 25 25

vesting award

Earnings per share

growth

Percentage per annum 108 159 121
above inflation

Percentage of 50 50 50
vesting award

Total vesting 100 100 100
percentage

Performance graph

Schedule 8 to the Large and Medum-sized Companies and Groups
(Accounts and Reports) Regulations 2008 reguires that the
Company must provide a graph companng the TSR performance
of a hypothetical holding of shares in the Company with a broad
equity market index over a five year penod n this context, the
D:rectors have again chosen to illustrate the performance of TSR
agamst the FTSE 100 Index over a five year penod, commencing on
1 January 2007 In the opinion of the Directors, the FTSE 100 Index
1s the most appropnate index against which TSR should be
measured because it 1s a widely used and understood index of
broadly simular sized UK compares to the Company The
performance graph s shown on this page
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Historical total shareholder retumn performance

Growth in the value of a hypothetical £100 holding over five
yelars FTSE 100 companson based on a 30 trading day average
values

—

250 /

150 — e ——
100 i
50
Dec 06 Dec 07 Dec 08 Dec 09 Dec 10 Dec 11

B FTSE 100 W Bnbsh Amencan Tobacco

Total shareholder return (annual %)

FTSE 100 - 1 January 2009 to 31 Decemnber 2011
The FTSE 100 companson ts based on three months'’
average values

Total shareholder return (annual %)

FMCG group - 1 January 2009 to 31 December 2011
The FMCC group comparison 1s based on three months’
average values

LTIPs — change of control

The rules of the 2007 LTIP provide that in the event of a change
of control of the Company as a result of a takeover,
reconstruction or winding up of the Company (not being an
internal reorgamisation), LTIP awards will become exercisable for
a limited penod based on the pencd of ume which has elapsed
since the date of the award and the achievement of the
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performance conditions at that date, unless the Remuneration
Committee determines this not to be appropnate in the
arcumstances In addition, the 2007 LTIP allows (as an
alternative to early release) that partscipants may, if permitted,
exchange their LTIP awards for new awards of shares in the
acquinng company on a comparable basis

All-Employee Share Scheme

The Executive Directors, Management Board members and
senior managers are also eligible to participate in the following
all-employee share schemes which are designed to incentivise
employees of the Group by giving them opportunities to build a
shareholding in the Company the British Amenican Tobacco
Sharesave Scheme {Sharesave Scheme) and the Employee

Share Ownership Plan

Sharesave Scheme

The Sharesave Scheme 1s approved by HM Revenue & Customs
(HMRC) Ehgible employees, including the Executive Directors and
Management Board members, have been granted employee
savings-related share options to subscnbe for ordinary shares in the
Company Following a review of its tmetable for making grants of
options under the Sharesave Scheme, the Company has, since
March 2011, introduced a practice of making grants of options
under the Sharesave Scheme at that tme each year following its
Preliminary Announcement. Options are granted to be exercisable
n conjunction with either a three year or five year savings contract
up to a monthly kit of £250 Options are normally granted at

a discount of 20 per cent to the market price at the tme of the
inwitation, as permitted under the rules of the Sharesave Scheme
At 31 December 2011, Micandro Durante and Ben Stevens each
held options under the Sharesave Scheme

Employee Share Ownership Plan

The Employee Share Ownership Plan 1s an HMRC-approved
share incentive plan, which incorporates a Partnership and
Free Shares element The Partnership Share Scheme is open
to all eligible employees, including Executive Directors and
Management Board members Employees can allocate part of
their pre-tax salary to purchase shares in the Company The
maximum amount that can be allocated in this way 1s £1,500
in any year Shares purchased are held in a UK-based trust,
normally capable of transfer to participants tax-free after a five
year holding penod At 31 December 2011, Nicandro Durante
partiapated in the Partnership Share Scheme

The Company also operates the Free Shares element of the plan,
known as the Share Reward Scheme Under this Scheme, eligible
employees (including Executive Directors and members of the
Management Board) recerve an award of shares in Apnl of each
year in which the Scheme operates in respect of performance in
the previous financial year An award of £3,000 will be made

to Executive Directors and Management Board members on

2 Apnl 2012 in respect of the year ended 31 December 2011 The
performance conditions are aligned to those set for the [EIS in
respect of the same performance penod The plan shares are held in
a UK-based trust for a mimimurm penod of three years and durning
that time the trust will exeraise its voting nghts as directed by the
plan’s partapants The maxamum indmdual award under the
Share Reward Scheme 15 £3,000

Options and awards outstanding

To satisfy the future exercise of awards or options under the
Group’s employee share schemes, ordinary shares are acquired
in the market by the Group's employee share ownership trusts
or the Company 1ssues new shares

Dunng the year, new ordinary shares were 1ssued by the Company
in relation to the Sharesave Scheme and to certain participants in
the Share Option Scheme resident outside the UK.

Under the Sharesave Scheme, a total of 881,940 options
over ordinary shares in the Company were outstanding at
31 December 2011 The options outstanding under the
Sharesave Scheme are exercisable until September 2016 at
option prices ranging from 1,152p to 1,974p

The British American Tobacco Group
Employee Trust (BATGET)

BATGET 1s used to sabisfy the vesting and exercise of awards of
ordinary shares made under the Deferred Share Bonus Scheme, and
the 1998 LTIP and the 2007 LTIP as well as the exercise of options
under the Share Option $cheme The number of shares held in
BATGET to satisfy outstanding awards 15 consistently monitored by
a commuttee of senior management that reports to the Board’s
Employee Share Schemes Committee BATGET 1s funded by
interest-free loan facilities from the Company totalling £600 million,
enabling the trust to facilitate the purchase of ordinary shares to
satisfy the future vesting or exercise of options and awards The
loan to BATGET amounted to £424 million at 31 December 2011
(2010 £325 million} The loan is either repaid from the proceeds of
the exercise of options or, in the case of ordinary shares acquired by
BATGET to satisfy the vesting and exercise of awards, the Cormpany
will subsequently waive the loan provided over the life of the
awards If the options lapse, ordinary shares may be sold by
BATGET to cover the loan repayment.

Details of the ordinary shares in the Company held by BATGET
are set out below

1 January 31 December

2011 2011
Number of ordinary shares 11,949,088 12,123,853
Market value of ordinary shares £294 4m £370 4m
Percentage of the issued share
capital of the Company 0359 059

BATGET currently waives dividends on the ordinary shares held
by it BATGET waived payment of the final dwidend for 2010 of
£9 0 millson in May 2011 and the intenm dividend for 2011 of
£4 8 million in September 2011

Whle shares are heid by BATGET, the trustee does not exercise
any voting nghts However, as soon as shares held in BATGET are
transferred out to share scheme parbcipants, the participants may
exercise the vating nghts attaching to those shares

Details of the Company’s matenal share-based payment
arrangements, reflecting both equity share-based and cash-settled
share-based arrangements, are set out tn note 27 on the accounts
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Remuneration report continued

Shareholding guidelines

The Remuneration Committee’s gundelines require Executive
Directors to hold shares in the Company equal to the value

of a percentage of salary as set out below and excludes shares
earned but not yet vested under Company share plans
Management Board members are also required to hold shares in
the Company equal to the value of 100 per cent of their salary

Actual
Required Required muluple of
muluple of multple of  base salary %
base salary %  base salary % at 31
(since 1 May  (upto 1 May December
Shareholding guidelines 2071) 2011} 201
Nicandro Durante
(Chief Executive) 300 200 455
Ben Stevens
(Finance Director
and Chief Information
Officer} 200 150 233
John Daly
{Chief Operating
Officer) 200 150 170

john Daly, who was appointed an Executive Director and Chief
Operating Officer on 1 September 2010, 1s currently subject to the
transibonal prowvisions in place for those Executive Directors and
Management Board members who do not meet the requirements of
the shareholding guidelines upon appointment. [n such cases,
individuals may, generally, onfy sell a maximum of up to 50 per cent
of any shares vesting (after tax} under Company share plans untll the
threshold under the shareholding guidelines has been met

The interests of the Directors of the Company in the ordinary
shares of the Company are shown in Table 6

Executive Directors’ pension benefits

Purpose - provision of competitive post-retirement
benefits
Delivery - Bnbish Amencan Tobacco UK Pension

Fund and Company supplementary
pension arrangements
— monthly/quarterly pension payment

Policy - pension accrues at one-fortieth of annual

base salary

— Fund normal pensionable age of 60

- maximum pension payable will not exceed
two-thirds of base salary averaged over
the preceding 12 months at age 60

- UK Pension Fund retains a scheme-specific
cap

- excess benefits over the scheme-specific
cap and the statutory annual allowance
(effective from the commencement of the
pension nput period from 1 October
2010) conuinue to be accrued within an
unfunded unapproved retirement benefit
scheme where possible
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Executive Directors {with the excepuon of Nicandro Durante)
are, hke other UK employees, eligible for membership of the
Bntish Amencan Tobacco UK Pension Fund (Pension Fund)

The Pension Fund, for members who joned before 1 Apnl 2005, 15
a non-contnbutory defined benefit scheme The early retirement
rules in the Pension Fund permit a member to draw the accrued
retirement pension within five years of Fund normal rebirement age
without actuanal reduction, subject to the employing company's
agreement. Alternatively, an Executive Director may choose to
leave and take a pension at any ime on or after his or her 50th
birthday without the employing company’s agreement, subject
to a reduction as deterrmined by the Pension Fund trustee in
conjunction with the Pension Fund actuary Accrual rates differ
according to indmdual arcumstances but do not exceed one-
fortieth of pensionable satary for each year of pensionable serice

Pensionable pay covers base salary only and therefore bonus
awards and the value of benefits in kind are not pensionable

The Pension Fund includes provision for spouses’ benefits cn death
In service or after rebrement. In the event of death in service, a
spouse’s pension equal to half of the member’s prospective
pension at normal retirement age would be payable A spouse’s
pension payable in the event of death after rebirement 1s equal to
half of the member’s full pension, irrespective of any decision to
exchange part of the benefit for a lump sum

John Daly and Ben Stevens each joined the Pension Fund after
1989 As a result, pnor to 6 Apnl 2006, these individuals were
subject to the HM Revenue & Customs cap on pensionable
earmings (notionally £129,000 for the tax year 2011/12) In
additon, each has an unfunded pension promise from the
Company in respect of earnings above the cap on an equivalent
basis to the benefits provided by the Pension Fund This is
provided through membership of an unfunded unapproved
retirement benefit scheme (UURBS) Further to the changes

to the applicable tax requlations, the pension accrual in the
Pension Fund for John Daly and Ben Stevens has, with member
consent, been restricted to the statutory annual allowance of
£50,000 per annum with the balance of approxmately £1,840
per annum being provided through the UURBS There has been
no change to the overall pension entitlement of either Director

These commitments are included in note 12 on the accounts
Members of the Pension Fund are entitled to receive increases in
their pensions ance in payment in line with price inflation (as
measured by the Retaif Pnces Index} up to 6 per cent per annum

John Daly was formerly a member oi the P ) Carroll Directors’
Plan i Ireland He s also entitled to a deferred benefit currently
amounting to €107,479 per annum, payable from the age of
60 This beneht s scheduled to increase each year between
January 2011 and December 2015 by the fower of 4 per cent or
the Insh Consumer Price Index The increase amount s
confirmed each year by the Minister of Social Protection in
Ireland (the \ncrease for 2011 was 1 /75 per cent)

Paul Adams retzred as an Executive Director on 28 February 2011
Details of tus pension enttlements are set out in note 6 to Table 8
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Nicandro Durante 1s a member of the Fundagdo Albino Souza Cruz
{FASC) in Braail Thes is a non-contnbutory defined benefit scheme
and Includes a spouse's death n service benefit equal to 37 5 per
cent of the member's prospective pension at normal retirement
age Accrual rates do not exceed 1 85 per cent of basic salary
(excluding bonus) averaged over the 12 months to normal
retirement age, for each year of pensionable service Nicandro
Durante’s Brazilan pensionable salary will be reviewed by the
Company annually with reference to the salary of that of a General
Manager of Souza Cruz SA which will be adjusted annually in Iine
with local practice and agreed with the Company Benefits from the
FASC remain subject to the rules of that scheme

In additon, Nicandre Durante accrues a pension of 0 65 per cent
for each year of service (the UK Accrual Rate) with effect from

1 March 2006, being the date of his appointment as a member of
the Management Board At retirement the pension will be based on
Nicandro Durante’s 12 month average UK base salary (excluding
bonus) immediately prior to retirement. This accrued pension walk
be provided through the UURBS

Further, with effect from 1 fanuary 2011, the UK Accrual Rate for
the element of the base salary in excess of £670,000 increased from
0 65 per cent as stated above to 2 50 per cent for each year of
service and will continue to be prowided through the UURBS The
initial base salary level of £670,000 1n respect of the 2 50 per cent
accrual provided through the UURBS will be adjusted annually by
the same percentage as that agreed for Nicandro Durante’s
pensionable salary for the purposes of calculating benefits payable
from the FASC Following legisiative changes to the applicable UK
tax relief requlations in respect of members of overseas pension
arrangements, Nicandro Durante has elected to commence

the receipt of his benefits from the FASC in Brazil with effect

from 1 Aprl 2012 The resulung tax charge for the penod from

1 Apnl 2011 to 31 March 2012 will be tax equalised by way

of a payment to Nicandro Durante of an allowance No further
compensation will be made or element of remuneration adjusted
in lieu of further pension accrual in the FASC

Executive Directors’ service contracts

Each Executive Director has a one year rolling contract,
executed at the time of his anginal appointment. The contract
may be varied from time to time to take account of changes in
terms and conditions as well as to incorporate best practice
Each contract includes a provision for a termination or
compensation payment in heu of notice

The Remuneration Committee, however, has discretion to agree
longer contracts in the event that an Executive Director is
recruited externally or from overseas, when it may then be
appropriate to offer a contract with an inital penod of longer
than one vear, reducing to a one year rolling contract after the
expiry of the imitial period None of the current Executive
Drrectors falls within this type of contract

An Executive Director’s compensation payment, in lieu of notice,
would compnse (1) 12 months’ salary at his then current base pay,
and (2) a cash payment in respect of other benefits under the
contract such as medical insurance, or the Company may at its
optian continue those benefits for a 12 month penod The
Committee maintains discretion as to how to dea! with any grants
or awards made prior to termination under the LTIPs and the IEIS
Pension entitlements are dealt with in accordance with the terms
and conditions of the applicable pension scheme and do not form
part of the contractual compensaticn payment.

The compensation payment is payable where the requisite

12 months’ notice I1s not given to the Executive Director or when he
terminates by giving 12 months” notice and the Company does
not wish him to serve his notice If a period of notice 1s served,
the compensation payment is reduced pro rata In the unhkely
event that the contract 1s terminated for cause (such as gross
misconduct), the Company may terminate the contract with
immediate effect and ne compensation would be payable

Nicandro Durante has a service contract with the Company

in the form outlined above In addition, as a result of the
application of local labour laws in Brazil, Nicandro Durante
retains certain termination or compensation nghts in respect of
fus former employment with Souza Cruz SA In the event of any
compensation being payable to Nicandro Durante pursuant to
hus service contract with the Company, these Souza Cruz nghts
will be taken into account first in amving at a final compensation
amount in order that he does not benefit twice from these

dual arrangements

Length of service as an

Date of last  Executive Director as at

Execution date of Date first appointed reappointment 2012 ACM

Executive Dhrector current service contract to the Board at AGM (Years/Months)
Nicandro Durante 10 December 2010 1 January 2008 28 Apnl 2011 44
Ben Stevens 28 March 2008 3 March 2008 28 Apnl 2011 42
john Daly 24 Qctober 2010 1 September 2010 28 Apnl 2011 18
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Remuneration report continued

Executive Directors’ external appointments
Executive Directors and members of the Management Board are
able to accept one substantive external Board appomntment
provided that permussion 15 respectively sought from the Board
or Chairman Any fees from such appointments are retained by
the indwidual in recogrtion of the increased level of personal
commitment required

None of the Executive Directors or Management Board
members currently holds such an appointment

John Daly, an Executive Director of the Company, has been a
non-executive director of Reynolds American Inc (RAI) since

1 December 2010 RAl s an associate undertaking of the
Company and John Daly was designated by Brown &
Willlamson Holdings, Inc (a wholly-owned indirect subsidiary
of the Company}, as its normnee to sit on the board of RA! In
accordance with present arrangements, the Group recerved

a fee of U5$237,000 from RA! (2010 US$195,525) in respect
of John Daly’s service in that role fer the year ended

31 December 2011

Non-Executive Directors’ terms

of appointment

The Non-Executive Directors do not have service contracts with
the Company but instead have letters of appointment Since
2010 and following the requirements of the UK Corporate
Governance Code, all Non-Executive Directors have terms of
appointment of one year only which are considered for renewal
around the time of the Company’s Annual General Meeting
Each Director is then subject to etection or re-election by
shareholders every year

8 6 British American Tobacco
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The date of appointment, the most recent reappomtment and length of service for each Non-Executive Directar are shown in the

table below

Non-Executive Director

Length of service as at

Karen de Segundo
Ann Godbehere
Robert Lerwill
Chnstine Monin-Postel
Cerry Murphy

Kieran Poynter
Anthony Ruys

Sir Nicholas Scheele

Date of last 2012 ACM

Date of appointment  reappointment at AGM (Years/Months)
1 October 2007 28 Apnl 2011 47

3 October 2011 - o7

1 January 2005 28 Apni 2011 74

1 October 2007 28 Apnl 2011 47
13 March 2009 28 Apnil 2011 31

1 July 2010 28 Apnl 2011 110

1 March 2006 28 Apnl 2011 62

28 February 2005 28 Apnl 2011 72

On termination, at any time, a Non-Executive Director 1s entitled to any accrued but unpaid Director’s fees but not to any other

compensation

Non-Executive Directors’ remuneration policy
The current fees structure for the Non-Executive Directors 15 shown below

With effect from |an-Dec
1Jan 2012 20M
£ £
Basic fee 90,000 90,000
Supplements
— Senior Independent Director 28,000 28,000
— Audit Committee Chairman 28,000 28,000
— CSR Commuttee Chairman 23,000 23,000
— Nominations Committee Chairman - -
= Remuneration Committee Chairman 28,000 23,000
Committee Membership Fees
(not Chairmen)
— Audit Commuittee 5,000 5,000
— CSR Commuttee 5,000 5,000
= Nominations Committee - -
— Remuneration Committee 5,000 -

The fees for the Non-Executive Directors are considered annually
and are determined in hight of market best practice and with
reference to the ime commitment and responsibilities
associated with the roles

In October 2011, in order to recogruse the increasing focus on
remuneration matters and the corresponding increase in the
workload of the Remuneration Committee, the supplement
for chainng that Committee was increased to £28,000 and

a Committee membershup fee of £5,000 per annum was
introduced for Non-Executive Directors who are members

of the Remuneration Committee

The basic fee and other supplements and Committee membership
fees for Non-Executive Directors remain unchanged

Non-Executive Directors’ fees (including those of the Chairman)
are determined within the overall aggregate annual imit of
£2,500,000 authonised by shareholders with reference to the
Company’s Articles of Association The Board as a whole
considers the policy and structure for the Non-Executive
Directors’ fees on the recommendation of the Chairman and the
Chuef Executive The Non-Executive Directors do not participate
in discussions on their specific levels of remuneration

Non-Executive Directors are generally reimbursed for the cost
of travel and related expenses incurred by thern as Directors of
the Cornpany in respect of attendance at Board, Committee
and General meetings In the instances where the cost of
reimbursement of such expenses are classified as a benefit

to the Durector, the Company will meet, as appropnate, the
personal iIncome tax liability that anses They receive no other

British American Tobacco 8 7
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Remuneration report continued

pay or benefits It1s the policy of the Board that the spouses
of the Executive Directors and Non-Executive Directars may
accompany the Directors for business purposes on designated
tnps and functions dunng the year

Anthony Ruys has been a Non-Executive Director of ITC Limited
(ITC) (an associate undertaking of the Company) since 20 January
2009 Dunng the year ended 31 December 2011, Anthony Ruys
received INR 720,000 (£8,724) In fees from ITC (2010 INR 680,000
{£9,713)) This amount 1s the subject of an annual supplement
from a Group company so that he receives a total annual fee for
this appaintment of £75,000 Anthany Ruys also has an interest

in options over shares in [TC — see Table 9

Chairman’s terms of appointment and

remuneration

The Remuneration Commuttee 1s responsible for determining
the terms of engagement and fees payable to the Chairman
This process takes into account the breadth of that role coupled
with its associated levels of commitment and expertise

Richard Burrows has been a Director of the Company since

1 September 2009 and has been Chairman of the Company from
1 November 2009 Since September 2011, Richard Burrows has a
term of appointment of one year anly which 1s considered for
renewal around the ime of the Company’s Annual General
Meeting each year unless the appointment 1s terminated earlier by
(1) the Company giving three months” notice or a discretionary
compensation payment in leu of notice, or (2) by him gmng
one month’s wntten notice, with the Company having discretion
to make a compensation payment in heu of such notice The
compensaton payment s limited to any fees which are payable
for such part of the relevant notice pencd as the Board does not
require him as Chaimman to perform his duties

The current terms of Richard Burrews’ appointment provide for
{1) an annual fee of £570,000, (2) the use of a dnver, (3) pnvate
medical insurance and personal accident insurance benefits,
and (4) the rembursement by the Company of the cost of
return arrline tickets to London from Ireland in connection with
his duties as Chairman In common with the Non-Executive
Directors, Richard Burrows does not participate in the Bntish
Amencan Tobacco share schemes, bonus schemes orincentive
plans and 1s not a member of any Group pension plan

In February 2012, the Remuneration Commuttee reviewed the
fees for the Chairman against practice in the FTSE 30 and agreed
to Increase his annual fees from £570,000 to £600,000 with
effect from 1 Apni 2012

Copies of service contracts and terms

of appointment

Copies of the Executive Directors’ service contracts and the
details of the terms of appointment of each Non-Executive
Director and the Chairman are avaslable for inspection dunng
normal business hours at the Company’s registered office and
will also be available for inspecuon at the Annual General
Meeting on 26 Apnl 2012

8 Bntish American Tobacco
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Appendices to the remuneration report

Table 1 Aggregate emoluments — audited
The emoluments of the Directors of Bntish Amencan Tobacco p | ¢ were as follows

201 2010
£ E
Salanes and fees 3,732,000 4,094,584
Benefits cash and non-cash 868,923 1,239,126'
Performance-related pay
— cash bonus 2,260,000 3,500,527
— deferred share bonus 2,260,000 1,257,217
— DSBS and LTIP equivalents 578,618 701,947
— Share Reward Scheme 7,767 6,084
Former Directors 1,051,593 43,602
Total 10,758,901 10,843,087

The figures shown for benefits n Tables 1 to § are shown as gross amounts as it s the normal practice of the Cornpany to pay the

tax which may be due on any benefits, with the exception of the benefit of the car or car allowance
Notes
1 2010 benefits (£1,214,506) restated see Table 2 (Note 1) and Table 3 (Note 1)
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Appendices to the remuneration report continued

Table 2. Fees of the Chairman — audited
Richard Burrows

2011 2011 20m 2010 2010 2010

Fees Benefits Total Fees Benefits Total

£ £ £ £ £ £

Total 558,750 112,673°% 671,423 525,000 168,363' 693,363

Notes

1 Richard Burrows 2010 benefits of £157,319 are restated to take account of the change in the Company’s reporting of hotel accammodation and related
expenses in respect of Directors” attendance at Board meetings of the Company in the UK in respect of which UK tax 15 payable

2 Richard Burrows 2011 benefits compnse (1) health nsurance (£12,643), (2) the use of a company dnver (£50,050), (3) maintenance of home security
systems (£8,939), and (4) hotel accommadation and related expenses ncurred in cannection with individual andfor accompanied attendance at certain
business functions and/or corporate events

Table 3 Indwidual fees of the Non-Executive Directors — audited

2011 2010
Senior

Board (ndependent Audit  Remuneration CSR

feas Director Commlitee Committee* Committee Fees Benefits Total Fees Benefits Total

£ £ £ £ £ £ £ £ £ £ £
Karen de Sequndo®® 90,000 23,000 113,000 1,192 114,192 110,000 16,399 126,399
Ann Godbehere? 22,500 1,250 23,750 23,750
{from 3 Octaber
2011)
Robert Lerwill? * 90,000 28,000 118,000 3,550 121,550 115000 3,447 118,447
Chnstine 90,000 5,000 95,000 920 95,920 50,000 1,723 91,723
Monn-Postel
Gemy Murphy’ 90,000 5000 95,000 1,954 96,154 90,000 8,103 98,103
Kieran Poynter’ 90,000 5,000 95,000 105 95,105 45,000 118 45118
(from 1 |uly 2010)
Anthony Ruys’* 90,000 5,000 23,000 118,000 7,464 125,464 110,000 8,923 118923
Sir Nicholas 90,000 28,000 5,000 123,000 29,687 152,687 115,000 20,433'® 135,433
Scheele??
Former Non-Executive
Director
Ana Mana Uopis 30,000 1,667 31,667 2,255 33,920 90,000  1,498'® 91,498
(until 28 Apnl 2011)
Total 682,500 28,000 43,000 23,000 15,917 812,417 46,325 BSB,742 785000 60,644' 825,644
Notes

1 The total benefits in respect of 2010 have been restated in the table above (2010 £47,068) to take account of the change in the Company’s reporung of
hotel accommodation and related expenses in respect of Directors” attendance at Board meeuings of the Company 0 the UK 1n respect of which UK tax 15
payable. This change affected a rumber bust not all of the Directors. Those Directors whose numbers are restated above are the following: (a) Robert Lerwill. (2010 £774),
(b) Chnstine Monn-Postel (2010 £0), (c) Anthony Ruys (2010 £5,543), (d) Sir Nicholas Scheele (2010 £16,131), and (e} Ana Mana Llopis (2010 £0)

2 The total benefits shown for these Directors exclude the reimbursement of travel expenses {air, rail and taxi fares} in respect of Directors’ attendance at
Board meetings of the Company 1n the UK in respect of which UK tax s payable The gross amounts of the travel costs and the tax which 15 due thereon
1s 2011 £102,706, and 2010~ £69,298

3 Benefits for these Non-Executive Directors include those expenses incurred in connection with accompamed attendance at business functions

4 In additon, Anthony Ruys recerved INR 720,000 (£8,724) (2010- INR 680,000 (£9,713)) from ITC Limited, the Group’s assoaate undertaking 1in India in
respect of his services as a Non-Executive Directar of that company dunng 2011 This was supplemented by a further payment of £66,276 (2010 £65,287)
paid by the Group for services up to and including 31 December 2011

5 Dunng 2011 no fees were payable to members of the Remuneration Committee, only the Committee Chairman received afee From 1 [anuary 2012,
£5,000 per annum will be paid to Remuneration Committee members. No fees are paid in respect of membership of the Nominations Comrmittee
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Table 4 Summary of Individual emoluments of Executive Directors — audited

Performance- Total
Satary Benefits related pay 201 2010
£ £ £ £ £
Nicandro Durante 1,000,000 338,863 2,259,662 3,598,525 2,408,386
Ben Stevens 742,500 107,489 1,542,747 2,392,736 2,011,236
John Daly (from 1 September 2010) 650,000 265,826 1,303,976 2,219,802 725,644
Total 2,392,500 712,178 5,106,385 8,211,063 5,145,266
Former Executive Directors
Performance- Total
Salary Benefits related pay 2on 2010
£ £ £ £ £
Pau! Adams (until 28 February 2011) 215,000 31,0762 771,597° 1,017,673 4,135,212
Antomo Monterro de Castro (until 31 December 2007) - - - - 8,401
Paul Rayner (until 30 Apnl 2008} - - - - 35,201
Total 215,000 31,076 771,597 1,017,673 4,178,814

Notes

1 The Executive Directors’ remuneration shown above does not include, tn respect of the LTIP awards made in March 2009 and which will vest on
27 March 2012 (1) the illustrative values of those awards as at 21 February 2012 (reference should be made to the lllustrative values shown for each
Executive Director in Table 7), and (2) the values of the LTIP dividend equivalent payments to be made in respect of those awards which are Micandro
Durante £323,176, Ben Stevens £301,631, and [ohn Daly £176,669

2 Paul Adams benefits compnise (1) acar allowance (£2,640), (2) health insurance (£504), (3) the use of 2 company drwver {(£11,925), (4) maintenance
of home secunity systems {(£409), and (5) a retirement gift and other expenses incurred in connection with individual and/for accompanied attendance
at certain business functions and/or corporate events

3 Paul Adams performance related pay comprises (1) £556,597 as the LTIP drvidend equivalent payment for the LTIP awards which vested at hus reurement,
in full and/or on a pro-rated time and performance basis in accordance with the LTIP rules, and (2) £215,000 as an ‘on-target’ pro-rated cash bonus for the
penod fram 1 January 2011 untl the date of his retirement on 28 February 2011 1n accordance with the rules of the IEIS

Table 5 Analysis of remuneration of Executive Directors — audited

Nicandro Durante

20m 2010
£ £
Salary 1,000,000 Salary 660,000
Benefits cash’ 15,840 Benefits cash 13,560
Benefits non-cash? 323,023 Benefits non-cash 573,369
Annual cash bonus 1,000,000 Annual cash bonus 524,275
Value of deferred share bonus 1,000,000 Value of deferred share bonus 524,275
Cash dividend equivalent (DSBS) 3 34,136 Cash dividend equivalent (D58S) 25,046
Cash dividend equivalent {LTIP)? 222,937 Cash dwidend equivalent (LTIP) 85,833
Share Reward Scheme value of shares received Share Reward Scheme value of shares received
dunng the year 2,589 dunng the year 2,028
Total — see Table 4 3,598,525 Total —see Table 4 2,408,386

Notes
1 Cash benefits comprise a car allowance (£15,840)

2 Non-cash benehts compnse (1) life and health insurance (£14,139), (2) tax advice (£49,340), (3) the use of a company dnver {£63,633), (4) travel and
related costs it respect of the relocation of Nicandro Durante from Brazil (£142,686), (5) employee welfare and medical payments made by Souza Cruz SA
i respect of Nicandro Duranta’s subsisung employment nghts in Brazil (£36,202), (6) mantenance of home secunty systems i1 the UK and Brazil (£10,013); and (7)
other expenses incurred in connection with individual and/or accompanied attendance at certain business functions and/or corporate events

3 Cash dividend equivalent payments (1) DSBS — these are cash sums equivalent to the dividend on the after-tax position on all unvested ordinary shares
compnsed in the share awards heid by partictpants in the DSBS at each dividend record date, and (2) LTIP — this 13 a cash sum equivalent to the dividends
that an LTIP parucipant would have recerved as a shareholder on the actual number of shares under an LTIP award
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Appendices to the remuneration report continued

Table 5 Analysis of remuneration of Executive Directors — audited continued

Ben Stevens

201 2010
£ £
Salary 742,500 Salary 654,167
Benefits cash’ 13,560 Benefits cash 13,560
Benefits non-cash? 93,929 Benefits non-cash 95,095
Annua! cash bonus 675,000 Annual cash bonus 563,400
Value of deferred share bonus 675,000 Value of deferred share bonus 563,400
Cash dmvidend equivalent (DsBS)? 32,245 Cash dwdend equivalent (D5BS5) 24,275
Cash dividend equivalent (LTIP} 3 157,913 Cash dividend equivalent {LTIP) 95,371
Share Reward Scheme value of shares Share Reward Scheme value of shares
received dunng the year 2,589 recewed dunng the year 2,028
Total — see Table 4 2,392,736 Total—see Table 4 2,011,236

Notes

1 Cash benefits compnse a car allowance {£13,560)

2 Non-cash benefits compnse (1) life and health insurance (£7,030), (2) the use of a company dniver (£75,838), (3) maintenznce of home secunty systems
(£2,761), and (4) other expenses incurred in connection with indvdual and/or accompanied attendance at business functions and/or corporate events

3 Cash dwdend equivalent payments (1) DSBS — these are cash surns equivalent to the drnadend on the after-tax position on all unvested ordinary shares
compnsed in the share awards held by participants in the DSBS at each dividend record date, and (2) LTIP —thusis a cash sum equivalent to the dwvidends
that an LTIP participant would have recerved as a shareholder on the actual number of shares under an LTIP award

John Daly
(from 1 September 2010)

2011 2010

£ £

Salary 650,000 Salary 216,667
Benefits cash' 147,272 Benefits cash 110,382
Benefits non-cash? 118,554 Benefits non-cash 54,593
Annual cash bonus 585,000 Annual cash bonus 169,542
Value of deferred share bonus 585,000 Value of deferred share bonus 169,542
Cash dividend equivalent (DSBS} 3 19,919 Cash dividend equivalent (DSBS) 4,918
Cash dividend equivalent (LTIP) 3 111,468 Cash dvidend equivalent (LTiP) -
Share Reward Scheme value of shares recerved Share Reward Scheme value of shares received
dunng the year 2,589 dunng the year -
Total — see Table 4 2,219,802 Total - see Table 4 725,644

Notes

1 Cash benefits compnse (1)a car allowance (£13,560); and (2) a contractual payment made in respect of the relocation of John Daly from Hong Kong (£133,712)

2 Non-cash benefits compnise (1) ife and health insurance {£6,191), (2) tax advice (£3,954), (3) the use of a company dnver (£74,181), (4) the installauon
and maintenance of home security systems (£28,976), and (5) other expenses incurred in connection with indmvidual andfor accompanied attendance at

business functions and/or corporate events

3 Cash dwvdend equivalent payments (1} DSBS — these are cash sums equivalent to the dividend on the after-tax pesition on all unvested ordinary

shares compnsed in the share awards held by participants in the DSBS at each dividend record date, and (2) LTIP — this Is a cash sum equivalent

to the dmdends that an LTIP partscipant would have recerved as a shareholder on the actual number of shares under an LTIP award
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Table 6 Directors’ interests in Brntish American Tobacco p | ¢ ordinary shares of 25p

At 1 Jan 2011 Changes from
or date of At 31 Dec 371 Dec At 21 Feb
appointment 2011 2011 2012
Richard Burrows 10,000 10,000 - 10,000
Nicandro Durante 112,167 150,261 1,430’ 151,691
Ben Stevens 77,902 58,059 - 58,059
john Daly 22,802 36,543 - 36,543
Karen de Segundo 2,000 2,000 - 2,000
Ann Godbehere {from 3 October 2011) - - - -
Robert Lerwall 3,000 3,000 - 3,000
Christine Mornin-Postel 4,700 4,700 - 4,700
Gerry Murphy 3,000 3,000 - 3,000
Kieran Poynter 5,000 5,000 - 5,000
Anthony Ruys 3,000 3,000 - 3,000
Sir Nicholas Scheele 5,000 5,000 - 5,000
Total 248,571 280,563 1,430 281,993
Notes

1 The changes in Directors’ interests since 31 December 2011 relate to (1) the purchase by Nicandro Durante of a total of 9 shares pursuant to the
Company’s Partnership Share Scherne, and (2) the acquisition of 1,421 shares following the exercise of a Sharesave option on 9 January 2012

2 Based on the performance for 2011, the Executive Directors will each be awarded a number of ordinary shares to the value of £3,000 pursuant to an
appropration of shares under the Share Reward Scheme on 2 April 2012

3 in addition to the shares shown above, the Executive Directors have further mterests in the ordinary shares in the Campany set out in Table 7 below and
which are held in trust pursuant to the British Amencan Tobacco DSBS The value of these shares has been included as Directors” emoluments in the pner
year Details of the DSBS are given in the remuneration report

4 On 31 December 2011, the Group's employee share ownership trust referred ta in the remuneration report held a total of 12,123,853 ordinary shares in
the Company All paricipating employees, including the Executive Directors, are deemed to have a beneficial interest 1n these shares

British Amencan Tobacco 93
Annual Report 2011




‘ Business revievy Corporate governance | Financial statements Other information

!

Appendices to the remuneration report continued

Table 7 Executive Directors (1) Long-Term Incentive Plan 2007 awards, (2) Deferred Share Bonus Scheme share interests,
and (3) share options — ordinary shares of 25p in British American Tobacco p 1 ¢ — audited

Nicandro Durante
Shares — Long-Term Incentive Plan

At 1 |an Awarded Vested Lapsed At 31 Dec Illustrative
201 in 2011 n 2011 n 2011 2011 Value vested value vestjng
Performance Numberof Numberof Numberof Numberof Numberof in 201 2012
period  Award date shares shares shares shares shares £ \Vesting date £
2008/201C 15-May-08 74,962 - 74,962 - — 2,015,353 15-May-11 -
2009/2011 27-Mar-09 94,996 - - - 94,996 - 27-Mar-12 2,958,175
2010/2012 25-Mar-10 69,751 - - - 6975 - 25-Mar-13 -
2011/2013 13-May-11 - 147,329 - - 147,329 - 13-May-14 -
Total 239,709 147,329 74,962 - 312,076 2,015,353 2,958,175

Defarred Share Bonus Scheme

At 1 |an Awarded Released At 31 Dec

2011 n 2011 n 2011 2011

Number of Numberof Number of Number of

Award date shares shares shares shares

13-Mar-08 6,028 - 6,028 -

27-Mar-09 29,164 - - 29,164

25-Mar-10 17,005 - - 17,005

25-Mar-11 - 22,056 - 22,056

Total 52,197 22,056 6,028 68,225
Options — Sharesave Scheme

At1jan Granted Exercisedin At 31 Dec
2011 m 2011 2011#? 201 Dates

Number of Number of Numberof Numberof  from which Latest

shares Grant date  Grant price shares shares shares  exercisable  expiry date

1,421 24-Nov-06 1,1520p - - 1,421  Jan 2012  jun 2012

The Long-Term Incentive Plan Notes, the Deferred Share Bonus Scheme Notes and the Sharesave Scheme Notes are set out at the
end of the Directors’ shares and options disciosures for Table 7
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Ben Stevens
Shares — Long-Term Incentive Plan

Financial statements Other information

Atljan  Awarded vested Lapsed At 31 Dec Ilustrative
2011 in 2011 in 2011 n 2011 2011 Value vested value vestlng
Performance Numberof Numberof Numberof Numberof Number of n 2011 012
penod  Award date shares shares shares shares shares £ Vestng date £
2008/2010 15-May-08 53,098 - 53,098 - - 1,427,539 15-May-11 -
2009/2011 27-Mar-09 88,663 - - - 88,663 - 27-Mar12 2,760,965
2010/2012 25-Mar-10 65,323 - - - 65323 - 25-Mar-13 -
2011/2013 13-May-11 - 79,558 - - 79,558 — 13-May-14 -
Total 207,084 79,558 53,098 — 233,544 1,427,539 2,760,965
Deferred Share Bonus Scheme
At 1 Jan Awarded Released At 37 Dec
0n n 2011 1n 2011 2011
Number of Number of Number of Number of
Award date shares shares shares shares
13-Mar-038 6,655 - 6,655 -
27-Mar-09 26,114 - - 26,114
25-Mar-10 15,925 - - 15,925
25-Mar-11 - 23,702 - 23,702
Total 48,694 23,702 6,655 65,741
Options — Sharesave Scheme
At1Jan Granted in  Exercisedin At 31 Dec
2011 2011 20117 2011 Dates from
Number of Numberof Number of Number of which Latest
shares Grant date  Grant price shares shares shares  exerasable expiry date
1,000 25-Nov-09 1,555 0p - - 1,000 Jan 2015 Jun 2015

The Long-Term Incentive Plan Notes, the Deferred $hare Bonus Scheme Notes and the Sharesave Scheme Notes are set out at the
end of the Directors’ shares and options disclosures for Table 7
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Appendices to the remuneration report continued

Table 7 Executive Directors (1) Long-Term Incentive Plan 2007 awards, (2) Deferred Share Bonus Scheme share interests,
and (3) share options — ordinary shares of 25p in British American Tobaccop I c - audited continued

John Daly ‘
Shares — Long-Term Incentive Plan !
At1 Jan Awarded Vested lapsed At 31 Dec llustrauve
2011 in 2011 in 2011 n 2011 2011 Value vested value vestm%
Performance Number of Numberof Number of Number of Number of in 2011 2012
penod  Award date shares shares shares shares shares £ Vesting date £
2008/2010 15-May-08 37,481 - 37,481 - — 1,007,676 15-May-11 -
2009/2011 27-Mar-09 51,931 - - - 51,931 - 27-Mar-12 1,617,131
2010/2012 25-Mar-10 37,643 - - - 37,643 - 25-Mar-13 -
2011/2013 13-May-11 - 71,823 - - 71,823 - 13-May-14 -
Total 127,055 71,823 37,481 - 161,397 1,007,676 1,617,131 !
Deferred Share Bonus Scheme '
AtlJan  Awarded Relessed At 31 Dec |
201 n 2011 in 2011 2011
Number of Number of Numberof Number of
Award date shares shares shares sharas
13-Mar-08 5,872 - 5,872 -
27-Mar-09 15,151 - - 15,151
25-Mar-10 8,601 - - 8,601
25-Mar-11 - 17,833 - 17,833
Total 29,624 17,833 5,872 41,585
Options — Sharesave Scheme
Atljan Granted in  Exercisedd in - At 31 Dec
20mM 201 20m%? 2011 Dates from
Number of Number of Numberof Number of which Latest
shares Grant date  Grant prnce shares shares shares  exercisable  expiry date '
- 25-Mar-11 1,974 0p 457 - 457 May 2014 Oct 2014 ‘

The Long-Term Incentive Plan Notes, the Deferred Share Bonus Scheme Notes and the Sharesave Scheme Notes are set out at the
end of the Directors’ shares and options disclosures for Table 7
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Former director
Paul Adams
Shares — Long-Term Incentive Plan

At1[an Vested®  Vested® Lapsed At 31 Dec

2001 n 2011 in 2011 in 2011 2011
Performance Number of Percentage Numberof Numberof Number of Value vested in 2011
penod  Award date Vesting date sharag of award shares shares shares £
2008/2010 15-May-08 15-May-11 163,418 100 163,418 - - 4,037,240
2009/2011 27-Mar-09 27-Mar-12 224,192 865 140,057 84,135 - 3,460,108
2010/2012 25-Mar-10  25-Mar-13 162,754 814 51,520 111,234 - 1,272,801
Total 350,364 354,995 195,369 - 8,770,150

Deferred Share Bonus Scheme

At1Jan Awardedin  Released’ At 31 Dec

2011 2011 n 2011 2011

Numberof Numberof WNumberof  Number of

Award date shares shares shares shares

13-Mar-08 25,603 — 25,603 -

27-Mar-09 63,297 - 63,297 -

25-Mar-10 36,728 — 36,728 —

Total 125,628 - 125,628 -

Long-Term Incentive Plan Notes

1

The closing mid-market price of ordinary shares in Brtish Amencan Tobacco p I ¢ on the following award dates was 15 May 2008 (1,966 Op),
27 March 200% (1,534 Op), 25 March 2010 (2,278 Op), and 13 May 2011 (2,704 Op)

The March 2009 award will vest on 27 March 2012 at 100 per cent in the manner described in the remunenation report For illustrative
purposes only, the share price on 21 February 2012, being the latest practicable date prior to publication, of 3,114 Op has been used
to value the vesting awards

The performance conditions applicable to the LTIP awards relate to an apportionment between measures relating to TSR and EPS-based cniteria
with reference to a three year performance penod TSR combines both the share price and dividend performance of the Company as set against
two comparator groups (a) the FTSE 100 Index at the beginning of the performance pencd, and {b) a peer group of FMCG comparies A

total of 50 per cent of the total award 1s based upon each of two separate measures (25 per cent for each measure} 50 per cent of an award

is based on EPS growth relative to inflaton Further details of the performance conditions are set out in the long-term incentives section of

the remuneration report.

There have been no varations in the terms and conditions of the LTIP interests dunng the year

The awards made in March 2010 and May 2011 are due to vest in March 2013 and May 2014 respectively At 31 Decernber 2011,
the performance percentage reflecting performance to date, was 91 4 per cent for the March 2010 award and 77 4 per cent for the
March 2011 award

Paul Adams retred as a Director on 28 February 2011 The Remuneration Committee agreed that, in accordance with the LTIP rules, his
outstanding LTIP awards of shares would vest immediately upon his retrement (the Awards) The 2008 Award, having completed the
entire performance period, vested in full The 2009 Award and the 2010 Award vested on a pro-rated time and performance basis
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Appendices to the remuneration report continued

Deferred Share Bonus Scheme Notes

1

Each Executive Director has an interest in the ordinary shares of the Company, as shown in the Deferred Share Bonus Scheme tables, which are
held in trust pursuant to the Bntish Amencan Tobacco Deferred Share Bonus Scheme

The cost of these shares has been included as Directors’ ematuments i the prior year Details of the Deferred Share Bonus Scheme are given in
the remuneration report

The DSBS shares awarded on 13 March 2008 were released on 14 March 2011 The closing mid-market price of ordinary shares in British
Amencan Tobacco p | ¢ on 14 March 2011 was 2,366 Op

Paul Adams retired as a Director on 28 February 2011 The Remuneration Committee agreed that the unvested awards of 125,628 ordinary
shares made to Paul Adams would vest in full immediately upon his retirement in accordance with the rules of the Deferred Share Bonus
Scheme Subject to a sale of 26,923 shares to cover tax liabilities, 98,705 shares were transferred to Paul Adams on 1 March 2011

Sharesave Schermne Notes

1

9

On 9 January 2012 Nicandro Durante acquired 1,421 ordinary shares following the exercise of optons held under the Sharesave Scheme
at an option price of 1,152 Op per share

Sharesave Scheme in respect of the Executive Directors, no options lapsed during the year ended 31 December 2011 There have been no
variations 1n the terms and conditions of these interests in share options duning the year Options granted under the Sharesave Scheme are
exercisable in conjuniction with a three year or five year savings contract up to a monthly imit of £250 Options are normally granted at a
discount of 20 per cent to the market price at the ime of the invitation, as permitted under the rules of the Sharesave Scheme

The aggregate gain on the exercise of Sharesave Scheme options in 2011 was £ml (2010 £81,912)

The closing mid-market price of ordinary shares in British American Tobacce p | ¢ on 30 December 2011 (being the last trading day of the year)
was 3,055 5p and the range duning the year was 2,282 5p to 3,068 Op The market price on 31 December 2011 exceeded the grant price of all
the options detaded tn the Options tables for the Executive Directors
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Table 8 Executive Directors’ pension entitlements — audited

Total

Total Transfer Transfer value Transfervalue  changetn

accrued Gross  Increasein  value of net of accrued of accrued transfer

pension at  increase i accrued  increase In pension at pension value

Normal 31 Dec accrued pension net  accrual over 31 Dec at 31 Dec dunng

retirement 2011 pension  of inflation pencd 2010 201 penod

age £ £ £ £ £ £ £

Nicandro Durante® 60 465,256 339 (22,052) (555,831) 9,840,627 11,727,138 1,886,511

Ben Stevens’ 60 231,047 41,552 32,426 776,422 3,737,054 5,532,318 1,795,264

John Daly** 60 208,942 37,809 29,567 754,877 3,680,288 5,334,521 1,654,233
Former Director

Paul Adams® 60 603,382 (23,157) (53,332)(1,391,721)14,767,041 16,792,555 2,025,514

Notes

1 The amount of total accrued pension Is the pension that would be paid annually on retirement based on service te the end of the year, excluding any
increase granted under statute before retirement.

2 The value of net increase in accrued pension represents the incremental value to the Executive Durector of his service dunng the year, calculated on the
assumptian that service terminated at the year end

3 The pension accrual in the Pension Fund for John Daly and Ben Stevens has, with member consent, been restricted to the statutory annual allowance of
£50,000 per annum with the balance of approximately £1,840 per annum being provided through the UURBS There has been no change to the overall
pension entitlement of either Director

4 John Daly was formerly a member of the P | Carroll Directors’ Plan in freland He 1s entitled to a deferred benefit currently amounting to €107,479 per
annum, payable from the age of 60 This deferred benefit 1s scheduled to increase each year between January 2011 and December 2015 by the lower of
4 per cent or the Insh Consumer Prices Index The increased amount 1s confirmed each year by the Minister of Social Protection (the increase for 2011 1s
1 75 per cent) The transfer value in respect of John Daly’s deferred benefit 1s inciuded in Table 8 above and has been calculated 1n accordance with the
method used for the Pension Fund

5 Nicandro Durante s entitled to a benefit promise of ¢ 65 per cent of final sterling pensionable salary (calculated as 2 12 month average) in relation to
service from 1 March 2006 This 1s provided through the UURBS At the point where the stering pensionable salary exceeds £670,000 as an initial base,
then the accrual rate will increase from 0 65 per cent as stated above to 2 50 per cent in respect of base salary in excess of £670,000 for each year of service
and will continue to be provided through the UURBS In additton, Nicandro Durante 1s entitled to a pension from the Souza Cruz Pension Scheme based on
an accrual rate of 1 85 per cent of final Brazihian real pensionable salary {calculated as a 12 month average) in relation to service from December 1981 (the
value of this pension — in terms of sterling - has decreased during 2611 due to a 13 per cent fall in value of the Braziban real) The accrued pension amount
and transfer value shown above are based on the sum of these promises, with the accrual rate since March 2006 being a total of 2 50 per cent. Nicandro
Durante is entitled to receive that part of the promise from the Souza Cruz Pension Scheme (based on 1 85 per cent accrual rate) with immediate effect,
this nght to take the benefit early has been ignored for the purposes of the calculation of the above transfer value

6 Paul Adams retired as a Director on 28 February 2011 He elected to commute part of his pension for 2 cash lump sum of £450,000 at his retrement and he
received £90,092 in respect of benefits that exceeded the statutory lifetime allowance, as permitted under the rules of the Pension Fund The figures shown
in Table 8 above exclude the amount which relates to that cash lump sum

7 Changes in the transfer values reflect both individual Executive Director’s circumstances such as the date of joiming the Pension Fund and changes in
salary dunng the year, together with the apphication of market value adjustments in accordance with actuznal and legislative requirements The increase
in the transfer values dunng the year ended 31 December 2011 was largely attnbutable to the undertying reduction in gilt yields from 4 22 per cent ta
313 percent

The transfer value basis used (s consistent with that used by the Trustee of the Pension Fund for the ongoing funding of the Pension Fund The transfer
values of the accrued entitiement represent the value of assets that the Pension Fund would need to transfer to another pension prowider on transferring
the Pension Fund's hability i respect of Executive Director’s pension benefits They do not represent sums payable to individual Executive Directors and,
therefore, cannot be added meaningfully to annual remuneration

Further, although Nicandro Durante is not a member of the Pension Fund, the transfer values calculated above have been calculated in accordance with the
method used for the Pension Fund Although Paul Adams, John Daly and Ben Stevens receive a significant element of their overall entitlement from the
UURBS, the transfer vatues above have been calculated in accordance with the method used for the Penston Fund

8 The Pension Fund 15 non-contributory Voluntary coentnbutions pawd by Executive Cirectors and resulting benefits are not shown Mo excess reurement
benefits have been paid to or are recetvable by any Executive Director or past Executive Director
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Appendices to the remuneration report continued

Table 9 Non-Executive Director’s share options
Ordinary Shares of INR1 each in ITC Limited — audited

Anthony Ruys
ITC Employee Stock Option Schemes

At1)an
2011
Number of Granted Number of At
At1Jan shares over in 2011 shares over Exercised 31 Dec  Number of
zon which Number which 201 2011 opuons that Dates
Number of options Grant  Grant pnice of options Number Number may be from which  Latest expiry
options? held? date peropton  options granted of opttons of options  exercised exercisable date
20,000 200,000 234ul-09 Rs1,09000 - - - 20,000 6,000 23-ul-10 234ul-15
6,000 23-ul-11 23-ul-16
8,000 23-ul-1z 23-ul-i7
20,000 200,000 22-Jul-10 Rs1,46175 - - - 20,000 6,000 22-ul-11 22-ul-16
6,000 224ul-12 22-)ui-17
8,000 224ul-13  22-Jul-18
- — 26-Aug-11 Rs 2,0235 20,000 200,000 - 20,000 6,000 26-Aug-12 26-Aug-17
6,000 26-Aug-13 26-Aug-18
8,000 26-Aug-14 26-Aug-19
Total 40,000 400,000 20,000 200,000 - 60,000 60,000

Naotes

1 ITC Umited (ITC) 15 an associate undertaking of the Company and 1s histed on stock exchanges in India’ Anthony Ruys, a Non-Executive Director of the
Company, 1s also a non-executive director of ITC Anthony Ruys has been granted options over shares in ITC under the ITC Employee Stock Option
Schermes 2006 and 2010 which provide for the grant of options to its Non-Executive Directors a5 permitted by the Secunties and Exchange Board of India
(Employee Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines 1999 (the Schemes)

2 Each option entitles its holder to apply for and to be allotted 10 ordinary shares in ITC of INR1 each upon the payment of the grant pnce during the
appropnate exercise penod An exercise penod begins at the date of vesting of an option and expires at the end of five years from that vesting date The
vesting perniods for the conversion of an optian under the Schemes are as follows (a) 30 per cent vests 12 months from date of grant, (b) 30 per cent vests
24 months from date of grant, and {c) 40 per cent vests 36 months from the date of grant.

Status of remuneration report

This report has been prepared in accordance with the relevant provisions of the Companies Act 2006 and Schedule 5 and Schedule
8 to the Large and Medium-sized Companies and Groups (Accounts and Reports} Regulations 2008 The report also meets the
relevant requirements of the Listing Rules of the UK Listing Authonty and descnbes how the Board has applied the Principles of
Good Governance relating to Directors’ remuneration as set out in the UK Corporate Governance Code referred to in the corporate
governance statement As required by the Compantes Act 2006, a resolution to approve the Directors’ remuneration report (the
Report) will be proposed at the Annual General Meeting of the Company on 26 April 2012, at which the financial statements will
be presented for approval The vote will have adwisory status, will be in respect of the remuneration policy and overall
remuneration packages and will not be specific to indvidual levels of remuneration The Companies Act 2006 requires the auditors
to report to the Company’s shareholders on the ‘audited information” within the Report and to state whether, «n their opiion,
those parts of the Report have been prepared in accorda h the Companies Act 2006 The report of the independent auditors,
in respect of the Company, addresse bdse aspests ehort, and those which have been subject to audit have been clearly

On behalf of the Board

Anthony Ruys
Chairman of theRe

‘l 0 British American Tobacco
Annual Report 2011




| Business review | Corporate governance | Financial statements

Other mformation

|

Other statutory and
regulatory information

Companies Act 2006

The Companies Act 2006 requires the Company to set outn
this report the development and performance of the business of
the Group durning the financial year ended 31 December 2011,
including an analysis of the posiion of the Group at the end of
the financial year, and a description of the principal nsks and
uncertainties facing the Group

Principal activities

Bntish Amencan Tobacco p | ¢ s a holding company which
owns, directly or indirectly, investments in the numerous
comparugs constituting the Bntssh Amenican Tobacco Group of
compames The principal subsidiaries and associates are hsted
on the prncipal subsidiary and associate undertakings pages
All subsidiary undertakings are involved 1n activities directly or
indirectly related to the manufacture, distnbution or sale of
tobacco and nicotine products

Group results and dividends

The Group results are addressed fully in the financial statements
and in the Directors’ report; business review The Board recommends
to shareholders a final dividend of 88 4p per ordinary share of
25p for the year ended 31 December 2011 If approved by
shareholders at the Annual General Meeting to be held on

26 Apnl 2012, the dividend will be payable on 3 May 2012 to
shareholders registered on either the UK main register or the
South Afnican branch register on 9 March 2012, the record

date The ex-dividend trading dates are 5 March 2012 on the |SE
Lirmited (JSE} and 7 March 2012 on the London Stock Exchange
{LSE) As the Group reports in sterling, dividends are declared
and payable in sterling except for shareholders on the branch
register (n South Afnca whose dwidends are payable in rand

A rate of exchange of £ R = 12 19960 as at 21 February 2012
{the closing rate for that date as quoted on Bloomberg), results
in an equivalent final dvidend of 1,078 44464 SA cents per
ordinary share

From the commencement of trading on 23 February 2012

{the date of the preliminary announcement) to 9 March 2012
(inclusive), no removal requests between the UK main register
and the South Afncan branch register (in erther direction) are
permitted Further, from the close of business on 2 March 2012
until the close of business on 9 March 2012 (inclusive), no
transfers between the UK main reqister and the South

Afnican branch register are permstted and no shares may

be dematenalised or rematenalsed between 5 March 2012

and 9 March 2012, both days inclusive

Nicola Snook
Secretary

Further details of the total amounts of dividends paid 1n 2011
(with 2010 comparatives) are given in note 8 on the accounts

Share capital

As at 31 December 2011, the Company had an allotted and fully
paid share capital of 2,025,986,6 70 ordinary shares of 25p each
with an aggregate nominal value of £506 million (including
treasury shares and shares owned by the employee share trusts)

Purchase of own shares

The Board reinstated its on-market share buy-back programme
following the Company”s Preliminary Announcement on

24 February 2011and under the authonty granted by shareholders
in 2010 At the 2011 Annual General Meeting, the Company
was given authonty to purchase up to 199,400,000 of its ordinary
shares The minimum pnce that may be paid for such shares 1s
25p and the maximum price 1s an amount equal to 105 per cent
of the average of the middle market pnces shown in the quotation
for an ordinary share as denved from the London Stock Exchange
Daily Official List for the five business days immediately preceding
the day on which the ordinary share 15 contracted to be purchased

During the year ended 31 December 2011, the Company made
on-market repurchases totalling 28,037,708 of its own ordinary
shares, representing 1 4 per cent of the issued share capital
(excluding treasury shares) as at 31 December 2011 and at a
value of £750 rmillion, excluding transaction costs In accordance
with the Company’s policy, all of these repurchased shares are
held as treasury shares and as at 31 December 2011 the number
of treasury shares was 56,997,762 While treasury shares are
held no dividends are paid on them and they have no voting
nghts Treasury shares may be resold at a later date

The present authenty for the Company to purchase its own
shares will exprre at the 2012 Annual General Meeting where
itis proposed that the Company’s authonty to purchase its
own shares 1s renewed. This will enable the share buy-back
programme to continue for a further year In the opimon of the
Directors, the exercise of this authonty 15 likely to result in an
increase tn the Company’s earnings per share and will be in the
interests of its shareholders generally Details of the applicable
resolution and explanatory nates are contatned in the Notice
of Annual General Meeting which is sent to all shareholders
and is also pubitshed on www bat com

Significant agreements — change of control
The following significant agreements contain certain termination
and other nghts for our counterparties upon a change of
control of the Company
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Other statutory and regulatory information continued

On 7 August 2007, Bntish Amencan Tobacco Mexica, S.A. de CV
(as borrower) and the Company, BAT International Financep | ¢
and B AT Capital Corporaton (as guarantors) entered into a term
credit facility arrangement with Barclays Capital (as mandated

lead arranger), HSBC Bank plc (as agent) and certain financial
institutions (as lenders) pursuant to which the lenders agreed to
make available to the borrower U$$690 million to refinance existing
faciliies and for general corporate purposes {the Faclity) Pursuant
to the Facility, should the borrower cease to be a direct or indirect
subsidiary of the Company, the borrower shall immediately repay
any outstanding amounts Where there 1s a change of control

in respect of the Company, the lenders can require all

amounts outstanding under the Facility to be repaid

©On 10 July 2009, Bntish Amencan Tobacco Tutun Mamullen
Sanay! ve Ticaret Anormim Sirket (as borrower), the Company
and BAT International Finance p | ¢ {as guarantors) entered
into a term credit facility agreement with Barclays Bank PLC

(as agent) and certain financial institutions (as lenders) pursuant
to which the lenders agreed to make available to the borrower
€700 million to refinance existing facilities and for general
corporate purposes (the Faality) In December 2010, the
borrower prepaid €250 million of the outstanding amount
Pursuant to the Facility, should the borrower cease to be a
direct or indirect subsidiary of the Company, the borrower shall
immediately repay any outstanding advances Where theres a
change of contro! in respect of the Company, the fenders can
require all amounts outstanding under the Facility to be repaid

On 25 November 2010, the Company, BA T International Finance
p | ¢ and Bntish Amencan Tobacco Holdings (The Netherlands) B V
(as borrowers and, 1n the case of the Company, as a borrower and
guarantor) entered into a revolving credit facility agreement with
HSBC Bank ple (as agent) and certain financial institutions (as
lenders) pursuant to which the lenders agreed to make avallable

to the borrowers £2 billion for general corporate purposes {the
Faciity) Pursuant to the Facility, should a borrower (other than

the Company) cease to be a direct or indirect subsidiary of the
Company, such borrower shall immediately repay any outstanding
advances made to it. Where there 1s a change of controlin respect
of the Company, the lenders can require all amounts outstanding
under the Faality to be repaid

Details of the change of control provisions contained in the
Company’s Long-Term Incentive Plans are given in the
remuneration report

Contractual arrangements

Indimvidual operating companies in the Group have contractual and
other arrangemnents with many third parties in support of the
Group’s business actmties including those covenng input materials
(filter tow, tobacco leaf and wrapping matenals), logistics and
distnbution and information technology Such contracts and
arrangements may be deemed to be essential to one or more
operating companies but there are no contracts or arrangements
considered to be essential to the operation and understanding of
the business or the Group as a whole

’I 0 British American Tobacco
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Articles of Association

The following description summanses certain provisions of
the Company’s current Articles of Association (as adopted by
special resolution at the Annual General Meeting on 28 Apnl
2010), apphcable English law and the Companies Act 2006
(the Companies Act} This summary s qualified in its entirety
by reference to the Companies Act and the Company’s Articles
of Association, a copy of which is avalable on www bat com

Share capital

All of the Company’s ordinary shares are fully paid and,
accordingly, no further contnbution of capital may be
required by the Company from the holders of such shares

Objects and purposes

The Company 15 incorporated under the name of Brbsh Amencan
Tobacco p | ¢ and is registered in England and Wales under
registered number 3407696 Under the Companies Act 2006,
the Company’s objects are unrestncted

Directors appointment and retirement

The Company’s Artictes of Association provide for a Board of
Onrectors, consisting (unless otherwise determined by ordinary
resolution of the shareholders) of not fewer than five Directors,
not subject to any maximum, who shall manage the business
of the Company

The Directors and the Company (by ordinary resclution) may
appoint a person who 1s willing to act as a Director, either to fill
a vacancy or as an additional Director A Director appointed by
the Directors shall retire at the next Annual General Meeting
and will put himself/herself forward to be reappointed by the
shareholders Such a Director shal! not be taken into account in
determining the number or identity of the Directors to retire by
rotation at that next Annual General Meeting

At each Annual General Meeting, all Directors shall retire from
office by rotation who (1) held office at the ime of each of the
two preceding Annual General Meetings and who did not retire
at either of them, and (2) if the number of Directors retinng In
(1) above 15 less than one-third of the Directors who are subject
to retirement by rotation {or, if their number i1s not three or a
multiple of three, 1s less than the number which 1s nearest to
but does not exceed one-third of the Directors), such additional
number of Directors as shall, together with the Directors retinng
under {1) above, equal one-third of the Directors (or, if their
number s not three or a muluple of three, the number which

15 nearest to but does not exceed one-third of the Directors)

Subject to the provisions of the Companies Act and the Articles
of Association, the Directors to retire at an Annual Ceneral
Meeting under {2) above will be those who have been in office
the longest since their appointment or last reappointment

Notwithstanding these provisions contained in the Articles of
Association, the Company 1s not restncted to the number of
Directors who may retire and seek re-election each year The
Articles of Association merely set a mimimum number of Directors
who must be subject to retirement by rotation each year As a
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result, since the introduction of the provision of UK Corporate
Governance Code in 2011 that all Directors of FTSE 350
companies should be subject to annual re-election by
shareholders, all of the Directors of the Company wll be subject
to either election (1 e those Directors appointed by the Board of
Directors during the year) or re-election at the forthcoming
Annual General Meeting to be held on 26 Apnl 2012

A Director who reures at an Annual General Meeting and 13
not reappointed shall retain office until the meeting elects
someone In hus place or, if it does not do so, untl the
conclusion of the meeting

tn addition to any power of removat under the Comparues Act, the
Company may, by special resolution, remove a Director before the
expiration of his penod of office and, subject to the Articles of
Association, may by ordinary resolution, appaint another person
who 1s willing to act as a Director, and 15 permitted by law to do so,
to be a Director instead of lim A person so appointed shall be
subject to retirement as if he had become a Director on the day on
which the Director in whose place he 1s apponted was last
appointed or reappomted a Director

Fees for Non-Executive Directors and the Chairman shall be
determined by the Directors but shall not exceed in aggregate
an annual sum of £2,500,000, unless determined otherwise by
ordinary resolution of the shareholders The remuneration of the
Executive Directors is determined by the Remuneration Committee
which 15 comprised of independent Non-Executive Directors

Directors meetings and voting

The quorum for meetings of Directors 15 two Directors The
Directors may delegate any of their powers which are conferred
upon them under the Articles of Association to such person or
committee as they consider appropriate

The Articles of Association place a general prohibition on a
Durector voting at a meeting of the Directors on any resolution
concerning a matter in which he has an interest other than by
wirtue of his interest in shares in the Company However, n the
absence of some other interest not indicated below, a Director s
entitled to vote and to be counted in a quorum for the purpose of
any vote relating to a resolution concerning the following matters

1 the gving to him of a guarantee, security or indemnity In
respect of money lent to, or an abligation incurred by him
for the benefit of, the Company or any of its subsidianies,

2 the giving to a third party of a guarantee, secunty or
indemnity n respect of an obligation of the Company or
any of its subsidiaries for which the Director has assumed
responsibility (in whole or part and whether alone or jointly
with others) under a guarantee or indemnity or by the
gving of secunty,

3 the gving to lum of any other indemnity which 1s on
substantially the same terms as indemnities given, or to be
given, to all of the other Directors and/or to the funding by
the Company of his expenditure on defending proceedings
of the doing by the Company of anything to enable hvm to
avoid incurnng such expenditure where all other Directors
have been given, or are to be given, substanually the
same arrangements,

4 any proposal concerning the purchase of Directors” and
officers’ habibty insurance,

5 any proposal concerning his being, or intending to become,
a participant in the underwnting or sub-underwnting of an
offer of any such shares, debentures or other secunties for
subscrniption, purchase or exchange,

& any arrangements which relate in any way to a retrement
benefits scheme or any arrangement for the benefit of the
employees of the Company or any of its subsidianes including
but without being himited to an employees’ share scheme,
which does not accord to any Director any privilege or
advantage not generally accorded to the employees and/or
former employees to whom the arrangement relates, and

7 any transaction or arrangement with any other company, being
a company i which the Director 15 interested only as an officer,
creditor or shareholder, provided that he 15 not the holder of or
beneficially interested in one per cent or more of the equity
share capital of that company {or of any other company
through which his interest is denved) and not enttled to
exercise one per cent or more of the voting nghts available to
members of the relevant company (disregarding, for the
purposes of this proviso (i) any shares held by a Director as
bare or custodian trustee and in which he has no beneficial
interest, (1) any shares comprised in an authorised unit trust
scheme in which the Director is interested only as a urit holder;
and (in) any shares of that class held as treasury shares}

The Company may by ordinary resolution suspend or relax to
any extent, erther generally or in respect of any particular matter,
any prowision of the Articles prohibiting a Director from voting
at a meeting of the Dwrectors or of a committee of the Directors

Directors borrowing powers

Without prejudice to their general powers, the Directors may
exercise all the powers of the Company to borrow money and
to mortgage or charge its undertaking, property, assets (present
and future) and uncalled capital or any part thereof, and (subject to
the prowisions of the Articles of Association) to issue debentures,
debenture stock and other secunties whether outnght or as
secunty for any debt, habiity or obligation of the Company

or of any third party

Directors interests

Provided that the Director has disclosed to the other Directors
the nature and extent of any matenal interest of his, a Director,
notwithstanding his office

1 may be a party to, or ctherwise interested i, any transaction
or arrangement with the Company or in which the Company
1s otherwise interested,

2 may be a Director or other officer of, or employed by or may
be a party to, or otherwise interested in, any transact:on or
arrangement with anybody corporate promoted by the
Company or in which the Company is otherwise interested,

3 shall not, by reason of tus office, be accountable to the
Company for any benefit which he denves from any such
office or employment or from any such transaction or
arrangement or from any nterest in any such body comporate,
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4 shall notinfringe his duty to avend a situation in which he
has, or can have, a direct or indirect interest that confhcts, or
rmay possibly canflict, with the interests of the Company as
a result of any such office or employment or from any such
transaction or arrangement or from any interest in any such
bedy corporate,

5 shall not be required to disclose to the Company, or use in
performing his duties as a Director of the Company, any
confidential information relating to such office or employment
if to make such a disclosure or use would result in a breach
of duty or obligation of confidence owed by him in relation
to or in connection with that office or employment,

6 may absent himself from discussions and exclude himself
from information, which will or may relate to that office,
employment, transaction, arrangement or interest, and

7 no such transaction or arrangement will be hiable to be
avoided because of any such interest or benefit

For the purposes of the Articles, a general notice given to the
Directors that he 1s to be regarded as having an nterest of the
nature and extent specified in the notice in any transaction or
arrangement 1n which a specified person or class of persons
1s interested 1s deemed to be a disclosure that the Director
has an interest in any such transaction of the nature and
extent so specified

Aninterest of which a Director has no knowledge and of which
it 1s unreasonable to expect him to have knowledge i1s not
treated as an interest, an interest which consists of a Director
being a Director or other officer of, or employed by any
subsidiary of the Company 1s not deemed to be a matenal
interest, a Director need not disclose an interest if it cannot be
reasonably regarded as likely to give nise to a conflict of interest,
and a Director need not disclose an interest if, or to the extent
that, the other Directors are already aware of it

A Director will no longer be regarded as having an interest in
a transaction by wirtue of a person connected to the Director
having a relevant interest However, the Director and the
Company must stll take a view each time a matter is being
considered as to whether the interests of the Director’s connected
persons mean that a Director should be treated as interested
In a transacticn

The Directors may (subject to such terms and conditions, if any,
as they may think fit to impose from time to time, and subject
always to their nght to vary or terminate such authonsation)
authonse, to the fultest extent permitted by law

1 any matter which would otherwise result in a Director
infinging his duty to avoid a situation tn which he has, or
can have, a direct or indirect interest that conflicts, or
possibly may conflict, with the interests of the Company
and which may reasonably be regarded as likely to give nse
to a conflict of interest (including a conflict of interest and
duty or conflict of duties),

2 a Director to accept or continue 1n any office, employment
or posiion 1n additton to his office as a Director of the
Company and may authonse the manner in which a
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conflict of interest ansing out of such office, employment or
position may be dealt with, either before or at the tme that
such a conflict of interest anses, provided that the authonsation
1s only effective if

1 any requirement as to the quorum at the meeting at which
the matter 15 considered is met without caunting the
Director in question or any other interested Director; and

2 the matter was agreed to without their voting or would
have been agreed to if their votes had not been counted

If a matter, or office, employment or position, has been
authonsed by the Directors then (subject to such terms and
conditions, f any, as the Directors may think fit to impose from
time to time, and subject always to their nght to vary or
terminate such authonsation or the permussions set out below)

1 the Director shall not be required to disclose any confidential
information relating to such matter, or such office,
employment or position, to the Company if to make such
a disclosure would result in a breach of a duty or obhigation
of confidence owed by him in relation to or in connection
with that matter, or that office, employment or position,

2 the Director may absent lumself from discussions, whether
in meetings of the Directors or otherwise, and exclude
himself from information which will or may relate to
that matter, or that office, employment or position, and

3 a Director shall not, by reason of his office as a Director
of the Company, be accountable to the Company for
any benefit which he denves from any such matter,
or from any such office, employment or position

Dividend nghts

Holders of the Company's ordinary shares may, by ordinary
resolution, declare dividends but may not declare dividends

in excess of the amount recommended by the Directors The
Directors may also pay intenm dmadends if it appears that such
dividends are justified by the profits available for distnbution

No dividend shall be paid otherwise than out of profits available
as specified under the provisions of the Companies Act

The Directors may, with the sanction of an ordinary resclution
of the shareholders, offer any holders of ordinary shares the
rght to elect to receve ordinary shares credited as fully pad
instead of cash in respect of the whole or part of all such
dwidends as may be specified by the resolution Any general
meeting declanng a dividend may, upon the recommendation
of the Directors, direct payment or satisfaction of such dwidend
to be wholly or partly by the distnbution of speaific assets
where difficulty anses in regard to distnbution, the Directors
may ignore fractions or 1ssue fractional certificates, fix the
value for distnbution of any assets and may determine that
cash shall be paid to any shareholder in order to adjust the
nghts of such members

Any dividend which has been unclaimed for 12 years from the
date when it became due for payment shall, if the Directors so
resolve, be forfeited and shall cease to be owed by the Company
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The Company can cease sending dividend warrants and
cheques by post or otherwise If these have been returned
undelivered to, or left uncashed by, the shareholder on at least
two consecutive occasions, of, If following one such occasion,
reasonable enquines have failled to establish the member’s new
address No dividend shall bear interest against the Company,
unless provided by the rghts attached to the share

The Directors may elect to make payments of dividends to
shareholders by bank or electronic transfer only Amounts due
to shareholders who provide no, or invalid, account detalls may
be held in an account in the Company’s name untll such
shareholders nominate a valid account The Company shall

not be a trustee of any such monies, shall be deemed to have
discharged its payment obligations by paying the retevant
monies into such account and interest will not accrue for
shareholders on any such monies pending payment to

such persons

Voting rights

Voting at any general meeting of shareholders 1s by a show of
hands unless a poll 1s demanded On a show of hands, every
shareholder who 1s present in person at a general meeting
has one vote regardless of the number of shares held by

the shareholder

Every proxy appointed by a shareholder and present at a general
meeting has one vote, except that If the proxy has been duly
appointed by more than one shareholder entitled to vote on the
resofution and is instructed by one or more of those shareholders
to vote for the resclution and by one or more others to vote
against it, or 1s instructed by one or more of those shareholders
to vote In one way and 15 given discretion as to how to vote by
one or more others (and wishes to use that discretion to vote

in the other way) he has one vote for and one vote against

the resolution

On a poll, every shareholder who 15 present in person or by proxy
has one vote for every share held by the shareholder A shareholder
{or his duly appointed proxy) entitled to more than cne vote
need not use all his votes or cast all the votes he uses in the
same way A poll may be demanded by any of the following

1 the Chairman of the meeting,
2 the Directors,

3 not less than five shareholders having the nght to vote at the
meeting,

4 ashareholder or shareholders representing not less than
one-tenth of the total voting nghts of all shareholders
having the nght to vote at the meeting (excluding any
voting nghts attached to treasury shares), or

5 a shareholder or shareholders holding shares which confer a
nght to vote on the resolution at the meeting being shares
on which an aggregate sum has been paid up equal to not
less than one-tenth of the total sum paid up on all shares
confernng that right (excluding any veting nghts attached
to treasury shares)

Matters are transacted at general meetings of the Company by
proposing and passing of two kinds of resolutions

1 ordinary resolutions, which can include resolutions for the
appointment, reappointment and removai of Directors, the
receving of the Annual Report, the declaration of final
dividends, the appointment and reappointment of the
axternal auditor, the authonty for the Company to purchase
its own shares and the grant of authonty to allot shares, and

2 speaal resolutions, which can include resolutions amending
the Company’s Articles of Association and resolutions relating
to certain matters concerning a8 winding-up of the Company

An ordinary resolution requires the affirmative vote of a simple
majonty of the votes cast at a meettng at which there is a
quorum in order to be passed Special resolutions require the
affirmative vote of not less than three-quarters of the votes cast
at a meeting at which there is a quorum in order to be passed
The necessary quorum for a meeting of the Company 15 a
mimmum of two shareholders present in person or by proxy or
by a duly authonsed representative(s) of a corporation which 1s
a shareholder and entitled to vote

When convening a meeting the Company may specify a ime
not more than 48 hours before the tme of the meeting (excluding
any part of a day that s not a working day) by which a person
must be entered on the register of members 1n order to have
the right to attend or vote at the meeting

Winding-up

If the Company 1s wound up, the hquidator may, with the
sanction of a special resolution and any other sanction required
by law, subject to the prowisions of the Compantes Act, divide
among the shareholders the whole or any part of the assets of
the Company, and may, for that purpose, value any assets and
determine how the division 1s to take place as between the
shareholders or different classes of sharehclders Alternatively,
with the same sanction, the liquidator may vest the whole or
any part of the assets in trustees upon trusts for the benefit of
the shareholders, but no shareholder will be compelled to
accept any asset upon which there 1s a liability

Transfer of shares

Shares may be transferred by an instrument of transfer in

any usual form or in any other form which the Directors may
approve and shall be executed by or on behalf of the transferor
and, where the share 1s not fully paid, by or on behalf of the
transferee The Directors can, in their absolute discretion, refuse
to register the transfer of a share in certificated form which s
not fully paid, provided that such a refusal would not prevent
dealings in shares in certificated form which are not fully paid
from taking place on a proper basis The Directors may also
refuse to register a transfer of a share in certificated form
{whether fully paid or not) unfess the instrument of transfer

1 s lodged, duly stamped, and is deposited at the registered
office of the Company or such other place as the Directors
may appoirit and 1s accompanied by a certificate for the
shares to which it relates and such cther evidence as the
Directors may reasonably require to show the nght of the
transferor to make the transfer;
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2 15 .n respect of only one class of share, and
3 15.1n favour of not more than four transferees

In the case of uncertificated shares, transfers shall be registered
only in accordance with the terms of the Uncertficated Secunties
Regulations 2001 so that Directors may refuse to register a
transéer which would require shares to be held jointiy by

maore than four persons

If the Directors refuse to register a transfer of shares, they must
give the transferee notice of this refusal as soon as practicable
and in any event within two months of the instrument of
transfer being lodged with the Company No fees may be
charged for the registration of a transfer of shares

Pre-emptive rights and new issues of shares

While helders of ordinary shares have no pre-emptive rights
under the Articles of Association, the ability of the Directors to
cause the Company to ssue shares, secunties convertible into
shares or nghts to shares, otherwise than pursuant to an
employee share scheme, 1s restncted Under the Companies Act,
the Directors of a company are, with certain exceptions, unable
to allot any equity securities without express authonsation,
which may be contained in a company’s Articles of Association
or gwven by its shareholders in general meeting, but whichin
either event cannot last for more than five years Under the
Companies Act, a company may also not allot shares for cash
(otherwise than pursuant to an employee share scheme)
without first making an offer to existing shareholders to allot
such shares to them on the same or more favourable terms

in proportion to their respective shareholdings, uniess this
requirement 1s waived by a special resolution of the
shareholders

Alteration of share capital
The Company may, from time to time, by ordinary resclution

1 consclidate and divide all or any of its shares into shares
of a larger amount than its existing shares,

2 sub-divide any of its shares into shares of smaller amount
than its existing shares, and

3 determine that, as between the shares resulting from such
a sub-division, any of them may have any preference or
advantage as compared with the others

Subject to the provisions of the Companies Act

1 the Company may reduce its share capital, its capital
redemption reserve and any share premium account in any
way, and

2 the Company may purchase its own shares, including
redeemable shares, and may hold such shares as treasury
shares or cancel them

Disclosure of interests in the Company's shares

There are no provisions in the Articles of Association whereby
persons acquinng, holding or disposing of a certain percentage
of the Company's shares are required to make disclosure of their
ownership percentage, atthough there are such requirements
under statute and regulation The basic disclosure requirement

106 iz

under Part 6 of the Finanial Services and Markets Act 2000 and
Rule 5 of the Disclosure Rules and the Transparency Rules made
by the Financial Services Authonty imposes a statutory obligation
on a person to notify the Company and the Financial Services
Authority of the percentage of the voting nghts in the Company
he directly or indirectly holds ar controls, or has nghts over,
through fis direct or indirect holding of certain financial
instruments, if the percentage of those voting nghts

1 reaches, exceeds or falls below 3 per cent and/or any
subsequent whole percentage figure as a result of an
acquisition or disposal of shares or financial instruments, or

2 reaches, exceeds or falls below any such threshold as a
result of any change in the number of voting nghts attached
to shares in the Company

The Disclosure Rules and the Transparency Rules set outin
detail the arcumstances in which an abligation of disclosure
will anse, as well as certain exemptions from those obligations
for specified persons

Under Section 793 of the Companies Act, the Company may, by
notice In writing, require a person that the Company knows or
has reasonable cause to believe 15 or was dunng the three years
preceding the date of notice interested in the Company’s shares,
to indicate whether or not that is the case and, if that person
does or did hold an interest in the Company’s shares, to provide
certain information as set out in that Act The Disclosure Rules
and the Transparency Rules further deal with the disclosure by
persons of interests in shares or debentures of the companies of
which they are Directors and certain associated companies

The City Code on Takeovers and Mergers also imposes stnct
disclosure requirements with regard to dealings in the secunties
of an offeror or offeree company on all parties to a takeover
and also on thetr respective associates dunng the course of

an offer period

General meetings and notices

An Annual General Meeting and all other general meetings of
the Company must be called by at least 21 clear days’ written
notice MHowever, the Compamies Act allows for this penod of
notice for meetings other than Annual General Meetings to be
reduced to 14 clear days’ notice provided that two conditions
are met. (1) a company must altow shareholders to make proxy
appointments via a website (such as that hosted by its share
registrars), and (2) shareholders must pass a special resolution
at the Annual General Meeting every year approving that
shortening of the notice penod to 14 days A special resolution
enabling the Company to hold general meetings {other than
Annual General Meetings) on 14 days’ notce will be proposed
at the Aninual General Meeting to be held on 26 Apnl 2012

Subject to the resolution being passed, the approval of the
shortening of the notice penod will be effective unul the
Company’s next AGM, when it 15 intended that the approval be
renewed The shorter notice penod would not be used as a
matter of routine Rather the Directors will consider on a case-
by-case basis whether the use of the flexibility offered by the
shorter notice period 1s mented, taking Into account the
circumstances, including whether the business of the meeting ts
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time sensitive, and 1s thought to be to the advantage of
shareholders as a whole Further, the shorter notice period
would not be used unless both of the conditions as stated
above are met

Variation of nghts

If the capital of the Company 1s divided into different classes

of shares, the nghts attached to any class of shares may only

be vaned, either in such a manner as provided by those nghts
or in the absence of any provision, with the consent in writtng
of three-quarters in nominal value of the issued shares of that
class or with the sanction of a special resolution passed at a
separate meeting of holders of such shares At any separate
meeting, the necessary quorum is two persons together holding
or representing by proxy at least one-third in nominal amount
of the 1ssued shares of the class (but at an adjourned meeting
shall be any one person holding shares of the class or bus proxy)

Untess otherwise expressly provided by the nghts attached to
any shares, thase rights shall be deemed to be vaned by the
reduction of the capital paid up on those shares and by the
creation or issue of further shares ranking in pronty for payment
of a dividend or in respect of capital or which confer on the
holders voting nghts more favourable than those conferred by
the first-mentioned shares, but shall not otherwise be deemed
to be varied by the creation or issue of further shares ranking
pan passu with them or subsequent to them

Repurchase of shares

Subject to authonsation by shareholder resolution, the Company
may purchase its own shares in accordance with the Companies
Act Any shares which have been bought back may be held as
treasury shares or, if not so held, must be cancelled immediately
upon completion of the purchase, thereby reducing the amount
of the Company’s 1ssued share capital There s no longer a
requirement for public companies to have spectic authorisations

in their articles of assoctation to undertake these actions

Creditor payment policy

Given the international nature of the Group’s operations,

there 1s not a global standard code for the Group in respect

of payments to supphers In the UK, the operating subsidianes
have signed up to the Better Payment Practice Code under
which each company undertakes to (1) seek agreement on
payment terms with its suppliers at the outset of each transaction,
(2) explain its payment procedures to its supphers, (3) pay bills
in accordance with the agreed terms and all legal requirements,
and (4) inform suppliers without delay when contesting an
invoice and settle disputes quickly Details of the Code are
available on the website, www payontime co uk

Non-UK operating subsidianes are responsible for agreeing
terms and conditions for their business transactions when orders
for goods and services are placed, ensunng 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 ther contractual commitments

Creditor days have not been calculated for the Company as it is
an investment holding Company and had no trade creditors at
31 December 2011

Intra-Group pricing

The prices agreed between Group companies for Intra-Group
sales of matenals, manufactured goods, charges for royalties,
services and fees are based on the normal commeraal practices
which would apply between independent businesses

Secretary

On behalf of the Board E
L]
22 February 2012
Briish American Tobacco pl ¢
Registered in England and Wales No 3407696

Nicola Snook
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Responsibility of Directors

Directors’ responsibilities in relation

to the financial statements

The following statement sets out the responsibilities of the
Directors in refation to the financial statements of both the
Group and the Company The reports of the independent
auditors for the Group and the Company set out theirr
responsibilities in relation to those 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 of the
Group and the Company for the financial year In prepanng
those financial statements, the Directors are required to

« select appropnate accounting policies and apply
them consistently,

* make jJudgments and estimates that are reasonable
and prudent,

s state whether applicable accounting standards have been
followed, subject to any matenal departures being disclosed
and explained, and

« prepare the financial statements on the going concern basis,
unless they consider that to be inappropnate

The apphcable accounting standards referred to abave are

(a) United Kingdom Generaily Accepted Accounting Pnnciples
(UK GAAP) for the Company, and {b) International Financial
Reporting Standards (IFRS) as adopted by the European
Unien and implemented in the UK for the Group

The Directors are responsible for ensurning 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 Group fhinancial statements
comply with the Companies Act 2006 and Article 4 of the IAS
Regulation, and that the Company financial statements and the
Directors' remuneration report comply with the Compamies
Act 2006 They are also responsible for taking reasonable steps
to safeguard the assets of the Company and the Group and,

n that context, having proper regard to the establishment

of appropriate systems of internal control with a view to the
prevention and detection of fraud and other irregulanties

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

The Directors are responsible for the maintenance a2nd integnty
of the Annual Report on www bat.com in accordance with the
UK legislaben goverring the preparation and dissemination

of financial statements Access to the website 1s available from
outside the UK, where camparable legislation may be different.

The Directors consider that they have pursued the actions necessary
to meet thetr responsibiliies as set out in this statement.

‘I 08 British Amencan Tobacco
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Directors’ declaration in relation

to relevant audit information
Having made enquines of fellow Directors and of the Company’s
auditors, each of the Directors confirms that

« tothe best of his or her knowledge and belef, there 1s no
relevant audit information of which the Company’s auditors
are unaware, and

» he orshe has taken all steps that a Director mught reasonably
be expected to have taken in order to make himself or
herself aware of relevant audit information and to establish
that the Company’s audstors are aware of that information

Directors’ responsibility statement
The Directors confirm to the best of their knowledge and
belief that

+ the financial statements, prepared in accordance with the
applicable accounting standards identified above, give a
true and fair view of the assets, liabilities, financial position
and profit or loss of the Company and the Group, and

s the Directors’ report (which incorporates the business
review) includes a fair review of the development and
performance of the business and the position of the
Group and the Company, together with a descnption
of the pnncipal nsks and uncertainties that they face

The names of the Directors are listed in this Directors’ report
and therr details appear on the Board of Directors page

Nesther the Company nor the Directors accept any liability to
any person in relation to this Annual Report except to the extent
that such habihity could anse under English law Accordingly,
any hability to a person who has demonstrated rehance on any
untrue or misleading statement or omission shall be determined
in accordance with section 90A of the Financial Services and
Markets Act 2000

The responsibility statement was approved by the Board of
Directors on 22 February 2012 and signed on its behalf by

Richard Burfpws é —
Chairrman e

Ben Stevens
Finance Dire
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To the members of British American Tobacco p.l.c.

We have audited the Group finanaal statements of Brtish Amencan
Tobacco p | ¢ for the year ended 31 December 2011 which
compnse the Group income statement, the CGroup statement of
comprehensive income, the Group statement of changes in equity,
the Group balance sheet, the Group cash flow statement, the notes
on the accounts and the Prncipal subsidiary undertakings and the
Pnnaipal associate undertakings The financial reportng framework
that has been applied in their preparation s applicable law and
International Financial Reporting Standards (IFRS) as adopted by
the European Union

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ responsibility statement set
out on page 108, the Directors are responsible for the preparation of
the Group financial statements and for being satisfied that they give
atrue and fairview Qur responsibility 1s to audit and express an
epinion on the Group financial statements in accordance with
applicable law and Internabonal Standards on Auditing (UK and
Ireland) Those standards require us to comply with the Audiing
Practices Board's Ethical Standards for Auditors

This repart, including the opinions, has been prepared for and only
for the Company’s members as a body in accordance with Chapter 3
of Part 16 of the Comparnies Act 2006 and for no other purpose

We do not, in gvng these opinions, accept or assume responsibility
for any other purpose or to any other person to whom this report

15 shown or into whose hands it may come save where expressly
agreed by our prior consent in wriing

Scope of the audrt of the financial statements

An audit involves obtaining ewdence about the amounts and
disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal
musstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to
the Group’s circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant accounting
estimates made by the Directors, and the overall presentation of the
financial statements tn addibon, we read all the financial and non-
financial information in the Annual Report to identify matenal
inconsistenaes with the audited financial statements If we become
aware of any apparent matenal misstatements or inconsistencies,
we consider the implications for our report.

Opinton on financial statements
In our opinion the Group finanaal statements

+ give a true and fair view of the state of the Group's affairs as at
31 December 2011 and of its profit and cash flows for the year
then ended,

» have been properly prepared in accordance with IFRS as
adopted by the European Union, and

« have been prepared in accordance with the requirements of the
Companies Act 2006 and Article 4 of the IAS Regulation

Opinion on other matter prescnbed by the Companies Act 2006
In our opirson the information given in the Directors” report for the
financial year for which the Group finanaal statements are prepared
i1s consistent with the Group finanaal statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you f,
In our opInIoN

» certan disclosures of Directors’ remuneration specified by law
are not made; or

¢ we have not recewved all the information and explanations we
require for our audit.

Under the Listing Rules we are required to review

« the Dwectors’ statement, set out on page 108, in relaton to
going concem,

e« the part of the Corporate governance statement relating to the
Company's compliance with the nine provisions of the UK
Corporate Governance Code specfied for our review, and

« certain elements of the report to sharehaolders by the Board on
Directors’ remuneration

Other matter

We have reported separately on the Parent Company financial

statements of Bnuish Amencan Tobacco p | ¢ for the year ended

31 December 2011 and on the information in the remunerabion
that 1s descnbed as having been audited

.

Payl Cragg (Senior Statutory Aucht

for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, United Kingdom

22 February 2012
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Group Income Statement
For the year ended 31 December

201 2010
Notes £m £m
Gross turnover {including duty, excise and other taxes of £30,724 mullon (2010~ £28,972 million)) 46,123 43,855
Revenue 2 15,399 14,883
Raw matenals and consumables used (3,507) (3,695)
Changes in inventones of finished goods and work in progress 1 a2
Employee benefit costs 3a) (2,501) (2,550)
Depreciation, amortisabon and imparment costs ) 817) 897
Other operating income 3{0) 233 207
Other cperating expenses d) 4,167) (3,618)
Profit from operations 2 4721 4,318
Analysed as
—adjusted profit from operations 2 5519 4,984
— restructunng and integration costs (e} {193) (311)
— amortisation of tradernarks 3 (58) (62)
—impaiment of rademarks gy 44)
— goodwill impaimment 3g) (273) (249)
—Fox River 3(h) (274)
4,721 4318
Finance income 117 27
Finance costs (577) (50N
Net finance costs 4 (460) (480)
Share of post-tax results of assoaates and joint ventures 5 670 550
Analysed as
—adjusted share of post-tax results of assooates and joint ventures 2 659 622
—1ssue of shares and change in shareholding 5 28 (2]
— smoking cessation prograrnme 5 (23)
— gain on disposal of business 5 22
— Canadian settlernents 5 59
—other 5 {(16) ()]
670 550
Profit before taxation 4,931 4,388
Taxation on ordinary actvibes 6 (1,556) {1,248
Profit for the year 3,375 3,140
Attnbutable to
Owners of the parent 31,095 2,879
Non-controlling interests 280 261
3,375 3,140
Earmings per share
Basic 7 157 1p 145 2p
Diluted 7 156 2p 144 4p

All of the actvities dunng both years are in respect of continuing operations
The accompanying notes are an integral part of the Group finanaal statements
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Group Statement of Comprehensive Income

For the year ended 31 December

Finanaal statements ‘ Other information I

201 2010
Notes £m £m
Profit for the year (page 110) 3,375 3,140
Other comprehensive Income
Differences on exchange
- subsidianes (411) 502
—associates (109) 105
Drfferences on exchange reclassified and reported in profit for the year “4) (3)
Cash flow hedges
—net fair value losses 21) (106}
— rectassified and reported in profit for the year 38 55
— redlassified and reported in net assets 5) 3
Available-for-sale investments
— net farr value gains 26 4
- reclassified and reported in profit for the year ()]
Netinvestment hedges
— net fair value gains/(losses) 62 (31
— differences on exchange on borrowings (104) 74
Retirement benefit schermes
— net actuanal (losses)/gains in respect of subsidianes 12 (462) 193
— surplus recognibon and minimum funding cbligations in respect of subsidianes 12 2 58
— actuanal losses in respect of associates net of tax 1 (67) (54)
Tax on items recognised directly in other comprehensive tncome &(d) 20 1
Total other comprehensive ncome for the year, net of tax (1,036) 801
Total comprehensive income for the year, net of tax 2,339 3,941
Attnbutable to
Owners of the parent 2,094 3,664
Non-controlling interests 245 277
2,339 3,941

The accompanying notes are an integral part of the Group finangal statements
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Group Statement of Changes in Equity

At 31 December

Attributable to owners of the parent
Share
premium,
capital Tatal
redermnption attributable Non-
Share and merqger Other Retained toowners  controlling
capital reserves  reserves eaTHnNgs of parent interests  Tota$ equity
Notes £m £m £m £m £m £m £m
Balance at 1 January 2011 506 3,910 1,600 3,190 9,206 342 9,548
Total cornprehensive income for the year (page 111} (488) 2,582 2,094 245 2,339
Profit for the year 3,095 3,095 280 3,375
Other comprehensive mcome for the year {488) (513) {1,001) (35) {1,036)
Employee share options
— value of ernployee services 76 76 76
— proceeds from shares issued 3 2 5 5
Dmadends and other appropnations
—ordinary shares (2,358) (2,358) (2,358)
— to non-controliing interests (279) (279)
Purchase of own shares
— held in employee share ownership trusts (123) {123) {123)
— share buy-back programme (755) {755) (755)
Non-controliing interests — acquisitons 29 (10) (10) [41V)]
Other movements 32 32 (1) 31
Balance at 31 December 2011 506 3,913 1,112 2,636 8,167 307 8,474
Attnbutable to owners of the parent
Share
premium,
capital Total
redemption attnbutable MNon-
Share  and memer Other Retained toowners  caontroling
capital reserves reserves eamings of parent interests  Total equity
Notes £ £m Em £m £m Em £m
Balance at 1 January 2010 506 3,907 1,032 2,168 7,613 299 7,912
Total comprehensive income for the year {page 111) 568 3,096 3,664 277 3,941
Profit for the year 2,879 2879 261 3,140
Other comprehensive mcome for the year 568 217 785 16 801
Employee share cptions
—value of employee services 67 67 67
— proceeds from shares 1ssued 3 4 7 7
Dmidends and other appropnations
— orchnary shares (2,093} (2,093) (2,093}
— to non-controlhing interests (234) (234)
Purchase of own shares
— held in employee share ownership trusts (66) 66) (66)
Non-controlling interests — acguisiions 29 12) 12) (12
Other movernents 26 26 26
Balance at 31 December 2010 506 3,910 1,600 3,190 9,206 342 9,548

The accompanying notes are an integral part of the Group finanaal statements
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Group Balance Sheet
At 31 December

201 2010
Notes £m £m
Assets
Non-current assets
Intangible assets 9 11,992 12,458
Property, plant and equipment 10 3,047 3,117
Investments in assocates and joint ventures n 2,613 2,666
Retirement benefit assets 12 105 122
Defened tax assets 13 343 411
Trade and other recervables 14 305 272
Available-for-sale iInvestments 15 40 29
Denvative financal instruments 16 179 128
Total non-current assets 18,624 19,203
Current assets
Inventones 17 3,498 3,608
Income tax receivable 18 127 73
Trade and other recervables 14 2,423 2,409
Available-for-sale investments 15 57 58
Denvative financial instruments 16 159 145
Cash and cash equwvalents 19 2,194 2,329
8,458 8,622
Assets classified as heldfor-sale 26(c) 37 35
Total current assets 8,495 8,657
Total assets 27,119 27,860
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Group Balance Sheet continued
201 2010

Notes £m £m
Equity
Capital and reserves
Share capital 506 506
Share premiumn, capital redemption and menger reserves 3913 3910
Other reserves .12 1,600
Retained eamings 2,636 3,190
Owners of the parent 8,167 9,206
after deductng
— cost of treasury shares (1,539 {750)
Non-controlling interests 307 342
Total equity 20 8,474 9,548
Liabilities
Non-current liabilities
Borrowings N 8,510 8916
Retirerment benefit labilities 12 1,003 770
Deferred tax liabilizes 13 556 509
Other prowisions for habihites and charges 22 458 187
Trade and other payables 23 184 193
Denvative financial instruments 16 87 92
Total non-current liabilities 10,798 10,667
Current liabilities
Borrowings 2 1,766 1,334
Income tax payable 18 494 467
Other prowsions for labilibes and charges 22 236 282
Trade and other payables 23 5174 5,335
Denvatve finandal instruments 16 177 227
Total current liabilitles 7,847 7,645
Total equity and liabilities 27,119 27,860

accompanying notes are an integral part of the Group financial statements

n behalf of the Board

[—

Richard Burmows
Chairman

22 february 2012
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Financial statements l Other information

Group Cash Flow Statement
For the year ended 31 December

201 2010
Notes £m £m

Cash flows from operating activities
Cash generated from operations 25 5,537 5,207
Drndends recetved from associates 476 461
Tax pad {1,447) (1,178)
Net cash used in operating activities 4,566 4,490
Cash flows from investing activities
Interest recerved 79 59
Dividends recerved from investments 2 2
Purchases of property, plant and equipment (510) (497)
Proceeds on disposal of property, plant and equipment 45 61
Purchases of intangibles (107) 87
Purchases and proceeds on disposals of investments 25 3 m
Proceeds from assoaates’ share buy-backs 25 A
Purchases of other subsidianes and assocates 25 {295)
Proceeds on disposal of subsidianes 25 12
Net cash used in investing actwvities (712) {451)
Cash flows from finanang activities
Interest paid (580) (578)
Interest elerment of finance lease renta! payrments [#3]
Capital element of finance lease rental payments (13) aan
Proceeds fromissue of shares to owners of the parent 3 3

Proceeds from the exerase of options over own shares
held in employee share ownership trusts 2 4

Proceeds from increases in and new bomowings 25 1,361 892
Movements relating to denvative finanaal instruments 25 5 (179}
Purchases of own shares (755)

Purchases of own shares held in employee share ownership trusts (123) (66)
Purchases of non-controlling interests 25 (10) (12}
Reductions in and repayments of borrowings 25 (1,304) (1,582)
Drvidends paid to owners of the parent 8 (2,358) {2,093)
Dividends paid to non-controlling interests (275) (234)
Net cash used in financing activities (4,047) (3,864)
Net cash flows {used 1n)/from operating, investing and financing activities (193) 175
Dxfferences on exchange (48) 29
{Decrease)/increase in net cash and cash equivalents in the year (241) 204
Net cash and cash equivalents at 1 January 2,183 1,979
Net cash and cash equivalents at 31 December 19 1,942 2,183

The accompanymng notes are an integral part of the Group finangal statements
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Notes on the accounts

1 Accounting policies

Basis of accounting

The Group finanaal statements have been prepared in accordance with
tnternabcnal Finanaal Reporting Standards (JFRS) as adopted by the
European Unton and with those parts of the Companies Act 2006
applicable to comparues reporing under [FRS

The finanaal statements have been prepared under the histoncal cost
convention except as descnbed in the accounting policy below on
financial instruments

The Group has not adopted any new and amended IFRS and IFRIC
interpretations, that have had any significant effect on reported profit or
equity or on the disclosures in the finanaial statements, with effect from
1 January 2011

The preparation of the Group financal statements requires management
to make estimates and assumptons that affect the reported amounts of
revenues, expenses, assets and liabilites, and the disclosure of contingent
habilizes at the date of the financial staternents The key estmates and
assurmptions are set out n the accounting policies below, together with
the related notes to the accounts

The most significant items include

o the review of asset values, espeaally goodwill and impairment
testing The key assumptions used in respect of goodwill and
impairment testing are the deterrmination of cash-generating units,
the long-term growth rate for cash flow projections and the rate used
to discount the cash flow projections These are descnbed in note 9,

» the estmation of and accounting for retirement benefit costs

The determination of the carmying value of assets and labilites,
as well as the charge for the year, and amounts recogrised in other

- comprehensive income, nvolves judgments made In conjunction
with independent actuanes These involve estmates about uncertain
future events based on the emvironment in different countnes,
including life expectancy of scheme members, salary and pension
increases, inflation and expected retums on assets, as well as discount
rates and asset values at the year end The assumptions used by the
Group and sensitivity analysis are descnbed in note 12,

« the estmation of amounts to be recognised in respect of taxation and
legal matters, and the eshmation of other provisions for habiliies and
charges are subject to uncertain future events, may extend over
several years and so the amount and/or tring may differ from
current assumptions The accounting policy for taxation 1s explained
below and the recognised deferred tax assets and habilives, together
with a note of unrecogrised amounts, are shown in note 6(b} and
note 13 Other prowisions for labilities and charges are as set out in
note 22 The accounting policy on contingent habtlites, which are not
provided for, is set out below and the contingent habilities of the
Group are explamed in note 30;

s the definibon of adjusting items, which are separately disclosed as
memorandum informaton, 1s explained below and the impact of
these on the calculaton of adjustad eamings is descnbed Innote 7,

»  the estimation of the fair values of acquired net assets ansingina
business combination under IFRS 3 Revised and the allocation of the
purchase consideration between the underlying net assets acquired,
including intangible assets other than goodwaill, on the basis of their
fair values These estrnates are prepared (n conjuncion with the
adwvice of Independent valuaton experts where appropnate The
relevant transactions for 2011 are descnbed in note 26, and
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+ the exemptions taken under IFRS 1 on the first tme: adoption of IFRS
at 1 January 2004 and, in particular, those relating to goodwall on
business combinations which are explained in the accounting
policies below

Such estmates and assumptians are based on histoncal expenence

and vanous other factors that are believed to be reasonable in the

arcumstances and conshtute management’s best judgment at the date of

the finanaal statements In the future, actual expenence may deviate from
these estmates and assumpuons, which could affect the financial
staterments as the orginal estmates and assumptions are modified,

as appropniate, in the year in which the arcumstances change

Basis of consolidation

The consolidated finanaal information includes the finanaal statements

of Bntish Amencan Tobacco p | ¢ and its subsidiary undertakings, together
with the Group’s share of the results of its assocates and joint ventures

A subsidiary 1s an entity controlled by the Group, where controi is the
power to govern the finanaal and operating policies of the entity so
as to obtain benefit from its actvites

Assoaates and jomt ventures compnse investments in undertakings,
which are nat subsidiary undertakings, where the Group’s interest in
the equity capital 1s long term and over whose operating and financial
policies the Group exerases a significant influence and, in the case of
joint ventures, has joint contral They are accounted for using the
equity method

The results of subsidiary undertakings acquired dunng the penod are
included from the date of acquisibon of a controlling interest at which
date, for the purposes of consolidation, the purchase consideration

15 allocated between the underlying net assets acquired, induding
intangible assets other than goodwill, on the basis of therr fair value
Acquisition related costs are expensed asincurred  Similarly, the results
of assoaates and joint ventures are included from the date of acquinng
significant nfluence or, in the case of jomnt ventures, jont control

The results of subsichary undertakings, assocates and joint ventures which
have been sold dunng the year are included up to the date of disposal
The profit or loss on sale s calculated by reference to the net asset value
at the date of disposal, adjusted for purchased goodwill previously
consolidated in the balance sheet

Inter-company balances and transactions, and any unrealised gains
ansing from intercompany transactions, are eliminated in prepanng
the consolidated finanaal staternents

Foreign currencies

The functional currency of the Parent Company is sterling and this 1
also the presentation currency of the Group The income and cash flow
statements of Group undertakings expressed n curenaes other than
steriing are translated to sterling using exchange rates applicable to the
dates of the undertying transactions Average rates of exchange in each
year are used where the average rate approximates the relevant exchange
rate at the date of the underlying transactions Assets and liabilibes of
Group undertakings are translated at the applicable rates of exchange
at the end of each year For hypennflabonary countnes, the financal
statemnents in local currency are adjusted to reflect the impact of local
inflabion pror to translabion into stering

The differences between retained profits of overseas subsidiary
undertakings, assooiates and joint ventures ranslated at average and
closing rates of exchange are taken to reserves, as are differences ansing
on the retranslation to sterling (using closing rates of exchange) of
overseas net assets at the beginning of the year Any differences that
have ansen since 1 [anuary 2004 are presented as a separate component
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1 Accounting policies continued

of equity As permitted under IFRS 1, any differences pnor to that date
are nct in¢cluded in this separate component of equity

Where a disposal of an investment in a Group undertaking results in a loss
of control of a subsiciary undertaking, the loss of significant influence over
an assocrated company or the loss of joint control aver a joint venture, the
cumulative amount of the related foreign exchange differences deferred in
the separate component of equity are recognised in the income statement
when the gain or loss on disposal 1s recognised These related exchange
differences compnse the exchange differences on all amounts deemed

to be part of the net nvestment i the undertaking, which are recycled

to the income statement when a disposal occurs For partial disposals of
subsidiary undertakings the related exchange differences are reclassified
within equity For all other partial disposals the propertional share of the
related exchange differences 15 recycled to the income staterment.

Foreigh cumency transactions are initially recognised in the funictional
cumency of each entity in the Group using the exchange rate ruling at
the date of the transaction Foreign exchange gains and losses resulting
from the settfernent of such transactions and from the transfation of
foreign cumency assets and liabilibes at year end rates of exchange are
recognised in the incomme statement, except when deferred in equity

as qualifying cash flow hedges, on nter-company net investment loans
and qualfying net investment hedges Foreign exchange gains or losses
recognised 1n the income statement are indluded n profit from operations
or net finance costs depending on the underlying transactons that gave
nse to these exchange differences

Revenue

Ravenue pnnapally compnses sales of aigarettes, agars, leaf and other
tobacco products to external customers Revenue excludes duty, excise
and other taxes and s after deducting rebates, retums and other similar
discounts Revenue Is recogrised when the significant nsks and rewards
of ownerstup are transfemed to a third party

Retirement benefit costs

The Graup operates both defined benefit and defined contrbution
schemes The net defiat or surplus for each defined benefit pension
scheme 1s calculated in accordance with |AS 19, based on the present
value of the defined benefit obligation at the balance sheet date less the
fair value of the scheme assets adjusted, where appropnate, for any
surplus restnctions or the effect of minimurm funding requirements

Actuanal gains and losses, changes in unrecogrised scheme surpluses
and mimmum funding requirements are recogmised in full through
other comprehensive income

Past service costs resuling from enhanced benefits are expensed over the
penod to vesting ar if they vestimmediately, then they are recognised
at that tme 11 the income staterment.

The Group also has certain post-retirernent healthcare schemes

and they are accounted for on a similar basts to the defined benefit
pension schemes

For defined benefit schemes, the actuanal cost charged to profit from
operations consists of current senvice cost, interest cost, expected

return on plan assets, past service cost and the impact of any settiements
or curtailments

Some benefits are provided through defined contnbution schermes

and payments to these are charged as an expense as they fall due

Share-based payments
The Group has equity-settied and cash-settled share-based
compensation plans

Equity-settied share-based payments are measured at fair value at the
date of grant. The fair value determined at the grant date of the equity-
settfed share-based payments 1s expensed aver the vesting penod, based
on the Group's esumate of awards that will eventually vest. For plans
where vesting condibions are based on total shareholder retums, the

fair value at date of grant reflects these conditions, whereas earnings

per share vesting conditons are reflected in the calculation of awards that
will eventually vest over the vesting penod For cashr-settled share-based
payments, a liability equal to the portion of the services recerved 1s
recogrised at its current fair value determined at each balance sheet
date Far value s measured by the use of the Black-Scholes option
pnang model, except where vesting is dependent on market condiions
when the Monte Carlo option pnang model is used The expected Iife
used in the models has been adjusted, based on management’s best
estrmate, for the effects of non-transferability, exercise restnctions and
behavioural considerabons

Research and development

Research expenditure is charged to incorne tn the year in which it

i incurred Development expenditure is charged to income in the
year it 1s incurred, unless it meets the recognition cntena of |1AS 38
(Intangible Assets)

Taxation
Taxation 15 that chargeable on the profits for the penod, together with
deferred taxaton

The current income tax charge 1s calculated on the basis of tax laws
enactad or substantally enacted at the balance sheet date in the countnes
where the Group’s subsidianes, assocates and joint ventures operate and
generate taxable income

Deferred taxation 1s provided in full using the labiity method for
temporary differences between the carrying armount of assets and
labilites for finanaal reporting purposes and the amount used for taxation
purposes Deferred tax 1s provided on temporary differences ansing on
investrments in Group undertakings, except where the tirning of the
reversal of the temporary difference is controlled by the Group and it 1s
probable that it will not reverse in the foreseeable future: A deferred tax
asset Is recogrised only to the extent that it 1s probable that future taxable
profits will be avarlable against which the asset can be uthsed As required
under IAS 12, defermed tax assets and liabiliues are not discounted

Deferred tax is deterrmined using the tax rates that have been enacted

or substantively enacted by the balance sheet date and are expected to
apply when the related deferred tax asset is realised or deferred tax hability
1s settled

Tax 1s recogrused in the income statement except to the extent that it
relates to items recogrised in other comprehensive Income or directly
In equity, in which case itis recognised in other comprehensive income
or changes in equity

The Group has exposures in respect of the payment or recovery of a
number of taxes Liabilites or assets for these payments or recovenes
are recognised at such time as an outcome becomes probable and
when the amount can reasonably be estmated

Goodwiil

Goodwall ansing on acquisiions s capitahised and 15 considered to have an
indefinite Iife subject to impaimment reviews Any impatrment of goodwaill
s recognised immediately 1in the Income statement and 15 not
subsequently reversed

Goodwll represents the excess of the cost of acquisibon of a subsidiary,
assoaate or joint venture over the Group's share of the fair value
of identfiable net assets acquired Goodwll s stated at cost net of

Bnitish American Tobacco
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Notes on the accounts continued

1 Accounting policies continued

accurmnulated impamment losses and recogrised amortisation pnor
to 1 January 2004

The Group's policy up to and including 1997 was to ehminate goodwll
against reserves Goodwill acquired from 1998 to 31 Decernber 2003
was capitalised and amortised over its useful economic Ife

As permitted under IFRS 1, in respect of acquisitions pnor to

1 January 2004, the dassificaton and accounting treatment of business
combnnations was not amended on transition to IFRS Goodwill previously
whitten off direct to reserves 1s not recycled to the income staterment on
the disposal of the subsidhary, assocate or joint venture to which it relates

Goodwill In respect of subsidianes s included in intangible assets

In respect of associates and joint ventures, goodwill is ncluded in
the carrying value of the investment in the associated company or
jont venture On disposal of a subsidiary, associate or joint venture,
the attnbutable amount of goodwill 15 ncluded in the determination
of the profit or loss on disposal

Intangtble assets other than goodwill

The intangible assets shown on the Group balance sheet consist manly
of trademarks acquired by the Group's subsidiary undertakings and
computer software

Acquired trademarks are carned at cost less accumulated amortisation
and impatrment. Trademarks with indefinite lives are not amortised

but are reviewed annually for impairment. Intangible assets other than
goodwili classified as held-for-sale are not amortised Other trademarks
are amorhsed on a straight-line basis over their remaining useful lives,
consistent with the pattern of economic benefits expected to be received,
which do not exceed 20 years Any impairments of trademarks are
recogrised In the income statement but increases in tradernark values
are not recognised

Computer software s carned at cost less accumulated amortisation and
impaiment, and 1s amortised on a straight-ine basis over penexis ranging
from three years to seven years

The investments In assoaates and joint ventures shown in the Group
balance sheet include trademarks ansing from the combnnation of

Brown & Willamson (B&W) and R § Reynolds (RJR) in 2004 to form
Reynolds Amencan Inc (RAI), as well as those ansing on the acquisiton

of Conwood by RAlIn 2006 As the combination of B&W and RjR for the
Group involved the partial disposal of B&W and an investment in RAI,

fair values were assigned to trademarks formerly owned by RIR but

not to those formerly owned by B&W Most of the carrying value of the
trademarks relates to tradernarks which are deemed to have indefinute ives
and each tradernark ts subject to an annual impairment test. Certain minor
tradernarks are being armortised over their remaining lives

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated
depredation and impairment. Depreaation is calculated on a straight-hne
basis to write off the assets over therr useful econonc life No depreaation
i1s provided on freehold land or assets classified as held for sale Freehold
and leasehold property are depreciated at rates between 2.5 per cent

and 4 per cent per annum, and plant and equipment at rates between

7 per centand 25 per cent per annum

Capitalised interest

Bomowing costs which are directly atinbutable to the acquisition,
construction or production of ntangble assets or plant, property

and equipment that takes a substanhal penod of tme 10 get ready

for its ntended use or sale, and for which the commencement date for
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capitzlisatron 1s on or after 1 January 2009, are capitahsed as part of the
cost of the asset, in accordance wath IAS 23 Revised (Bormrowing costs)
The Group's previous policy was to expense such borrowing costs as
they were incurred

Leased assets

Assets where the Group has substantalty all the nsks and rewards

of ownership of the leased asset are dassified as finance leases and

are included as part of property, plant and equipment. Finance lease
assets are imbally recogrised at an amount equal to the lower of their
fair value and the present value of the minimum lease payments at
inception of the lease, then deprecated overthe shorter of the lease
term and their estimated useful lives Leasing payments consist of capital
and finance charge elements and the finance element s charged to the
ncorme statement.

Rental payments under operating leases are charged to the income
statement on a straight-line basis over the lease term

Where arrangerments are entered into which, while they are not in the
legal form of a lease, are in substance a lease under IFRIC 4, then they
are recognised on the same basis as the leased assets above

Impairment of non-financial assets

Assets are reviewed for impairment whenever events indicate that the
carrying amount of a cash-generating unit may not be recoverzble

In addition, assets that have indefinite useful lives are tested annually

for impaimment. An impairment loss 1s recogrused to the extent that the
carrying value exceeds the higher of the asset’s fair value less costs to sell
andits value in use

A cash-generating unitis the smalfest identfiable group of assets that
generates cash flows which are targely independent of the cash flows
from other assets or groups of assets At the acquisitton date, any goodwill
acquired 15 allocated to the relevant cash-generating unit or group of cash-
generating units expected to benefit from the acquisizon for the purpose
of impaiment testing of goodwall

Impairment of finanaal assets

Finanaal assets are reviewed at each balance sheet date, or whenever
events indicate that the camying amount may not be recoverable In

the case of equity investments classified as avallable-for-sale, a significant
or prolonged decline in the fair value of the investment below its cost

15 considerad as an indicator that the investment s impaired

Inventories

Inventones are stated at the lower of cost and net realisable value Costis
based on the weighted average cost incurred in acquinng inventores and
banging them to their exising locabon and condition, which wall include
raw matenals, direct labour and overheads, where appropnate Net
reahsable value 1s the estimated selling pnce fess costs to completron and
sale Tobacco inventones which have an operating cycle that exceeds

12 months are classified as current assets, consistent with recognised
ndustry practce

Finanaal instruments

Financal 2ssets and finanaal habilines are recogrused when the Group
becomes a party to the contractual provisions of the relevant instrument
and derecogntsed when it ceases to be a party to such provisions

Such assets and liabahbes are classfied as cument if they are expected

to be realised or settled wittun 12 months after the balance sheet date

If not, they are classified as non-cument.

Finanaal assets and finanaal liabilities are nally recognised at fair
value, plus directly attnbutable transaction costs where applicable,
with subsequent measurement as set out below
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1 Accounting policies continued

Non-denvatve finanaal assets are dassified on inital recogrution as
avallable-for-sale investments, loans and recervables or cash and cash
equrvalents as follows.

Available-for-sale investments available-for-sale investments are
those non-denvative financial assets that cannot be classified as loans
and recervables or cash and cash equivalents

Loans and receivables these are non-denvatve finanaal assets with
fixed or determinable payments that are not quoted In an active market.

Cash and cash equivalents. cash and cash equivalents include cath

in hand and deposits held on call, together with other short-term highly
liquid investments including investments in certain money market furds
Cash equnvalents normally compnse nstruments with matuntes of three
months or fess at date of acquisiton In the cash flow statement, cash and
cash equnvalents are shown net of bank overdrafts, which are induded

as cument borrowings in the habilibes section on the balance sheet

Apart from avallable-for-sale investments, non-denvative financial assets
are stated at amortised cost using the effective interest method, subject

to reduction for allowances for eshmated irrecoverable amounts These
estimates for irrecoverable amounts are recogrused when there 1s objective
evidencea that the full amount recevable will not be collected according
to the onginal terms of the asset. Such ewdence might include finanaal
difficules of the debtor, defaults of payment or significant overdue
balances Forinterest-beanng assets, their carrying value includes

accrued interest recervable Availablefor-sale investments are stated

at fair value, with changes in fair value being recogrused directly in other
comprehensive Income When such investments are derecogrised (e g
through disposaf} or become impaired, the accumnulated gains and losses,
previously recogrised in other comprehensive income, are reclassfied

to the incomne statement within “finance income’ Dvdend and interest
ncome on available-for-sale investments are included within ‘finance
income’ when the Group’s nght to receive payments 1s established

Fair values for quoted investments are based on observable market pnces
If there Is no active market for a financial asset, the far value 1s established
by using valuation techruques pinapally imvohang discounted cash

flow analysis

Non-denvative finanaal liabilises are stated at amorhised cost using the
effective interest method For borrowings, their cammyng value indludes
accrued interest payable, as well as unamortised 1ssue costs

Denvative financial assets and liabilibes are imbally recognised, and
subsequently measured, at fair value, which incdludes accued interest
recenvable and payable where relevant. Changes in therr fair values are
recognised as follows

+ for denvatives that are designated as cash flow hedges, the changes in
their fair values are recogrused directly in other comprehensive
income, to the extent that they are effective, with the ineffective
porton being recogrised in the income statement. Where the hedged
ttem results in a non-finanaal asset, the accumulated gamns and losses,
previously recogrised in other comprehensive ncorme, are included
in the inital cammying value of the asset (basis adjustment) and
recognised i the income statemnent in the same penods as the
hedged item Where the undertying transaction does not result in
such an asset, the accumulated gains and tosses are reclassified to the
income statement in the same penods as the hedged item,

+ for denvatrves that are designated as fair value hedges, the carrying
value of the hedged item 1s adjusted for the farr value changes
attnbutable to the nsk being hedged, with the comesponding entry
being made in the iIncome statement. The changes in fair vatue
of these denvatives are also recogrused iy the iIncome statement,

« for denvatives that are designated as hedges of net investments in
foreign operations, the changes in their fair values are recognised
directly In other comprehensive ncome, to the extent that they are
effective, with the ineffective portion being recogrised in the iIncome
staterment. Where non-derrvatives such as foretgn currency
borrowings are designated as net investrment hedges, the relevant
exchange differences are similady recognused The accumulated gains
and losses are reclassfied to the ncome statement when the foresgn
operation 15 disposed of; and

+ for denvatives that do not qualdy for hedge accounting or are not
designated as hedges, the changes in their fair values are recogrised
1n the income statement in the penod 1n which they anse

In order to qualify for hedge accounting, the Group is required to

document prospectively the relattonship between the item beng hedged

and the hedging instrument. The Group 1s also required to demonstrate
an assessment of the relabonship between the hedged item and the
hedg:ing nstrument, which shows that the hedge will be highly effectve
on an ongoing basis This effectiveness testing 1s reperformed penodically
to ensure that the hedge has rermained, and 15 expected to remain,

highly effective

Hedge accounting 1s discontinued when a hedging instrument is
derecogrised (e g through expiry o disposal), or no longer qualifies for
hedge accounting Where the hedged stermn 15 a highly probable forecast
transaction, the refated gains and losses remain in equity untl the
transaction takes place, when they are redlassified to the income statement
in the same manner as for cash flow hedges as descnbed above When
ahedged future transaction 1s no langer expected to occur, any related
gains and losses, previously recogrised in other comprehensive tncome,
are immed ately reclassified to the income statement.

Denvative fair value changes recognised in the income statement are
aetther reflected in armang at profit from operations (if the hedged item
15 samilarly reflected) or in finance costs

Dividends

Final dividend distributions to the Comparty’s shareholders are recognised
as a liability in the Group’s finanaal statements in the penod in which the
dividends are approved by the Company’s shareholders at the Annual
General Meeting, while sntenm dnadend distnbutions are recogrused in
the penod in which the dwdends are declared and paid

Segmental analysis

The Group 1s ergarused and managed on the basis of its geographic
regions These are the reportable segments for the Group as they form the
focus of the Group’s intemal reporting systems and are the basis used by
the chief operating deasion maker, dentfied as the Management Board,
for assessing performance and allocabing resources

The Group 1s a single product business providing cigarettes and other
tobacco products Whle the Group has dleary differentiated brands,
global segmentation between a wide portfolio of brands 15 not part of
the regular internally reported finanaal information

The prices agreed between Group compantes for intra-group sales

of matenals, manufactured goads, charges for royalbes, commussions,
services and fees, are based on normal commeraial practices which would
apply between independent businesses Royalty income, less related
expenditure, 1s induded in the region in which the licensor 1s based
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1

Notes on the accounts continued

1 Accounting policies continued

Adjusting stems

Ad)justing items are significant items in the profit from operations, net
finance costs, taxation and the Group’s share of the post-tax results of
associates and joint ventures which individually or, f of a smular type, in
aggregate, are relevant to an understanding of the Group’s underlying
finanaal performance While the disclosure of adjusting items is.

not required by IFRS, these iterns are separately disclosed either as
memorandum information on the face of the income statement and

in the segmental analyses, or in the notes to the accounts as appropnate

The Group believes that these items are useful to users of the Group
finanaal statements in helping them to understand the undedying
business performance and are used to denve the Group's pnncipal
non-GAAP measure which 15 adjusted diluted earings per share

Provisions

Provisions are recognised when either a legal or constructive obligation as
a result of a past event exists at the balance sheet date, 1t1s probable that
an outflow of economic resources will be required to settle the obligation
and a reasonable estimate can be made of the amount of the obligation

Contingent liabilities and contingent assets

Subsidianes and assocates and joint ventures companies are defendants
in tobacco-related and other libgation Provision for this litgation would
be made at such ime as an unfavourable outcome became probable and
the amount could be reasonably eshmated

Contingent assets are possible assets whose existence will only be
confirmed by future events not wholly within the control of the entity
and are not recogrised as assets until the realisabion of iIncome 1
virtually certain

The Group records its external legal fees and other external defence costs
for tobacco-related and other iigation as these costs are iIncurred

Repurchase of share capital

When share capital 1s repurchased the amount of consideraion paid,
including directly attnbutable costs, 15 recogrised as a deduchon from
equity Repurchased shares which are not cancelled, or shares purchased
for the employee share ownership trusts, are classified as treasury shares
and presented as a deduction from total equity

Future changes to accounting policies
Certain changes to IFRS will be apphicable for the Group accounts in future
years Set out below are those which are considered to affect the Group

IFRS 9 Finanaal Instruments has been issued This standard represents the
first phase of the IASB’s project to replace JAS 39 Finanaal Instruments
Recogniton and Measurerent, and has mandatory applcation for
accounting penads beginning on or after 1 January 2015 Inits current
form, it sets out the classification and measurerment ¢ntena for financal
assets and financal habilibes it requires all finanaal assets, induding assets
cumently classified under LAS 39 as avallable-for-sale, to be measured at fair
value through profit and loss unless the assets can be dassified as held at
amortised cost. Qualifnng equity imvestments held at farr value may have
their fair value changes taken through other comprehensive income by
electon Where the farr value option for certain financal habdibes 1s
applied, the porbion of fair value changes representing own credit nsk
would be recognised through other comprehensive income rather than
the iIncome statement. The Group does not use the farr value optron for
financial labilines The effect of apphying the standard in s current form 1s
not considered to have a matenal impact on the Group's reported profit
orequity These changes have not been endorsed by the EU and wiil only
become applicable once that endorsement has occurred

12
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A revised IAS 19 Employee Benefits has been issued and has rmandatory
application (subject to EU endorsement) from 1 January 2013 The new
standard does not change the values of retirement benefit assets and
liabilites on the balance sheet, but does change the amounts recognised
in the income statement and in other comprehensive income The
expected retum on plan assets and the interest cost on habiliies are
replaced by a new component of the income staternent charge — interest
on the net reirement benefit asset / liability In addibon, pnor service
costs wilk no longer be deferred and wall be recogrused immediately

The revised standard has retrospective applicaion Had the standard
been applied to the 2011 results profit for the year would have been
approximately £54 milhon lower (2010 £47 million lower), with

a compensatng ¢redit In other comprehensive Income

{FRS 10 Consolidated Finangal Statements, IFRS 11 Joint Amangements
and IFRS 12 Disclosure of Interests in Other Entities have been issued along
with revised versions of IAS 27 Separate Finanaal Staterments and 1AS 28
Assoaates, addtionally IAS 31 Joint Ventures has been withdrawn These
standards form a single package of proposals with mandatory application
from 1 January 2013 (subject to EU endorsement) The aim of these
standards 15 to improve the quality of reporting in relation to the
consolidation of subsidianes, special purpose vehicles and accounting

for joint amrangements While the requirements of IFRS 12 will potentally
lengthen certain disclosures in respect of Group enbtes, the requirements
of these standards are not expected to matenally affect the Group

An amendment to |AS 1 Presentation of Financial Statements has been
1ssued This amendment changes the disclosure of items presented ny
other comprehensive income grouping them into iterns which recyde

to profit and loss and iterns which will not. Apart from the change in
disdosure, this amendment will have litle impact on the Group Accounts
Mandatory application (subject to EU endorsement; 1s for accounting
penods beginning on or after 1 july 2012

IFRS 13 Fair Value Measurement has been ssued This standard aims
to provide a single source of farr value measurement and disclosure
requiremnents for use across IFRS The implementation of IFRS 13 does
not change where fair value 15 or 1s not applied under IFRS and wiil not
require a restaternent of histoncal transactions Mandatory apphication
(subject to EU endorsement) 1s from 1 January 2013

In addiion, a number of cther Interpretations and revisions to
existing standards have been issued which will be applicable to the
Group financial statements in future years and which will have no
matenal effect on reparted profit or equity or on the disclosures in
the financial statements
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2 Segmental analyses

As the chief operating deasion maker, the Management Board reviews external revenues and adjusted profit from operations to evaluate segment
performance and allocate resources Interest income, interest expense and taxation are centrally managed and accordingly sudh ttems are not

presented by segment as they are exduded from the measure of segment profitablity

As part of the plans to reduce complexty and dnve efficency n management structures and achieve a better balance in the scale of our regions, it was
deaded to reduce the management structure from five regions to four regions from 1 January 2011 Markets which comprised the Eastemn Europe
region were merged into the Afnca and Middle East region and the Westem Europe region Russia, Ukraine, Moidova, Belarus, Caucasus and Central
Asia form part of the new Eastern Europe, Middle East and Afnca region (EEMEA), while Romania, Bulgana, Serbia, Montenegro, Albania and Kosovo
have become part of the Westem Europe region The comparatives have been restated accarding to the new management structure

The four geagraphic regions are the reportable segments for the Group as they form the focus of the Group’s intemal reporting systems and are the

basis used by the Management Board for assessing performance and allocating resources

The Management Board reviews current and pnor year segmental revenue, adjusted profit from operations of subsidianes and adjusted post-tax results
of associates and joint ventures at constant rates of exchange The constant rate companson provided for reporting segment information is based on a
retranstation, at prior year exchange rates, of the current year results of the Group’s overseas entities but, other than in exceptional arcumstanices, does

not adjust for transactional gains and losses in operations which are generated by movemnents in exchange retes. As a result, the 2011 segmental results

were translated using the 2010 rates of exchange The 2010 figures are also stated at the 2010 rates of exchange
The analyses of revenue for the 12 months to 31 December 2011 and 31 December 2010, based on locabion of sales, are as follows

Restated
2011 2010
Revenue

Constant Translation Revenue
rates exchange Current rates Reveriue
£m £m £m £m
Asia-Pacific 4,150 101 4,251 3,759
Amencas 3,574 16} 3,558 3,498
Westemn Europe 3,532 68 3,600 3,695
EEMEA 4,206 (216) 3,990 3,931
Revenue 15,462 (63) 15,399 14,883

The analyses of profit from operations and the Group’s share of the post-tax results of assoaates and joint ventures, reconcled to profit before taxation,

are as follows

Restated
2011 2010
Adjusted*
segment Adjusted*
result segment Segment Adjusted*
Constant  Translation result Adpsting result segment Adpsting Segment
rates exchange Current rates tems Current rates result tems result
£m fm £m £m £m £m £m £m
Asia-Paafic 1,480 59 1,539 {58) 1,481 1,332 (56) 1,276
Amencas 1,440 1 1,441 as) 1,426 1,382 (36) 1,346
Westemn Europe 1,204 24 1,228 (153) 1,075 1,103 (236} 867
EEMEA 1,362 (51) 1,31 (298) 1,013 1,167 (338) 829
5,486 33 5,519 (524) 4,995 4,984 (666) 4,318
Fox River ** (274) (274)
Profit from operations 5,486 33 5519 {798) 4,71 4,984 {666) 4,318
Net finance costs (460} (480)
Asia-Paafic 238 (13) 225 28 253 208 (9 199
Amencas 448 (16) 432 an 415 412 (63) 349
EEMEA 2 2 2 2 2
Share of post-tax resuits of
associates and joint ventures 688 (29) 659 1 670 622 7D 550
Profit before taxation 4,931 4,388

. m?pmwmmmmmmmcmp'smdm post-tax results of assoaates and joint ventures are explained in notes 3{e) to 3(h) and in

note 5,

**  The Fox River provison made in 2011 (see note 3(h)) has not been aflocated to 2 segment or segments as it relates to a 1998 settlement agreement. It s presented

separately from the segrmental reporting whuch 1s used to evakuate segment performance and to allocate rescurces.
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Notes on the accounts continued

2 Segmental analyses continued

Adjusted profit from cperations at constant rates of £5,486 million (2010 £4,984 mulkion) excludes certain impamment of ntangibles and property,
plant and equipment, as well as amortsation of trademarks These are treated as adjusting items as explained in notes 3(b) and 3{e) to 3{g) and are
exduded from segmental profit from operatons at constant rates as follows

Restated
201 20190

Adjusting

nems

Adjusted Adjusted Adjusting items compnsing

depreciation depreclation compnsing Depreciation, Adusted impaiment
and and impaiment and amortisation deprecation and Depreciation,
amortisation  Translatwon amortisation amortisation of and impairment and amorusation of amorusabon and
Constant rates exchange Current rates trademarks Current rates amortsation tradermarks impajmment
£m £m £m £m £m £m £m £Em
Asia-Padfic 105 1 106 31 137 98 26 124
Amencas 127 127 5 132 107 107
Western Europe 101 2 103 55 158 129 104 233
EEMEA 116 (&3] 111 279 390 108 325 433
449 (2) 447 370 817 442 455 B97

Extemal revenue and non-current assets other than finanaal instruments, deferred tax assets and retirement benefit assets are analysed between the UK
and all foreign countnes at cument rates of exchange as follows

United Kingdom All foreign countnes Group

201 2010 2011 2010 201 2010

Revenue is based on location of sale £m £m £m £m £m £m
External revenue 124 103 15,275 14,780 15,399 14,883
United Kingdom All foreign countres Group

2011 2010 20m 2010 20m 2010

£m £m £m £m £m £m

Intangeble assets 173 110 11,819 12,348 11,992 12,458
Propenty, plant and equipment 188 159 2,859 2,958 3,047 3117
Investments in assocates and joint ventures 2,613 2,666 2,613 2,666

Inclucled n the external revenue from foreign countnes 1s £1,732 mullion (2010 £1,696 million) attnbutable to Brazil, being the only subsidiary
contnbuting mare than 10 per cent of the Group's extemal revenue in 2011 and 2010 The man acquistaons compnsing the goodwll balance
of £11,120 milllon (2010 £11,656 milkon) tn intangible assets are provided in note 9 Induded ininvestrments in assocates and joint ventures
are amounts of £1,831 mulkon (2010~ £1,872 million) atinbutable to the investment in Reynolds Amencan and £735 miflion (2010 £747 mullion)
attnbutable to the investment in ITC Further information can be found in pote 11
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3 Profit from operations
(a) Employee benefit costs

2011 2010
£m £m
Wages and salanes 2,059 2,099
Social secunty costs 247 245
Other pension and retirement benefit costs (note 12) 98 119
Share-based payments —equity-settled (note 27) 76 67
Share-based payments — cash-settled (note 27) 21 20
2,501 2,550

(b) Depreciation, amortisation and impairment costs
2011 2010
£m £m
Intangibles —amortisabon of trademarks {note 3(f)) 58 62
-~ amorhsation of other intangibles 92 66
—impairment 273 300
Property, plant and equipment — deprecation 366 376
—imparrment 28 93
B17 897

Impatrment of goodwill and trademarks is explained in note 3(g) Impaiment in respect of certain other intangibles and property, plantand
equipment are shown as part of restructunng costs (see note 3{e})

(c) Other operating tncome
This represents operating income ansing from the Group's actvities which falls outside the defimtion of revenue and indludes gains as a result
of property disposals, service fees and other shared costs charged to third parties, manufactunng fees and trademark income

Bnush American Tobacco
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Notes on the accounts continued

3 Profit from operations continued
(d) Other operating expenses include:

Restated
on 2010
£m £m
Research and development expenses (excluding employee benefit costs and depreciation) 81 82
Exchange differences 38 62
Rent of plant and equipment (operating leases}
—mismum lease payments 42 39
— sublease payments 1
Rent of property (operating leases)
- minimum lease payments 85 84
— canbngent rents 1
—sublease payments 2 2
Fees payable for audit services pursuant to legislation
— fees payable to PncewaterhouseCoopers LLP for Parent Company and Group audit 17 18
— fees payable to other PncewaterhouseCoopers firms and associates for local statutory and Group reporting audits 80 79
Audit fees payable to PncewaterhouseCoopers firms and associates 97 97
Audit fees payable to other firms 04 04
Total audit fees payable 101 101
Fees payable to PncewaterhouseCoopers firms and associates for other services
— other services pursuant to statutory legislahon 02 02
— tax advisory services 38 56
— tax compliance 13 10
— sences relating to information technology 02 21
— other non-audit services 04 0.5
59 94

Research and development expenses for 2010 have been restated to include the costs related to Marketing Futures

The total fees payable to PncewaterhcuseCoopers firms and asscaates included above are £15 6 million (2010 £19 1 million)

Total research and development casts including employee benefit costs and deprecation were £166 million (2070 restated £164 milion)
Other operating expenses also indude the Fox River provision, which was made in 2011 and explained in note 30 (see page 182)

As a result of restnctions on accessing foreign exchange at the official exchange rate in Uzbekistan, the Group revalues monetary items, mostly
compnsing foreign currency payables, inits subsidiary 1In Uzbekistan at a more conservative rate This rate represents the rate at which management
expects to settle these items and resulted in the recognition of net exchange losses of £38 million in 2010 These were induded in exchange differences
of £62 million withun other operating expenses in 2010

(e) Restructuring and integration costs

Restructuning costs reflect the costs incurred as a result of inibatives to improve the effectiveness and the effiaency of the Group as a globally integrated
enterprse These iniatives Include a review of the Group's manufactunng operations, overheads and indirect costs, organisational structure and
systems and software used The costs of these inibatives together with the costs of integrating acquired businesses into existing operations, induding
acquisiion costs, are nclucled n profit from operations under the following headings

20m 2010

£m £m

Emptloyee benefit costs 100 163

Deprecation, amertisatton and impairment costs 39 100

Other operating expenses 72 68
Other operating income (18) (20)

193 311
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e

3 Profit from operations continued

Restructunng and integration costs tn 2011 pnapally relate to the continuation of factory closure and downsizing actvities in Denmark and Australia
respectively; a voluntary separation scheme and closure of the pnnting unit i Argentin, the closure of the Jawaormik factory in Poland, the Tire factory
in Turkey and the Lecce factory in italy The costs also cover the soaal plan and other closure actnbes relating to the Bremen factory closure in Germany
and the ntegration of Productora Tabacalera de Colombia, S.A.S (Protabaco) into existing operations, including acquistaon costs, as weli as other
restructunng iniiatives directly related to improving the efficency and effectiveness of the Group as a globally integrated enterpnise [n addibon,

they also include separation packages in respect of permanent headcount reductions and permanent employee benefit reductions in the Group

Restructunng and integration costs in 2010 principally relate to the continuation of factory closure and downsizing activities in Denmark and Australia
respectively, the closure of the Jawomnik factory in Poland, the Tire factory in Turkey and the Lecce factory in Italy The costs alse <cver a voluntary
separation scheme and closure of the pnnting urit in Argentina and the continued integration of Bentoel into exising operations, as well as other
restructunng Inibatives ciirectly related toimproving the effiaency and effectveness of the Group asa globally integrated enterpnse These include the
combining of the Group's businesses n Belgium, Luxembourg and the Netherlands and some other acimties to reduce the overheads of the Group

In additon, the Group has recogmised impaiment charges as a result of the continued review of its software assets in Iight of the development of global
software solutions

Restructunng and integration costs in 2010 also indude a payment of US3$21 million to Reynolds Amencan relating to the early termination and
settlernent of all disputes at issue in respect of the Contract Manufacturing Agreement dated 30 July 2004, as explaned In note 29

Other aperating income In 2011 includes gains from sale of surplus land and buildings in Argentina and the release of deferred income from a disposal
In 2007 In 2010, cther operating Income also includes gains on property dispasals and the release of deferred income from a disposal in 2007

(A Amortisation of trademarks

The acquisiions of Protabaco, Bentoel, Tekel and ST resulted in the capitalisation of trademarks which are amortsed over their expected useful lives,
which do not exceed 20 years The amortisation charge of £58 mllion (2610 £62 milhon) is inciuded in depreciation, amortisation and impainrment
costs in profit from operations

(g) Impaiment of goodwill and trademarks

Duning 2011, the Group impaired the remaining balance of the goodwall in respect of the Tekel acquisiion in 2008, amounting to £273 million
This followed a goodwill and trademarks impairment of £249 million and £44 rudlian respectvely for the year ended 31 December 2010 Although
¢ost saving Initatives I the acquisibon plan have been delivered successfully, the imparment recognised 1 2010 was calcutated on the basis of no
further significant excise increases However, the Turkash Govemment announced a further increase effective from October 2011 and an addiional
Increase effective from January 2013 The excase increases to date have resulted in the growth of illiat trade and a loss of volumes and market share
and this 15 expected to continue Turkey remains an important strategic market for the Group The basts for determining the recoverable amounts
of the goodwill and trademarks 1s explained innote 9

(h) Fox River
A prowision of £274 milion has been made for a potential claim under a 1998 settlernent agreement entered into by a Group subsichary In respect
of the clean up of seciment In the lower Fox River This is explained in more detail in note 30 (see page 182)
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Notes on the accounts continued

4 Net finance costs

2011 2010
£m £m £m £m
Finance costs
— interest payable
- bank borrowings 82 81
—finante leases 1 2
—facility fees 8 8
- other 476 492
567 583
— fair value changes on denvative finanaal instruments 12 209
— exchange differences on finanaal habihbes (2) (285)
577 507
Finance income
— interest and drndend income
—interest income 1 respect of avalable-for-sale investments M)
—gains in respect of avatlable-for-sale investments 1)
— dividend income n respect of available-for-sale investments (2) 2)
= other interest Income (79) 57y
(82) (60)
- exchange differences on finanaal assets (35 33
7 @7
Net finance costs 460 480

The Group manages foreign exchange gans and losses and fair value changes on a net basis, as shown below The denvatives that generate the far
value changes are detailed innote 16

Fair value changes

— cash flow hedges transferred from equity 9 16
— fair value hedging instruments — exchange related movements 4 (4
— fair value hedging instruments — net interest ncome (62) (74)
— fair value hedging instruments — interest related movernents (see note (i) (51) 75)
— fair value changes on hedged items — interest refated movements (see note [0)] 39 54
— instruments held-for-traching {note (i)) 73 302

12 209
Finance costs — exchange differences on financal habilibes (2) (285)
Finance income — exchange differences on financa) assets (35) 33

(25) (43)

Notes

() Hedge neffectiveness in respext of fair value hedges s a £12 millon gan (2010- £21 million gain) being the difference between the two tems above

(i} IFRS requires demvatves which do not meet the tests for hedge accounting under IAS 39 to be classfied as instruments held-for-trading with farr value changes included
in the income statement. These dervatives pnnapally consist of other derivatives shown in note 16(d) and forward foreign currency cantracts which have not been
desigrated as hedges due to thewr fair value changes offsetting with other components of net finance costs relating to financial assets and liabrives.

Other interest payable includes mterest on the bonds and notes detalled n note 21 Faality fees pnnapally relate to the Group’s central undrawn

banking faality of £2 tillion (2010 £2 bullion), as well as the Group’s €450 rmilhion term loan faality (2010~ €450 milion)} Both faclives were

renegotiated and agreed dunng December 2010 from £1 75 tuifion and €700 million respectrvely

Exchange differences in respect of hedged ttems subject to fair value hedges and cash flow hedges were a gain of £4 million (2010 £14 million loss)
and a gain of £9 milhon (2010~ £16 million gan) respectively and are included in ‘Finance costs — exchange differences’ in the table above
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5 Associates and joint ventures

201 2010
Group’s Group’s
Total share Total share
£m £m £m £m
Gross turnover (including duty, exase and other taxes) 12,841 4,864 12,834 4,924
Duty, exaise and other taxes (4,053) (1,541) (4,205) (1,620)
Revenue 8,788 3,323 8,629 3,304
Profit from operations 2,361 1,066 2,473 938
Net finance costs (149) {62) (152} (63)
Profit on ordinary actwities before taxation 2,712 1,004 231 875
Taxation on ordinary actvibies (881) (331) (846) (322)
Profit on ordinary activibies after taxation 1,831 673 1,475 553
Attributable to
Owners of parent company 670 550
Non-contralling interests 3 3
673 553
Analysed as
- adjusted share of post-tax results of assoaates and joint ventures 659 622
—1ssue of shares and change in shareholding 9 28 (30) (&)
— smoking cessation programme {55) (23)
—gain on disposal of business 51
- Canadian setdements (140) 59
— other (37 {16) (10) 4
670 550
Drividends
- hsted investments 479 460
—unlsted investments 7 6
486 466

The share of post-tax results of associates and jotnt ventures is after the following adjusting items which are excluded from the calculation of adjusted
eamings per share as set out In note 7

In 2011, the Group's interest in [TC decreased from 31 43 per cent to 31 04 per cent as a result of ITC 1ssung ordinary shares under the company’s
employee stock option scheme The issue of shares and change in the Group’s share of ITC resulted n a gain of £28 million, which 1s treated as a partal
deermed disposal and included in the income statement.

Dunng the year, Reynolds Amencan, along with other tobacco comparies, was refused by the US Supreme Court a request to revoke a 2009 order
requinng them to finance a US$278 mullion smoking cessation programme in Louisiana (Scott case) The Group's share of thus charge amounts to
£23 million {net of tax)

In March 2011, Reynolds Amencan sold Lane Limited for US$205 million in cash The Group's share of the gain on the disposal of this business amounts
to £22 milhon (net of tax)

Reynolds Amencan has also recogrused the following amounts which have been cornbined in the table of adjusting items and reported in other
Reynolds Amencan reported a charge of US$64 mullion in respect of four Engle progeny lawsuits that have proceeded through the appellate process
in the state of Flonda The amount indudes compensatory and puritive damages as well as attomeys” fees and statutory interest, The Group’s share
of thus charge amounts to £10 million (net of tax) Reynolds Amencan recogrused trademark amortisation and impairment of US$47 million and the
Group's share of these charges amounts to £8 million (net of tax) Reynolds Amencan reported US$16 rifion and US$17 mullion of tax credits and
interest, respectively and the Group's share of these credits amounts to £6 million (net of tax) Reynolds Amencan recogrused restructunng charges
of US$23 millhion and the Group's share of these charges amounts to £4 million (net of tax)
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Notes on the accounts continued

5 Associates and joint ventures continued

Dunng 2010, the Group's interest in [TC decreased from 31 92 per cent to 31 43 per cent as a result of TCissuing ordinary shares under the
company’s employee stock option scheme This resulted in a charge of £9 mllion

I the year ended 31 December 2010, a subsiciary of Reynolds Amencan, R) Reynolds Tobacco Company Inc. (RIRTC), entered into a comprehensive
settlement agreement with the Canadian federal, provinaial and temtonal governments to resolve afl the governments’ avil claims related to smuggling
i Canada dunng the 1980s and 1990s As part of the avil settlement, RIRTC agreed to pay the govemments CA$325 mullion In a separate matter, a
subsidiary of R Reynolds Tobacco Holdings Inc, Northern Brands Intemational Inc., entered into a plea agreement with the Ministry of the Attormey
General of Ontano As a result of its plea to one count of conspiracy to aid others in the sale and possession of contraband agarettes in the early 1990s,
Northem Brands paid a fine of CA$75 million The Group's share of these charges amounted to £59 millon (net of tax}

In the year ended 31 Decernber 2010, Reynolds Amencan recognised the following amounts which have been combined in the tble of adjusting iterms
and reported in other Reynolds Amencan recogrised restructunng charges from the closure of one factory in August 2010 and the planned dosure

of another m mud 2011 As a result of these actions, Reyrolds Amencan recorded charges mostly relating to asset impairment and, 1o a lesser extent,
severance costs The Group's share of these charges amounted to £6 million (net of tax) RIRTC also recerved a payment of US$21 mullion as a result of
the agreement to tenmunate early the Contract Manufactunng Agreement dated 30 July 2004 between RIRTC and BATUS Japan Inc , a wholly owned
Group subsidiary, and settfe all disputes at issue between the partes as explaned in note 29 The Group’s share of this receipt amounted to £3 million
(net of tax) In addition, Reynolds Amencan recognised a tradernark impairment charge of US$6 million as well as tradermark amortisation of

US$4 million The Group's share of these charges amounted to £1 millen (net of tax)

6 Taxation on ordinary activities
{a) Summary of taxation on ordinary activities

201 2010
£m £m
UK corporation tax credit (16)
Comprising
— cument year tax expense 14 16
— adjustments in respect of pnior penods (16)
— double taxation relief (14) (16)
Qverseas tax 1,470 1,294
Compnsing
— current year tax expense 1,449 1,270
— adjustrients tn respect of pnor penods 21 24
Total current tax 1,470 1,278
Deferred tax 86 30
Compnsing
— deferred tax relating to ongination and reversal of temporary differences 84 (30
— deferred tax relating to changes in tax rates 2
1,556 1,248

(b) Franked Investment Income Group Litigation Order

Bntish Amencan Tobacco 15 the prnapal test clamant in an action i the United Kingdom against HM Revenue & Customs in the Franked Investment
Income Group Libigation Order (FlI GLO) There are 25 corporate groups in the FII GLO The case concerns the treatrnent for UK corporate tax purposes
of profits eamed overseas and distnbuted to the UK. The claim was filed in 2003 and the case was heard in the European Court of jushce (ECT) in 2005
and a deasion of the EC] recesved in December 2006 In July 2008, the case reverted to a tnal in the UK High Court for the UK Court to detenmine how
the pnnaples of the EC] deaston should be applied in a UK context.

The High Court judgment in November 2008 concluded, amongst many other things, that dvdends recerved from EU subsidianes should be, and
should have been, exempt from UK taxation It also conduded that certain dnadends receved before 5 Apnl 1999 from the EU and, in some limited
arcumstances after 1993 from outside the EU, should have been treated as franked investment mcome wath the consequence that advance corporation
tax need not have been pad Clams for the repayment of UK tax incurred where the divdends were from the EU can be made back to 1973 The
tentative conclusion reached by the High Court would, if upheld, produce an estmated recervable of about £1 2 ballion for Batish Amencan Tobacco
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6 Taxation on ordinary activities continued

The case was heard by the Court of Appeal in October 2009 and the judgment handed down on 23 February 2010 The Court of Appeal has
determined that vanous questions should be referred back to the EC| for further clartfication In addition, the Court deterrined that the claim should
be restncted to six years and not cover claims dabing back to 1973 This bme restncion would, if upheld, reduce the value of the claim to between zero
and £10 million Based on advice recenved, the Company believes 1t has realistc prospects of success on further appeal The Company sought leave to
appeal from the Supreme Court in the UK and the Supreme Court agreed to hear the appeat on time limits in February 2012

Several questions were referred back to the EC] for further danfication and a heanng took place in February 2012 at the EC| The courts’ deaisions
are awaited

No potential recespt has been recogrused in the current year or the pror year, in the results of the Group, due to the uncertainty of the amounts and
eventual outcorme

(c) Factors affecting the taxation charge

The taxaton charge differs from the standard 26 per cent (2010 28 per cent) rate of corporation tax in the UK The major causes of this difference are
listed below

2011 2010
£m % £m %
Profit before tax 4,931 4,388
Less share of post-tax results of assoaates and joint ventures (670) (550)
4,261 3,838
Tax at 26% (2010 28%) on the above 1,108 260 1,075 280
Factors affecting the tax rate
Tax at standard rates other than UK corporation tax rate 80 18 @ on
Other national tax charges 67 16 77 21
Permanent differences 155 36 10) 03
Overseas withholding taxes 143 34 123 32
Double taxation relief on UK profits a4 03) e6) {04
Unutilised tax losses (2) on
Adjustments in respect of prior penods 21 05 8 02
Net deferred tax credits at other tax rates 4) 01 3) o1
1,556 365 1,248 325

Following the goodwall imparrment in Turkey as explained in note 3(g) and the uncertanty of future taxable profits, the Group has wntten off defemed
tax assets of £43 mullion in Turkey in 2011 (2010 £35 mullion) This has been treated as an adjusting tem tn the adjusted eamings per share calculaton
as set cutin note 7

(d) Tax on items recognised directly in other comprehensive income

2011 2010

£m £m

Current tax 15 (23)
Deferred tax 5 24
Credited to other comprehensive income 20 1

The tax relating to each component of other comprehensive Income s disclosed in note 20
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Notes on the accounts continued

7 Earnings per share

Basic earmings per share are based on profit for the year attnbutable to ordinary shareholders of £3,095 rmullion (2010 £2,879 mullion) and 1,970 million

(2010 1,983 mullion) ordinary shares of 25p each, being the wetghted average number of shares in issue dunng the year {excluding shares held as
treasury shares}

For the calculation of diluted eamings per share, the weighted average number of shares in issue 15 increased to 1,982 million (2010- 1,994 mullion)
to reflect the potential dilubive effect of employee share schemes

201 2010
Weighted Waeighted
average average
number of Earmings number of Earmuings
Earnings shares per share Eamings shares per sharne
£m m pence £m m perce
Basic eammings per share 3,095 1,970 1571 2,879 1,983 145.2
Share options 12 09 11 08
Diluted eamings per share 3,095 1,982 156 2 2,879 1,994 144 4

Eamings have been affectad by a number of adjusting tems, which are descnbed in notes 3, 5 and 6 To lllustrate the impact of these itemns, an adjusted
eamings per share calculatton 15 shown below

Adjusted earnings per share calculation

Diluted Basc
2011 2010 20011 2010
Eamings Eamungs Eamings Earrings
Eamings per share Eamings  per share Eamings per share Earnings  per share
Notes £m pence £m pence £m pence £m pence
Unadjusted earrungs per share 3,095 1562 2,879 144 4 3,095 1571 2,879 1452
Effect of restructuning and integration costs 3(e) 193 97 n 156 193 98 3n 157
Tax and non-controlling interests on
restructunng and integration costs (45) (23) {75) (38) (45) 23) (75) (38
Effect of impaimment of goodwall and
trademarks g 273 138 293 147 273 139 293 148
Tax on impaiment of goodwill and
tradernarks 10) (05) (58) 29 (10) (05) (58) 29
Effect of deferred tax asset wntten off 6(c) 43 22 35 18 43 22 35 18
Effect of amortisation of trademarks E')) 58 29 62 31 58 29 62 31
Tax on amortisation of trademarks (13) on {15) 08) (13) o7 (15) (08)
Effect of Fox River 3th) 274 138 274 139
Effect of associates’ adjusting items 5 an (05) 72 36 1) (0 5) 72 36
Adjusted eamings per share 3,857 194 6 3,504 1757 3,857 1958 3,504 176 7
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7 Earnings per share continued

Headline earmings per share as required by the JSE Limited

The presentation of headline eamings per share, as an altemative measure of eamings per share, is mandated under the |SE Lising Requirements Itis
calculated in accordance with Circular 3/2009 ‘Headline Earmings', as 1ssued by the South Afncan Institute of Chartered Accountants. Headline eamings
per share are calculated as shown below

Dnluted Basic
2011 2010 2011 2010
Earmungs Eamings Eamings Eamings
Eamings per share Earmungs  per share Eamings per share Eamuings  per share
£m pence Em pence £m pence Lm pence
Unadjusted eamings per share 3,095 1562 2,879 144 4 3,095 1571 2,879 1452
Effect of impairment of intangibles and property,
plant and equipment 301 152 393 197 301 153 393 198
Tax and non-controlling mterests onimpairment of
intangibles and property, plant and equipment (15) (0 B) (81) [CR)] (15 (0 8) [:3)] 1)
Effect of gains on disposal of non-current assets
held-for-sale (15) (08) {16) 08 (15) (0 8) (16) ©8)
Tax and non-controlling interests on disposal of
non-cument assets held-for-sale 5 03 3 01 5 03 3 01
Effect of disposal of businesses and trademarks [©)] 03 (5) 03
Tax and non-controling interests on disposal of
businesses and trademarks 2 01 2 o1
Effect of gains reclassified from the avallablefor-sale
reserve ()] on Q)] 1)
Share of associates’ trademark and other asset
impatrments net of tax 7 04 7 04 7 04 7 04
Share of associates’ gains on disposal of assets held-
for-sale net of tax (26) a3 (26} a3
Issue of shares and change in shareholding in
assocate (28) (4 9 05 (28) {(14) 9 05
Headline eamings per share 3,323 167 7 3,191 1600 3,323 168 7 3,19 1609

An altemative measure of headline earmings per share has been presented below to take account of the effect of Fox River (note 3(h), this measure s in
addiion to that mandated by the JSE Listing Requirements

Headline eamings per share amended
for Fox River 3,597 181 5 319 1600 3,597 1826 3,191 1609

8 Dividends and other appropriations

2011 2010
Pence Pence
per share £m per share £m
Ordinary shares
Intenm
2011 paid 28 September 2011 381 738
2010 pad 29 September 2010 332 662
Final
2010 paid 5 May 2011 810 1,620
2009 paid 6 May 2010 16 1,431
1191 2,358 104 8 2,093

The Directors have recommended to shareholders a final dvidend of 88 4 pence per share for the year ended 31 December 2011 K approved,
this drvidend wall be paid to shareholders on 3 May 2012 This dmidend 15 subject to approval by shareholders at the Annual General Meeting and
therefore, In accordance with AS 10, it has not been included as a hablity in these financial statements The total estmated dmdend to be pad s
£1,741 rmullion, which takes the total dndends declared in respect of 2011 to £2,479 mulhon (2010~ £2,282 million) representing 126 5 pence
per share (2010- 114 2 pence per share}
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Notes on the accounts continued

9 Intangible assets

Tradernarks Assets In
Computer and the course of
Goodwill software lcences  development Total
£m £m £m £m £m

T January 2011
Cost 11,656 551 802 83 13,092
Accumulated amortsabion and impairmnent 417 (217) (634)
Net book value at 1 January 2011 11,656 134 585 83 12,458
Differences on exchange (397) (4) (30) 3) (434)
Additions
- internal development 13 97 110
—acquisiion of subsidianes (see note 26(a)) 134 21 255
— separately acquired 16 6 22
Reallocations 68 1 (69)
Amortisaton charge (8B) {58) (146)
Impaiment (273) (273)
31 December 2011
Cost 11,120 617 883 108 12,728
Accumulated amortisation and impaiment (478) (258) (736)
Net book value at 31 December 2011 11,120 139 625 108 11,992
1 January 2010
Cost 11,331 502 806 63 12,702
Accumulated amortisation and impairment (361) (109 {470)
Net book value at 1 January 2010 11,331 141 697 63 12,232
Differences on exchange 574 1 © 1 567
Addibons
— Internal development 4 60 64
- separately acquired 12 5 7 24
Reallocations 48 (48)
Amortisation charge (64) (64) {128)
Impaimment (249) 1) (44) (300)
Disposals (1) m
31 December 2010
Cost 11,656 551 802 83 13,092
Accumulated amortisation and iImpairment (N7 (217} (634)
Net book value at 31 December 2010 11,656 134 585 83 12,458

Included i computer software and assets in the course of development are intemally developed assets with a camying value of £203 mullion (2010
£150 miflion) The costs of ntemally developed assets include capitalised expenses of employees working full time on software development projects,
third party consultants, as well as software icence fees from third party supphers

Acquisitions of subsidianes relate to the acquisiion of Protabaco as explained in note 26(a)

Included n the net book value of trademarks and bicences are trademarks relating to the acquisibon of ST £367 mullion (2010 £412 rlhon), Tekel
£45 rilhon (2010° £61 mlhon) and Bentoel £80 milkon (2010- £94 millkon), as well as £119 rmillion from the acquisiion of Protabaco in 2011

As a result of a loss of volumes in 2010, the Tekel trademarks were imparred by £44 milion as explained in note 3(g) The recoverable amounts of the
Tekel trademarks was determmined on a value4n-use basis over their remaining useful economic Iives applying the same assumptions used to deterrmine
the recoverable amount of the Group's Turkey cash-generating unit as described below
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9 Intangible assets continued

Impairment testing for intangible assets with indefinite lives induding goodwill

Goodwll of £11,120 rmallion {2010 £11,656 million} s included in intangible assets in the balance sheet of which the following are the signsficant
acquisitons Rothmans Group £4,947 million (2010 £5,176 mullion), Impenal Tobaceo Canada £2,533 milion (2010 £2,576 mullion}, ETI (Italy)
£1,377 million (2010 £1,412 million), 5T (prncipally Scandinavia) £1,038 million (2010 £1,062 mullion) and Tekel (Turkey) £nil million (201C-
£333 million) The prnapal allocations of goodwall in the Rothmans” acquisition are to the cash-generating umits of Eastern Europe, Westemn Europe
and South Afnca, wath the remainder matnly relating to operations in the domestic and export markets in the United Kingdom and operations in
Asia-Pacfic

As a consequence of the Group’s new regional structure and the integrated nature of the acimbes, goodwall assoaated with the addiional markets
now part of the Westem Europe region has been allocated to the Western Europe cash-generating unit, which was effective from 1 January 2011
Goodwill associated with markets now part of the new EEMEA region remains in the Eastern Europe cash-generating urit.

Due to intatives to improve the effectiveness and the effiaency of the Group as a globally integrated enterpnse and the integrated nature of the
actvities, the goodwall ansing from the ST acquisition (prncipally Scandinavia) and £T1 (aly) have been transferred to the Western Europe cash-
generating unit wath effect from 1 January 2011

In 2011, goodwill has been ailocated for impairment testing purposes to 15 individual cash-generating units — five in Asia-Pactfic, five in the Amencas,
two I Westermn Europe and three in EEMEA. In 2010, goodwill was allocated for impairment testing purposes to 16 ndwdual cash-generating uruts —
five in Asia-Pacific, four in the Amencas, four in Western Europe and three 1n EEMEA.

The carmng amounts of goodwll allocated to the cash-generating units of Canada £2,533 million (2010 £2,576 million), Western Europe §includes
Rothmans and other acquisitions) £3,646 million {2010- £3,726 million restated), Eastern Europe (includes Rothmans and other acquisitions)

£914 million {2010 £931 million restated), South Afnca £883 million (2010 £1,069 mullion), Australia {includes Rothmans and other acquisibons)
£884 million (2010 £877 million), Singapore £530 mullion (2010 £532 million) and Malaysia £478 milion (2010- £488 million) are considered
significant in companson with the total camytng amount of goodwill As explained below, the goodwill in respect of Turkey, which was £333 milion
at 31 December 2010, has been fully impaired in 2011

The recoverable amount of all cash-generating units has been deterruned on a value-in-use basis The key assumptions for the recoverable amount

of all units are the long-term growth rate and the discount rate The long-term growth rate used 1s purely for the impairment testing of goodwall under
1AS 36 (Impairment of Assets) and does not reflect long-term planmning assumphons used by the Group for Investment proposals or for any other
assessments The discount rate 1s based on the Group’s weighted average cost of capital, taking into account the cost of capital and borrowings, to
which speafic market-related prermiurm adjustments are made These adjustrents are denved from external sources and are based on the spread
between bonds {or credit default swaps, or similar indicators) issued by the US or comparable govemments and by the local govemment, adjusted
for the Group’s own credit market nsk. For ease of use and consistency in application, these results are penodically calibrated into bands based on
intemationally recognised credit ratings These assumptions have been applied to the indmdual cash flows of each urit as compiled by local
management n the different markets

The valuations use cash flows based on detailed financal budgets prepared by management covenng a one year penod, with growth in year 2 of

6 per cent. Cash flows for the years 3 to 10 are extrapolated from year 2 cash flows at 5 per cent per annum, including 2 per cent inflation, whereaftera
total growth rate of 2 per cent per annum {induding 2 per centinflation) has been assumed The extrapolated growth rates are considered conservative
grven the Group's history of profit and cash growth, its well balanced portfolio of brands and the industry in wiuch it operates The long-term real
growth does not exceed the expected long-term average growth rate for the combined markets in which the cash-generating units operate In some
instances, such as fecent acquUISBONS or start-up ventures, the valuation 1s expanded to reflect the medium-term plan of management, spanring five
years or beyond The recoverable amount of the Turkey cash-generaing unit has been deterrmined on a value-n-use basis using a 10 year cash flow
forecast with cash flows after year 10 extrapolated as descnbed above The impairment recogrused in 2010 was calculated on the basis of no further
significant excise Increases However, the Turkish government announced a further exase increase effective from October 2011 wath an addibonal
increase effective from January 2013 A ten year forecast is considered appropnate as this takes account of the expectation of sharp declines in volumes
in 2012 and 2013, followed by gradual stabilisaton and recovery In addition, the forecast assumes no further increases in exase As explained in note
¥g), although cost saving inikatives i the acquisition plan have been delivered successfully, as a direct result of the above, the remaining goodwall
balance has been impaired by £273 mullon in 2011 (2010- £249 mllon) 1n 2011, there was no impairment of the trademarks in Turkey (2010

£44 milkon) Other than the impainment charge recognised in respect of Tekel goodwill, no other goodwall imparment changes were recogrised

n 2011 or 2010

Pre-tax discount rates of between 7 2 per cent and 18 0 per cent {2010 7 8 per cent to 18 7 per cent) were used, based on the Group'’s wetghted
average cost of capttal, together with any premium applicable for economic and palibcal nsks

The pre-tax discount rates used for the cash-generating units which are significant in companson with the total @amying amount of goodwill are 8 8
per cent for Canada (2010- 9 7 per cent), 8 6 per cent for Westem Europe (2010 9 3 per cent), 10 per cent for Eastern Europe (2010 10 6 per cent),
10 8 per cent for South Afnca (2010 11.5 per cent), 8 6 per cent for Australia (2010 9 3 per cent), 7 2 per cent for Singapore (2010~ 7 8 per cent),
9 3 per cent for Malaysia (2010- 10 0 per cent) and 11 3 per cent for Turkey (2010 11 9 per cent)

If discounted cash flows for cash-generating units should fall by 10 per cent, or the discount rate was increased at a post-tax rate of T per cent,
there would be no further impaiment.
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Notes on the accounts continued

10 Property, plant and equipment

Assets in the
Freehold Leasehold Plant and course of
property property equipment  construction Total
£m £m £m £m £m

1 January 2011
Cost 1,144 250 4,820 369 6,583
Accumulated depreciation and impaiment (467) (109 (2,890) (3,466)
Net book value at 1 January 2011 677 141 1,930 369 31z
Oifferences on exchange (35) (5) (120) (23) (183)
Additons
- separately acquired 16 6 132 348 502
— acquisibon of subsidianes (see note 26 (a}) 22 32 54
Reallocations 16 1 287 (314)
Depreciation (26) 12) (316) (354)
Impairment (8) % 27
Disposals (8) M (32) 41)
Net reclassificabions as held-for-sale (18) [€)] 21)
31 December 2011
Cost 1,069 256 4,588 380 6,293
Accumulated depreaation and impaument (433) (116) (2,697) (3,246)
Net book value at 31 December 2011 636 140 1,891 380 3,047
1 January 2010
Cost 1,101 237 4,466 336 6,140
Accumulated depreciation and impaiment (421) (95) (2,614) (3,130
Net book value at 1 January 2010 680 142 1,852 336 3010
Diftererces on exchange 34 3 80 21 138
Addigons
— separately acquired 20 6 137 354 517
Reallocations 30 5 307 (342)
Depreaation (30 & (344) (381)
Impairment (30 (64) ©4)
Disposals [€)] 8) (37) (48)
Net reclassificabons as held-for-sale (24) Q] (25)
31 December 2010
Cost 1,144 250 4,820 369 6,583
Accumulated deprecaton and impaiment (467) (10%) (2,890) (3,466)
Net book value at 31 December 2010 677 141 1,930 369 3117
Assets held under finance leases
31 December 2011
Cost 35 35
Accumulated deprecation and impairment (28) (28)
Net book value at 31 December 2011 7 7
31 Decemnber 2010
Cost 3 72 75
Accumulated deprecation and impaiment (2) (56) (58)
Net book value at 31 December 2010 1 16 17
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10 Property, plant and equipment continued

The Group's finance lease amangements retate pnnapally to the lease of vending machines by the Group's Japanese subsidiary Assets held under

finance leases are secured under finance lease obhgabons included in note 21

2011 210
£m £m
Cost of frechold land within freehold property on which no depreciation is provided 84 98
Leasehold property compnses
— net book value of long leasehold 106 106
— net book value of short leasehold 34 35
140 141
Contracts placed for future expenditure 1 7
Bank borrowngs are secured by property, plant and equipment to the value of £6 million (2010- £24 milhion)
11 investments in associates and joint ventures
201 2010
£m £m
1 January 2,666 2,521
Drfferences on exchange {(109) 105
Differences on exchange redlassified and reported in share of profit after taxation 4) )
Share of profit after taxation (note 5) 670 550
Dmidends (note 5) (486) (466)
Actuanal! losses relating to pensions and ather post-retirement benefits (note 20) {67) (54)
Share buy-backs (note 25} (71)
Other equity moverments 14 12
31 December 2,613 2,666
Non-cument assets 4,119 4,278
Cument assets 1,705 1,774
Non-current lizbilibes (1,656) (1,801)
Current habilibes (1,555) (1,585)
2,613 2,666
Reynolds Amencan Inc. {(Group’s share of market value £6,456 million (201¢ £5,105 mullion)) 1,831 1,872
ITC Ltd {Group’s share of market value £5,886 million (2010 £6,020 million)) 735 747
Other listed assoaates (Group's share of market value £65 mullion (2010 £44 million)) 12 13
Unhsted 35 34
2,613 2,666

The Group's share of non-current assets above include £1,503 rmillion (2010 £1,508 mullion) of goodwiil and £493 milhien (2010- £500 million) of
trademarks ansing from the Reynolds Amencan transaction in 2004 As a result of the disposal of the Lane business in 2011, £17 rullion of goodwall
ansing from the Reynclds transaction in 2004 has been reparted in the income statement. In addiion, the non-curent assets above include £669
rmillion (2010~ £664 million) of goodwall and £310 mulkion (2016~ £310 million) of tradernarks ansing from the acquisiton of Conwood by Reynolds

Amencan in 2006

Detals of the Group’s contingent habilites are set outm note 30 In addition to US libgation invabang Group companies, which is covered by the

R| Reynolds Tobacco Company (RIRT) indemnty referred to tn note 30, Reynolds Amencan tnc. (RAI) group comparies are named in itgation which
does not involve Group companies While it is impossible to be certain of the outcome of any parbicular case or of the amount of any possible adverse
verdict, it ts not impossible that the results of operations or cash flows of RAl, in particular quarterty or annual penods, could be matenally affected by
this and by the final outcome of any particular ibgation However, having regard to the contingent ability disdosures on liigation made by RAlin its

public financal reports, the Dwectors are satisfied with the camying value indluded above for RAI
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Notes on the accounts continued

11 Investments in associates and joint ventures continued

The Group’s share of the RAl results for the year to 31 December 2011 includes £42 mullion (2010 £50 million) in respect of external legal fees and
other external product liability defence costs

Additional information on assocates is provided in the prinapal assoaate undertaking sections to the Annuai Report.

12 Retirement benefit schemes

The Group’s subsidiary undertakings operate around 175 retirement berwefit arrangements worldwide These arangements have been developed in
accordance with tocal practices in the countnes concemed The majonty of scheme members belong to defined benefit schemes, most of which are
funded extemally and many of which are closed te new entrants The Group also operates a number of defined contnbubon schemes.

The liabilites ansing in the defined benefit schemes are determined in accordance with the advice of independent, professionally qualified actuanes,
using the projected unit credit method All schemes are formally valued at least every three years

The prinapal pension schemes are in the UK, Germany, Canada, the Netherlands and Switzerland Together these schemes account for over
85 per cent of the total obligations of the Group’s defined benefit schemes

In addiion, the Group operates significant schemes in Canada which provide employees with certain other retirement benefits, such as healthcare
The labrlies in respect of these benefits are also assessed by qualfied independent actuanes, apphying the projected unit credit method

The amounts recognised in the balance sheet are determined as follows

Pension schernes Healthcare schemes Total

2011 2010 201 2010 2011 2070

£m £m £m £m £m £m
Present value of funded scheme liabilites (5,652) (5,338) (23) (27) (5,675) (5,365)
Fatr value of funded scheme assets 5,184 5114 16 20 5,200 5134
(468) (224) @ ] (475) 231)
Mirnmum funding oblhigations (2) 29 (2) (29)
Unrecogrused funded scheme surpluses {(75) 51) {75) {51)
(545) (304) Q) @ (552) 3Gi1)
Present value of unfunded scherne liabilibes {197) {174 (149) (163) (346) 337
(742) (478) (156) (170) (898) {648)

The above net liability 1s recognised in the balance sheet as follows

— retrement benefit scherne hakulines (847) {600) (156) 070 {1,003) 770)
— retiremnent benefit scheme assets 105 122 105 122
742) (478) (156) (170) (898) (648)

The total accumulated net actuanal losses taken through other comprehensive income at 31 Decernber 2011 were £1,155 milion (2010- £693 mtllion)
for subsidianes, and £417 million (2010 £350 million) net of tax for assocates and joint ventures

In Jamarca, the pension scherne holds shares in Carreras Group Ltd (a Group subsichary) with a far value of £6 mllion (2010 £6 mullion)
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12 Retirement benefit schemes continued
The amounts recogrused in the Income statement are as follows.

Pension schernes Healthcare schemes Total

2011 2010 201 2010 2011 2000

£m £m Em £m £m £m

Defined benefit schermes

— current service cost n 69 1 1 72 70

—Interest cost 285 300 n 1 296 3
- expected return on scheme assets (316) (298) (2) 2 (318) (300)

— past service cost 9 4 9 4
—settlenents and curtailments (3) {2) 2 (3) HC)

46 73 10 8 56 a1

Defined contnbution schemes 42 38 42 38

Total amount recognised 1n the income statement (note 3(a}) 88 111 10 8 98 119

The above charges are recognised within employee benefit costs in 2011 and 20100 note 3(a) and indude a dharge of £7 millienin 2011 (2010-
£2 milhon credit) in respect of pension costs reported as part of the restructunng costs charged in amving at profit from operations (see note 3(e))

The movements in scherne habilibes are as follows

Pension schemes Healthcare schemes Total
2011 2010 2011 2010 2011 2010
£m £m £m £m £m £m
Present value at 1 January 5,512 5370 190 162 5,702 5,532
Drfferences on exchange (89) 104 4] 13 (96) 17
Curmrent service cost 72 72 1 1 73 73
Interest cost 281 304 10 11 291 315
Past service costs — vested 8 4 8 4
Contnbutions by scheme mernbers 3 3 3 3
Benefits paid (336) {327} (9 (4] (345) (336)
Settternents and curtallments (5) (5) (2) (5) (0]
Acquisition of subsidianes 1 1
Actuanal losses/{gains) 402 (13) (13) 14 389 1
Present value at 31 December 5,849 5512 172 190 6,01 5,702
Funded schemes 5,652 5,338 23 27 5675 5,365
Unfunded schemes 197 174 149 163 346 337
5,849 5512 172 190 6,021 5,702

The actuanal losses and gains in 2011 prnnapally relate to changes in assumptions regarding discount rates and mortality, while in 2010 the actuanal
gains and losses were offset by net expenence gains
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Notes on the accounts continued

12 Retirement benefit schemes continued
The movements in funded scheme assets are as follows

Pension schermes Healthcare schemes Total

2011 2010 2o 2010 2011 2010

£m £m £m £m £m £m

Fair value of scheme assets at 1 January 5114 4,618 20 16 5134 4,634

Differences on exchange (90) 93 5 3 (95) 96

Expected retum on scheme assets mn 302 2 2 313 304

Company contnbutions 242 218 7 7 249 225

Contnbutions by scheme members 5 5 5 5
Benefits paid (323) (316) (8) ® (331) (324)

Settlerments (2) 2
Actuanal {losses)/gains (73) 194 (73) 194
Fair value of scheme assets at 31 December 5,184 5114 16 20 5,200 5,134

The actuanal gains and losses in both years pnnapally relate to movements in the market value of scherne assets
Contnbutons to defined benefit schemes are deterrmined after consultation with the respective trustees and actuanes of the indvidual extemally funded

schemes and taking into account regulatory requirermnents.

Contnbutions in 2012 are expected to be £295 million for pension schemnes and £7 million for healthcare schemes, compared to £242 mullion and

£7 million, respectively, in 2011

Pension schemes Healthcare schemes Total
20m 200 2011 2010 20m 2010
£m £m Em £m £m £m
Actual retum on scheme assets 238 496 2 2 240 4938
The movements in the unrecogrused funded scheme surpluses are as follows
Pension schemes Healthcare schermes Total
2011 2010 201 00 20n 2010
£m £m £m £m £m £m
Unrecognised funded scheme surpluses at 1 January (51) 52) (51) 52
Differences on exchange 1 (4) 1 (4)
Movement In year (25 5 (25) 5
Unrecogrused funded scheme surpluses at 31 December (75) (51) {75) (51)
The movementin minimum funding obligations are as follows
Pension schemes Healthcare schemes Total
201 2010 201 2010 201 2010
£fm £m £m £m £m £Emn
Minimum funding obligations at 1 January (29) 75 (29) (75)
Differences on exchange (€] (€))]
Movement In year 27 53 27 53
Minimum fundlng obligations at 31 December (2) (29) (2) (29}

Movernents in unrecogrised scheme surpluses and minimum funding obligations are recogrused in other comprehensive Income

138 szt




Business review Corporate govemance | Finandal statements Other informabon

12 Retirement benefit schemes continued
The pnnapal actuanal assumptions (weighted to reflect individual scheme differences) used in the following pnnapal countnes are as follows

UK Gemany Canada Netherlands Switzerland
% 9% % % %

31 December 2011

Rate of increase i salanes 45 25 35 31 15
Rate of iIncrease in pensions in payment 30 17 Nib 15 Nl
Rate of increase in deferred pensions 25 Nil Nil 15

Discount rate 47 50 40 47 3¢
Ceneral inflatton 30 17 2.5 15 Nil

For healthcare inflabon in Canada, the assumption 1s 8 5 per cent reduang to 5 O per cent by 2018

For the remaining pension schemes, typical assumplions are that real salary increases waill be from © per cent to 4.5 per cent per annum and discount
rates will be from O per cent to 5 25 per cent above inflaon Pension increases, where allowed for, were generally assurned to be in line with inflatien

UK Germany Canada Netherands  Switzerland
% 9% % %

31 December 2010

Rate of Increase in salanes 49 25 5 31 15
Rate of increase in pensions in payment 34 1.5 13 19 Nil
Rate of increase in deferred pensions 29 Nil Nil 19

Discount rate 54 48 47 51 30
General inflabon 34 15 25 19 04

For healthcare mflaton In Canada, the assumption was 9 O per cent reducng to 5 O per cent by 2018

For the remaining pension schemes, typical assumptions were that real salary increases will be from O per cent to 4 per cent per annum and discount
rates will be from 1 per cent to 8 per cent above inflation Pension increases, where aflowed for, are generally assumed to be in line wiath inflation

Discount rates are detemrruned by reference to nommal yields on high quality corporate bonds at the balance sheetdate For countnes where there 1s not
a deep market in such corporate bonds, the yield on govemment bonds is used

Mortality assumptions are subject to regular review In Canada, Germany, Swatzerland and the Netherlands the same tables were used for both years In
Canada UP94 tables, in Germany Heubeck tables 2005G, in Switzerland EVK 2000 mortality tables and in the Netherlands AG Prognosetafel 2010-2060
mortality tables have been used In the UK the $1NA {year of birth) table with the Continuous Mortality Investigation (2009) model witha 1 5 per cent
long term improvement rate, has been used In 2010 the PXA92 (year of birth) table rated up two years for active and deferred members, with a

1 2 per cent underpin on future iImprovemnents and the PXA92 (year of birth) table rated up three years for current pensioners with no underpin

on future improvements, all wath the medium cohort effect were used

Based on the above, the werghted average ife expectancy, in years, for mortality tables used to determine benefit obligations is as follows
UK Germmany Canada Netherlands Switzerand

Male Female Male Fernale Male Female Male  Female Male  Female

31 December 2011

Member age 65 (current Ife expectancy) 225 247 185 226 197 221 199 246 189 214
Member age 45 (life expectancy at age 65) 247 271 212 251 212 229 2113 248 A7 239
31 December 2010

Member age 65 (current Ife expectancy) 196 224 183 224 197 221 197 245 178 206
Member age 45 {Iife expectancy at age 65) 233 267 210 250 212 229 213 248 206 233
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12 Retirement benefit schemes continued
The expected rates of return on scheme assets in the following pnnaipal countnes are as follows

UK Germany Canada Netherands  Switzerdand
% % % % %

31 December 2011
Equities 60 80 20 72 65
Bonds 38 50 40 37 24
Property 55 56 5.4
QOther assets 60 Nil 40 5.2

For the remaining pension schemes, typical expected long-term real rates of return ranged from O per cent to 11 per cent.

UK Germany Canada Netherlands Switzerland
% % 9% % 9%

31 December 2010
Equities 72 80 90 76 72
Bonds 48 50 40 42 27
Property 72 55 61 53
Other assets 72 Nil 40 17

For the remaining pension schemes, typical expected long-term real rates of retum ranged from 1 per cent to 11 per cent.

Expected rates of retumn are deterrmined taking into account the current level of expected retumns on nsk free Investrments, the histoncal level of nsk
premium assocated with other nvested assets, and the expectations for future returns on such assets

The major categores of assets as a percentage of the total fair value of scheme assets are as follows

UK Germany Canada Netherdands. Switzerland Others Total
% ki) % 9% % % %
31 December 2011
Equities 448 275 40 5 262 299 241 361
Bonds 509 290 533 646 442 562 501
Property 435 45 1813 17 76
Other assets 43 62 47 76 180 62
31 December 2010
Equities 539 336 407 297 320 238 406
Bonds 425 272 532 604 433 537 455
Property 20 392 53 173 17 83
Other assets 16 61 46 74 208 56

Other assets Include hedge funds, cash, reinsurance contracts, otherinvestments and recoverable taxes
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12 Retirement benefit schemes continued

Valuation of post-retirement schemes involves judgments about uncertain future events Sensitvibies in respect of the key assumpbons used to measune
the prnapal pension schemes as at 31 December 2011 are set out below These sensitvities show the hy pothetical impact of a change in each of the
listed assumptions in 1sckation, with the exception of the sensitvty to inflabon which incorporates the impact of centain corvelating assumptions such

as salary increases While each of these sensitvities holds all other assumptions constant, in practice such assumptions rarety change in 1solation and

the impacts may offset to some extent.

025 025
1 year 1 year percentage percentage
increase decreass  pointincrease  point decrease
£m im £m Em
Rate of mortality
— (decrease)/increase in profit before taxaton (6) 7
— increase/(decrease) of scheme hiabilies 133 (134)
Rate of inflation
—(decrease)/fincrease in profit before taxation (9) 9
— increase/(decrease) of scheme abilibes 134 (129)
Drscount rate
—increase/{decrease) in profit before taxabon 2 (2)
— (decrease)/increase of scheme labilines {152) 166
Expected retum on scheme assets
—increase/{decrease) in profit before taxaton 1 (11)
2 Spercentage 2.5 percentage
pointincrease  point decrease
£m £m
Market value of schermne assets
—increase/{decrease) in profit before taxation 6 {6)
—increase/{decrease) of scheme assets 105 (105)

The effect on the profit before taxabon reflects the impact on current service cost, interest cost and expected retum on scheme assets where relevant,
for 2012 The effect on schemne assets and liabilibes 1s as at 31 Decernber 2011

A one percentage point change n healthcare inflabon would have the following effects
1 percentage 1 percentage

pointincrease  point decrease
£m £m

31 December 2011
Effect on total of current service cost and interest cost 2 1}
Effect on healthcare scheme labslites 22 (18)

The history of the present value of the schemne liabilities, fair vatue of the scheme assets, the schemne net defiats and expenence gains and losses are
as follows

201 2010 2009 2008 2007
£m £m £m £m £m

Historical information

Scheme liabilibes 6,021 5,702 5532 4,895 4,497

Scheme assets 5,200 5134 4,634 4,182 4,223

Scheme net defiats (821) (568) (898) {(713) 274)
Expenence losses/(gatns) on scheme lizbthibes 6 191 75 156 6

Expenence losses/{gains) on scheme assets 73 (194) (358) 857 94

Expenence losses and gains on scheme liabilibes are presented as part of actuanal gains and losses
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13 Deferred tax

Deferred tax assets compnse
Excess of
depreciation Other
Stock over capital Tax Retirernent Fair value temporary
relief allowances losses berefits  losses/(gains) differences Total
Em £m £m £m £m £m £m
At 1 January 2011 3 70 42 1z 4 313 577
Differences on exchange 1) {7 (5) (3) m (N {26)
{Charged)/credited to the
income statement 1 (36) (20) [¢p)] 9 (49) {102)
Credited/{charged) to other comprehensive
income 1) 19 (€] 3 14
Subsidianes acquired (note 26(a)) 1 2 3
Other 1 1
At 31 December 2011 32 27 16 128 5 259 467
At 1 January 2010 33 62 51 109 6 268 529
Differences on exchange 1 2 6 (U] 13 21
Credited/(charged) to the income statement (2 28 (15) 20 13 4
White-off of unutilised losses in Turkey (note 6{c}) (35) (35)
Credited/{charged) to other comprehensive
ncorne (2) 14 19 €] 22
Other (3) 8 3 28 35
At 31 December 2010 Ell 70 42 117 4 313 577
Deferred tax labilibes compnse
Excess of
capital  Undistributed
allowarxes earnings of Other
Stock over  assoaates and Retirement Fair vatue termparary
relef  depreciation subsidianes benefits  {losses)/gans differences Total
£m im £m £m £m £m £m
At 1 January 2011 12 195 166 17 2 183 675
Differences on exchange (13) (16) 4) 1 (32)
(Credited)/charged to the incomne statement 10 [ 8 (3) (37) {16)
Charged to other comprehensive Income 7 2 9
Subsidianes acquired (note 26(a)) 5 40 45
Other (1) )
At 31 December 2011 2 193 158 1z 2 189 680
At 1 January 2010 8 215 161 1z 1 204 706
Differences on exchange 1 7 6 3 1 12
(Credited)/charged to the income statement 6 (38) 4] 7 (28) (60}
(Credited) to other comprehensive income (2 (2)
Other 3} 11 6 (03] 1 6 19
At 31 December 2010 12 195 166 117 2 183 675
201 2010
£m £m
Net deferred tax llabilities 213 98
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13 Deferred tax continued

The net deferred tax liabilites are reflected in the Group balance sheet as follows, after offsettirig assets and liabilibes where there 1s a legally enforceable
nght to offset current tax assets and habilites and where the deferred incorme taxes relate to the same fiscal authonty

2011 2010
£m £m
Deferred tax assets (343) “411)
Deferred tax liabilibes 556 509
213 98
Defarred tax expected to be recovered within 12 months
2011 2010
£m £m
Deferred tax assets (136) (162)
Deferred tax liabilties 136 121
(41)

At the balance sheet date, the Group has unused tax losses of £360 million (2010 £421 rillion) which have no expiry date and unused tax losses
of £561 mullion (2010 £538 milion) which will expire wathin the next 10 years No amount of deferred tax has been recogrised in respect of these

unused losses

At the balance sheet date, the Group has not recognised a deferred tax asset In respect of deductible temporary differences of £1,184 milhon
(2010 £795 mllion), which have no expiry date and £128 milion, which will expire wathin the next 10 years

At the balance shest date, the Group has unused tax credits of £80 million (2010 £80 million) which have no expiry date No amount of deferred tax

has been recognised n respect of these unused tax credits

At the balance sheet date, the aggregate amount of undistnbuted earnings of subsicianes which would be subject to dmdend withholding tax was
£2 billion (2010- £2 billion) No hability has been recogrused in respect of this withholding tax because the Graup s in a position to contro the timing

of these distnbutons and it 1s probable that these distnbutons will not be made in the foreseeable future

14 Trade and other receivables

2011 2010
£m £m
Trade receivables 1,857 1,831
Loans and other receivables 690 644
Prepayments and accrued iIncome 181 206
2,728 2,681
Cument 2,423 2,409
Non-current 305 272
2,728 2,681
Amounts recenvable from related parties including assoaated undertakings are shown in note 29
Trade and other recervables have been reported in the balance sheet net of allowances as follows
on 2010
£m £m
Gross trade and other recervables 2,777 2,741
Allowance account (49) (60)
Net trade and other receivables per balance sheet 2,728 2,681
British Amencan Tobacco

Annual Report 2011

143



Business review Corporate governance | Financial statements Other information

X

Notes on the accounts continued

14 Trade and other receivables continued
The movemnents in the allowance account are as follows

2011 2010

Em £m

1 January 60 7

Differences on exchange (5) 3

Prowvided in the year 1 8
Amounts reversed dunng the year 3 (&)
Amounts in respect of recervables wntten-off (14) (14)

31 Decemnber 49 0

Impaimment of trade recesvables, including wnte offs and allowances, charged dunng the year is induded as part of other operating expenses For 2011,
the net impairment changed was £11 million (2010- £3 million) of which £8 millton (2010 £ml), 15 reflected in the above ble

As at 31 Decemnber 2011, trade and other recevables of £42 million (2010 £58 million) were past their contractual payment date but not impaired
These relate to a number of external parties where there 1s no expectation of default. The aged analysis of these trade recevables s as follows

20m1 2010

£m £m

Less than three months 34 52

Bebween three and sx months 3 4

Between six months and one year 3 2
Greater than one year 2

The Group holds bank guarantees, other guarantees and credit insurance In respect of some of the past due debtor balances
Trade and other recevables are predominantly denominated in the functional currences of subsidiary undertakings apart from the following

20m 2010

£m £m

US dollar 127 126

UK sterling 12 108

Furo 32 29

Other currencies 36 39
Trade and other recervables also include certain interest beanng amounts and their effective interest rtes are as follows

201 2010 201 2010

£m £m % %

Euro 3 3 40 40

Other currenaes 11 11 57 74

There 1s no matenal difference between the above amounts for trade and other recevables and therr fair value due to the short-tarm duration of the
majonty of trade and other recenvables. There is no concentration of credit nsk with respect to trade recervables as the Group has a large number of
internationally dispersed customers
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15 Available-for-sale investments

20m 2010
£m £m
1 January 87 83
Differences on exchange m (1)
Addivons and advances 55 1
Revaluations 13 4
Disposals and repayments 57)
31 December 97 87
Current 57 58
Non-current 40 29
97 87
The classification of these investments under the IFRS 7 fair value hierarchy 15 given in note 24
Investments have the following matuntes
As per balance sheet
2011 2010
£m £m
Equity investments 40 30
Non-equity investments
—within one year 46 44
—beyond one year and within two years 10 H
—beyond two years and within three years 1
—beyond five years 1 1
97 87

There 1s no matenal difference between the matunty profile of Investments in the table above and the matunty profile on a gross contractual basis
where the values In each year include the investments matunng in that year together with forecast interest receipts on all Investments whuch are due

for all or part of that year

Investments are denominated in the functonal currency of the subsidiary undertaking or other currencies as shown below

2011 2010

£m £m

Functional currencies 82 83
US dollar 1 2
Other currencies 14 2
97 87

Non-equity tnvestments of £57 rmillion (2010 £57 million) are pancipally denominated in UK sterling and have an effective interest rate of 5 1 per cent

{2010 1 4 per cent)
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Notes on the accounts continued

16 Derivative financial instruments

The fair values of denvatives are determined based on market data (pnmanly yield curves, implied volatiites and exchange rates} to calculate the
present value of all estmated flows assoaated with each denvative at the balance sheet date In the absence of suffiaent market data, farr values would
be based on the quoted market pnce of sumilar demvatives The dassfication of these denvative assets and liabilibes under the IFRS 7 fair value hierarchy
1s given In note 24

2011 2010
Assets Liabilities Assets Liabwlbes
£m £m £m £m
Fair value hedges
— interest rate swaps 186 22 139 8
— CrOSS-CUITENCY SWaps$ 6 42 5 LY
Cash flow hedges
= CrOSS-CUITENCY swaps 4
—forward foreign cumrency contracts 44 85 36 96
Netinvestment hedges
- forward foreign currency contracts 59 34 52 60
Cash flow hedges and net mvestment hedges
- bifurcated cross-currency swaps n
Heldfor-trading *
— forwand foreign currency contracts 34 63 21 92
— others 9 14 9 12
Total 338 264 273 319
Current 159 177 145 227
Non-current 179 87 128 92
338 264 273 319
Denvatives
~1n respect of net debt 223 126 171 149
—other 115 138 102 17¢
338 264 273 319

* As explatned in note 4, some denvative financial Instruments are not designated as hedges and so are required to be classified as held-for-trading
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16 Derivative financial instruments continued
For cash flow hedges, including bifurcated denvatives, the iming of expected cash flows s as follows

2011 2000
Assets Liabilibes Assets Labilibes
£m £m £m £m
Within one year 1 82 75 77
Between one and two years 3 n 2 18
Between two and three years 4 1
44 97 77 96

Less bifurcated denvatives designated as net investment hedges 8) (30)
44 89 47 96

The Group's cash flow hedges are pnnapally in respect of sales or purchases of inventory and certain debt instruments The tming of expected cash
flows in respect of dernvatives designated as cash flow hedges s broadly expected to be comparble to the time penods when the hedged ttem will
affect profit or loss

At 31 Decemnber 2010, the Group had a recetve €465 million fixed rate, pay DKK 3,468 mullion fixed rate cross-curmency swap which was brfurcated into
a recetve €465 mullionfixed rate pay £368 million fixed rate cross-currency swap designated as a cash flow hedge and a receive £368 million fixed rate
pay DKK 3,468 million fixed rate cross-currency swap designated as a net investrment hedge

Following the matunity of the swap in 2011, the Group entered Into a receive €467 million, pay DKK 3,470 million foreign exchange forward contract
which has been bifurcated into a receive €467 million, pay £398 million foreign exchange forward contract desgnated as a cash flow hedge and a
recetve £398 million, pay DKK 3,470 million foreign exchange forward contract designated as a net investment hedge

The above table includes the tirming of expected cash flows on the bifurcated foreign exchange forward contract designated as a cash flow hedge and
the cross-currency swap designated as a cash flow hedge for 2011 and 2010, respectively
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16 Derivative financial instruments continued
The tables below set out the matuntes of the Group's denvative finanaal nstruments on an undiscounted contractual basis, based on spot rates
The matunty dates of all gross-settled denvative finanaal instruments are as follows

2011 2010
Assets Liabilities Assets Liabiles
Inflow Outflow Inflow Outflow Inflow Cutflow Inflow Outflow
£m £m £m £m £m £m £m £m
Within one year
— forward foreign currency contracts 4,297 (4,177 6,626 (6,788) 4,182 (4,075) 6,987 7,219
— Cross-Cumency swaps 1 39 (26) 430 {419) 13 (8)
— other 1,188 (1,175) 1,174 (1,189) 1,379 (1,373} 1,371 (1,381)
Between one and two years
— forward foreign currency contracts 293 (277) 348 (358) 167 (164) 364 (378}
— Cross-currency swaps 1 68 (56) 1 18 ()]
Between two and three years
— forward foreign currency contracts 6 (6) 55 (54) 39 (40)
— CrOSS-CUTeNcy $waps 1 183 Qar7n 1 18 {14)
Between three and four years
— CrOss-CUITENCY SWaps 1 36 27 1 m 18 (16)
Between four and five years
= Cross-CUITENCY Swaps 1 361 (422) 1 (1) 18 18)
Beyond five years
— Cross-CUITency swaps 19 (15) 592 (634) 20 (16) 343 [Cak]
5,808 (5,650) 9,482 (9,731) 6,182 (6,049) 9,194 (9,502)
The matunty dates of net-settled denvative financal nstruments are as follows
2011 2010
Assets  Liabiiies Assets Liabxlies
Inflow/  (Inflow)/ Inflow/ (Inflow)/
{Outflow) Cutflow (Outflaw) Outflow
£m £m £m £m
Within one year 59 15 54 m
Between one and two years 58 10 40 o)
Between two and three years 35 6 19 2
Between three and four years 14 3 15 1
Between four and five years 12 1 8 3
Beyond five years 18 ) 22 32
196 34 158 26

The above analysis of denvatives settled on a net basis prmanly relates to the Group's interest rate swaps
The fatr vaiue of denvative financial instruments 1s summansed as follows

on 2010

Assets  Liabiies Assels Liabilibes

£m £m £m £m

Interest rate swaps 186 22 139 8
Cross-cumency swaps 6 46 16 51
Forward foreign currency contracts 137 182 109 248
Others 9 14 9 12
338 264 273 319
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16 Derivative financial instruments continued
(a) Interest rate swaps

2011
Interest rate %
Maturity Prinapal Assets Liabilities
date currency m £m Original Swapped £m £m
Fixed to floating 2012 EUR 337 281 36 note (a) 7
2013 EUR 400 334 51 note (a) 24
2013 GBP 150 150 58 note (a) 10
2014 GBP 500 500 60 note (a) 29
2014 GBP 250 250 60 note (a) 22
2019 GBP 250 250 64 note (a) 64
2020 EUR 600 501 40 note (a) 30
Floating to fixed 2017 EUR 600 501 note (a) i7 22
186 22
2010
Interest rate %
Matunty Prnaipal Assets Liabilides
date cumency m £m Criginal Swapped £m £m
Fixed to floating 2012 EUR 337 289 36 note (a) 14
2013 EUR 400 343 51 note (a) 3
2013 GBP 150 150 58 note (a} 12
204 GBP 500 500 60 note (a} 20
2014 aBp 250 250 60 note (a) 20
2012 GBP 250 250 64 note (a) 39
2020 EUR 600 514 40 note (a) 8
Floating to fixed 2017 EUR 600 514 note (a) 37 3
139 8
Note(2) The floating rate interest rates are based on LIBOR (or local equivalent) plus a margin ranging between 35 and 268 basis points.
These swaps have been used to manage the interest rate profile of external borrowings and are reflected in the repnang table in note 21
{b) Crosscurrency swaps
2011
Principal Princlpzl
Interest  onginal Interest swapped
Maturity  Original m@ate  currency Swapped rata currency Assets Liabilities
date  currency % m £m  currency % m £m £m £m
Fixed to floating 2016 GBP 55 325 325 EUR note (b) 473 395 30
2019 EUR 46 20 17 usb note (b) 22 14 6
201 EUR 36 600 50 GBP note (b} 518 518 12
Floating to fixed 2014 usD note (b) 261 168 COP 72 504,158 167 4
6 46
2010
Pnncipal Principal
Interest onginal Interest swapped
Maturity  Cnginal rate  currency Swapped rate currency Assets  Liabilibes
date  currency % m Em  cumency % m £m £m £m
Fixed to fixed 201 EUR 59 465 398 DKK 62 3468 399 1
fixed to floatng 2016 GBP 55 325 325 EUR note (b) 473 405 5
2019 EUR 46 20 i7 usb note (b} 22 14 5
16 51

Notz{b):ThﬂoaungmemterutraLna:ebasedonUBOR(orbcaleqmvalent)plusanmrgnmngmgbetweenBZandZSObasspants(ZOlObetween&Zarﬂm

basis points).
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16 Derivative financial instruments continued

() Forward foreign currency contracts
Forward foreign currency contracts are denominated in the following currencies

Fair values of assets

2011 2010
Currences purchased forward Currenaes purchased forward
GBP  USD EUR BRL Others  Total GBP UsD EUR  Others  Total
£m £m £m £m £m £m £m £m £m £m £m
Cumencies sold forward
CHF 12 1 13
EUR 8 21 1 60 1 10 4 25
G8P 9 5 14 5 10 14 29
HUF 4 2 6
PLN 1 5 6
RUR 1 3 4
usoD 2 2 36 2 7 45
ZAR 19 1 1 2
Other currencies 6 4 1 JA [ 1 2 1 10
83 38 9 7 137 53 16 14 26 109
Fair values of liabilities
2011 2010
Currencies purchased forward Currences purchased forward
GBP usD EUR BRL  Others Total GBP ush EUR Others Total
£m £m £m £m £m £m £m £m £m £m £m
Currenaes sold forward
AUD 28 1 29 37 6 1 44
BRL 4 4
CAD 5 2 7 15 2 17
CHF 2 4 6 24 9 33
EUR 2 ] 10 27 [ 1 34
GBP 1 10 11 [ 2 8
Py 41 41 52 52
NOK 2 2 4 4
SEK 5 5 2 2
uso 1 7 1 2 61 13 1 14
ZAR 3 3 22 1 23
Other currencies 4 1 2 7 8 2 2 1 13
BS 43 31 1h) 12 182 146 78 22 2 248
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16 Derivative financial instruments continued

(<) Forward foreign currency contracts
Forward foreign currency contracts have been used to hedge both internal and external forecast transachons as well as the hedging of intemal and
external assets and liabilibes.

Certain contracts were used to manage the currency profile of external borrowings and are reflected in the currency tzble in note 21, and their nominal
values are as follows

201 2010
Purchase Sell Purchase Sell
£m £m £m £m
Forward contracts to purchase GBP, sell CHF (89) 86 181) 189
Ferward contracts to purchase GBP, sell CAD (290) 294 (292) 299
Forward contracts to purchase GBP, sell AUD {1,092) 121 (1,074) 1,048
Forward contracts to purchase GBP, sell USD (268) 272
Forward contracts to purchase EUR, sell DKK (390) 390
Forward contracts to purchase EUR, sell SEK (126) 130 (130} 132
Forward contracts to purchase EUR, sell NOK {160) 162 (160) 164
Forward contracts to purchase EUR, sell GBP {75) 77 (372) 367
(d) Others
201 200
Assets Liabiitres Assets Liabulibes
£m £m £m £m
Others Bund forwards (note (7)) 9 n 5 7
Interest denvatrve {note (ii)) 3 5
Sinking fund policy {note i) 4
9 14 9 12
Notes

@ Forward contracts to purchase and sell German govemment sectnties with a nominal vatue of €1 4 ndbon (2010 €1 6 billion) taken out to manage intemal finanang
arrangements and matusing within one year

() Remairung impact of an interest denvative with a nominal value of €1 bilion matunng in 2013
(i#) Investment in sinking fund policy with a nominal value of ZAR1 millon (2010 ZAR33 milhon)

17 Inventories

2011 2010

£m £m

Raw matenals and consumables 1,797 1,893
Firushed goods and work in progress 1,477 1,531
Goods purchased for resale 224 184
3,498 3,608

Inventones pledged as secunty for liabihtes amount to £13 mullion (2010- £17 rullion) Whnte-offs taken to other operating expenses in the Group
income statement compnse £38 million (2010~ £45 mullion), including amounts relating to restructunng costs

18 Income tax receivable and payable

Incomne tax balances shown on the Group balance sheet as current assets and current habilires, while subject to some uncertainty as to the extent and
tmung of cash flows, are largely expected to be recerved or paid within 12 months at the balance sheet date for both 2011 and 2010
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Notes on the accounts continued

19 Cash and cash equivalents

201 2010

£m fm

Cash and bank balances 970 943
Cash equrvalents 1,224 1,386
2,194 2,329

Cash equivalents mainly compnse short-term deposits and investrents In money market funds wath an original matunty of three months or less
The camying value of cash and cash equivalents approximates their fair value

Cash and cash equivalents are denominated in the functional currency of the subsidiary undertaking or ather currencies as shown below

zon 2010

£m £m

Functional currency 1,404 2131
US dollar 678 102
UX stering 14 10
Euro 30 14
Other currencies 68 72
2,194 2,329

At 31 December 2011, cash and cash equivalents of £1 miflion (2010 £nil) were pledged as collateral
In the Group cash flow statement, net cash and cash equivalents are shown after deducting bank overdrafts and accrued interest, as follows

20m 2010
£m £m
Cash and cash equivalents as above 2,194 2,329
Less
— accrued interest (U]
— overdrafts (252) (145)
Net cash and cash equivalents 1,942 2,183

Cash and cash equivalents include restncted amounts of £146 million (2010 £82 million), prnapally due to exchange control regulations in
certain countries
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20 Capital and reserves — reconciliation of movement in total equity
Attributable to owners of the parent

Share
premium,
capital Total
redemption attnbutable to Non-
Share  and merger Other Retained ownensofthe  controlling Total
capital reserves reserves eamings parent interests equity
£m £m £m £m £m £m £m
1 January 2011 506 3,910 1,600 3,190 9,206 342 9,548
Comprehensive income and expense
Profit for the year 3,095 3,095 280 3,375
Differences on exchange
= subsidhanes (377) 377 [€2)] 411)
— assoaates (109) (109) o9
Differences on exchange reclassfied and reported n
profit for the year 4) (4) 4
Cash flow hedges
~ net fair value losses a9) 9) {2) (21)
— reclassified and reported in profit for the year i8 38 38
—redassified and reported in net assets (5) {5) {5)
Avallable-for-sale investrents
—net fair value gains 26 26 26
—reclassified and reported in profit for the year (1)) m (U]
Net investment hedges
— net fair value gains 62 62 62
— differences on exchange on borrowings (104) {104) (104)
Retirement benefit schemes
— actuanal losses in respect of subsidianes
{note 12) (461) (461) (1) (462)
— surplus recogmtion and minimum funding
obligations n respect of subsichanes
(note 12) 3 3 (1) 2
—actuanal losses in respect of assoaates
net of tax {note 11) 67) (67) 6n
Tax on other items recogrised directly
in other comprehensive income (note 6(d)) 5 12 17 3 20
Other changes in equity
Employee share options
—value of employee services 76 76 76
- proceeds from shares issued 3 2 5 5
Dridends and other appropnations
—ordinary shares (2,358) (2,358) (2,358)
- to non-controlling interests (279) (279)
Purchase of own shares
- held in employee share ownership trusts (123) (123) (123
— share buy-back programme (755) (755) {755)
Non-controiling interests — acquisitons (10) (10) (10)
Other movements 32 32 (1) 31
31 December 2011 506 3,913 1,112 2,636 8,167 307 8,474
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Notes on the accounts continued

20 Capital and reserves — reconciliation of movement in total equity continued

Attributabie to owners of the parent
Share
prernm,
capital Total
redemption attributable to Non-
Share  and merger Other Retained  owners of the controlling Total
capital reserves reserves earmings parent interests equity
£m £m £m £m £m £m £m
1 January 2010 506 3,907 1,032 2,168 7,613 299 7,92
Comprehensive iIncome and expense
Profit for the year 2,879 2,879 261 3,140
Differences on exchange
— subsidianes 484 434 18 502
- assocates 105 105 105
Differences on exchange reclassified and reported in
profit for the year (3) (3 3
Cash flow hedges
— net fair value losses {106) (106) (106)
—reclassified and reported in profit for the year 55 35 55
— reclassified and reported in net assets 3 3 3
Available-for-sale investments
— net fair value gains 4 4 4
Net investrment hedges
- net farr value losses 31 a3n 31
— differences on exchange on borrowings n i 3 74
Retirement benefit schemes
- actuanal gains/{losses) in respect of subsichanes
(note 12) 198 198 &) 193
— surplus recognition and minirmurmn funding
obhgations in respect of subsidianes (note 12) 57 57 1 58
—actuanal losses 1n respect of associates net of tax
{note 11) (54) 54) G4
Tax on other items recogrised directly in other
comprehensive incorne (note 6(d)) (4 16 2 m 1
Other changes in equity
Employee share options
- value of employee services 67 67 67
— proceeds frorn shares issued 3 4 7 7
Dmdends and other appropnations
— ordinary shares (2,093) (2,093) {2,093)
- to nan-controlling interests (234) (234)
Purchase of own shares
— held in employee share ownership trusts (66) (66) (66)
Non-controlling interests — acquisibons 12) (12) (12)
Other movernents 26 26 26
31 December 2010 506 3,910 1,600 3,190 9,206 342 9,548

Details relating to the allotted share capital, and movemnents theresn, are Inctuded in note 4 of the Parent Company finanaal statements
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20 Capital and reserves — reconciliation of movement in total equity continued
Share prermum account, capital redemption reserves and merger reserves comprise

Share Caprtal
premum reclemption Memger
account reserves reserves Taotal
£m £m £m £m
1 Janary 2010 58 101 3,748 3,907
31 Decermnber 2010 61 11 3,748 3,910
31 December 2011 64 101 3,748 3,913

The share premium account includes the difference between the value of shares 1ssued and thesr nominal value The increase of £3 million

(2010 £3 million) relates solely to ordinary shares issued under the Company's share option schemes These schemes are descnbed in the
remuneration report.

On the purchase of own shares as part of the share buy-back programme for shares which are cancelled, a transfer is made from retained earnings

to the capital redemption reserve equivalent to the nominal value of shares purchased Purchased shares which are not cancelled are classified as
treasury shares and presented as a deduction from total equity

Total equity attnbutable to owners of the parent s stated after deductng the cost of treasury shares which include £1,278 million (2010 £523 rullion)
for shares repurchased and not cancelled and £261 million (2010- £227 million) in respect of the cost of own shares held in employee share
ownership trusts

Transaction costs deducted from equity for the year ended 31 Decernber 2071 were £5 rrullion (2010 £l

In 1999, shares were issued for the acquisiion of the Rothmans intemational BV Group, and the difference between the fair value of shares issued
and their nominal value was credited to merger reserves
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Notes on the accounts continued

20 Capital and reserves — reconciliation of movement in total equity continued
Mavements In other reserves and retained earmings (which 15 after deducting treasury shares) shown above compnse

Avallable-
Translation Hedging for-sale  Revaluation

reserve reserve reserve reserve Other

£m £m £m £m £m

Total other
reserves
£m

Retained eamings

Treasury
shares
£m

Other
£m

1 January 2011 868 (35) 15 179 573
Comprehensive income and expense
Profit for the year
Differences on exchange
— subsidianes (377)
— associates (109)
Differences on exchange reclassified and
reported n profit for the year “)
Cash flow hedges
— net fair value losses 19}
- reclassified and reported in profit for the year 38
— reclassified and reported in net assets (5)
Available-for-sale investments
- net fair value gains 26
- redlassified and reported n profit for the year m
Net investment hedges
— net far value gains 62
— differences on exchange on borowings 104)
Retrernent benefit schemes
— actuanal losses in respect of subsichanes
(note 12)
~surplus recogrition and mirsmum funding
oblgations in respect of subsidianes (note 12)
— actuanal losses in respect of associates net of
tax (note 11)
Tax on items recognised directly in other
comprehensive income (note 6{d}) 13 (8)
Other changes in equity
Employee share options
— value of employee services
— proceeds from shares 1ssued
Dradends and other appropnations
— ordinary shares
Purchase of own shares
— held in employee share ownership trusts
— share buy-back programme
Non-<ontrolling interests — acquisiions
Other movemenis

1,600

(377
{(109)

1LY
9
(3

26
m

62
(104)

(750)

(123)
(755)

87

3,940

3,095

(461)

(67)

12

76

(2,358)

(10)
(55)

31 December 2011 349 (29) 40 179 573

1,112

(1,539)

4,175
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20 Capital and reserves — reconciliation of movement in total equity continued

Available-

Translaton Hedging for-salke
reserve reserve reserve

£ £m £m

Revaluation
reserve
£m

Other

£m

Retained earmings

Total other Treasury
reserves shares Other
£m £m £m

1 January 2010

Comprehensive tncome and expense

Profit for the year

Differences on exchange

- subsidianes

—assocates

Differences on exchange reclassified and

reported in profit for the year

Cash flow hedges

- net fair value losses

—reclassified and reported in profit for the year

~reclassified and reported in net assets

Avallable-for-sale investments

—net fair value gains

Net investment hedges

—net fair value losses

— differences on exchange on borrowings

Retrement benefit schernes

—actuanal gains in respect of subsidianes
(note 12)

— surplus recogriion and rinimum funding
obligations in respect of subsidianes
{note 12)

—actuanal losses in respect of
assocates net of tax (note 11)

Tax on iterns recogrused directly

in other comprehensive Income

(note 6(d))

Other changes in equity

Employee share options

—value of employee services

- proceeds from shares issued

Dmidends and other appropnations

— ordinary shares

Purchase of own shares

— held in employee share ownership trusts

Non-controlling interests — acqtasihons

Other movernents

275 %) n

484
105

3

(106)
55

Gn
71

(33 19

179

573

1,032 (772) 2,940
2,879

484
105

&)

(106)
55
Gn
71
198

57

€0
(14) 16
67
(2,093)
(66)

a2
84 (58)

31 December 2010

868 {35) 15

179

573

1,600 (750) 3,940

The translabion reserve 15 as explained i the accounting policy on foreign currencies in note 1

The hedging reserve and the available-for-sale reserve are as explained in the accounting policy on financal instruments in note 1

The revaluation reserve relates to the acquisition of the agarette and snus business of ST in 2008

Of the amounts released from the hedging reserve dunng the year, losses of £5 millon (2010- £4 million) and losses of £26 million (2010- £38 million)
were reported within revenue and raw matenals and consumables respectively, together with a gain of £2 mullion (2010~ £3 rmillion) reported in other
operating expenses and a loss of £9 mullion (2010° £16 million) reported within net finance costs

British Amencan Tobacco
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Notes on the accounts continued

20 Capital and reserves — reconciliation of movement in total equity continued
Other reserves compnse
(a) £483 million which arose in 1998 from merger accounting in a Scheme of Arrangement and Reconstruction wherebyy Bratish Amencan Tobacco

p | ¢. acquired the entire share capital of B.AT Industries p | ¢ and the share capital of that company’s panapal finanaal senvices subsidianes was
distributed, so effectively demerging them, and

{b} I the Rothmans transaction, convertible redeemable preference shares were issued as part of the consideration The discount on these shares was
amortised by crediing other reserves and charging retained eamings The £90 rmullion balance in other reserves compnses the accumulated balance in
respect of the preference shares converted dunng 2004

The tax atinbutable to components of other comprehensive Income 15 as follows

2011 2010
£m £m
Translation reserve
Differences on exchange 7 4
Net investment hedges
— difference on exchange on borrowings 6 (29)
13 (33)
Hedging reserve
Cash flow hedges
—net fair value losses 8 27
— reclassified and reported in profit for the year (16) (8)
(8) 19 i
Retained eamings
— actuanal (losses)/gains in respect of subsichanes 13 31
— surpius recogmiton and minimum funding obligations in respect of subsidianes 1) ()]
12 16
Owners of the parent 17 2
Non-controlling interests 3 {1)
Total tax recognlsed in other comprehensive income for the penod (note 6(d)) 20 1
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21 Borrowings

2013 2010
Currency Matunty dates Interest rates £m £m
Eurobonds Euro 2011 to 202} 36%1059% 4,985 5,064
UK sterling 2013 to 2040 55%t07 3% 2,675 2,626
Bonds issued pursuant to Rule 144A
and Reg$ under the US Secunties Act
(as amended) US dollar 201310 2018 81%to09 5% 643 637
Other notes Malaysian nnggit 2012to 2014 4 19 to4 5% 134 136
Indonesan rupiah 202 10 5% 96 96
Other currenoes 26 26
Syndicated bank loans US dollar 2012 floating rate 444 442
Euro 2013 floating rate 374 382
Commercial paper 85
Bank loans 497 629
Other loans 57 47
Finance leases 8 20
Overdrafts 252 145
10,276 10,250

The floating tnterest rates referred t i the table above are based on EURIBOR or USD LBOR plus a margin ranging between 28 and 105 basis points
(2010 28 and 105 basis points)

2011 2010

£m £m

Current 1,766 1,334
Non-cumrent 8,510 8,916
10,276 10,250

Current borrowings include interest payable of £230 million at 31 Decemnber 2011 (2010- £242 million) included within bofrowings are
£3,066 million (2010 £2,595 million) of bormowings subject to fair value hedges where their amortised cost has been increased by £189 million
(2010 £150 mulhion} in the table above

The fair value of borrowings is estmated to be £11,263 million (2010 £10,963 million) and has been determined using quoted market prices
or discounted cash flow analysis

201 2010
£m £m
Amounts secured on Group assets 27 61

Arnounts secured on Group assets include finance leases of £8 million (2010~ £20 milkion) The remaining amounts are secured on certain property
and inventory of the Group (note 10 and note 17)

Bomowings are repayable as follows

Contractual

Per balance sheet gross rnatunties

201 2010 201 2010

£m fm £m £m

Withun one year 1,766 1,334 1,922 1,389
Between one and two years 1,228 1,057 1,602 1,382
Between two and three years 665 1,232 1,086 1,740
Between three and four years 1,042 617 1,417 1,021
Between four and five years 454 1,067 767 1,430
Beyond five years 5121 4,943 6,978 7,061
10,276 10,250 13,772 14,023

The contractual gross matunties tn each year include the borrowtngs matunng in that year together with forecast interest payments on all borrowings
whuch are outstanding for all or part of that year

Bntish American Tobacco
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Notes on the accounts continued

21 Borrowings continued
Borrowings are denormunated in the functonal currency of the subsidiary undertaking or other currenaes as shown below:

Funcbional us UK Canadian Australian Other
curmency dollar sterling Euro dollar dollar  cumences Total
£m £m £m £m £m £m £Em £m
31 December 2011
Total borrowings 5213 1,264 329 3431 1 38 10,276
Effect of denvative finanaal instruments
— OSSCUITeNncy swaps 1,080 (154) (325) (518) 83
— forward foreign curency contracts (1,662) 272 {751) 294 1,121 768 42
4,631 1,382 4 2,162 295 1,121 806 10,401
31 December 2010
Total bommowings 511 1,277 329 3,524 1 8 10,250
Effect of denvatve financal iInstruments
— Cross-CUIMency swaps 14 (325) (10 399 78
—forward foreign currency contracts (1,180 (662) 299 1,048 485 {10)
3,931 1,291 4 2,852 300 1,048 892 10,318

Details of the denvative finanaal instruments inclucled in these tables are given in note 16
The exposure to interest rate changes when borrowings are repnced 1s as follows
withun Between Between Between Between Beyond

1 year 1-2 years 2.3 years 3-4years 4-5years Syears Total
£m f£m £m £m £Em Em £m
31 December 2011
Total borrowings 2,373 848 598 1,042 324 5,0 10,276
Effect of denvative finanaal instruments
— interest rate swaps 1,484 {(484) (750) (250)
— CIOSS-CURTENCY SWaps 759 167 (325) (518) 83
4,616 364 15 1,042 (1) 4,323 10,359
31 December 2010
Total borrowings 2,179 616 851 617 1,067 4,920 10,250
Effect of denvative finanaal instruments
— interest rate swaps 1,782 (289 (493) (750) (250)
— CTOSS-CUIency swaps 419 (342) 77
4,380 327 358 {133) 1,067 4,328 10,327

Details of the denvative finanaal instruments included in these tables are given in note 16
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21 Borrowings continued
Finance lease iabilites per the balance sheet and on a contractual gross matunty basis are payable as follows

2011 2010
Princzpal Interest Total Principal Interest Tota)
£m £m £m £m £m £Em
Withun one year 4 4 1" 1 12
Between one and two years 1 1 5 5
Between two and three years 1 1 2 2
Between three and four years 1 1 1 1
Between four and five years 1 1
Beyond five years 1 1
] B 20 1 21
Borrowings facihties — undrawn comimutted facilibes expire as follows
2011 2010
£m £m
Within one year 194 282
Between one and two years 10
Between two and three years
Between three and four years 2,000
Between four and five years 2,000
2,204 2,282

In December 2010 the Group negotiated a new central banking facity of £2 billion wath a final matunty date of December 2015 The existing central
banking faality of £1 75 billien, with a final matunty date of March 2012, was cancelled at the same time

The Group defines net debt as follows

2011 2010

£m £m

Borrowings {note 21} 10,276 10,250

Denvatives in respect of net debt.

—assets (note 16) (223) (71

— habxlibes (note 16) 126 149
Cash and cash equivalents (note 19) (2,194) (2,329)
Current avallable-for-sale investments (note 15) (57) (58)

7,928 7,841
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Notes on the accounts continued

22 Other provisions for liabilities and charges

Restructuring Employee
of existing related Other
businesses benefits Fox River provisions Total
£m £m £m £m fm
1 January 2011 207 48 214 469
Differences on exchange (8) @ 6 (26)
Subsidianes acquired 5 9 14
Provided in respect of the year 52 5 274 61 392
Uthsed dunng the year o1 (6) {(48) {145)
Other movements (an 1 (10)
31 December 2011 149 50 274 221 694
Analysed on the Balance Sheet as
—current 77 22 137 236
— non-current 72 28 274 84 458
149 50 274 221 694

The restructunng provisions relate to the restructunng and integrabon costs incurred and reported as adjusting tems in the income statemnent.

The pnnapal restructunng acthities in 2011 and 2010 are as descibed tn note 3(e) While some elements of the non-curent provisions of £72 million
will unwind over several years, as termination payments are made over extended penods in some countries, it 1s estmated that one-third will urnwind in
2013 and over 80 per cent within five years

Employee related benefits mainly relate to long-term employee benefits other than post-retirement benefits As the pnnapal components of these
provisions are long service awards and ‘ubilee’ payments due after a certain service penod, they will unwind over severl years It 1s estmated that
approximately 50 per cent of the non-current provisions of £28 million wall unwind wathun five years

A provision of £274 rillion has been made for a potential daim under a 1998 settlement agreement entered into by a Group subsidiary in respect
of the clean up of sediment in the lower Fox River Thisis explained in more detail in note 30 (see page 182)

Other provisions compnse balances set up in the ordinary course of general business that cannot be dassified wathin the other categones, such as sales
returns, onerous contracts, together with amounts in respect of supplier, exase and other disputes The nature of the amounts provided in respect
of disputes 15 such that the extent and tirming of cash flows 15 difficult to estmate, and the ulbmate labikity may vary from the amounts provided

Amounts provded above are shown net of reversals of unused prowisions which indude £1 mullion for restructuring of exsting businesses, £1 million
for employee benefits and £17 mullion for other provisions
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23 Trade and other payables

2011 2010

£m £m

Trade payables 668 712
Duty, exase and other taxes 3,085 3,306
Accrued charges and deferred income 1,168 1,088
Socal secunty and other taxaton 8 15
Sundry payables 429 407
5,358 5,528

Current 5174 5,335
Non-current 184 193
5,358 5,528

Accrued charges and deferred income include £8 million (2010 £30 millian) in respect of interest payable Amounts payable to related parties
including associated undertakings are shown in note 29

There 1s no matenal defference between the above amounts for trade and cther payables and therr fair value due to the short-term duration of
the majonty of trade and other payables

Trade and other payables are predominantly denominated in the functional currenaes of subsidiary undertakings with less than 5 per centin
other cumencies

24 Financial instruments and risk management

Managernent of financial risks

One of the pnnapal responsibilites of Treasury 15 1 manage the financal nsks ansing from the Group’s underlying operations Specifically, Treasury
manages, within an overall policy framework set by the Group’s Main Board and Corporate Finance Commuttee (CFC), the Group’s exposure to
funding and liquidity, interest rate, foreign exchange and counterparty nsks The Group's treasury posiion s monitored by the CFC which meets
regularly throughaut the year and 15 chaired by the Group Finance Director The approach is one of nisk reduction within an overall framewaork of
delvertng total shareholder returmn

The Group defines capital as net debt (see note 21) and equity (see note 20) The only extemnally imposed capital requirement for the Group 1s nterest
cover as descnbed under Interest rate nsk below The Group assesses its finanaial capaaty by reference to cash flow, net debt and interest cover Group
policies include a set of financing principles and key performance mdicators including the monitoning of credit ratings, interest cover and hquidity

These prowide a framewark within which the Group’s capital base 1s managed and, in partcular, the policies on diwdends (as a percentage of long-term
sustainable earnings) and share buy-back are deaded The key objective of the finanang panapies 1s to appropnately balance the nterests of equity
and detat holders in dmang an effiaent finanang mi for the Group

The Group manages its financial asks In line with the classfication of its finanaal assets and hiabilites in the Group's balance sheet and related notes
The Group'’s management of speafic nsks 1s dealt with as follows

Liquidity risk

It 15 the policy of the Group to maximise financial flexibility and ririmise refinancing nsk by 1ssuing debt wath a renge of matuntes, generally matching
the projected cash flows of the Group and obtaining this finanang from a wide range of providers The Group has a target average centrally managed
debt matunty of at least 5 years with no more than 20 per cent of centrally managed debt matunng ina single roling year As at 31 December 2011,
the average centrally managed debt matunty was 7 0 years (2010- 7 4 years) and the highest proportion of centrally managed debt matunng ina
single rofiing year was 18 3 per cent (2010 12 5 per cent) In June 2011, the Group established an US$2 bilkon commeraal paper programme [t 1s
Group policy that short-term sources of funds (induding drawings under both the US$ programme and the exsting Group £1 bitlion euro commercial
paper (ECP) programme) are backed by undrawn committed lines of credit and cash At 31 December 2011 £85 mullion of commenaial paper was
outstanding (2010 undrawn)

In Novernber 2011, the Group 1ssued a new €600 million bond with a matunty of November 2021

In September 2011, the Group repad a Mexican peso 1,444 million borrowing which was due in September 2011 with a new Mexican peso
1,444 million borrowing due 2014

tn August 2011, the Group extended the maturity date of a US$200 mdllion faality from 2011 to 2016, and simuftaneously increased the suze of the
faclity to US$240 maflion This facility ts drawable in Chilean peso and was drawn to the value of US$225 million at 31 December 2011 The undrawn
elernent of US315 mulion is available for drawing untl february 2013
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Notes on the accounts continued

24 Financial instruments and risk management continued
In Jure 2071, the Group repaid a €530 million bond with the repayment financed from Group cash balances

Dunng the year, the Group's subsidiary In Brazil recetved proceeds of £401 mullion (2010- £410 million) from short-term borrowangs in respect
of advance payments on leaf export contracts and repaid £519 mullion (2010- £297 million)

In December 2010, the Group negotiated a new central banking faality of £2 billion with a final matunty date of Decernber 2015 This facility 15
provided by 22 banks The exisung central banking faality of £1 75 billion, with a final matunty date of March 2012 was cancelled at the same time
The facility was undrawn at both 31 December 2011 and 2010

On 25 June 2010, the terms of €470 million of the €1 billion bond matunng N 2011 were moddied by extending the matunty to 2020; at the same
time, the Group 1ssued an additonal €130 million bond with a matunty of 2020 In addition, €413 rrullion of the Group'’s €750 million bond matunng
in 2012 was purchased and cancelled At the same time, the Group issued 2 new £275 million bond with a matunty of 2040

In May 2010, the Group repaid a €525 million bond The repayment was financed from debt issued in November 2009

The Group utilises cash pooling and zero balanang bank account structures in addition to intercompany loans and borrowings Lo ensure that there 1s
the maximum mobilisation of cash within the Group The key objectives of Treasury in respect of cash and cash equivalents are to protect the principal
value of cash and cash equivalents, to concentrate cash at the centre to minimise the required long-term debt 1ssuance, and to optimise the yreld
earned The amount of debt issued by the Group s determined by forecasting the net debt requirement after the mobilisation of cash

The Group continues to target investment-grade credit ratings, as at 31 December 2011 the ratings from Moody’s and S&P were Baa (stable outlock)
/ BBB+ (positive outlook) (2010 Baa’/BBB+) and these raungs were maintatned throughout the year The S&P outlook switched from stable to positive
on 30 November 2011 The strength of the ratings has underpinned the debt issuance duning 2011 and 2010 and, despite the impact of the turbulence
in financal markets, the Group is confident of its ability to successfully access the debt capital markets, as demonstrated with the 1ssue of bonds in the
euro and stering markets in 2011 and 2010

As part of its short-term cash management, the Group invests in a range of cash and cash equivalents, including maney market funds, which are
regarded as highly liquid and are not exposed to significant changes in fair value These are kept under continuous review as descnbed in the credit
nsk section below At 31 Decernber 2011, cash and cash equivalents indude £558 million invested in money market funds (2010- £642 million)

Subsidiary companies are furnided by share capital and retained earmings, loans from the central finance comparies on commercial terms, or through
local borrowings by the subsidianes in appropnate currencies. All contractual berrowing covenants have been met and none of thern is expected
to inhubit the Group”s aperations or funding plans

Currency risk

The Group 1s subject to exposure on the translabion of the net assets of foreign currency subsidianes and assoaates into its reporting currency, sterlng
The Group’s pnmary balance sheet translatron exposures are to the US dollar, Canadhan dollar, euro, Damish krone, Turkssh lira, South Afncan rand,
Russian rouble, Brazilian real, Australian dollar and Japanese yen These expaosures are kept under continuous review  The Group”s policy on borrewings
15 to broadly match the currency of these barrowings with the cumrency of cash flows ansing from the Group’s undertying operations Within this overall
policy, the Group aims to minimuse all batance sheet translabion exposure where it 15 practcable and cost-effectve to do so through matching currency
assets with currency borrowings The main objective of these poliaes 1s to protect shareholder value by increasing certainty and minmising velatlity in
eamings per share At 31 December 2011, the currency profile of the Group’s gross deb, after taking into account denvative contracts, was 14 per cent
(2010 13 percent) US dollar, 43 per cent (2010- 47 per cent) euro, 3 per cent (2010 3 per cent} Canadian dollar, 12 percent (2010 11 per cent)
sterling, 11 per cent (2010 10 per cent) Australian dollar and 17 per cent {2010 16 per cent) other currenaes

The Group faces currency exposures ansing from the translation of profits eamed in foreign currency subsidianes and assoqiates and joint ventures,
these exposures are not normally hedged Exposures also anse from

(i) foreign cummency denominated trading transactions undertaken by subsidianes These exposures compnse commutted and highly probable forecast
sates and purchases, which are offset wherever possible The remaining exposures are hedged within the Treasury pohiaes and procedures with forward
foreign exchange contracts and options, which are designated as hedges of the foreign exchange nsk of the identfied future transactons, and

(i) forecast dividend flows from subsidianes to the centre To ensure cash flow certainty, the Group hedges such flows using forward foreign exchange
contracts designated as net nvestment hedges of the foreign exchange nsk ansing from the investments in these subsidianes

IFRS 7 requires a sensitnaty anatysis that shows the impact on the income statement and on items recogrused directly in other comprehensive income of
hypothetcal changes of exchange rates in respect of non-functional currency financial assets and liabilibes held across the Group All other vanables are
held constant although, in prachce, market rates rarely change i isolation Finanaal assets and hiabxlibes held in the funcional currency of the Group's
subsidianes, as well as non-finanaal assets and habilihes and translaion nsk, are not incuded in the anatysis. The Group considers a 10 per cent
strengtherung or weakening of the functional currency agamst the non-functional currency of its subsichianes as a reasonably possible change The
impact is calaulated with reference to the financal asset or lability held as at the year end, unless this 1s unrepresentative of the position dunng the year

‘I 6 Bnitish American Tobacco
Arnual Report 2011




Business review Corporate governance | Financial statements Other information

24 Financial instruments and risk management continued

A 10 per cent strengtherung of functional curenaes against nan-functional currendes would result in pre-tax profit being £16 milien higher (2010
£36 mullion higher) and items recognised directly in other comprehensive income being £227 million hugher (2010 £273 mulhon hugher) A 10 per cent
weakerung of functional currenaes against non-functional currenaes would result in pre-tax profit being £23 million lower (2010- £44 mullion lower)
and terns recognised directly in other comprehensive income being £277 million lower (2010 £333 mullion lower)

The exchange sensitvbies on itemns recogrised directly in other comprehensive income relate to hedging of certain net asset currency positions in the
Group as well as on cash flow hedges in respect of future transactions, but does not include sensitbies in respect of exchange on nonHinanaal assets
or hatuhbes

Interest rate risk

The obyectives of the Group's interest rate nsk management policy are to lessen the impact of adverse interest rate movements on the earnings, cash
flow and econormic value of the Group and to safeguard against any passible breach of its finanaal covenants Addibonal objectives are to rmninuse
the cost of hedgtng and the assoaated counterparty nsk.

The Group targets an interest cover ratio, as calcutated under its key central banking facilities, of greater than 5 and for 2011115 12 5 times (2010
11 2 imes) The only externally imposed capital requirement the Group has 1s in respect of its centrally managed banking faclives, which require
a gross interest cover of 4 5

In order to manage its interest rate nsk, the Group maintains both fioabng rate and fixed rate debt. The Group sets targets (within overall guidelines) for
the desired raho of floating to fixed rate debt on both a gross and net basis (at least 50 per cent fixed on a net basis in the short to the medium-term) as
a result of regular reviews of market condiions and strategy by the Corporate Finance Commttee and the board of the main central finance company
At 31 December 2011, the relevant ratios of floating to fixed rate borrowings were 38 62 (2010 33 67) on a grossbasis and 17 83 (2010- 991} on a net
basts Underlying bormowings are arranged on both a fixed rate and a floating rate basis and, where appropnate, the Group uses denvatives, pnmanly
interest rate swaps, to vary the fixed and floating mix The interest rate profile of lquid assets is taken into account n determining the net interest

rate exposure

IFRS 7 requires a sensitivity analysis that shows the impact on the income statement and on iterns recogrused directly in other comprehensive income of
hypothetical changes of interest rates in respect of finarkual assets and habilibes of the Group Al other vanables are held constant although, in practice,
market rates rarely change in 1solation For the purposes of this sensitvty analysis, financial assets and babiles with fixed interest rates are not included
The Group considers a 100 basis point change in interest rates a reasonably possible change except where mtes are less than 100 basis points In these
nstances it is assumed that the interest rates increase by 100 basis points and decrease to zero for the purpose of perforrming the sensitvity anatysis. The
impact 15 calculated with reference to the finanaal asset or hability held as at the year end, unless this 1s unrepresentative of the position dunng the year

A 100 basis point increase in interest rates would resultin pre-tax profit being £18 million lower (2010 £12 million lower) A 100 basis point decrease in
nterest rates, or less where apphicable, would result in pre-tax profit being £21 million higher (2010 £8 mullion higher) The effect of these interest rate
changes on items recogrused directly in other comprehensive iIncome is not matenal in either year

Credit risk

The Group has no significant concentrations of customer credit nsk. Subsidianes have poliaes in place requinng appropnate credit checks on potental
customers before sales commence The process for momitonng and managing credit nsk once sales to customers have been made vanes depending
on local pracuce in the countries concemed

Certain terntones have bank guarantees, other quarantees and credit nsurance provided in the Group's favour in respect of Group trade recervables,
the issuance and terms of which are dependent on local practices in the countnes concemed

All dervatives are subject to 1SDA agreements or equivalent documentation

Cash deposits and other finanaal instruments give nse to credit nsk on the amounts due from the related counterparties Generally the Group targets 3
long-term counterparty credit raung of at least A/A2 However the Group recogrises that due to the need to operste over a large geographic foatpnnt,
sovereign nsk can be the determining factor on the suitability of a counterparty From time to time the Group may invest in short-dated corporate
commercal paper and for this, the Group dentfies speafic counterparties with a munimum short-term ating of A1/P1

Counterparty credit nsk 1s managed on a global basis by hmiting the aggregate amount and durabion of exposure to any one counterparty, taking into
accountits credit rating The credit ratings of all counterpartes are reviewed regularly
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24 Financial instruments and risk management continued

The Group ensures that it has sufficent counterparty credit capaaty of requisite quality to undertake all anapated transactons throughout its
geographic footpnnt, while at the same time ensunng that there is no geographic concentration tn the location of counterparties.

The maximum exposure to the credit nsk of finanaal assets at the balance sheet date 15 reflected by the camrying values induded in the Group's balance
sheet. In addition, the Group has issued guarantees to third parties, part of which has been recognised on the balance sheet in accordance wth IAS 39
The unrecognised portian of these guarantees amounts to £28 million (2010 £64 mullion)

Price risk
The Group Is exposed to equity pnce nsk on equity mvestments held by the Group, which are included i available-for-sale investments on the
consolidated balance sheet, but the quantum of such 1s not matenat

Hedge accounting

In order to qualify for hedge accounting, the Group s required to document prospectively the relationship between the item betng hedged and
the hedging instrument. The Group 1s also required to demonstrate an assessment of the relatonship between the hedged item and the hedgng
instrument, which shows that the hedge will be highly effective on an ongoing basis. This effectiveness testing ts reperformed penodically to ensure
that the hedge has remained, and 1s expected to remain highly effective

Fair value estimation
The far values of financial assets and liabilibes with matunbes of less than one year, other than denvatives, are assumed to approximate their book
values For other finanaal instruments which are measured at fair value in the balance sheet, the basis for fair values 1s descnbed below

fair value hierarchy
The following table presents the Group's financal assats and lizbiiies that are measured at fair value in accordance with the IFRS 7 dassification hierarchry

2011
Level 1 Level 2 Level 3 Total
£m fm £m £Em
Assets at fair value
Avallable-for-sale investments (note 15) 17 42 38 97
Denvatives relating to
—Interest rate swaps {note 16) 186 186
— cross-currency swaps {note 16) 6 6
— forward foreign currency contracts (note 16) 137 137
~ others {note 16) 9 9
Assets at fair value 17 380 38 435
Liabilities at fair value
Denvatives relabing to
- interest rate swaps (note 16) 22 22
— cross-currency swaps (note 16) 46 46
- forward foresgn currency contracts (note 16) 182 182
- others (note 16) 14 14
Liabilitres at fair value 264 264
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24 Financial instruments and risk management continued

2010
Level 1 Leved 2 Level 3 Total
£m £m £m £m
Assets at fair value
Avalable-for-sale investments (note 15) 6 55 26 87
Oenvatives relabng to
—nterest rate swaps {note 16) 139 139
~ Cross-currency swaps (note 16) 16 16
—forward foreign cumency contracts {note 16} 109 109
—others {note 16} 4 5 9
Assets at fair value 10 324 26 360
Liabilitres at fair value
Denvatives relating to
—Interest rate swaps (note 16) 3 8
— cross~currency swaps {note 16) 51 5
—forward foreign currency contracts (note 16) 248 248
—others {note 16) 12 12
Liabilities at fair value 319 319

Levet 1 financial instruments ane traded n an actrve market and fair value is based on quoted pnces at the year end This category includes histed equity
shares of £2 million (2010 £9 million)

Level 2 finanaal instruments are not traded 1n an active market, but the fair values are based on quoted market prices, broker/ dealer quotations,
or altemabive pnicing sources vath reasonable levels of price transparency The Group’s level 2 financal instruments include certain money market
secunbes and most OTC denvatives.

The fair values of leve 3 finanaal instruments have been deterrmined using a valuation techrique where at least one input {which could have a
significant effect on the mstrument’s valuation) s not based on cbservable market data The Group’s level 3 finanaal nstruments pnmantly consist

of an equity investment i an unquoted entity wiich s valued using the discounted cash Rows of estmated future dvdends The valuation assumes
the following

« future dvidends grow by 1 7 per cent (2010 2 per cent) and a 100 basis points decrease in the growth rate would result in the valuation being
£6 mullion lower (2010 £2 mullion lower), and

« discount rate of 7 per cent (2010 8 per cent) and a 100 basis potnts decrease in the discount rate would result in the valuation being £9 million
hugher (2010 £4 rmilhon higher)

The following table presents the changes in level 3 financial instruments

2011 2010

Available-for- Availablefor-

sale sale

wvestments investments

£m £m

1 January 26 24

Gamns incduded in other comprehensive income 13 3
Differences on exchange ) (U]

31 December 38 26
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Notes on the accounts continued

25 Cash flow

Cash generated from operations

201 2010
£m £m
Profit from operations 4,721 4,318
Adjustments for
— amorbsation and impairment of trademarks 58 106
— amortisation and imparrment of intangible assets 365 322
— gains on disposal of businesses (5)
— depreaation and impairment of property, plant and equipment 394 469
—Increase In Inventones 47 (280)
—Increase in trade and other recervables (87) (127)
—increase in trade and other payables 46 497
— decrease in net reirement benefit liabilibes (208) (153)
— Increase in provsions for habilibes and charges 232 17
— other non-cash items 63 43
Cash generated from operations 5,537 5,207

Profit from operations includes charges in respect of Group restructunng and integration costs referred ta in nate 3(e) These are also reflected in the
movements in depreciation, amortisation, Impairment, inventories, receivables, payables and provisions above and in the proceeds on disposal of
property, plant and equipment shown in the Group cash flow statement. The net cash outflow In respect of the Group's restructunng costs was
£207 million (2010 £193 million), of which £217 milkon (2010 £219 mullion) 15 included i cash generated from operations above

Cash flows from Investing activities

(a) Purchases and proceeds on disposals of investments
The purchases and disposals of investments (which compnse avallable-for-sale investments and loans and recewvables) compnses a net cash inflow
in respect of current investments of £3 million (2010 £1 million outflow)

{b) Proceeds from associates’ share buy-backs
1n 2011, the proceeds from assoates' share buy-backs reflect proceeds of £71 million in respect of the Group's participation In the share buy-back
programme conducted by Reynolds Amencan Inc

() Purchase of other subsidiaries and associates
In 2011, the net cash outflow of £295 million on the purchase of Protabaco reflects the settlement of the purchase consideration of £298 million less
the acquired net cash and cash equivalents of £3 rmillion, as explained in note 26(a)

(d) Proceeds on disposal of subsidianies
In 2010, the proceeds on disposal of subsidiares reflects the consideration recetved, less cash and cash equivalents disposed of, from the sale of the
Group's Belgum distnbution business, Lyfra NV, as explaimed in note 26(b)

Cash flows from financing actvities

(a) Cash flows from borrowings

Dunng the year, the Group established an US$2 billion commercial paper programme It is Group pelicy that short-term sources of funds (including
drawings under both the US$ programme and the exsting Group £1 billion euro commercial paper (ECF) programme) are backed by undrawn
commutted lines of credit and cash At 31 Decemnber 2011 £85 million of cornmercial paper was outstanding (2010 undrawn)

in November 2011, the Group 1ssued a new €600 million bond with a matunty of November 2021

In September 2011, the Group repaid a Mexican Peso 1,444 million borrowing which was due n September 2011 with a new Mexican peso
1,444 million borrowing due 2014

In June 2011, the Group repaid a €530 million bond The repayrment was financed from Group cash balances

Dunng the year the Group’s subsidiary in Braz receved proceeds of £401 mullion (2010- £410 million} from short-term borrowangs in respect
of advance payments on leaf export contracts and repaid £519 milion (2010~ £297 milkon)

In December 2010, the Group negotiated a new central banking facility of £2 billion with a final matunty date of Decernber 2015 This faality s
provided by 22 banks The exsting central banking facility of £1 75 billion, with a final matunty date of March 2012 was cancelled at the same time
The faclty was undrawn at both 31 December 2011 and 2010
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25 Cash flow continued

On 25 June 2010, the terms of €470 million of the €1 billion bond matunng in 2011 were medified by extending the matunty to 2020; at the same
time, the Group 1ssued an addiional €130 mitlicn bond with a matunty of 2020 In addition, €413 mullion of the Group's €750 million bond matunng
In 2012 was purchased and cancelled At the same time, the Group issued a new £275 million bond with a matunty of 2040

In May 2010, the Group repaid a €525 million bond The repayment was financed from debt issued n November 2009

(b) Movements relating to denvative finanaal instruments

The movernent relating to denvative finanaal instruments 1s in respect of denvatives taken out to hedge cash and cash equivalents and extemal
borrowings, denvatives taken out to hedge nter company loans and borrowings and denvatives treated as net nvestment hedges Dervatives taken
out as cash flow hedges In respect of financng activiies are also Included in the mavement relating to denvative finanaal nstruments, while other such
denvatives in respect of operating and investing activites are reflected along with the underiying transactions

{c) Purchase of non-controlling interests

In 2011, the cash outflow of £10 million anses from the acquision of non-controliing interests in Chile The cash outflow of £12 million 1n 2010 anses
from the acquisiion of non-controlling interests in Bentoel of shareholders who did not wish to partiapate in the merger of Bentoel and BAT Indonesia
as well as non-controlling interests in subsidianes in the EEMEA region
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Notes on the accounts continued

26 Business combinations and disposals

(a) Productora Tabacalera de Colombia, 5.A.S (Protabaco)

On 11 October 2011, the Group acquired from Flentex Holdings Limsted and Tnoumvir Enterpnses Linited, both private investor shareholders, a

100 per cent stake in Productora Tabacalera de Colombia, SAS (Protabaco), the second largest agarette company in Cofombia, for US$461 million
(£298 millon) The purchase prce 1s subject to the final agreement of adjustments for worlang capital and net debt with the vendors The completion
follows earlier approval by Colombia’s competinon authonty, the Supenntendence of Industry and Commerce, on 2 August 2011

The goodwall of £134 million on the acquisiion of the agarette business of Protabaco, stated at the exchange rates ruling at the date of the transaction,
anses as follows.

Provisional values

Fair value
Book value adjustrnents Fair value
£m £m £m
Intangible assets 121 121
Property, plant and equipment 37 17 54
Deferred tax asset 1 a)
Inventones 42 (4) 38
Trade and other recervables 9 19
Cash and cash equivalents 3 3
Retirement benefit hiabilibes m 1)
Deferred tax habilites (42) 42)
Provisions (5) (¢)] (14)
Trade and other payables an (3) (14)
Net assets acquired 85 79 164
Goodwill 134
Total consideration {note 25(c)) 298

Acquisition costs of £3 million have been expensed as part of other operating expenses within restructunng and integrabon costs (note 3(e))

The goodwill of £134 million on the acquesition of the business represents a strategic premium to strengthen the Group's positon in Latin Amenca'’s
fourth largest market by butlding on the Group’s existing business, and anticipated synergies that will anse from combining the businesses in
Colombia, post-acquisiion

In the penod from 11 October 2011 to 31 December 2011 the acquired business contnbuted revenue of £9 rillion and a loss from operations of
£13 rmllion after charging £2 million for amortsation of acquired ntangibles and £10 milkon in respect of restructunng and integration costs

If the acquisition had occurred on 1 January 2011, before accounting for antapated synergies and restructunng benefits, it is currently estmated

that Group revenue would have been £15,452 million and Group profit from operations would have been £4,714 million for the 12 months to

31 December 2011 These amounts have been esumated based on Protabaco’s results for the penod pror to acquisition, adjusted to reflect changes
ansing from differences in accounting pohicies and the antiapated effect of fair vafue adjustments. The amounts reparted for profit from operations are
after charging £9 milhon for the amorusation of acquired intangbles for the penod to 11 October 2011

(b) Lyfra NV

©On 7 Apnl 2010, the Group announced that it had agreed to sell its Belgium distnbution business, Lyfra NV, to Landewyck Group S.a r | The transaction
was completed an 25 June 2010 for a consideration of €16 million and resulted ina gain of £5 milhon Lyfra contnbuted £215 mullion to revenue and
£1 million to profit from operations to 25 lune 20101n the Western Europe region

(©) Items classified as held-for-sale
At 31 December 2011, held-$or-sate assets compnse mainty land and buildings in Turkey and Denmark which are being actively marketed for sale
Al 31 December 2010, the held-{for-sale assets mduded amounts in telation to land and buildings in Canada which were sold in earty 2013

(d) Gauloises licence agreement termination
With effect from the end of the first quarter in 2010, the Gauloises licence agreement applicable n Germany, was terminated The agreement resulted
in a revenue contnbution of £37 millkon 2nd a profit contnbution of £5 mullion to the 2010 results in the Western Europe region

{e) Phone card distribution business in Brazil
Dunng 2010, the Group made the deasion to withdraw from distnbuting phone cards in Braal The phone card distnbution business contnbuted
£134 million to revenue and £3 million to profit from operations in the Amencas region in 2010
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26 Business combinations and disposals continued

(N Termination of distributor ammangement

With effect from 1 July 2011, the amangement by which the Group acted as a distnbutor for a third party in Norway was terminated This amangernent
contnbuted £57 million to revenue and less than £1 million to profit from operations in the Westem Europe region in 2010 For the six months ended
30 June 2011, it contnbuted £25 milhon to revenue and less than £1 milhon to profit from operations
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27 Share-based payments
The Group operates a number of share-based payment armrangements of which the two panapal ones are

Long-Term Incentrve Plan (LTIP)

Nil-cost options exerasable after three years from date of grant with a contractual Iife of ten years Payout s subject to performance condiions based
on earmings per share relatve to inflation (50 per cent of grant) and total shareholder return, combirung the share price and dwidend performance

of the Company by reference to two comparator groups (50 per cent of grant) Partiapants are not entitied to divdends pror to the exerase of the
options A cash equivalent dvidend acerues through the vesting penod and 1s paid on vesting Both equity and cash-settled LTIPs are granted in March
each year In 2011 the Management Board LTIP award was made i May

Deferred Share Bonus Scheme (DSBS)

Free ordinary shares released three years from date of grant and may b subject to forfest if pariapant leaves employment before the end of the
three year holding penod Participants receive a separate payment equivalent to a proportion of the dvidend payment dunng the holding penod
Both equity and cash-settled grants are granted in March each year

The Group also has a number of other arrangements which are not matenal for the Group and these are as follows

Share Option Scheme (ESQOS)
Ophons exercisable three years from date of grant with a contractual ife of ten years, subject to earrungs per share performance condition relative
tonflanon Parhapants are not entitled to receive dvidends in the penod prior to the exercise of the options

The granting of options under this schemne ceased with the last grant made 1n March 2004 and final outstanding awards must be exerased by
March 2014 The awards were both equity and cash-settled

Sharesave Scheme (SAYE)

Options granted in March each year from 2011 onwards (previcusly November until 2009 and no options were granted dunng 2010) by invitation at
a 20 per cent discount to the market pnce Options to this equity-settled scheme are exerasable at the end of a three year or five year savings contract.
Parbaipants are not entitled to dvidends prior to the exercise of the options The maximum amount that can be saved by a pariapant in this way 1s
£3,0001n any tax year

Share Reward Scheme (SRS} and International Share Reward Scheme (ISRS)

Free shares granted in Apnl each year {maxmurm £3,000 in any year) under the equity-settled scheme are subject to a three year holding penod
Partiipants recerve dvidends dunng the holding penod which are reinvested to buy further shares

Partnership Share Scheme

Open to all eligible employees, where employees can allocate part of their pre-tax salary to purchase shares in Babish Amencan Tobaccop | ¢.
The maximum amount that can be allocated in this way to any indradual 15 £1,500 1 any tax year The shares purchased are held in a UK-based
trust and are normally capable of transfer to parttapants tax free after a five year holding penod

Further detatls on the operation cf share-based payment arrangements can be found in the remuneration report.

Share-based payment expense
The amounts recognised in the iIncome statement in respect of share-based payments were as follows
2011 2010
Equity-settled Cash-settled Equity-settled Cash-settled
£m Em £m £m
LTiP (note (2)) 28 9 30 9
DSBS (note (b)) 43 12 33 10
ESOS (note (c}) 1
SAYE (note (c)) 1 1
SRS {note {¢)) 4 3
Total recognised in the income statement (note 3(a)) 76 21 67 20
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27 Share-based payments continued

Share-based payment liability
The Group issues to certain employees cash-settfed share-based payments that require the Group to pay the intnnsic value of these share-based

payrments to the employee at the date of exerase The Group has recorded liabilibes in respect of vested and unvested grants at the end of 2011
and 2010

2011 2010

Vested Unvested Vested Unwvested

£m £m £m £Em

LTiP 37 114 21 111

DSBS 171 06 12 4
ESOQS 06 10

Total hability 43 285 37 235

(a) Long-Term Incentive Plan
Detalls of the movements for the equity and cash-settled LTIP scheme dunng the years ended 31 December 2011 and 31 December 2010, were
as follows

201 2010

Equity-settied Cash-settied Equity-settled Cash settied

Number Number Nurmber Number

of options of options of options. of options

in thousands in thousands in thousands in thousands

Outstanding at start of year 7,292 960 7,560 1,283

Granted dunng the penod 2,256 252 2,383 272
Exerased dunng the pencd (2,335) (299) (2,202) {538)
Forfeited dunng the penod (624) (84) (449) (57)

Qutstanding at end of year 6,589 829 7,292 960

Exgrasable at end of year 374 135 392 104

The weighted average Bnish Amencan Tobacco p 1 ¢. share prce at the date of exercise for share ophions exercised dunng the penod was
£25.52 (2010~ £22 44) for equity-setled and £25 86 (2010~ £22 63) for cash-settled options

The outstanding shares for the year ended 31 December 2011 had a weighted average contractual life of 8 O years (2010 8 2 years) for the
equity-settled scheme, and 7 5 years (2010 7 8 years) for the cash-settied share-based payment arrangements
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27 Share-based payments continued

(b) Deferred Share Bonus Scheme
Details of the movements for the equity and cash-settled DSBS schemne dunng the years ended 31 December 2011 and 31 December 2010, were
as follows

2011 2010

Equity-settied Cash-settled Equity-settled Cashesettled

Number Number Number Nurmber

of options of options of options of options

In thousands in thousands In thousands in thousands

Outstanding at start of year 5,482 91 5,696 N0

Granted dunng the penod 2,474 388 1,961 320
Exeraised dunng the penod (1,780 (295) (2,138) (291)
Forfeited dunng the penod (67) (59) (37 (28)

Qutstanding at end of year 6,109 954 5,482 911

Exercisable at end of year 3 3 2

The weighted average Bntish Amencan Tobacco p | ¢. share pnce at the date of exercse for share options exerased dunng the penod was
£25 08 (2010 £22 40) for equity-settled and £25 65 (2010 £22 52) for cash-settled options

The outstanding shares for the year ended 31 Decernber 2011 had a weighted average contractual Ifa of 1 3 years (2010 1 4 years) for the equity-
settled scheme, and 1 2 years (2010 1 3 years) for the cash-settled scheme

(c) Other schemes

ESOS
The number of outstanding equity-settled aptions at the end of the year were 385,451 (2010 629,598) and cash-settied optrons were 24,870
{2010 60,092)

SAYE
The number of outstanding options at the end of the year for the three year scheme were 317,484 (2010- 297,415} and for the five year scheme
were 564,484 (2010 584,566)

SRS and ISRS
The number of outstanding shares at the end of the year for the Share Reward Scheme were 591,204 (2010 607,228) and for the International Share
Reward Scheme were 76,213 {2010~ 85,762)

Vatuation assumptions
Assumptions used i the Black-Scholes models to determine the fair value of share ophions at grant date were as follows.

2011 2010

Lmp DSBS Lnp D5SBS

Expectad volatility (%6) 25 25 25 25
Average expected term to exerase (years) 35 30 35 30
fusk-free rate (%) * 2016 1.8 21 18
Expected drdend yeld (%) * 4 8/42 48 44 44
Share price at date of grant {£) * 2377/27.15 2377 2258 2258
Fair value at grant date (£) * 15 60/18 60 20 58 1562 19 78

* Where two figures have been quoted for the Long-term ncentrve plan, the first number represents the March award and the second number the May award

Market condition features were incorporated into the Monte Carlo models for the total shareholder return elements of the LTIP, in determming fair
value at grant date Assumptions used in these models were as follows

o 2000

% 9%

Average share price volatlity FTSE 100 cornparator group * 40/39 38
Average share price volatility FMCG comparator group * 26/26 25
Average correlaton FTSE 100 comparator group * 39/21 37
Average correlabon FMCG comparator group * 35/35 33

* Where two figures have been quoted for the Long-term incerttive plan, the first number represents the March award and the second number the May award
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27 Share-based payments continued

Farr values determined from the Black-Scholes and Monte Carlo models use assumphions revised at the end of each reporting penod for cash-settled
share-based payment arrangements

The expected Bntish Amencan Tobacco p | ¢ share price volatility was determined taking account of the return index, (the share price ndex plus the
divdend reinvested) over a five year penod The respective FMCG and FTSE 100 share pnce volahlity and correlations were also determmned over the
same penods The average expected term to exercise used in the models has been adjusted, based on management’s best estmate, for the effects of
non-transferability, exercise restnchons and behavioural conditions, forfeiture and hustoncal expenence

The risk-free rate has been determined from market yreld curves for govemment gilts with outstanding terms equal to the average expected term to
exerase for each relevant grant. The expected drdend yield was determined by calculating the yietd from the last two declared dmdends dvided by
the grant share pnce

in addition to these valuation assumptions, LTIP awards contamn eamings per share performance condiions As these are non-market performance
conditions they are not inctuded in the determination of fair value of share options at the grant date, however they are used to estimate the number
of awards expected to vest. This payout calcutation is based on expectations published n analysts’ forecasts

28 Group employees

The average number of persons employed by the Group and its assoGates dunng the year, including Directors, was 87,813 (2010 92,285}

Restated

201 2010

Number Number

Asia-Pacfic 15,3 15,848
Amencas 16,661 16,423
Western Europe 12,138 15,122
EEMEA 12,115 13,038
Subsichary undertakings 56,265 60,431
Associates 31,548 31,854
87,813 92,285

Details of Directors’ remunerabion, share opions and retirement benefits are given in the remuneration report.

Included wathin the employee numbers for Western Europe are certain employees in the UK in respect of central functions Some of the costs of these
employees are allocated or charged to the vanous regions and markets in the Group

The number of Group emplayees for 2010 has been restated as a result of the reduction in the number of regions, as explained in note 2

British American Tobacco
Annual Report 2011 1 75
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29 Related party disclosures

The Group has a number of transactions and relabonships with related partees, a5 defined in IAS 24 (Related Party Disclosures), all of which are
undertaken in the normal course of business

Transactions and balances with assoqates relate mamnly to the sale and purchase of agarettes and tobacco leaf Amounts recervable from assocates
in respect of dmidends incuded 1n the table below were £87 million (2010- £77 mulion) The Group's share of dmdends from assoaates, included in
other net income in the table below, was £486 million (2010 £466 million) Legal fees recovered from Reynolds Amencan Inc included in other net
income amounted to £nil (2010- £1 milkon)

201 2010
£m £Em
Transactions
—revenue 28 38
— purchases (342) (442)
— other net ncome 487 460
Amounts recervable at 31 December 97 99
Amounts payable at 31 December {40) (21)

©On 26 May 2010, a wholly-owned subsidiary of the Group, BATUS Japan Inc, entered into an Amencan blend Cigarette Manufactunng Agreement
(referred to as the 2010 Agreement) with a wholly-owned subsidiary of Reynolds Amencan, R.) Reynolds Tobacco Company (referred to as RIRTC),
with an effective date of 1 January 2010 Under this Agreement, RIRTC has been appointed as BATUS Japan's exdusive manufacturer of all BATUS
Japan’s requirements for certain Amencan-blend aigarettes intended to be distnbuted and sold in Japan for the five year penod expinng on

31 December 2014, subject to the early termunation and extension prowisions set out i the agreement. The 2010 Agreement is based on arm's
length terms and condibons

On the same date, RIRTC and BATUS |apan entered into a letter agreermnent teminabing the existing Contract Manufactunng Agreement dated 30 July
2004 (referred to as the 2004 Agreement), as amended between the parties, with effect from midnight on 31 December 2009 The 2004 Agreement
was scheduled to expire on 31 December 2014, subject to early termination and extension provisions Under the terms of the letter agreement, certain
sections and sub-secuions of the 2004 Agreement will surive the termination, and, in consideration for RIRTC agreeing to terminate the agreement
and in settlement of all disputes at 1ssue between the parties, BATUS Japan agreed to pay RIRTC LUS521 million The payment has been presented as an
adjusting item and 1s induded wathin the Groug's restructunng and integration costs in note 3(e) The Group's share of the income net of tax included
within the post-tax results of Reynolds Amencan is also presented as an adjusting item and 15 credited against other (see note 3)

In 2011, the Group acquired non-controlling interests of shareholders in Chile for £10 milhion Thus transaction is shown asa £10 midlion reduction to
reserves in note 20 In 2010, the Group acquired non-controlling interests of shareholders in Indonesia and eastern Europe for £3 miflion and £9 million
respectively These transactions are shown as a £12 million reduction to reserves in note 20

As explained 1n note 26(b), the Group sold its Belgum distnbution business, Lyfra NV, to Landewyck Group S.a r | in 2010 for a consideration of
€16 million The Group’s German subsidiary has an available-for-sale investment in Landewyck Group Sar|

The key management personnel of Brtish Amencan Tobacco consist of the members of the Board of Directors of Bnbish Amencan Tobacco p | c. and
the members of the Managernent Board No such person had any matenal interest dunng the year in a contract of significance (other than a service
contract) with the Company or any subsidiary company The term key management personne in this context includes the respective members of
their households

20m 2010
£m £m

The total compensation for key management personne, including Directors, was
— salanes and other short-term employee benefits 21 22
— post-employment benefits 3 3
— share-based payments 8 12
32 37

There were no other long-term benefits applicable in respect of key personne! other than those disclosed in the remuneration report in the
Annual Report.
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30 Contingent liabilities and
financial commitments

The Group 1s subject to contingencies pursuant to requirements
that it complies with relevant laws, regulations and standards
Failure to comply could resultin restnctions in operations,
damages, fines, increased tax, increased cost of compliance,
interest charges, reputational damage or other sancuons

These matters are inherently difficult to quantify

In cases where the Group has an obligation as a result of a

past event existing at the balance sheet date, tt (s probable

that an outflow of economic resources will be required to settle
the obhgation and the amount of the obligaton can be reliably
estimated, a prowiston will be recognised based on best estimates
and management judgment

There are, however, contingent habihibes in respect of ibgation,
taxes in some countries and guarantees for which no provisions
have been made

The Group has exposures in respect of the payment or recovery
of a number of taxes The Group 1s and has been subjectto a
number of tax audits covenng, amongst others, exase tax, value
added taxes, sales taxes, corporate taxes, withholding taxes and
payroll taxes

The estimated costs of known tax obligations have been provided in
these accounts in accordance with the Group's accounting policies
In some countries, tax law requires that full or part payment of
disputed tax assessments be made pending resolution of the
dispute To the extent that such payments exceed the estmated
obligation, they would not be recogmised as an expense In some
cases disputes are proceeding to itigation

While the amounts that may be payable or recewvable could
be matenal tc the results or cash flows of the Group in the
penod in which they are recognised, the Board does not
expect these amounts to have a matenal effect on the Group's
financial condition

Product liability litigation

Group companies, notably Brown & Willamson Holdings, Inc
{formerly Brown & Willamson Tobacco Corporation) (B&W) as
well as other leading cigarette manufacturers, are defendants,
prinapally in the United States, in a number of product hability
cases In a number of these cases, the amounts of compensatory
and punitive damages sought are sigmificant.

Indemmity

In 2004, B&W completed the combination of the assets, habihities
and operations of its US tobacco business with R | Reynolds
Tobacco Company (RIRT), a wholly-owned subsidiary of

R} Reynolds Tobacco Heldings, Inc, pursuant to which Reynolds
Amencan Inc was formed (the Business Combination) As part

of the Business Combination, B&W contnbuted to RJRT all of

the assets and habiliies of its US cigarette and tobacco business,
subject to specified exceptions, tn exchange for a 42 per cent equity
ownership interest in Reynolds Amencan Inc As a result of the
Business Combunation

« B&W discontinued the active conduct of any tobacco business
in the United States,

e B&W contnbuted to RJRT all of its assets other than the capital
stock of certain subsidianes engaged in non-US businesses and
other imited categones of assets,

s RJRT assumed all habilities of B&W (except habilites to the
extent relating to busimesses and assets not contnbuted
by B&W to R|RT and other limited categones of labilites) and
contnbuted subsidianes or otherwise to the extent related to
B&W's tobacco business as conducted in the United States on
or pnor to 30 July 2004, and

s RIRT agreed to indemnify B&W and each of its assocrates
(other than Reynolds Amencan Inc and its subsidianes)
aganst, among other matters, all losses, habilities, damages,
expenses, judgments, attorneys’ fees, etc , to the extent
relating to or ansing from such assumed lhabilities or the
assets contnbuted by B&W to RJRT {the RJRT Indemnification)

The scope of the RJRT Indemnification includes all expenses and
contingent habiibes n connection with htigation to the extent
relating to or ansing from B&W's US tobacco business as conducted
on or pror to 30 July 2004, including smoking and health tobacco
ltgation, whether the iigation 1s commenced befora or after

30 July 2004 (the Tobacco Libgation)

Pursuant to the terms of the RJRT Indemnificabion, RJRT 1s hable for
any possible jJudgments, the posting of appeal bonds or secunty,
and all other expenses of and responsibility for managing the
defence of the Tobacco Lingation RIRT has assumed control of the
defence of the Tobacco Lingation involving B&W, to which RIRT 15
also a party in most (but not all) of the same cases Accordingly,
RIRT uses or plans to use the same law firm or firms to represent
both B&W and RJRT in any single or similar case (exceptin certain
hmited arcumstances) as RIRT's interests are typically aligned with
B&W's interests, as RRT has substantial expenence in managing
recognised external legal counsel in defending the Tobacco
Litgatten and external counsel have independent professional
responsibilities to represent the interests of B&W In addition, in
accordance with the terms of the RJRT Indemnification, associates
of B&W have retained control of the defence in certain Tobacco
Litgation cases with respect to which such associates are entitled
to indemnification

included in the US lingation section below are all significant cases
where B&W and/or a UK company 1s named as a defendant and all
cases where RJRT 1s named as a defendant as a successor o B&W
(the RJRT Successor Cases) The R|RT Successor Cases are covered
by the RIRT Indemnificabon Of the RIRT Successor Cases, the
section below includes details of all cases where there has been

an adverse judgment and aiso notes favourable judgments

us litigation

The total number of US product liability cases pending at

31 December 2011 naming B&W was approximately 8,688
(2010 approximately 9,458) Of these, 5,588 cases are RIRT
Successor Cases For all of these cases, Bntish Amencan Tobacco
Group companies have the protection of the R|RT Indemnification
Brnitish Amencan Tobacco (Investments) Limited (Investments)
has been served as a co-defendant in three of those cases (2010
five) No other UK based Group company has been served as
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30 Contingent liabilities and
financial commitments continued

a co-defendant in any US product liability case pending as at
31 December 2011 tn 2011, there was one US product hability

case tried to verdict against BEW and Investments (City of St Lous

— see below) There is one case (Danic Smith — see below) against
B&W and Investments scheduled for tnal on 16 July 2012 Since
many of these pending cases seek unspecified damages, it s not
possible to quantify the total amounts being claimed, but the
aggregate amounts involved in such itigation are significant,
possibly totalling biilions of US doltars The cases fall into four
broad categories medical resmbursement cases, class actions,
individual cases and other claims

(a) Medical reimbursement cases

These avil actions seek to recover amounts spent by government
entities and other third party providers on healthcare and welfare
costs clarmed to result from ilinesses associated with smoking
Although B&W continues to be a defendant in one healthcare
cost recovery case involving a Native American trbe (see below),
the vast majonty of such cases have been dismissed on

legal grounds

Further, on 23 November 1998, the major US cigarette
manufacturers (ncluding B&W and RJRT) and the attorneys
general of 46 US states and five US terntortes executed the
Master Settlement Agreement (MSA), which settled medical
reimbursement lawswits that had been brought by these states
and terntones Under the terms of the MSA, the settling aigarette
manufacturers agreed, among other things, to pay approximately
US$246 bilhon to the settling states and terntones (and to

four states that reached separate settlements of their medscal
reimbursement actions) over 25 years, and agreed to various
restnctions on US tobacca advertising and marketing The

MSA includes a credit for any amounts paid by partapating
manufacturers in subsequent suits brought by the states’
political subdvisions

At 31 December 2011, one US medical reimbursement suit
was pending against B&W (2010 three) This suit has been
brought by an Indian tnbe in the Indian Tribal Court in
South Dakota

Two additional reimbursement cases pending against Group
compantes as at 31 December 2010 have recently been dismissed
The Nat’t Commuttee to Preserve Social Secunty & Medicare case
against B&W and other defendants was dismissed by the distnct
court on 22 December 2010 and judgment was entered in
defendants’ favour on 23 December 2010 The City of St. Lous
case agamnst B&W, Investments and several other defendants
was dismissed following a jury verdict in defendants’ favour on
29 Apn! 2011 Fnal judgment was entered in defendants’ favour
on 10 June 2011 and the plainuffs waived all nghts to appeal
this jJudgment.

{b) Class actions
At 31 December 2011, B&W was named as a defendant in some
eight (2010 eight) separate actions attempting to assert claims on

behalf of classes of persons allegedly injured or financially impacted

through smoking or where classes of tobacco claimants have been

‘I 7 8 British American Tobacco
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certified If the classes are or remain certified and the possibility
of class-based liabifity 15 eventually established, 1t 1s likely that
individual tnals will be necessary to resolve any claims by
individual plaintiffs Class action suits have been filed in a
number of states against individual aigarette manufacturers
and their parent corporations, alleging that the use of the
terms ‘ights’ and ‘ultrabights’ constitutes unfair and deceptive
trade practices

The Cleary putative class action complaint was filed in state
court in Chicago, llhinots on 3 June 1998 against several defendants,
including B&W, B A T Industnes p | ¢ (Industnes) and Investments
Industries was dismissed on jurisdictional grounds by an
intermediate appellate court on 17 March 2000 The case was
removed to the federal distnct court on 13 March 2009 After
certain discovery and motion practice, the plaintiffs’ motion for
leave to file a Fourth Amended Complaint was granted on 22 Apnl
2010 The Fourth Amended Complaintalleged that all defendants
fraudulently concealed facts regarding the addictive nature of
nicotine and that defendant Philip Morns fraudulently marketed
Marlboro Lights cigarettes, and sought disgorgement of profits
The defendants’” motion to dismiss the Fourth Amended Complaint
was granted on 22 june 2010 The plaintiffs filed a notice of appeal
in the US Court of Appeals for the Seventh Circuit on 20 August
2010 In an order entered on 25 August 2011, the Seventh Circuit
affirmed the federal distnict court’s order dismissing the case The
plaintiffs’ petston for reheanng with suggestion for reheanng en
banc was dented by the Seventh Circuitan 15 November 2011

The plaintffs have not sought further review of this decision

In 2 medical monitonng class action brought on behalf of

Louisiana smokers (Scott) the jury returned a verdict on 28 July
2003 in favour of the defendants on the plaintffs’ ctaim for medical
monitoring and found that cigarettes were not defectively designed
However, the jury also made certain indings against the defendants
on claims relating to fraud, conspiracy, marketing to minors and
smoking cessation Notwithstanding these findings, this portion of
the trial did not deterrmine liability as ta any individual class member
or class representative On 21 May 2004, the jury returned a verdict
in the amount of US$591 million, requinng the defendants to

fund a cessation programme to help eligible class members

stop smoking On 29 September 2004, the defendants posted a
USs3$50 million bond, pursuant to legislation that himits the amount
of the bond to U$$50 mill:on collectively for MSA signatories, and
noticed therr appeal RJRT postad US$25 milion (the portions

for RJRT and B&W) towards the bond On 7 February 2007, the
Louistana Court of Appeals upheld the class certification and found
the defendants responsible for funding smoking cessation for
ehgible class members The appellate court also ruled, however,
that no class member who began smoking after 1 September 1988
cauld receive any relief and that only those smokers whose claims
accrued on or before 1 September 1988 would be eligible for the
smoking cessabion programme In addition, the appeliate court
rejected the award of prejudgment interest, and struck eight of

the 12 components of the smoking cessation programme

The defendants’ application to the Louisiana Supreme Court for a
wat of certioran was demed on 7 January 2008 The defendants’
petiion to the US Supreme Court for a wnt of cerioran was denied
on 10 June 2008 On 21 July 2008, the tnal court entered an
amended judgment 1n the case The court found that the
defendants are jointly and severally hiable for funding the cost
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financial commitments continued

of a court-supervised smoking cessation programme and ordered
the defendants to deposit approximately US$263 million together
with interest from 30 June 2004, into a trust for the funding of the
programme On 23 Apnl 2010, the Louisiana Court of Appeals
amended but largely affirmed the tral court’s amended judgment.
Pursuant to the judgment, the defendants are required to deposit
Us$242 million wath the court, with interest from 21 July 2008 unal
paid In September 2010, the defendants’ application for wnt of
certoran or review by the Supreme Court of Lousiana along with
the defendants’ motion to stay execution of the judgment was
deried On 24 September 2010, the US Supreme Court granted
the defendants’ motion to stay the judgment pending the US
Supreme Court’s disposition of the defendants’ petiton for a wnt
of cerioran The defendants’ petition for wnt of certioran in the
US Supreme Court was denved on 27 June 2011 In August 2011,
RIRT paid US$139 million (the portion of the jJudgment allocated
to RJRT and B&W) into the trust. On 31 October 2011, the plainuffs
requested that defendants pay attorneys’ fees and lisgation costs
to plaintiffs’ counsel The defendants filed their spposition to

the plaintffs request for attorney’s fees on 6 January 2012
Discovery on this 1ssue is currently continuing

Black 15 a ‘lights’ class action filed in November 2000 in the
Circuit Court, City of St Lowis, Missoun B&W removed the case
to the US Distnct Court for the Eastern District of Missoun on

23 September 2005 On 25 October 2005, the plaintiffs fifed a
motion to remand, which was granted on 17 March 2006 On
16 April 2008, the court stayed the case pending US Supreme
Court review in Good v Altna Group, Inc On 28 une 2011,
the court 1ssued a memorandum remaoving the case from the
tna! docket A status conference is currently scheduled for

4 February 2013

Brown is a case filed in june 1997 in the Supenor Court, San Diego
County, Cahforria On 11 Apnl 2001, the court granted in part the
plainuffs’ motion for certification of a class composed of residents of
California who smoked at least one of the defendants’ aigarettes
from 10 June 1993 through 23 Apnl 2001, and who were exposed
to the defendants’ marketing and advertising activities in California
The plaintiffs seek to recover restitution, disgorgement of profits
and other equitable relief under the California Business and
Professions Code Certfication was granted as to the plaintiffs’
claims that the defendants violated the section of the Califorria
Business and Professions Code pertaining to unfair compettion
The court, however, refused to certify the ctass under the Calforma
Legal Remedies Act and on the plantffs’ common law claims

On 7 March 2005, the court granted the defendants” motion to
decertify the class On 5 September 2006, the Califorra Court

of Appeal affirmed the judge’s order decertifying the class On

1 November 2006, the plaintffs” petition for review with the
Calfornia Supreme Court was granted On 18 May 2009, the
Califorrva Supreme Court reversed the deasion issued by the

trial court and affirmed by the Califormia Court of Appeal that
decertified the class to the extent that it was based upon the
conclusion that all class members were required to demonstrate
standing, and remanded the case to the tral court for further
proceedings regarding whether the class representatives have,

or can demonstrate, standing On 10 March 2010, the Califorria
Supenor Court found that the plaintffs’ ‘hghts’ claims were not
pre-empted by the Federal Cigarette Labelling and Advertising
Act, held the court’s 30 September 2004 ruling on the 1ssue no
longer viable and denied the defendants” second mobion for
summary judgment The defendants filed a moton on 9 January
2012 requesting that the class be decertified because the class
representatives do not meet the requisites of standing, adequacy,
or typicality needed to represent the class Tnal 1s scheduled to
begin on 5 October 2012

Howard 1s a ‘lights’ class action filed in February 2000 in the
Cireurt Court, Madison County, llinais A judge cerbfied a class

on 18 December 2001 On 6 June 2003, the tnal judge issued an
order staying all proceedings pending resolution of Price v Philip
Morns, In¢, a ‘hghts’ class action against Philip Morns, inc in the
lihnois state court The plaintiffs appealed this stay order to the
Ilinois Fifth District Court of Appeals, which affirmed the Circuit
Court’s stay order on 19 August 2005 There Is currently no activity
in the case

Jones 15 a case filed in December 1998 1n the Circuit Court, Jackson
County, Missoun The defendants removed the case to the US
Dustnct Court for the Western District of Missourt on 16 February
1999 The action was brought by tobacco product users and
purchasers on behalf of all similarly situated Missoun consumers
The plaintiffs allege that their use of the defendants’ tobacco
products has caused them to become addicted to nicotine The
plamuffs seek to recover an unspeafied amount of compensatory
and pumtive damages The case was remanded to the Circuit
Court on 17 February 1999 There has been limited activity in
this case

Parsons 1s a case filed in February 1998 1n the Circuit Court, Ohio
County, West Virgimia The plaintff sued asbestos manufacturers,
US cigarette manufacturers, including B&W, among other
defendants, seeking to recover US$1 million in compensatory and
punitive damages individually and an unspecified amount for the
class in both compensatory and punitive damages The action was
brought on behalf of a class of persons who allegedly have personal
inury claims ansing from their exposure to respirable asbestos fibres
and aigarette smoke The case has been stayed pending a final
resolution of the plaintffs’ motion to refer tobacce hitgation to

the judicial panel on multidistrict hugation filed in In Re Tobacco
Liugation in the Supreme Court of Appeals of West Virginia

On 26 December 2000, three defendants, Nitral Liquidators, In¢,
Desseaux Comporation of North Amencan and Armstrong World
Industnes, filed bankruptcy petiions in the US Bankruptcy Court for
the Distnct of Delaware Pursuant to the Bankruptcy Code, Parsons
15 automatically stayed with respect to all defendants

Young 15 a case filed in Novernber 1997 in the Circuit Court, Orleans
Pansh, Louisiana The plaintffs brought an Environmental Tobacco
Smoke (ETS) class action on behalf of all residents of Louisiana who,
though not themselves aigarette smokers, have been exposed to
second-hand smoke from cigarettes which were manufactured

by the defendants, and who allegedly suffered injury as a result

of that exposure The plaintiffs seek to recover an unspeafied
amount of compensatory and punitive damages On 13 October
2004, the tnal court stayed this case pending the outcome of
appellate review in the Scott class action In Louisiana

{discussed above)
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In Engle (a case in Flonda), a jury awarded a total of US$12 7 million
to three class representatives, and in a later stage of the three-phase
trat procedure adopted in this case, a Jury assessed US$17 6 billion
in puniuve damages against B&W On 21 May 2003, the
ntermediate appellate court reversed the tnal court’s judgment and
remanded the case to the tnal court with instructions to de-certfy
the class On 16 July 2003, the plaintiffs filed 2 motion for reheanng
which was denied on 22 September 2003 On 12 May 2004, the
Flonda Supreme Court agreed to review this case and, on 6 july
2006, 1t upheld the intermediate appellate court’s deasion to
de-certify the class and vacated the Jury’s pumtive damages verdict
Further, the Flonda Supreme Court permitted the judgments
entered for two of the three Engle class representatives to stand,
but dismissed the judgment entered in favour of the third Engle
class representative Finally, the Flonda Supreme Court has
permitted putative Engle class members to file iIndividual lawsuits
against the Engle defendants within one year of the court’s decision
(subsequently extended to 11 January 2008) The court’s order
precludes defendants from hiigating certain issues of hability against
the putative Engle class members in these individual actions

On 7 August 2006, the defendants filed a motion for reheanng
before the Flonda Supreme Court, which was granted in part and
denied in part, on 21 December 2006 The Flonda Supreme Court’s
21 December 2006 ruling did not amend any of the earlier
decisions’ major holdings, which included decertifying the class,
vacating the puritive damages judgment, and permitting indrvidual
members of the former class to file separate swits instead, the ruling
addressed the claims on which the Engle jury’s phase one verdict
will be applicable to the individual lawsuits that were permitted to
stand On 1 October 2007, the United States Supreme Court demed
the defendants’ request for certioran review of the Flonida Supreme
Court’s deaision

As at 31 December 2011, B&W has been served in approximately
47 Engle progeny cases in both state and federal courts in Flonda
These cases include approximately 103 plaintffs RJRT as a successor
to B&W s named in approximately 5,572 Engle progeny cases
These 47 B&W cases and 5,572 RIRT have the benefit of the

RJRT indemnification

In the first ‘phase three’ tnal of an individual Engle class member
(Lukacs), the jury awarded the plaintff US$37 5 milhon in
compensatory damages (B&W's share US$8 4 million) on 11 June
2002 On 1 Apnl 2003, the jury award was reduced to US$25 1
milion (B&W's share US$5 6 million) but no final judgment was
entered into because the tnal court postponed the entry of final
judgment untl the Engle appeal was fully resolved The tnal court,
on 14 August 2008, 1ssued an order entenng judgment for the
plainyff that awarded US3$24 8 mullion to the plaintff (plus interest),
for which the defendants would be jointty and severally liable On
17 October 2008, the plaintff withdrew her request for punitive
damages On 12 November 2008, the tnal court entered final
judgment. On 1 December 2008, the defendants filed a notice of
appeal On 17 March 2010, the Thurd District Court of Appeal
affirmed the ruling of the tnal court. The defendants’ motan for
reheanng and petition for rehearing en banc was deried on 18 May
2010 RIRT expensed and paid the final judgment in the amount of
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approxamately US$15 2 mulhon on 18 June 2010 On 21 June 2010,
the court entered an order discharging the supersedeas bonds
posted by the defendants

As at 31 December 2011, approximately 22 addiional phase three
Engle tnals naming RIRT as successor to B&W have proceeded to
verdict There have been no additonal phase three Engle progeny
trials naming B&W indivictually Of these 22 tnals, approximately
11 resulted in plaintiffs’ verdicts Total damages awarded against
RIRT as successor to B&W in final judgments tn these cases are
approximately US$21,493,351 This number ts compnsed of
approximately U5$10,593,351 in compensatory damages and
approximately US$10,900,000 in pumtive damages As of

31 December 2011, RJRT had appealed 10 of these adverse
judgments and all of these appeals remained pending As of

31 December 2011, RIRT"s me to file a notice of appeal from the
eleventh of these final judgments had not expired

In June 2009, the Flonda legislature amended its existing bond cap
statute by adding a US$200 rillion bond cap that applies to all
phase three Engle progeny cases in the aggregate and estabhshing
individual bond caps for individual cases in amounts that vary
depending on the number of judgments in effect at a given time
In May 2011, Flonda removed the prowision in this legistation that
would have permitted this bond cap to expire on 31 December
2012 Plaintffs in several Engle progeny cases have challenged

the constituttonality of the bond cap The Flonda appellate courts
upheld the constitutionality of the bond cap In each of these cases
One of these appellate courts has since certified to the Flonda
Supreme Court the question of whether the bond cap violates

the Flonda Constitution The Flonda Supreme Court accepted
junsdiction aver the i1ssue of the constitutionahty of the bond cap
on 23 January 2012

(<) Individual cases

Approximately 3,091 cases were pending against B&EW at

31 December 2011 (2010 3,161), which were filed by or on behalf
of individuals and in which 1t is contended that diseases or deaths
have been caused by cigarette smoking or by exposure to ETS

Of these cases, approximately (2} 2,586 are ETS cases brought by
flight attendants who were members of a class action (Broin) that
was settled on terms that allow compensatory but not punitive
damages claims by class members, (b) 411 are cases brought in
consohdated proceedings in West Virginta, where the first phase
of the tnal began on 19 October 2011 but ended in a mistnal on
8 November 2011, (c) 47 are Engle progeny cases that have

been filed directly against B&W, and (d) 47 are cases filed by
other indiwmduals

As mentioned above there are a further 5,572 Engle progeny cases
which name RIRT as successor to B&EW In addition, there are 16
cases filed by other individuals naming RJRT as successor to B&W
These cases are subject to the R[RT Indemnificaton and are not
detalled here
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Of the individual cases that remain pending as of 31 December
2011, two resulted in verdicts against B&W

In December 2003, a New York jury (Frankson) awarded
US$350,000 1n compensatory damages against B&W and two
industry orgamisations In January 2004, the same jury awarded
U5320 million 10 pumbive damages On 22 june 2004, the tnal
judge granted a new tnial unless the parties agreed to an increase in
compensatory damages to U5$500,000 and a decrease in punitive
damages to US$5 nullion, of which U534 million would be awarded
against B&W The plaintiff agreed to a decrease in puribive damages
but B&W has not agreed to an increase in compensatory damages
On 25 January 2005, B&W appealed to an intermediate New York
State appellate court Oral argument was heard on 8 May 2006

The appellate court affirmed the judgment en 5 july 2006, except
insofar as it dismissed the plaintiff's design defect claims The
intermediate appellate court derued B&W’s motion for leave to
reargue, or in the alternative, for leave to appeal to the New York
Court of Appeals on 5 October 2006 On 8 December 2006, the tnal
Judge granted the plaintff's application for entry of judgment in the
amounts of US$5 million in punibve damages and U53175,000 in
compensatory damages The tnal court also granted the plamnuff's
motion to vacate that part of the 2004 order granting a new tnal
unless the parties agreed to an increase in compensatory damages
to U5$500,000 RIRT posted a bond in the approximate amount of
US$8 018 million on 3 July 2007 B&W appealed from final
judgment on 3 july 2007 to an intermediate New York State
appellate court QOral argument was heard on 28 January 2609 On
29 September 2009, the appellate court 1ssued a decision modifying
the final judgment by deleting the award of punitive damages, and
remanding the case to the tnal court for a new tnial on the 1ssue of
punitive damages On 15 jJanuary 2010, the appellate court dented
the plaintiff's motion for additional time to seek leave to appeal to
the New York Court of Appeals, but granted the plaintff more tme
to file a motion for leave (o reargue to the appellate court The
plantiff’s motion for leave to reargue was denied by the appellate
court on 12 March 2010 As at 31 December 2011, no date has
been set for a new trial on the 1ssue of pumitive damages

On 1 February 2005, a Missour jury (Lincoln Smith} awarded
US53500,000 1n compensatory damages against B&W and then, on
2 February 2005, awarded US$20 million in punitive damages, also
against BEW On 1 June 2005, B&W filed its notice of appeal Oral
argument was heard on 31 August 2006 On 31 |uly 2007, an
intermediate Missoun appellate court affirmed the compensatory
damages award but it reversed the punitive damages award,
reasoning that the plaintffs failed to produce sufficient evidence to
justify the verdict. The majonty of the court would have remanded
the case for a second tnal, imited to purnitive damages, but a
dissenting judge transferred the case to the Missoun Supreme
Court, as permitted by Missoun law Oral argument was heard by
the Missoun Supreme Court on 13 February 2008 On 31 July 2008,
the Missoun Supreme Court transferred the case back to the
intermediate appellate court for further proceedings |n a decaision
entered on 16 December 2008, the intermedhiate appellate court
again upheld the award of compensatory damages and reversed the
jury’s award of US3$20 mullion in puritive damages, sending the

case back to the trial court for a new tnal on punitive damages
Foilowing a new tnal, on 20 August 2009, a Missoun jury returned
a verdict awarding US$1 5 million in punitive damages aganst
B&W On 24 September 2009, B&W filed a motion for a new tnal
and a motion for judgment notwithstanding the verdict On the
same date, the plaintiffs filed a motion for additur, asking the court
to increase the amount of punitive damages from US$1 5 milhion to
US$20 million, and a motion to vacate, modify or set aside
judgment, or in the alternative, for a new tnal On 21 December
2009, the court denied the plainuffs’ and B&W's post-tnal motions
On 30 December 2009, B&W filed a notice of appeal On

31 December 2009, the plaintiffs filed a notice of appeal The
appeals were consohdated and oral argument was held with respect
to both appeals on 28 September 2011 A deasion remarns pending

(d) Other claims

The Flintkote Company (Flintkote), a US asbestos production and
sales company, was included in the acquisiion of Genstar
Corporation by tmasco Limited in 1986 and became a Group
subsidiary following the restructunng of Imasco Limited {now
Impenal Tobacco Canada Limited (Impenal), the Group’s operating
company in Canada) tn 2000 Soon after this acquisiion, and as
part of the acquisiton plan, Genstar Corporation began to sell most
of 1ts assets, including the non-asbestos related cperations and
subsicharies of Flintkote The hquidation of Flintkote assets produced
cash proceeds and, having obtained advice from the law firm of
Sullivan & Cromwell LLP (S&C) and other adwvice that sufficient
assets would remain to satisfy habilities, Fiintkote and Imasco
Limited authonsed the payment of a dividend of US$170 2 million
in 1986 and a further dividend of US$355 mullion in 1987 In 2003,
Impenal divested Flintkote and then, in 2004, Fhintkote filed for
bankruptcy in the United States Bankruptcy court for the Distnct of
Delaware In 2006, Fiintkote, representatives of both the present
and future asbestos clamants, and individual asbestos claimants
were permitted by the bankruptcy court to file a complaint against
Impenal and numerous other defendants including S&C, for the
recavery of the dividends and other compensation under vanous
legal and equitable theornies S&C and Impenal filed cross
complaints against each other The case remains in the discovery
phase, but over the last 18 months the court has resolved multiple
1ssues that will narrow the case Firstly, following a mutt-day bench
tnal, the courtssued a prelimunary decision dismuissing S&C
Flintkote settled with S&C for a norminal sum before the decision
was made final The settiement is subject to bankruptcy court
approval but ts expected to become final Secondly, after a senes of
bench tnals, on 5 October 2011, the court 1ssued orders deading
multple preliminary 1ssues regarding Flintkote’s claims to recover
the dividends and Flintkote’s claim that Impenal is its ‘alter ego’ for
purposes of asbestos liabilites Among other things, the court’s
rulings largely remove Flintkote's claim to the US$355 mullion 1987
dividend The court also concluded that Flintkote cannot pursue its
alter ego ctaim (such darms must instead be pursued by individual
asbestos plaintiffs) These rulings were made final on 6 January
2012 The remaining prehiminary 1ssue pending 1s whether Flintkote
1s stopped from pursuing certain fraudulent conveyance remedies
as a result of contrary statements it made early in the ihgation
Discovery 1s ongoing and 1s hkely to continue throughout 2012
Flintkote intends to press the court to set a tnal date in mid-2012
but it appears unlikely that a tral could be held before late 2012 or
early 2013

i 181




Business review Corporate governance | Financial statements

Cther information

Notes on the accounts continued

30 Contingent liabilities and
financial commitments continued

In Wisconsin, the authorities have identified potentially responsible
parties (PRPs) to fund the clean up of nver sediments in the lower
Fox River The pollution was caused by discharges of
Polychlorinated Biphenyls (PCBs) from paper mills and other
facilities operating close to the nver The cost of the clean up work
has been estimated to be in excess of US$900 million Among the
potentially responsible parties 1s NCR Corporation (NCR) which 1s
liable for the clean up costs in a large portion of the river under the
terms of a consent decree and a unilateral administrative order
1ssued by the United States Environmental Protection Agency

In 1978, a subsidiary of Industnes, later known as Appleton Papers
inc {(Appleton), purchased what was then NCR's Appleton Papers
Division from NCR In 1978, Industnes also incorporated a US entity
by the name of BATUS, Inc (BATUS), which in 1980 became the
holding company for ail of Industnes’ US subsidianes, ncluding
Appleton As the holding company, BATUS obtained insurance
policies for itself and its subsidianies that included coverage for
certain environmental liabilies Industries/BATUS spun off the
Appleton business in 1990 via a Demerger Agreement with Wiggins
Teape Appleton p | ¢, now known as Windward Prospects Ltd
(Windward), and Wiggins Teape Appleton (Holdings) p | ¢, now
known as Arjo Wiggins US Holdings Ltd (together, the AWA
Entiies), obtaining what Industries believes were full indemnities
from the AWA Entities and Appleton for past and future
environmental claims

Disputes between NCR, Appleton, and Industries as to the
indemmities given and received under the onginal purchase
agreement In 1978 have been the subject of Liigation that was
commenced in 1995, a settlement agreement executed 1n 1998 (the
Settlement Agreement), and an arbitration award in 2005 Under
the terms of the Settlement Agreement and the arbitration award,
Industnes and Appleton generally have an obligation to share the
costs of Fox River environmental claims with NCR (60 40), but
Industnes has never been required to pay any sums in this regard
because Appleton and the AWA Entities have paid the non

NCR (60 per cent) share of the clean up costs to date, and the
governmental authorties have not identified Industnes or BATUS
as PRPs Windward also separately, and indirectly, indemnified
Appleton in respect of the clean-up costs

A tnal 1s currently scheduled to begin in Wisconsin on 21 february
2012 to determine whether NCR/Appleton 1s hable for the clean-up
¢osts in the upper portion of the Fox River This tnal 1s expected to
address 1ssues as to whether NCR/Appleton s hable as a result of the
sale, by a predecessor of NCR's Appleton Papers Division, of scrap
paper, or “broke”, to other paper companies which in tum
discharged PCBs into the nver in the course of recycling the broke

Industnes has become aware that Windward settled the majority

of Appleton’s insurance claims {over which it had control) at what
Industnes believes constituted a significant discount, and has made
dividend payments to its former and current shareholders of
approximately US$810 million, leaving it holding, according to

its latest accounts, approximately US$300 mullion of net assets
Accordingly, there may be a greater nisk that the assets of Windward
are insufficent to meet its obhgations under the indemnities
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Industnes believes it has been granted Appleton’s own accounts
indicate limited financial resources

In Decernber 2011, Windward asserted that it did not indemnify
Industries pursuant to the terms of the 1990 Demerger Agreement
in respect of Industries” obligations under the Settlement
Agreement Industnes disputes Windward’s posiion and has
commenced proceedings

While Industries believes 1t may have defences to claims by NCR
against it under the Settlement Agreement and arbitration award
and remains hopeful that Appleton and the AWA Entities will satisfy
their obligations with respect to the Fox River cleanup, taking into
account court decisions, sums paid to date on the clean-up and
other avallable information, Industnies believes it may have an
exposure of some US$426 million (equivalent to £274 milhion) in
clean up related costs Accordingly, Industries has made a provision
of £274 million, which has been treated as an adjusting item in the
income statement This figure 1s necessanly subject to uncertainty

Industries has become aware that NCR s also being pursued by
Georgia-Pacific tLC {Georgia-Pacific), the owner of a faciity on the
Kalamazoo River in South-West Michigan which released PCBs into
that niver Georgia-Pacific has been designated as a PRP in respect of
that nver Georgia-Pacific contends that NCR 1s responsible for, or
should contribute to, the clean-up costs, because (i) a predecessor
to NCR’s Appleton Paper Division sold “broke” contaiming PCBs to
Georga Paaific or others for recycling, (i) NCR itself sold paper
containing PCBs to Georgia Paaific or cthers for recycling, and/or
() NCR 15 hiable for sales to Georgia Pacific or others of PCB
containing broke by Mead Corporation, which, hke the predecessor
to NCR’s Appleton Papers Division, coated paper with the PCB-
containing emulsion manufactured by NCR Industnes understands
that NCR does not believe that NCR has any habihty in relation to
the Kalamazoo River and that it will vigorously contest Georgia-
Pacrfic’s claim Industnes itself beheves that Industries only has
potential exposure under the Settlement Agreement or arbitration
award If NCR1s unsuccessful in its defence of the claim and it

15 found that PCB contamination in the Kalamazoo River s due

to “broke” supphed by a predecessor of NCR’s Appleton

Papers Division

Industnes 1s taking active steps to protect its interests, including
seeking to confirm its indemnities and to procure the repayment
of the Windward dividends, with a view to restonng value to
Windward and, accordingly, the indemnities it believes were
granted to Industries

UK-based Group companies

Investments has been served in the following US cases pending at
31 December 2011 one smoking and health class action {Cleary —
see above), one class action alleging violations of Kansas antitrust
and consumer protection faws (Danc Smith — see below), and two
individual actions (Eiser and Perry) Two other cases which had been
pending against Investments as at 31 Decemnber 2010 were no
tonger pending as at 31 December 2011 (Gity of St Lous — see
above, and the US Department of justice case - see below) The
Company and Investrnents have been served in one individual
action alleging misappropnation of novel Ideas and breach of
contract (Gero), although on 7 November 2011, the tnal court
dismissed the Company and Investrments from the case, which
order the plaintiff appealed on 7 December 2011
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Conduct-based claims

On 22 September 1999, the US Department of Justzce brought an
action in the US Distnct Court for the Distnict of Columbia against
various industry members, including /JRT, B&W, Industnies and
Investments industnes was dismissed for lack of personal
junsdiction on 28 Septernber 2000 The government sought to
recover federal funds expended in providing healthcare to smokers
who have developed diseases and injunes alleged to be smoking-
related, and, in addition, sought, pursuant to the Racketeer
Influenced and Corrupt Organisations Act (RICO), disgergement of
profits the government contends were earned as a consequence of
a RICO ‘enterprise’ On 28 Septemnber 2000, the federal distnct
court disrissed the portion of the clam which sought recovery of
federal funds expended in providing healthcare to smokers who
have developed diseases and injunes alleged to be smoking-related
The non-jury tnal of the RICO portion of the claim began on

21 September 2004, and ended on 9 June 2005 On 17 November
2004, the US Court of Appeals for the DC Circuit heard an appeal
by the defendants against an earlier distnct court decision that
disgorgement of profits 1s an appropnate remedy for the RICO
violations alleged by the government On 4 February 2003, the DC
Circuit allowed the appeal, ruling that the government could not
claim disgorgement of profits On 17 October 2005, the US
Supreme Court declined to hear the appeal by the US government
in respect of the claim for disgorgement of US$280 billien of past
profits from the defendants

©On 17 August 2006, the federal district court 1ssued its Final
Judgment and Remedial Order, consisting of some 1,600 pages of
factual findings and legal conclusions The court found 1n favour of
the government, and against certain defendants, including RJRT,
B&W and Investments The ¢ourt also ordered a wide array of
injunctive relief, including a ban on the use of ‘ights” and other
similar descnptors In addition, the Final Judgment and Remedial
Order ordered the defendants te pay the government’s costs, which
were US$1 9 million plus interest

On 10 August 2007, the defendants filed their imitial appellate bnefs
to the Court of Appeals for the DC Circuit All defendants filed a
[oint appellate bref, and Investments also filed its own bnief which
raised the 1ssue of whether Congress intended for RICO to apply to
extraternitonal conduct by a foreign defendant On 19 November
2007, the government filed 1ts oppesiien and cross-appeal bnef,
seeking to reinstate certain remedial relief, including its
disgorgement claims On 22 May 2009, a three-judge appellate
panel unanimously affirmed the federal distnct court’s RICO hability
judgment against Investments, Altna, Philtp Moms, RJRT and
Lonltard, ordered the disnussal of Counsel for Tobacco Research
(CTR) and Tobacco Insttute (T1) (two defunct US trade associations
that were not covered by the district court’s injunctive remedies),
and remanded for further factual findings and clanfication as to
whether hability should be imposed against B&W, based on
changes in the nature of B&W's business operatons The panel also
remanded on four discrete issues relating to the injunctive
remedies, including for the distnct court “to reformulate” the
injunction on the use of low-tar descriptors “to exempt foreign
activities that have no substantal, direct, and foreseeable domestic

effects” The government’s cross-appeal seeking disgorgement of
past profits and the funding of smoking education and cessation
programmes was denied Investments’ petition for panel rehearnng
and reheanng en banc was filed on 31 July 2009 and was denied on
22 September 2009 by the DC Gircuit

On 19 February 2010, the defendants and the government filed
certioran petitions with the US Supreme Court On 28 June 2010,
the US Supreme Court declined to grant certioran on all petiions
On 23 July 2010, Investments filed a petiion for reheanng of its
certioran petition before the US Supreme Court, on the basis of an
Iintervering decision by the US Supreme Court that invalidated the
“effects” test the federal distnct court and DC Circuit both used in
concluding that the RICO statute applied to Investments’ foreign
conduct The US Supreme Court denied Investments’ reheanng
petiion on 3 September 2010

On 7 July 2010, the DC Circuit issued sts remand returning the case
to the federal distnct court for further proceedings At a status
conference on 20 December 2010, the CTR and the Tl were
dismissed by consent of the parties and B&EW was deemed “not to
be a defendant” and was therefore not subject to the Final
Judgment and Remedial Order

On 28 December 2010, the government filed a motion to compel
Investments to comply with injunctive remedies being sought in the
case On 21 jJanuary 2011, Investments filed its bnef tn epposiion
and its mouon for reconsideration of the liatility judgment and
remedial relief against it based on intervening change in controliing
law governing the extraterntonal application of US statutes The
government filed (ts reply 1n support of its motion to compel and

Its opposition to Investments’ motion for reconsideration on

7 February 2011 Investments filed its reply 1n further support

of its motion for reconsideration on 21 February 2011

On 28 March 2011, the federal distnict court 1ssued an opinion
granting Investments’ motton for reconsideration in part and
denying it in part and granting the government’s motion to compel
in part and denying it in part The district court determined that

a decision by the US Supreme Courtin an unrelated case 1ssued
several years after the distnct court’s 2006 Final Judgment and
Remedial Order, “rejected the ‘effects’ test for extraterntonal
applicaton”, and therefore “invalidated the sole basis for
[tnvestment’s] habiblity™ in this lingation” As a result, the distnct
court held that the Final Judgment and Remedial Order no longer
apphed to Investments prospectively, and for this reason,
Investments would not have to comply with any of the rematning
injunctive remedies being sought by the government. The distnct
court determined, however, that there was no basis for it to
retrospectively modify Investments’ obligation to pay the
government’s costs as a prevalling party under the Final jJudgment
and Remedial Order, and therefore ordered Investments to
contribute its one-sixth share of the government’s costs
Investments paid its share of the government's costs (a total of
US$404,243 88 inclusive of interest) on 25 May 2011 (RIRT paid
approximately US$782,000 in costs on behalf of itself and B&W on
28 September 2010)
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The government did not appeal the 28 March 2011 opmion This
means that investments 15 no longer in the case and will not be
subject to any injunctive relief that the court 1s expected to order
agatnst the remaining US defendants

In the Danc Smith case, purchasers of cigarettes in the state of
Kansas brought a class action wn the Kansas State Court against
B&W, Investments and certain other tobacco companies seeking
injunctive relief, treble damages, interest and costs The allegations
are that the defendants participated 1n a conspiracy to fix or
maintain the prce of aigarettes sold in the US, including 1n the state
of Kansas, in wiolatton of the Kansas Restraint of Trade Act

Pnor discovery disputes invohing Investments have now been
resolved by motion and fact discovery 15 now closed In late October
2010, the parties participated in a court-ordered mediation but the
case was not resolved In late October and early November 2010, all
defendants, including Investments, moved for summary judgment
On 13 May 2011, Investments supplemented its summary
judgment motion on the basis of its de minimis market share

and the inapplicability of the Kansas Restraint of Trade Act to a
nenresident (such as Investments) that did not purchase, sell

or manufacture goods In the state of Kansas The defendants’
summary |udgment motions were heard on 18 january 2012

and the Court reserved ruling

On 22 July 2011, the plaintff filed his own summary judgment
mobons These will be brefed and argued, if necessary, after a
decision on the defendants’ summary judgment motions Is 1ssued
If the case 15 not dismissed on summary judgment, tnal of the
matter 1s scheduled to begin on 16 July 2012

In December 2011, the plaintff filed a motion to file a second
amended petition The defendants’ argurnents in opposition

to this motion were heard on 18 [anuary 2012 and the Court
reserved ruling

Product liability outside the United States

At 31 December 2011, active claims against the Group’s companies
existed 1n 17 markets outside the US (2010 22) but the only
markets with more than five claims were Argentina, Brazil, Canada,
Italy, Nigena, and the Republic of Ireland (2010 seven} Medical
reimbursement actions are being brought in Canada, Argentina,
Brazil, Israel, Nigena, Saudi Arabia and Spain

(a) Medical reimbursement cases

Argentina

In 2007, the non-governmental organisation the Argentina Tort Law
Association (ATLA) brought a reimbursement action aganst Nobleza
Piccardo S A1 Cy F {Noblezay and Massalin Particulares A defence
was filed by Nobleza on 1 October 2009 Nobleza and the federal
government’s preliminary objections were considered by the Civii
Court in late 2009 and, on 23 December 2009, the Cwl Court
declared sts lack of junisdiction to hear the clatrm On 11 March 2010,
the case was sent to the Contentious-Administrative Court, which
determined that it had junsdichon over the case On 24 |une 2011,
the Contentious-Administrative Court issued an Order stating that it
would decide defendants’ outstanding procedural objections

‘I 8 4 British American Tobacco
Annual Report 2011

together with the ments of the case The case will now enter the
evidentiary stage

Brazil

In August 2007, the Sao Paulo Public Prosecutors office filed a
medical reimbursement claim against Souza Cruz $ A (Souza Cruz}
A similar claim was lodged against Philip Morns Souza Cruz’s
motion to consohidate the two clatms was rejected and instead this
case was removed to a different lower court Souza Cruz filed a
motion to reconsider the refusal for consolidation and an
interlocutory appeal against assignment to the lower court. At the
same time, the Public Prosecutor filed a motion challenging the
connection between the two cases, which argument the State Court
of Appeals accepted in August 2010 and ordered the two cases to
progress independently On 4 October 2011, the court dismissed
the action against Souza Cruz, with a judgment on the ments

The plaintff filed an appeal on 9 fanuary 2012

Canada

In Canada there are four pending statutory actions for recovery of
healthcare costs ansing from the treatment of smoking and health
related diseases These proceedings name varnous group

companies Legistation enabling provincal governments to recover
the healthcare costs has been enacted in ali 10 provinces and two of
three terntones in Canada but has only been proclaimed into force
in Bntsh Colurmnbia, New Brunswick, Newfoundiand and Labrador,
Ontano and Quebec Actions have bequn against vanous Group
compantes, including Impenal, in Bribsh Columbna, New Brunswick,
Newfoundiand and Labrador, and Ontano In Quebec, three
Canadian manufacturers, including Impenal, are challenging the
legislation and the Quebec government has yet to 1ssue a staterent
of claim

The government of Bntish Columbia brought a claim pursuant to
the prowisions of the Tobacce Damages and Health Care Costs
Recovery Act 2000 (the Recovery Act) against domestic and foreign
‘manufacturers’ seeking to recover the plamntiff's costs of healthcare
benefits Impenal, Investments, Industnes and other former
Rothmans Group companies are named as defendants The
constitutionality of the Recovery Act was challenged by certain
defendants and, on $ june 2003, the Bntish Columbia Supreme
Court found the Recovery Act to be beyond the competence

of the Bntish Columbia legislature and, accordingly, dismissed

the government’s claim The government appealed the decsion

to the Bntish Columbia Court of Appeal which, on 20 May 2004,
overturned the lower court’s decision and declared the Recovery
Act to be constitutionally vaiid The defendants appealed to the
Supreme Court of Canada in June 2005 and the court gave its
judgment in September 2005 disrrissing the appeals and declanng
the Act to be constitutionally valid

The federal government was enjoined by a Third Party Notice and
presented a motion to stnke out the clam The hearing took place
dunng the week of 3 March 2008 and the court found in favour of
the federal government. The defendants appealed that deasion
and the heanng was held dunng the week of 1 June 2009 On

8 December 2009, the Bnoish Columbia Court of Appeal handed
down its deasion in both this case and the Krught class action
(see below) This appeal was granted (n part. The Court of

Appeal held that it was not “plain and obvious” that the federal
government did not owe a duty of care to tobacco manufacturers
or consumers when it implemented its tobacco control strategy
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On 8 February 2010, the federal government sought leave to
appeal this decision to the Supreme Court of Canada On

10 March 2010, the defendant filed response matenals and a ¢reoss
appeal The government of Bntish Columbia sought leave to
cppose the defendants’ cross appeal in part. On 20 May 2010, the
Supreme Court of Canada granted leave to appeal both in respect
of the federal government’s application and the defendants’
conditional cross applications The appeal was heard on

24 February 2011 On 29 July 2011, the Supreme Court of Canada
delivered its opinlon, which struck out the third party claims against
the federal government

The underlying med:cal reimbursement action remains at a
preliminary case management stage Damages have not yet been
quantfied by the plantiff Given the prior pendency of the Supreme
Court application, and a number of other factors including delay on
the part of the plaintff in producing damages modelling matenals,
the tnal date has been postponed and no tnal date 1s currently set

Non-Canadian defendants challenged the personal junsdiction of
the British Columbia Court and those motions were heard in the
Supreme Court of Bntish Columiva On 23 june 2006, the court
dismissed all defendants’ motions, finding that there 15 a “real and
substantal connection” between Briish Columbia and the foreign
defendants Subsequently, the defendants were granted leave to
appeal that ruling to the Court of Appeal of Bntish Columbia The
appeal was dismissed on 15 Septermber 2006 The defendants filed
leave to appeal to the Supreme Court on 10 Novemnber 2006, and
that application was denied on 5 Apnl 2007

The government of New Brunswick has brought a medical
reimbursermnent claim against domestic and foreign tobacco
‘manufacturers’, pursuant to the provisions of the Recovery Act
passed in that Province in June 2006 The Company, investments,
Industnes, Carreras Rothmans Limited (the UK Companies) and
Impenal have all been named as defendants The government fited a
staterment of claim on 33 March 2008 The Group defendants were
served with the Notice of Action and Statement of Claim on 2 June
2008 A case management conference was held on 8 |anuary 2009

so that other defendants could challenge the use of a contingent fee
arrangement {CFA) for the plainuff's lawyer This challenge was
refused at first instance Leave to appeal was granted on limited
grounds These grounds, upon which leave was denied, were
appealed directly to the Supreme Court of Canada On 13 May 2010,
the New Brunswick Court of Appeal dismissed Impenal’s appeal The
Supreme Court of Canada subsequently denied leave on all aspects of
the CFA challenge, thus ending this preliminary challenge The appeal
was disnssed and an application to appeal to the Supreme Court
was dented on 21 October 2010

The UK Companies’ challenge to the New Brunswick court’s
junsdiction was heard in June 2010 The court of Queen'’s

Bench disrmissed the UK Companies’ junsdictional motions on

15 November 2010 The UK Companies sought leave to appeal this
deasion n the Court of Appeal of New Brunswick, which leave was
dented on 11 Apnl 2011 by a single jJudge of the Court of Appeal
The UK Compantes’ applications for leave to appeal the 11 Apnl
2011 deaision of the Court of Appeal of New Brunswick were

dismssed by the Supreme Court of Canada on 13 October 2011
No damages have yet been quantified by the plaintiff The UK
Companies filed demands for particulars on 15 November 2011

The government of the Province of Ontano has also filed a

€350 billon medical reimbursement claim aganst domestic and
foreign tobacco ‘manufacturers’, pursuant to the provisions of the
Tobacco Damages and Health Care Costs Recovery Act 2009 The
UK Companies have all been named as defendants Impenal was
served on 30 September 2009 and the UK Companies were served
on 8 October 2009 A case management judge has been appointed
and the heanng on the UK Compantes’ junsdictilon motions
commenced on 23 November 2011 The junsdictton motion

was heard in November 2011 judgment was handed down on

4 |anuary 2012 in favour of the plaintff in respect of all the UK
Companies The effect of this order is that the court has determined
that it has jurisdictson to hear the claim against the UK Companies
There 1s however an automatc nght to appeal the judgment to the
Court of Appeals

The government of the Province of Newfoundland and Labrador
filed a heaith care reimbursement claim in February 2011 against
domestic and foreign tobacco ‘manufacturers’, pursuant to the
provisions of the Tobacco Health Care Costs Recovery Act enacted
in that Province The UK Companies have all been named as
defendants Impenal was served on 1 Apnl 2011, and the UK
Companies were served on 22 March 2011 A case management
Judge has been appointed The UK Companies have challenged
the persenal junsdiction of the Newfoundland and Labrador court
These junsdictional challenges are currently scheduled for heanng
in May 2012

Colombia

A medical reimbursement action pending as at 31 December 2010
against Briush Amenican Tobacco (South Amenca) Limited in
Colombia was disrmussed on 10 june 2011

Israel

In Israel, a medical rembursement claim was brought against
Industries, B&W, Investments and BA T (U K and Export) Limited
(BATUKE), amongst athers, by Claht Health Services The plaintiff
claimed damages of NIS7 6 biliion and sought injunciive relief
On 13 July 2011, the Israell Supreme Court reversed the tnial court’s
ruling and dismissed the lawsuit on the grounds of remoteness
On 28 August 2011, the plaintff filed a petiion for the holding of
an additional heanng before an expanded bench of the Supreme
Court A response on behalf of the Group company defendants
was filed by 27 November 2011 The Supreme Court denied the
plaintiff’s petiion for an additonal heanng on 28 January 2012
The case is now closed

Nigena

Medical reimbursement actions have also been brought by etght
Nigenan states {Lagos, Kano, Gombe, Oyo, Akwa Ibom, Ogun,
Ondo and Ekitt) and by the federal government of Nigena, each
seeking the equivalent of billions of pounds sterling for costs
altegedly incurred by the state and federal governments tn treating
smoking-related ilinesses Briish Amencan Tobacco (Nigena)
Limited (BAT Nigena) has been named as a defendant in each of
the cases, the Company and Investments have been named as
defendants in seven of the cases
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On 9 October 2009, the actions that had been filed by the Attorneys
General of Ondo State and of Ekib State were voluntanly
discontinued by the plaintiffs without prejudice to refile by notices
dated 5 October 2009 and 18 June 2009, respectively The action
filed by the Attorney General of Akwa Ibom was struck out without
prejudice on 19 October 2009 for lack of prosecution

On 21 February 2008, the Lagos action was voluntanly
disconttnued by the plaintiffs On 13 March 2008, the Lagos
Attorney General filed a substanbally simiar action which was
marked as “qualified” under Lagos State’s “Fast-Track” system,
seeking approximately £10 9 billion in damages, including special,
anbicipatory and punitive damages, restitution and disgorgement of
profits, as well as declaratory and injunctve relief The “Fast-Track”
system provides for resolution of the dispute within an eight-month
time-penod after filng BAT Nigenia, the Company and Investments
have all been served In the new action, and have filed prelimmnary
objections At a heanng on 16 September 2008, the court directed
that the case no longer qualified to be heard on the “Fast Track”
because service was yet to be completed on other non-BAT
defendants On 18 September 2009, the court 1ssued a ruling
denying the preliminary objections filed by the Cormpany and
Investments on the basis that the court was competent to hear the
case as it related to the Company and Investments, that the
Company and Investments are necessary parties to the acton and
that the suit therefore was not liable to be struck out as against the
Company and Investments On 2 October 2009, the Company and
Investments filed notices of appeal from the entirety of the court’s
ruling as it related to their respective objections The Company and
investments filed their appeal brnefs and, on 8 February and 6 July
2011, respecuvely, the plaintff filed responding briefs in these
appeals with motions for extensions of time As at 31 December
2011, the appeals and plaintiff’'s motions for extensions of tme
remain pending before the Court of Appeal On 15 October and

19 October 2009, respectively, the Company and Investments filed
motions to stay all proceedings pending the resolution of thewr
appeals, which motion was granted by the High Court on

20 September 2010 On 15 June 2011, the Lagos Attorney General
filed a notice of appeal from the High Court’s order granting a stay
of proceedings, which remains pending as at 31 December 2011

On 8 July 2008, the High Court of Gombe State issued a ruling on
the preliminary objections filed by the Company, Investments and
other defendants in the case, setung aside the service on all
defendants and stnking cut the Gombe suit. Ints deasion, the
court held that the wnts served on the defendants were invalid, the
plaintiff had failled to pay the requisite filing fees, and based on
these filing defects, the court was not competent to assume
Junsdiction The court also stated, however, that the plainuff,
through its statement of claim and affidavit endence filed in support
of its ex parte motion for leave to serve outside the junsdiction, had
satisfied the requirements for service outside the junsdiction
Although the plantff has not appealed from the court’s decision,
the plaintiff has filed a renewed action in the High Court of Gambe
State The plaintff seeks approximately £2 4 bilhon in damages,
including speaal, antiapatory and punitive damages, restitubion
and disgorgement of profits, as well as declaratory and 1njunctive
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relief BAT Nigena, the Company and Investments fited notices of
preliminary objection in the renewed action On 10 February 2011,
the High Court denied the preliminary objections filed by the
Company and Investments and the companies appealed the court’s
ruling on 24 February 2011 The companies also filed motions to
stay proceedings i the High Court pending the appeals, and

on 19 December 2011 the High Court adjourned sine die pending
resalution of the defendants” appeals On 8 July 2011, the
Company and Investments filed their respecuve appeal brefs

and therr appeals remain pending as at 31 December 2011

Oyo State seeks appreximately £1 5 billion in damages, including
special, anticipatory and punitive damages, restitution and
disgorgement of profits, as well as declaratory and injunctive relief
The High Court partially granted the prefirminary objections filed by
the Company and Investments on 22 June 2010 and set aside the
service of the wnt of summens The Company and Investments
appealed the court's order insofar as it denied the remainder of the
relief requested, including the High Court’s decision not to set aside
the issuance of the wnt As at 31 December 2011, the Court of
Appeal has yet to set a date for heanng of the appeals

In Kano, the plaintff seeks approximately £7 6 billion in damages,
including speaial, anticipatory and punitive damages, restitution
and disgorgement of profits, as well as declaratory and injunctive
relief Preliminary objections filed by the Company and tnvestments
were dismissed on 16 Apnl 2010 The Company and Investments
have appealed the deasion and sought a stay of proceedings in the
High Court pending appeal On 13 May 2010, the plaintff filed a
moton in the High Court for preliminary injunctive relief, seeking,
inter 2la, orders to restrain the defendants from vanous alleged
marketing and distnbution practices in Kano State including the sale
of tobacco products within 1,000 metres of any public places that
are predorminately a location for minors On 3 February 2011, the
Company and Investments filed motions in the Court of Appeal to
stay further proceedings in the High Court. On 14 February 2011,
the plaintiff moved to dismiss the stay mobons filed by the
Company and Investments before the Court of Appeal The Court
of Appeal heanng on the stay motions filed by the Company and
Investments and the plamtiff’s meotions to disrmiss was adjourned
on 26 |anuary 2012 No new heanng date has been set As at.

31 December 2011, no date has been set for continuation of
proceedings in the High Court

In Ogun, the preliminary objections filed by BAT Nigena, the
Company and investments were denied by the court on 20 May
2010 All three BAT defendants have filed appeals and the Company
and Investments have sought a stay of proceedings pending therr
appeals On 24 May 2010, the plantiff filed a motion for
preftmunary injuncuve relief in the High Court, seeking, inter alia,
orders to restrain the defendants from committing vanous alleged
marketing and distnbution practices in Ogun State, including the
sale of tobacco products within 1,000 metres of any public places
that are predorminately a location for minors On 21 October 2010,
the High Court adjourned proceedings sine die pending resolution
of the defendants” stay motions before the Court of Appeal On

18 October 2011, the Court of Appeal set 8 May 2012 for heanng of
the Company’s appeal and reserved heanng of the Company’s stay
motion BAT Nigena's and Investments’ appeals stand adjourned to
30 May 2012 for hearing of the Ogun Attorney General’s motions
for extensions of time to file responding bnefs on appeal
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The Attorney General of the Federation filed swit on 6 November
2007 against the Company, lnvestments, BAT Nigena and two other
defendants, seeking approximately £21 3 billion in damages,
including special, anticipatory and punitive damages, restitution
and disgorgement of profits, as well as declaratory and injunctive
relief The Company, BAT Nigeria, and Investments, respectively,
were served on 16, 18, and 19 December 2007, and filed
preliminary objections On 27 January 2010, the Attorney General
of the Federation filed a notice of discontinuance of the action as
against ancther defendant, and the court struck out the action as
against that defendant.

Sauds Arabia

In Saudh Aratna, in 2007 there were reports that the Minustry

of Health was pursuing a medical reimbursement action in the
Riyadh General Court against a number of distnbutors and agents
According to these reports, the Ministry of Health would reportediy
seek damages of at least 127 billion Saud) Riyals As at 31 December
2011, no Group company has been served with process A separate
medical reimbursement action was reportedly filed by the King
Faisal Specialist Hospital in the Riyadh General Court, naming *

BAT Company Limited’ as a defendant As at 31 December 2011,
no Group company had been served with process in the action

Spamn

In early 2006, the junta de Andalucia, in Spain, filed a medical
reimbursement action against the State and tobacco companies
(including BAT Espaiia S A ) before the contentious-admumistrative
courts The State filed preliminary obyjections to the Junta’s claim,
with tobacco compantes filing supporting bnefs The court upheld
these preliminary cbjections and dismissed the claim in November
2007 The Junta’s appeal of this ruling to the Supreme Court was
dismissed in September 2009 However, in May 2009, the Junta
filed a new contenttous-administrative claim with similar
allegations The defendants filed procedural cbjections, which were
rejected by the court The next procedural step 1s for the Junta to file
its exhibits to the claim which were not attached to the Wnt

(b} Class actions

Brazl

There are currently four class actions being brought in Brazil One
class action recently ended in a final defence judgment (see below)
One s also a medical reimbursement (Sdo Paulo), and 1s therefore
discussed above

In 1995, the Associacao de Defesa da Salude do Fumante (ADESF)
class acuon was filed against Souza Cruz and Philip Morns in the
Sdo Paulo Lower Civil Court alleging that the defendants are liable
to a class of smokers and former smokers for falling to wam of
wagarette addiction The case was stayed in 2004 pending the
defendants’ appeal from a decision issued by the lower civil court
on 7 April 2004 That lower court decision held that the defendants
had not met their burden of proving that cigarette smoking was not
addictive or harmful to health, notwithstanding an earher
interlocutory order that the S3o Paulo Court of Appeals had 1ssued,
which directed the tnal court to altow more evidence to be taken
before rendenng its decision On 12 November 2008, the S3o Paulo
Court of Appeals overturned the lower court’s unfavourable

deasion of 2004, finding that the lower court had falled to provide
the defendants with an opportunity to produce evidence

The case was returned to the lower court for production of
evidence and a new judgment On 19 March 2009, the Lower

Civil Court ordered designation of court-appointed medical and
advertising experts The parties submitted questions to these court-
apponted experts who subsequently delivered their reports £ach
party also provided expert reports commenting on the court-
appointed experts’ conclusions On 16 May 2011, the court granted
Souza Cruz’s motion to dismiss the action in its entirety on the
merits Plaintiffs filed an appeal of the disrussal on 22 July 2011
Souza Cruz hled its response on 5 October 2011 On 10 November
2011, the case records were sent to the Public Prosecutor Office
On 20 December 2011, the Public Prosecutor Office presented a
non-binding, advisory opinion that rejected most of Souza Cruz's
legal defence arguments The case records were sent to the 530
Paulo State Court of Appeals The appellate court has not yet
1ssued a ruling

The Brazilian Association for the Defense of Consumers’ Health
(Saudecon) filed a class action against Souza Cruz in the City of
Porto Alegre, Brazil on 3 November 2008 The plaintiff purports to
represent all Braziian smokers whom, it alleges, are unable to quit
smoking and lack access to cessation treatments The plaintiff is
seeking an order requiring the named defendants to fund,
according to their market share, the purchase of cessahon
treatments for these smokers over a minimum penod of two years
Souza Cruz was served with this complaint on 19 Novernber 2008
On 18 May 2009, the case was dismissed with jJudgment on the
merits The plaintffs appealed in August 2009 and Souza Cruz
and Philp Morns both responded On 22 [uly 2011, the Public
Prosecution Office 1ssued a non-binding opinion saying that

the favourable first instance ruling should be vacated based on
procedural issues On 25 August 2011, the reporting justice of the
appellate court rejected the Public Prosecution Office’s opinion,
finding that the tnal court ruling should net be nullified On

1 November 2011, the 9th Chamber of the Rio Grande do Sul State
Court of Appeals granted the Public Prosecution Office special
appeal, ordenng the remittance of the case recards in the first
instance to complete proper notrficabion to the Public Prosecutor
Office of the sentence On 14 December 2011, the Public
Prosecution Office filed a special appeal Souza Cruz’s counter-
arguments were submitted on 10 February 2012

A class action was filed against Souza Cruz by the Association of
Exploited Consumers of the federal Distnct, requesting a court order
te prevent Souza Cruz selling cigarettes in Brazil In December
2006, the federal Distnct Court of Appeals confirmed a favourable
lower court deasion which had found the ¢claim groundless and
unlawful The plaintff appealed that ruling, but on 12 March 2009
the Supenor Court affirmed the ruling and rejected the plaintiff's
appea! The plaintff appealed again, but on 23 March 2009, in a
unanimous decision, the Supenor Court rejected the plaintff’s
appeal On 25 November 2011, the Reporting Justice confirmed the
Supenor Court of Justice and the Federal Dustnct State Court of
Appeals favourable decisions The case 15 now closed
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In 2004, the State of Sergipe instigated a class action seeking
compensation for smakers in Sergipe State who purportedly tred to
quit smoking The lower court denied the plantffs’ request for early
rehef and determined ANVISA (a federal government health agency)
be ordered to join the case as co-defendants As ANVISA is a federal
agency, the case was removed to the federal court where ANVISA
successfully argued that it lacked standing to be sued The claim
against ANVISA was disrmissed and the federal court sent the case
back to the lower state court for proceedings to continue However,
the action was stayed on 18 December 2009 pending a decision by
the Supenor Court on which court has junsdiction On 26 March
2010 the Supenor Court determined that the civil court had
junsdiction of the matter On 19 October 2011, the court disrissed
the action with jJudgment on the ments The plantff filed an appeal
on 9 January 2012

Bulgana

in March 2008, Mr Nikolay Benchev Yochkolovski filed a smoking-
related consumer fraud class action in the Saofia City Court of
Bulgana against 21 defendants, including the following Briish
Amencan Tobacco-affiliated companies Bnush-Amencan Tobacco
Polska § A , Bntish-American Tobacco (Romania) Investrments SRL,
House of Prnce A/S, and Scandinavian Tobacco S A On 24
September 2008, the clatm was disrissed on procedural grounds
and the plaintiff appealed this ruling On 11 November 2008, the
Court of Appeal granted the plaintff’s appeal On 2 December
2008, the Sofia City Court ordered the plaintff to meet vanous
evidentiary and procedural conditions before proceeding further
with this claim The Sofia Court of Appeal upheld this decision
Following a hearing befere the Sofia City Court, the court denied
the plaintiff’s request to allow a ctass action to proceed on

26 Novernber 2010 The planuff appealed that decision and on
20 January 2011, the Sofia Court of Appeal, rejected plaintff’s
appeal and affirmed termmation of the proceedings Thereafter,
the plaintff appealed the decasion to the Bulganan Supreme Court
of Cassation The Court rejected this appeal on 3 May 2011

Canada
There are 10 class actions being brought in Canada against
Group companies

Krught 1s a “Iights” class action in which the plaintiff alleges that the
marketing of hight and mild agarettes is deceptive because it
conveys a false and misleading message that those cigarettes are
less harmful than regular cigarettes Although the claim anses from
health concerns, 1t does not seek compensation for personal injury
Instead It seeks compensation for amounts spent on ‘light and mild’
products and a disgorgement of profits from Impenal

The Supreme Court of 8ntish Columbna certified a dlass of all
consumers of agarettes beanng ‘light’ or ‘mild’ descnptors since
1974 manufactured in Bntish Columbia by Impenal Impenal filed
an appeal against the certification wiich was heard in February
2006 The appellate court confirmed the certification of the class but
has limited any financaial lability, if proven, to the penod from 1997

The motion of the federal government to stnke out the third party
notice issued against them by Impenal was heard in February 2006
and was granted but was appealed by impenal The appeal was
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heard in June 2009 in conjunction with the Briish Columbsa health
care reimbursement claim The Court of Appeal went so far as to say
that it was not “plain and obwious” that the federal government did
not owe a duty of care to manufacturers or indeed to the class itself
and, therefore, the federal government could face potential hability
to claims of product hability or misrepresentation The federal
government appealed the Court of Appeal’s decision On 29 July ‘
2011, the Supreme Court unanimously granted the federal
government’s appeal and disrissed the third party claim on the
basis that the federal government’s impugned conduct constituted
valid pohicy benefiting public heaith and 1s therefore not subject to
avil iabihty

On 9 December 2009, Impenal was served with a class action filed
by Ontano tobacco farmers and the Ontano Flue-Cured Tobacco !
Growers’ Marketing Board (the Growers” Claim) The plaintffs
allege that, dunng the timeframe, Impenal improperly paid lower
prices for tobacco leaf destined for duty-free products that was
smuggled back into Canada and sold in the domestic market, as
opposed to the higher domestic leaf pnce Impenal deposited the
amount owing to the government of Ontano pursuant to the
Comprehensive Agreement into an escrow account, alleging that
the Comprehensive Agreement permitted Impenal to set-off that
amount against costs incurred as a result of the claim (including
damages, if any) In response, the Ontanio government commenced
an application against Impenal, seeking the release of the funds (the
Ontario Claim) No monetary damages are being claimed against
Impenal by the government of Ontano

On 26 July 2010, Imperial argued 1ts preliminary motion in the
Ontano claim Impenal was successful in its application and the
court ordered that the Ontano claim be stayed in favour of the
arbitration provisions stipulated in the Comprehensive Agreement
and raised by Impenal in its Notice of Arbitration The Ontano
government appealed this decision and the heanng date onginally
scheduled for 4 January 2011 was heard by the Ontano Court of
Appeal on 17 February 2011 The Canadian government intervened
in the appeal to support the Ontano government’s position

On 20 July 2011, the Court of Appeal gave judgment i Impenal’s
favour and held that the funds would remain in escrow pending a
decision by an arbitrator on the issue pursuant to the
Comprehensive Agreement. The court also ruled that the question
of whether the Growers’ Claim consbitutes a ‘Released Claim’ under
the Comprehensive Agreement must be determined by the courts,
thereby sphtting the 1ssues In the meantime, Impenal will proceed
with the arbitration  As yet, no heanng date has been set

Impenal was recently served with certification matenals in the
underlying Growers’ Claim This case remains at a very prekminary
stage and no heanng date has been set.

There are currently two class actions in Quebec On 21 February
2005, the Quebec Supenor Court granted certification in two class
actions agamnst Impenal and two domestic manufacturers, which
have a combined value of C$23 billion plus interest and costs The
court certified two classes, which include residents of Quebec who
suffered from lung, throat and laryngeal cancer or emphysema as at
November 1998 or developed these diseases thereafter and who
smoked a minimum of fifteen cigarettes a day for at least five years,
and residents who were addicted to nicotine at the ime the
proceedings were filed and who have snce remained addicted In |
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Quebec, there is no nght of appeal for a defendant upen
certfication The plantffs have served a Statement of Claim The
tnal in this matter has been set for 5 March 2012

In June 2009, four new smoking and health class actions were filed
in Neva Scotia, Manitoba, Saskatchewan and Alberta, against
Canadian manufacturers and foreign compantes, including the UK
Companies and Impenal In Saskatchewan, a number of UK
companies have been released from the action In Nova Scotia the
proceedings have not progressed There are service issues in
relatron to the UK Companies for Alberta and Manitoba

In June 2010, two further suits were filed sn Bntish Columbia
Impenal was served with the Bntish Columbia suits on 16 July 2010
The Bourassa claim is allegedly on behalf of all individuals who have
suffered chronic respiratory disease and the McDermid claim
proposes a class based on heart disease Both claims state that they
have been brought on behalf of those who have “smoked a
rminimum of 25,000 cigarettes” The UK companies were served on
20 July 2010 The UK Compamies and Impenal proceeded to
challenge yunsdiction

Italy

In 2010, Bnush Armerican Tobacco Italia § p A (BAT ltalia) was served
with notice of a class action suit filed by an italian consurner
association (Codacons) and three representative individuals The
main allegations made in the class action relate to addiction claims
and fallure to warn In Apnl 2011, the class action suit was declared
inadmissible by the First Instance Civil Court of Rome The Court of
Rome considered the action to be manifestly without ment and held
that it was inadmissible on that basis as well as others Plaintffs filed
an appeal against the deasion issued by the Court of Rome,
challenging the grounds of inadmissibility The parties presented
their final arguments to the Court of Appeal on 25 January 2012

On 27 lanuary 2012, the Court of Appeal upheld the lower court’s
decision confirming the inadmussibility of the case

Venezuela

The Venezuelan Federation of Associations of Users and Consumers
filed a class action against the Venezuelan government seeking
regulatory controls on tobacco and recovery of medica! expenses
for future expenses of treating smoking-related ilinesses in
Venezuela On 19 jJanuary 2009, C A Cigarrera Bigott Sucs
{Cigarrera Bigott) notified the court of its intention to appear as a
third party The court adjourned a pubhc heanng, initially scheduled
for 28 July 2009, where Cigarrera Bigott's status as a third party
would be deterrmined and parties would present evidence and
make arguments On 16 September 2009, the Venezuelan Republic
ordered the court to continue the judicial process A new date has
yet to be scheduled by the court.

On 12 Aprl 2011, however, the Constitutstonal Chamber of the
Supreme Court of |ustice 1ssued deasion number 494, which
established the rules for class action procedures The court must
therefore deade whether Cigarrera Bigott’s intesventon may be
admitted under the new procedure pnor to the public heanng This
deaision has not yet been 1ssued

{¢) Individual personal injury claims

Aside from the US there are approxmately 353 individual smeking
cases pending world-wide as at 31 December 2071 against Group
companies that are not detailed here Over three-quarters of these
cases are in Brazil

At 31 December 2011, there were only three {compared to
approximately 1,000 cases i july 2008, which decreased to 634 in
July 2009} individual ‘lights’ cases (n Italy pending against BAT ltalia
before the jushice of the peace courts and 43 ‘lights’ cases on
appeal In addition, in 2007, 2,230 cases were filed by a single
plaintff's counsel in one jurisdiction (Pescopagano) The court has
confirmed the withdrawal of all of these claims Because of the type
of court involved, the most that any indiwvidual plaintiff can recover
in damages 1s €1,033, plus €1,000 1n costs and an additicnal €3,000
for enforcement proceedings Asat 31 December 2011, more than
4,000 cases (including 2,230 Pescopagano cases) had been
withdrawn, suspended or resulted in decisions given in favour of
BAT Itala

As at 31 December 2011, there are 27 smoking and health cases
pending before Italian first instance cvil courts, filed by or on behalf
of individuals in which 1t is contended that diseases or deaths have
been caused by cigarette smoking There are two labour cases for
alleged occupational exposure pending in ltaly In addition, there
are 12 cases on appeal, including two appeals that relate to the
same labour court decision {Serafini) but based on different
grounds

On 23 June 2003, an indwvidual action was broughtn the

Danish High Court against House of Pnince A/S and Skandinavisk
Tobakskompagni A/S seeking DKK485,450 (currently approximately
€65,215) for alleged smoking-related diseases and loss of earmings
On 8 December 2011, the Courtissued Judgment in favour of the
defendants and crdered costs against the plainaff On 31 January
2012, the plaintiff filed an appeal

On 14 September 2011, an individual acion was brought in the
Zheleznodorozhny Distnct Court of Khabarovsk, Russia against
British Amencan Tobacco-STF {BAT-STF) and Bntsh Amencan
Tobacco-Yava (BAT-Yava) among others The plaintff seeks to
compel defendants, including BAT-STF and BAT-Yava, to cease
production and sale of tobacco products and to remove their
tobacco products from arculaton within the Russian Federation

On 20 October 2011, a statement of defence was filed for BAT-STF
and BAT-Yava The plaintff filed to withdraw his claim and the court
accepted the withdrawal of the clam on 22 Novemnber 2011 The
plaintiff did not file an appeal within the ime permitted However,
the plainuff may stll be allowed to file an appeal if he can show that
there was a valid reason for missing the appeal deadline
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Conclusion

While 1t 1s impossible 1o be certain of the outcome of any particular
case or of the amount of any possible adverse verdict, the Group
believes that the defences of the Group’s companies to all these
vanous claims are merntoneus on both the law and the facts, and a
wigorous defence 1s being made everywhere If an adverse judgment
1s entered against any of the Group’s companes in any case, an
appezl will be made Such appeals could require the appellants to
post appeal bonds or substitute secunity in amounts which could in
some cases equal or exceed the amount of the jJudgment In any
event, with regard to US lingation, the Group has the benefit of the
RIRT Indemnification At least 10 the aggregate, and despite the
quality of defences available to the Group, 1tis not )mpossible that
the Group’s results of operations or cash flows in particular
quarterly or annual penods could be matenially affected by this and
by the final cutcome of any particular itigation

Hawving regard to all these matters, the Group (1) does not consider it
appropnate to make any provision in respect of any pending
itigation, save insofar as stated above and (1) does not believe that
the ultimate outcome of this luigation will significantly impair the
Group's finanaal condiion
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30 Contingent liabilities and financial commitments continued
Operating leases

Total future mumimum lease payments under non-cancellable operating leases compnse leases where payrents fall due

201 2010
£m Em
Property

Within one year 70 59
Between cne and five years 183 149
Beyond five years 129 122
382 330

Plant and equipment
Within one year ] 26
Between one and five years 47 25
78 51
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2011 2010 2009 2008 2007
For the years ended 31 December £m £m £m £m £m
Income statement
Gross tumaver (including duty, exase and other taxes) 46,123 43,855 40,713 33,921 27,104
Revenue {after deducting duty, exase and other taxes) 15,399 14,883 14,208 12,122 10,018
Profit from operations 4,721 4,318 4,101 3,572 2,904
Adjusted profit from operations 5,519 4,984 4,461 3,77 3,002
Profit before taxation 4,931 4,388 4,080 3,684 3,077
Profit for the year 3,375 3,140 2,956 2,659 2,287
2011 2010 2009 2008 2007
pence pernce pence perce pence
Eamings per share
— basic unadjusted 1571 1452 1370 1233 1052
— diluted unadjusted 1562 144 4 1363 1225 104 5
- diluted adjusted 1946 1757 1530 1288 1085
Dividends declared per share 126 5 114 2 995 837 66 2
20m 2010 2000 2008 2007
At 31 December £m £m £m £m £m
Balance sheet
Non-current assets 18,624 19,203 18,508 18,812 13,399
Current assets 8,495 8657 8,106 8739 5,365
Total assets 27,119 27,860 26,614 27,551 18,764
Owners of the parent 8,167 9,206 7,613 6,944 6,871
Non-controlling interests 307 342 299 21 218
Total equity 8,474 9,548 7.912 7,215 7,089
Non-cument liabilities 10,798 10,667 11,786 11,458 713
Current hatulibes 7,847 7,645 6,916 8,878 4,544
Total liabilities 18,645 18,312 18,702 20,336 11,673
Total equity and habilities 27119 27,860 26,614 27,551 18,764

‘I 9 British Amencan Tobacco
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Half-Yearly Analyses of Profit

The figures shown below have been produced using average rates of exchange on a half-yearly basis since the beginning of the year Thus the discrete
half year to 30 June has not been restated for subsequent movements in foreign exchange rates dunng the year, which are reflected in the results for the
subsequent half year to 31 December

6 months to Yearto
30 jun 2011 31 Dec 2011 31 Dec 2011
£m £m £m

Profit from operations 2671 2,030 4,721
Analysed as
- adjusted profit from operations 2,760 2,759 5,519
— restructunng and integration costs (40) (153) (193)
—amoertisation of trademarks (29) (29) (58)
— goodwillimpairment (273) (273)
— Fox River (274) 274
2,691 2,030 4,721
Net finance costs (233) (227) (460)
Share of post-tax results of associates and joint ventures 329 n 670
Analysed as
— adjusted share of post-tax results of assogates and junt ventures 315 344 659
—issue of shares and change in shareholding 34 (6) 28
- smoking cessation programme (23) (23)
—gain on disposal of business 22 22
—other 3 19) {16)
329 k1) 670
Profit before taxation 2,787 2,144 4,911

Eamings per share

Basic 94 5p 62 6p 157 1p
Adjusted diluted 96 1p 98 5p 194 6p
6 moniths to Year to
30Jun 2010 31 Dec 2010 31 Dec 2010
£m £m £m
Profit from operations 22N 2,047 4,318
Analysed as
— adjusted profit from operabons 2460 2,524 4,984
- restructunng and integration costs (158) (153) (311
—amortisation of trademarks (31) @3n (62)
- impairment of trademarks (44) {44)
— goodwill impaiment (249) (249
2,271 2,047 4,318
Net finance costs 231) (249) (480)
Share of post-tax results of assocates and joint ventures 239 in 550
Analysed as
— adjusted share of post-tax results of assocates and jont ventures 306 316 622
—1ssue of shares and change in shareholding ()] )
— Canadian settlements (60) 1 (59)
— other @ 3 @)
239 3N 550
Profit before taxation 2,279 2,109 4,388
Eamings per share
Basic 769p 68 3p 145 2p
Adjusted diluted 87 1p 83 6p 175 7p

British American Tobacco
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Principal subsidiary undertakings

The Company has taken advantage of the exemption under Section 410 (2) of the Companies Act 2006 by providing information
only n relation to subsidiary undertakings whose results or financial position, 1n the opinion of the Directors, prinapally affected

the financial statements The subsidiary undertakings listed below are therefore the main corporate entities in those countnes

which, in aggregate, contributed over 80 per cent of Group revenue and operating profit

% equity shares held 9 equity shares held
Centre Corporate Companies Brazil
B AT (UK and Export) Ltd 100 Souza Cruz 5 A 75
B AT Capital Corporation 1007 Canada
(incorporated in the United States of Amenca) Impenal Tobacco Canada Ltd 100
BAT International Finance p | c 100"  Chile
BATMark Ltd 100 Brtish Amencan Tobacco Chile Operaciones $ A 98
Brihsh-Amencan Tobacco (Holdings) Ltd 100 Colombia
British American Tobacco Holdings 100 British Amencan Tobacco (South Amenica) Ltd 100
(The Netherlands) B V (incorporated in the United Kingdomy)
(incorporated in The Netherlands}) Mexico
Bntish American Tebacco International Ltd 100 British Amenican Tobacco Mexico, SA de C V 100
(incorporated in Switzerland) Venezuela
British American Tobacco (Brands) Inc 100 C A Cigarrera Bigott Sucs 100
(incorporated in the United States of Amenca) Western Europe
Brtish Amenican Tobacco (Brands) Ltd 100 Belgium
Bntish Amencan Tobacco (GLP) Ltd 100 British Amencan Tebacco Belgum S A 100
Bntish American Tobacco (Investments) Ltd 100 Czech Republic
Tobacco Insurance Company Ltd 100 Bntish Amencan Tobacco (Czech Republhic), s ro 100
Asia-Paafic Denmark
Australia British Amencan Tobacco Denmark A/S 100
Briish Amencan Tobacco Austraha Ltd 100 (House of Prince A/S)
Bangladesh France
h A Tob. SAS
Bntish American Tobacco Bangladesh Company Ltd 65 I(B;rltl;anr;encan obacco France 100
er
Indonesia
British-American Tobacco (Germany) GmbH 100
.
IPT Bentoel Internasional Investama Tbk 85 Bntish Amencan Tobacco (Industne) GmbH 100
apan
Hungary
:ﬂm:Sh Amenican Tobacco Japan, Ltd 100 BAT Pecst Dohnygyr Kft 100
alaysia
Italy
:ntns!'IIAn"llen:;an Tabacco (Malaysia) Berhad 50 Brtish American Tobacco ltaha § p A 100
ew Zealan
Netherlands
I;n:sht Amencan Tobacco (New Zealand) Ltd 100 Bntish Amencan Tobacco Nederland BV 100
akistan
Poland
Pakastan Tobacco Co Lid 94 Bntish Amencan Tobacco Polska 5 A 100
go:t: :orea Tob " Ltd 160 Brissh Amencan Tobacco Polska Trading Sp zo o 100
rtish Amencan Tobacco Korea
Romania
_IIB_ntlsh Amencan Tobacco Korea Manufacturing Ltd 100 Brish-American Tobacco (Romania) Trading SRL 100
aiwan
Spain
B?;:c?r:noc:t;‘fn the United Kingdom) 100 Britsish American Tobacco Espada, S A 100
Vietnam Swet::an Tob 4
Brtish-Amencan Tobacco Marketing (Singapore) 100 British Amencan Tobacco Sweden AB 100
Pnvate Linmted Fiedler & Lundgren AB 100
{incorporated in Singapore) Switzerland
Americas Batish Amernican Tobacco Switzerland § A 100
Argentina United Kingdom
Nobleza-Piccardo SAICyF 98 Briish Amencan Tobacco UK Ltd 100
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9% equity shares held 9% equity shares held
fastern Europe, Middle East and Africa Russia
Algena 0]5C Bntish Amencan Tobacco — STF 100
Bntish Amencan Tobacco {Algérie) S P A 51 QJSC Brtish Amencan Tobacco — Yava 99"
Egypt C)SC Bntish Amencan Tobacco - 5Pb 100"
Bntish Amercan Tobacco Egypt LLC 100 C)JSC “International Tobacco Marketing Services”™ 100
Iran South Africa
BAT Pars Company (Private Joint Stock) 100 Bntish Amencan Tobacco Holdings
Kazakhstan South Afnca (Pty) Lid 100
Bntish Amencan Tobacco Kazakhstan Trading LLP 100 Turkey
Morocco Briish Amencan Tobacco Tutun Mamullen Sanayr ve

TicaretA S 100
British Amercan Tobacco Exports B V 100
(incorporated i the Netherlands) Ukraine

Nigerta A/TBAT —Prlucky Tobacco Co 99
Bntish Amencan Tobacco (Nigena) Ltd 100

Those subsidiary undertakings histed above which are held directly by British Amencan Tobacco p | ¢ are indicated thus ¥, all
others are held by sub-holding companies Unless otherwise stated, Centre Corporate Companies are subsidiary undertakings
incorporated in the United Kingdom and the cauntry of incorporation and operation of regional subsidiary undertakings is that
under which the company 1s listed All identified subsidiary undertakings are involved in activibies related to the manufacture,
distnbution or sale of tobacco products All comparues’ shares are ordinary shares or common stack except for those indicated
thus $, which include preference shares

* During 2011, the Group sold 984 muliion shares, representing approximately 149% of PT Bentoel internasional Investama Tbk's
share capital, for the purposes of fulfilling certain obligattons pursuant to Bapepam LK (Indonesia) takeover regulations The
Group simultaneously entered into a total return swap on 971 million of the shares As a consequence of this and for the duration
of the swap, while the Group does not have legal ownership of these shares, it retains the nsks and rewards which results in the
Graup continuing to recogruse an effective interest in 99% of PT Bentoel Internasional Investama Tbk’s net assets and results

A complete list of Group subsidiary and associate undertakings will be attached 1o the next Bntish Amencan Tobacco p | ¢ annual return to
the Registrar of Companies A broader descniption of the Group's operations and sphere of actvities can be found online at www bat com

Principal associate undertakings

Total issued
Latest published capital
information Em 9 shares held
Americas
United States of Amenca
Reynolds American Inc ¥ Common Stock 31121 * 42
tobacco ¥ Preferred Stock *x
Asia-Pacific
India
ITC Led ¥ Ordinary nizn 95 E]

FMCG including tobacco
agn-business

paperboord, paper and packaging
hotels

¥ Lsted overseas
*  Asat 31 December 2011, Reynolds Amencan Inc. had ssued 576,135,199 shares (US30 0001 Common Stock), of which the Group held 242,230,221
*  Asat 31 December 2011, Reynolds Amencan Inc, had issued 1,000,000 shares (US$0 01 Preferred Stock), in which the Group held no interest.
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Independent auditors’ report

To the members of British American Tobacco p.l.c.

We have audited the Parent Company financa! statements of
Brihsh Amencan Tobacco p | ¢ for the year ended 31 December
2011 which compnse the Parent Company Balance Sheet, and
the related notes The financial reporting framework that has
been apphed in their preparation 1s apphcable law and United
Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice)

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ responsibility statement
set out on page 108, the Directors are responsible for the
preparaton of the Parent Company financial statements

and for being satisfied that they give a true and fair view Qur
responsibility 1s to audit and express an opinion on the Parent
Company financial statements in accordance with applicable law
and International Standards on Auditing (UK and lreland) Those
standards require us to comply with the Auditing Practices
Board’s Ettucal Standards for Auditors

Ths report, including the opinions, has been prepared for and
only for the Company’s members as a body in accordance with
Chapter 3 of Part 16 of the Compares Act 2006 and for no other
purpose We do not, in gving these opinions, accept or assume
responsibility for any other purpose or to any other person to
whom this report Is shown or into whose hands it may come
save where expressly agreed by our pnor consent in wnting

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and
disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to
the Parent Company’s arcumstances and have been consistently
applied and adequately disclosed, the reasonableness of
significant accounting estimates made by the Directors, and the
overall presentation of the financial statements In addition, we
read all the financial and non-financial information in the Annual
Report to dentify matenal inconsistencies with the audited
financial statements If we become aware of any apparent
matenal musstatements or inconsistenaes we consider the
implications for our report.

Opinion on financal statements
In our opimion the Parent Company financial statements

o gmveatrue and fair view of the state of the Company’s affairs
as at 31 December 2011,

« have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, and

+ have been prepared in accordance with the requirements of
the Companies Act 2006

1 9 6 British American Toebacco
Annual Report 2011

Opiruon on other matters prescribed by the
Companies Act 2006
In our opimon

« the part of the remuneration report to be audited has been
property prepared in accordance with the Comparues Act
2006, and

« the information given in the Directors’ report for the financial
year for which the Parent Company financial staternents
are prepared Is consistent with the Parent Company
financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters
where the Companies Act 2006 requires us to report ta you f,
In Qur opIrvon

¢ adequate accounting records have not been kept by the
Parent Company, or retumns adequate for our audit have
not been recerved from branches not wisited by us, or

s the Parent Company financial statements and the part of the
remuneration report to be audited are not 1n agreement with
the accounting records and retums, or

¢ certan disclosures of Directors’ remuneration specified by
law are not made, or

+ we have not received all the information and explanations we
require for our audt.

Other matter
We have reported separately on the Group financial statements
of Bitish Amencan Tobacco p | ¢ for the year ended

Paul ¢ragg (Senior Statutory
for and on behalf of Pnicewaterhouse€oopers LLP
Chartered Accountants and Statutory Auditors
London, United Kingdom

22 February 2012
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Balance Sheet — British American Tobacco p.l.c.
At 31 December

201 2010
Notes £m £m
Assets
Fixed assets
Investments in group companies 2 4,305 4,302
4,305 4,302
Current assets
Debtors 3 7,894 4,693
7,894 4,693
Total assets 12,199 8,995
Equity
Capital and reserves
Called up share capital 506 506
Share premiurn account 64 61
Capital redemption reserves 101 101
Other reserves 920 90
Profit and loss account 6,669 3,647
after deducting
—cost of treasury shares (1,527) {740
Shareholders’ funds 4 7,430 4,405
Liabilities
Creditors 5 4,769 4,590
Total equity and habilities 12,199 8,995
accompanying notes are an integral part of the Parent Company financial statements
Oh behalf of the Board
-
Richard Burrows
Chaiman
22 February 2012
British Amencan Tobatco
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Notes on the Accounts

1 Accounting policies

Basis of accounting

The Parent Company finanaal statements have been prepared on the
going concem basis, under the histoncal cost convention except as
described in the accounting policy below on finanaal instruments
and in accordance with the Companes Act 2006 and UK Generally
Accepted Accounting Practice

The Company 1s 2 public imited company which 15 isted on the
London Stock Exchange and the Johannesburg Stock Exchange and
1s incorporated and dormialed i the UK

Cash Flow Statement

The cash flows of the Company are included in the consolidated cash
flow statement of Bntish Amencan Tobacco p | ¢ which 15 included
in this Annual Report. Consequently the Company i1s exempt under
the terms of FRS 1 (Revised) from publishing a cash flow statement.

Foreign Currencies

Transactions ansing In currencies other than sterling are translated at
the rate of exchange ruling on the date of the transaction Assets and
liablites exprassed in currencies other than stering are translated at
rates of exchange ruling at the end of the financal year All exchange
differences are taken to the profit and loss accountin the year

Accounting for iIncome

Income 1s included in the profit and loss account when all contractual
or other applicable condiions for recognition have been met.
Prowisions are made for bad and doubtful debis, as appropnate

Taxation

Taxation provided 1s that chargeable on the profits of the year,
together with deferred taxation Defermed taxation 1s provided in full
on timing differences between the recognibion of gains and losses
1n the finangial statements and their recogmiion In tax computations

2 Investments in Group companies

However, the Company does not discount deferred tax assets
and labiites

Fixed asset investments
Fixed asset mvestments are stated at cost, together wath subsequent
capital contnbutions, less provisions forany impairment in value

Dividends

Final dwdend distnbutions to the Company’s shareholders are
recognised as a hability in the financal statements in the penod in
which the dmvidends are approved by the Company’s shareholders
while the intenm divdend distnbutions are recognised 1n the penod
in which the dwdends are declared and paid

Similarly, dvdend meome is recogrised at the same time as the
paying company recogrises the liability to pay a dwdend

Repurchase of share capital

When share capital is repurchased, the amount of consideration paid,
including directly attributable costs, 1s recognised as a deduction
fromequity Repurchased shares which are not cancelled, or shares
purchased for the employee share ownership trusts, are classified

as treasury shares and presented as a deduction from total equity

Related Parties

The Company has taken advantage of the exempticn under
paragraph 3(¢) of FRS 8 from disclosing transactions with related
parties that are wholly owned subsidianes of Bntish Amencan Tobacco
plc Group

Financral instruments

The finanaal mstrument disclosures of the Company are included

in the Group financial staternents which are induded in this Annual
Report. Consequently, the Company 1s exernpt under paragraph 2D
(b) of FRS 29 from publishing these finanaal instruments disclosures

Finanaial guarantees are recorded at fair value less
accumulated amortisabon

The Company’s directly owned subsidianes are Bntish Amernican Tobacco (1998) Limited, BAT International Finance p | c., BA.T Capital Corporation

and BATMark Lmited

The Directors are of the opinion that the mdmdual investments in the subsidiary undertakings have a value not less than the amount at which they are

shown m the Balance Sheet.

2011 2010

£m £m

1 January 4,302 4,295

Additions 3 7

31 December 4,305 4,302
3 Debtors

20m 2010

£m £m

Amounts due from Group undertakings 7,894 4,693

Induded within amounts due from Group undertakings 1s an amount of £6,348 mullion (2010~ £2,967 mullion) which 1s unsecured, interest beanng and

repayable on demand The interest rate 1s based on LIBOR.

Amounts totaling £1,485 mullion (2010 £1,673 mullion) due from Group undertakings are unsecured, interest free and repayable an demand
Included in debtors are amounts of £61 mllion (2010- £53 mullion) falling due after one year, all of which is unsecured and interest free

1 9 8 British Amencan Tobacco
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4 Shareholders’ funds

Share Capital
Share prermium redemption COther Profit and
capital account resesves reserves loss account Total
£m £Em £m £m £m £m

1 January 2011 506 81 o 90 3,647 4,405
Increase in share capital — share options 3 3
Profit for the year 6,167 6,167
Dwidends and other appropnations ordinary shares (2,358) (2,358)
Consideration paid for share buy-back programme (755) (758)
Consideration paid for purchase of own shares
held in employee share ownership trusts (120) (120)
Consideration recewved on the exerase of options
over awn shares held in employee share
ownership trusts 1 1
Other movements 87 87
31 December 2011 506 64 101 90 6,669 7,430

Dradends pad are recogmsed in the year in which they are approved by shareholders, and dividends receved are recognised tn the year in which they
are receved The final dvidend which has been declared for the year ended 31 December 2011 1s shown in note & to the Group finanaal staternents
and will be recogrused in the finanaal staternents for the year ended 31 December 2012

As permitted by Section 408 of the Companies Act 2006, the profit and loss of the Company has not been presented in these finanaal statemments
The profit for the year ended 31 December 2011 was £6,167 mullion (2010 £2,541 mithon)

Detatls of Directors’ remuneration, share options and retirement benefits are given in the remuneration report. Details of key management
compensation are included n note 29 of the Group financial statements The Company had three employees at 31 December 2011 (2010 four)
The cost of these employees are bore by ancther Group company

Shareholders’ funds are stated after deducting the cost of treasury shares which include £1,278 million (2010 £523 million) for shares repurchased
and not cancelled and £249 million (2010 £217 mullion) in respect of the cost of own shares held in employee share ownership trusts

Dunng 2011 28 million shares were bought back at a cost of £750 million {2010 £nil}, excluding transaction costs of £5 mullion (2010 £rul)
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Notes on the accounts continued

4 Shareholders’ funds continued

Ordinary
shares of 25p each
Called up share capital Number of shares £m
Allotted and fully pad
1 January 2011 2,025,756,358 506 44
Changes dunng the year
— share option schemes 230,312 0.06
31 December 2011 2,025,986,670 506.50
Crdinary
shares of 25p each
Called up share capital Number of shares £m
Allotted and fully paid
1 January 2010 2,025,364,622 506 34
Changes dunng the year
— share option schemes 391,736 010
31 December 2010 2,025,756,358 506 44

Share premium
The increase of £3 million (2010 £3 million) relates solely to ordinary shares issued under the Cormpany’s share option schemes These schemes are
described in the remuneration report.

5 Creditors

2011 2010

£m £m

Amounts due to Group undertakings 991 823
Loans due to Group undertakings 3,617 3617
Sundry creditors 161 150
4,769 4,590

Amounts due to Group undertakings of £991 million (2010 £823 muilion) are unsecured, interest free and repayable on demand

Loans due to Group undertakings of £3,617 million (2010 £3,617 million) are unsecured, bear interest at rates between 1 42 per cent and 2 23 per
cent (2010 1 34 per cent and 1 93 percent) and repayable on demand

Included in sundry creditors is an amount of £54 mallion (2010 £47 million) which1s unsecured, Interest beanng and due withun one year and the
remaining batance of £107 million (2010 £103 million) s unsecured, interest free and due after one year

6 Audit fees

2011 2010
Fees payable to PncewaterhouseCoopers LLP
— Audit fees £30,000 £30,000
- Fees paid for other services £nil £rul

7 Contingent liabilities and financial commitments

Bntish Amencan Tobacco p | c. has guaranteed borrowings by subsidiary undertakings of £9 3 billion (2010 £9 3 billion) and total borrowing faciliies
of £17 7 billion (2010- £16 3 billion)

There are contingent hiabilies i1 respect of lingation I vanous countnies (note 30 to the Group finandal staternents) In addinon, the Company has
cross-guaranteed the habrlities of the Bntish Amencan Tobacco UK Pension Fund which had a defiat according to the lastformal tn-annual actuanal
valuation in March 2011 of £516 rmilhon and which had a defict on a FR$17 basis at 31 December 2011 of £400 million (2010 £2217 mudlion)

20 0 British American Tobacco
Annual Report 2011




Business review Corporate governance

Financial statements | Other information |

Shareholder and contact information

Listings and shareholder services
Premium hsting
London Stock Exchange (Share Code BATS, ISIN GB0002875804)

United Kingdom Regstrar

Computershare Investor Services PLC

The Pavilions, Bndgwater Road, Bnsto! BS99 677

tel 0B0O 408 0094, +44 870 889 3159

web-based enquines www investorcentre co uk/contactus

www computershare com/ukfinvestor/bn

Access the web-based enquiry service for shareholders operated by
Computershare Investor Services in the UK, view details of your
Bntish Amencan Tobacco shareholding and recent dividend
payments and register for shareholder electronic communications
to recerve notification of Bnuish Amencan Tobacco shareholder
mailings by email

www computershare com/dealing/uk

Go online or telephone 0870 703 0084 (UK) to buy or sell Brntish
Amenican Tobacco shares traded on the London Stock Exchange
This service Is only available to shareholders in countries where
settlement can be made in sterhing or euros

Secondary listing
|SE {Share Code B8TI)

Shares are traded in electronic form only and transactions settled
electronically through Strate

South Afnca Registrar

Computershare Investor Services (Pty) Ltd

PO Box 61051, Marshalltown 2107, South Afnca

tel 0861 100 925, +27 11 870 8222

email enquires web quenes@computershare co za

American Depositary Receipts
NYSE Amex Equities (Symbol BTI, CUSIP No 110448107)

Bnush Amencan Tobacco sponsors an Amencan Depositary Receipt
(ADR) programme in the United States Each ADR represents two of
the Company’s ordinary shares

Enguines regarding ADR holder accounts and payment of dividends
should be directed to

Citibank Shareholder Services

P O Box 43077, Providence, Rhode Island 02940-3077, USA

tel 1-888 985-2055 (toll-free) or +1 781 575 4555

email enquines ctbank@shareholders-online com

website www b com/dr

Publications

Copies of current and past Annual Reports are available on request
Coptes of the Group corporate descnpbve booklet About Us are also
avallable Highlights from these publications can be produced in
alternative formats such as Braille, audio tape and large print,
contact.

Bnitish Amenican Tobacco Publications

Umit 80, London Industnal Park, Roding Road, London E6 6LS

tel +44 207511 7797, facsimile +44 20 7540 4326

email bat@team365 co uk

Alternatively contact Computershare Investor Services (Pty) Ltd
using the contact detais shown above

Our website — www bat.com

Access comprehensive infformation about Briish Amencan Tobacco
and download shareholder publications at the corporate website,
visit the Investor Centre for valuation and charting tools and
dividend and share pnce data and subscnbe to the email and SMS
alert services for key financial events in the Bntish Amencan Tobacco
financial calendar

Dwidend Reinvestment Plan

Available to the majonty of shareholders on the UK register, this 15 a
straightforward and economic way of ubllsing your dividends to build
up your shareholding in Briish Amencan Tobacco Contact
Computershare Investor Services in the UK for details

Individual Savings Accounts (15As)

A Brnush Amenican Tobacco sponsered 1SA Contact

The Share Centre

PO Box 2000, Aytesbury, Bucks HP21 BZB

tel 0800 800008, +44 1296 414141

email enquines service@share co uk

website www share co uk

(The tax advantages of I5As depend on your individual crrcumstances and the
benefits of 1SAs could change in the future You should note that investments,
their value and the incomethey provide can go down as well 2s up and you
might not get back what you onginally invested )

Capital gains tax

Fact sheet for Bntish Amercan Tobacco histoncal UK capital gains
tax information, contact the Briish Amencan Tobacce Company
Secretanal Department, tel +44 20 7845 1000 or access the
Investor Centre at www bat com/investorcentre/cgt

Final dnvidend 2011 — dates 1n 2012

23 February Dividend announced (including amount of
dividend per share 1n both sterling and rand,
apphcable exchange rate and conversion date —
21 February 2012)

23 february to  From the commencement of trading on

9 March 23 February to 9 March 2012 (inclusive), no
removal requests in either direcbion between the
UK main register and the South Afncan branch
register will be permitted

2 March Last day to trade (JSE}

5-9 March No transfers between the UK masn register and
South Afncan branch register, no shares may be
dematenalised or rematenahsed

5 March Ex-dividend date (JSE)

7 March Ex-dividend date (LSE}

9 March Record date (LSE and |SE)}

3 May Payment date (sterling and rand)
Financial calendar 2012

26 Apnl Interim Management Statement
26 Apnl Annual General Meeung

The Banqueting House, Whitehall,
London SW1A 2ER

25 July Half-Yearly Report
24 October Intenm Management Statement
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Shareholder and contact information continued

Analyses of shareholders

The high and low pnces at which the Company’s shares are

Combined Regqisters

Percentage of

Percentage 1ssued
rec;rmdedsa; havan? tlll"aded dunng the year on each of the LSE Category of Number of of total Nurnbert of ordinary
an e JSE are as follows shareholder holders holders ordinary shares  share capial

High Low Indivduals 86,871 7806 80,700,116 398
LSE £30 68 £22 825 Financial
JSE R397 70 R25080  ‘nstitutions/
Pension funds 1,694 152 147,867,536 730
At 31 December 2011 there was a tatal of 2,025,986,670 ordinary Nominee 19,883 17 87 1,719,110,104 B84 85
shares in issue held by 111,284 shareholders These shareholdings companies
are analysed as follows Other 2,835 255 21,311,152 105
corporate
(a) by listing as at 31 December 2011 holders
Total omber | reentage of Numberof | Tre@sury Shares 1 <001 56,997,762 282
Register of shares capital holders (UK)
UK 1,810,487,974 89 36 51,194 UK Register
South Afnca 215,498,696 10 64 60,090 Number of Percentage of UK
halders ordinary share capital
(b) by category of shareholder and size of shareholding as at T 1999 2212 1
31 December 2011 being the date on which equivalent - " 17
informatson 1s available on both registers 2,000 — 9,999 6,912 143
UK Register 10,000 — 199,999 1,525 387
Percentage 200,000 — 499,999 213 373
of UK 500,000 and over Kk 86 65
Percentage Numberof  ordinary
Category of UK Number of of total UK UK ordinary share Treasury shares {UK) L 315
shareholder UK helders holders shares capital
South African Register
Individuals 42 680 83137 51,173,090 283
Number of Percentage of SA
Financial y holders ordinary share capital
institutions
Pension funds 289 056 10486323  oss |~ 199 33,340 899
Norminee 7893 1542 1,683,233,673 9297 2000-9.9%9 5,061 936
companies 10,000 - 199,999 1,562 26 32
Other corporate 331 065 8,597,126 047 200,000 - 499,999 82 1194
holders 500,000 and over 45 43 39
Treasury Shares 1 Q0 56,997,762 315
(UK) Combined Registers
Number of Percentage of issued
South African Register holders ordinary share capital
Percentage Percentage of 1-1,999 95,552 20
Categoryof SA' Numberof of total SA°  Numberof SA  5A ordinary _
shareholder SA holders holders ordinary shares  share capital 2,000 -9,999 1,973 2z
Indwiduals 44191 7354 29,527,026 1370 10,000-199,999 3.087 625
Financal 200,000 — 499,999 295 4 60
instituttons/ 500,000 and over 376 82 06
Pension funds 1,405 234 137,381,213 6375 Treasury shares (UK) 1 2 81
Nominee 11,990 1995 35,876,431 16 65
companies
Other 2,504 417 12,714,026 590
corporate
holders
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Registered office
Globe House, 4 Temple Place, London WC2R 2PG
tel +44 20 7845 1000, facsimile +44 20 7240 0555

Incorporated in England and Wales No 3407696

Representative Office in South Africa

34 Alexander Street, Stellenbosch 7600, South Afnca
PO Box 631, Cape Town 8000, South Africa

tel +27 21 883 3722

Secretary
Nicola Snook

General Counsel
Neil Withington

Investor relations

Enquines should be directed to Michael Nightingale,
Rachael Bnerley or Maya Farhat

tel +44 20 78451180

Press office

Enquines should be directed to Kate Matrunola
or Cathenne Armstrong

tel +44 20 7845 2888

e-mail press_office@bat.com

Auditors
PricewaterhouseCoopers LLP
1 Embankment Place, London WC2N 6RH
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British American Tobacco p | ¢. (No 3407696) Annual Report 2011
This 15 the Annual Report of Batish Amencan Tobacco p | ¢ (the
Company) and the Bntish Amencan Tobacce Group, compnsing the
Directors’ report and the audited financial statements, for the year
ended 31 December 2011 It has been drawn up and is presented In
accordance with, and reliance upon, applicable Enghsh company law
The habihties of the Directors in connection with this report shall be
subject to the mitations and restrctions provided by such law

The Annual Report 1s published on www bat.com A printed copy Is
mailed to shareholders on the UK main register who have elected to
receve It Otherwise, shareholders are notified that the Annual Report
1s available on the website and will, at the bime of that notification,
receive a short Performance Summary (which sets out an overview

of the Group's performance, headline facts and figures and key dates
in the Company’s financial calendar) as well as a Notice of Annual
General Meeting and Proxy Form

Specific local mailing and/or notfication requirements will apply
to shareholders on the South Afncan branch requster

References in this publication to *Bnssh Amencan Tobacco’, ‘we’,
‘us’, and ‘our’ when denoting opinion refer to Bntish Amencan
Tobacco p 1 ¢ and when denoting tobacco business activity refer to
British Amencan Tobacco Group operating compantes, collectively
or indmvidually as the case may be

British American Tobacco
Annual Report 2011

Cautionary statement

The business review and certain other sections of the Annual Report
contain forward-locking statements which are subject to nsk factors
associated with, among other things, the economic and business
arcumstances occurnng from time to time 1n the countnies and
markets in which the Group operates It 1s believed that the
expectations reflected in these statements are reasonable but they
may be affected by a wide range of varables which could cause
actual results to differ matenally from those currently anticipated




About this report

This report has been prninted in the UK by Pureprint, 2
CarbonNeutral® company using their pureprint and alcofree
environmental printing technology

The paper used for this report 1s Amadeus 50% Recycled Silk
compnung 25% post-consumer and 25% pre-consumer waste,
and 50% virgin wood fibre sourced from sustainable forests and
Amadeus 50% Recycled Offset, comprising 50% post-consumer
and 509 virgin wood fibre sourced from sustainable forests Both
papers are independently certified according to the rules of the
Forest Stewardshup Counail® This document is recyclable

Designed and produced by MerchantCantos Photography

by David Hares, John Gibbons, Mike Abrahams and Matthew Ford
Printed in the UK by Purepnnt Ltd 15014001 2004, FSC certified
and CarbonNeutral*




