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Proud history,
bright future

Who we are

British Amenican Tobacco 1s a teading tobacco group,
with brands sold in around 180 markets We employ
more than 55,000 people and, with over 200 brands in
our portfolio, we make the cigarette chosen by one in
eight of the world's one bilhon adult smokers

Founded in 1902, our Group of companies traded
through the turbulence of the 20th century, including
wars, revolutions and nationahsations The Group was
first isted in 1912, and today we are one of the top

10 companies histed on the London Stock Exchange
and feature \n the Fortune 500 We have also had a
secondary listing on the |SE Limited in South Africa
since 2008

We hold robust market positions in each of our four
regions — Americas, Asia-Pacific, Eastern Europe,
Middle East and Africa, and Western Europe — and we
are leaders in more than 60 markets Our approach to
marketing 1s second to none In our industry, in brand
building, innovation and responsibility Our companies
adhere strictly to the high standards of our voluntary
marketing principles

Our leading brands

Our four leading brands are Dunhill, Kent, Lucky Strike
and Pall Mall — our Global Drive Brands (GDBs)

Dunhill’s roots date back to 1907, where Dunhult
Tobacco of London Limited was established on
Gentlemen’s Row More than a century later, Dunhull
IS our premium international brand, embodying the
perfect taste, always

Since its establishment in 1952, Kent has stood for a
modern, progressive cigarette Relaunched in 1997,
it has grown very quickly in populanty, backed by
innovative product offers

In 2012, our subsidiaries enabled governments
worldwide to gather more than £30 biliron in duty,
excise and safes taxes cn our products, more than
seven times the Group's profit after tax

We play a significant role in local communmities around
the world In many countries we are a top employer
and the company of choice for people in all areas

of our business We have 44 cigarette factories in 39
countries In addition to cigarettes, we make aigarillos,
roll your own and pipe tobacco

We are also proud of our Research & Development
facilities, where our people are stniving to reduce the
harm associated with tobacco products

With our geographic diversity, strong brands, talented
people and proven strategy, the Group 15 well placed
to achreve further success In particular, we are
confident that our Investments in both innovative
cigarette products and next-generation nicotine and
tobacco products will help us drive growth and build
shareholder value in the years ahead

Based on its rich legacy dating back to 1871, Lucky
Strike 1s the true Amencan onginal, now a popular
choice throughout the world with a presence in more
than 80 countries

Patl Mall 1s the third biggest cigarette brand 1n the
world, sold in over 110 markets For more than
110 years its core proposition has been centred on
rewarding smokers globally with real, high quality
value offers

We have many other famous international and local
brands, including Rothmans, Vegue, Viceroy, Kool,
Peter Stuyvesant and Benson & Hedges

References in this publication to ‘Britsh Amencan Tobacco’, ‘we’, ‘'us’, and ‘our’ when denoting opinion refer to Brish American Tobacco p | ¢
and when denoting tobacco business activity refer to Bnush Amencan Tobacco Group operating companies, collectively or indmidually as the

case may be
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This 1s the Annual Report of Bntish Amencan Tobacco p | ¢ (the Company)
and the Brish Amenican Tobacco Group, compnising the Directors’ report
and the audited financial statements, for the year ended 31 Decernber 2012

it has been drawn up and 15 presented in accordance with, and rellance upon,
apphcable English campany law The habilities of the Directors i connection
with this report shall be subject to the imitations and restnictions provided

by such law

The Annual Report 1s published on www bat.com A printed copy 1s malled

to shareholders on the UK main register who have elected to receive it
Otherwise, shareholders are notified that the Annual Report 1s avallable on

the website and will, at the time 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 financial calendar) as well

as a Notice of Annual General Meeting and Proxy Form

Speafic local mailing and/or noufication requirements will apply to
shareholders on the South Afncan branch register

Cautionary statement

The business review and certain other secions of the Annual Report contain
forward looking statements that are subject to risk factors associated with,
ameng other things, the economic and business circumstances occurnng
from ume to tme 1n the countries 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 vanables that could cause actual
results to differ matenally from thase currently anticipated

British American Tobacce Annual Report 2012 1




Business Review

From the Chairman

Dear Shareholder

Let me welcome you to the Annual Report for 2012 This has been
a good year for your Company notwithstanding the challenging
economic environment and the adverse impact of exchange rates

Smnce the Group was first histed in 1912, the business has developed
and grown significantly, becorming recognised as one of the UK's
leading companies Today we are among the top 10 compantes
Iisted on the London Stock Exchange

Strong performance

Eriish Amernican Tobacco delvered strong profit growth in 2012,
achieved through good pricing and an outstanding improvement
In operating margin, partiallty offset by adverse exchange rate
movements To grow underlying market share and operating
profit, while investing for the leng term, 15 a strong sign of the
efficacy of our strategy Difficult trading conditions persist in parts
of the world, particularly southern Europe, but these results
demaonstrate the Company 15 1n excellent shape and we remain
confident that our strategy will continue to deliver superior
shareholder returns

Delivering shareholder value

Our finanaial highlights indicate how the business 1s delivering
supenor returns You can read a full summary of our successful
year oh the following pages

This success 15 reflected in adjusted diluted earrings per share for
2012 nsing to 207 5p, an increase of 7% on last year

The Board has recommended a final dmdend of 92 7p per share,
which will be paid on 8 May 2013 to shareholders on the register
at 15 March 2013 Thus takes the total dwidend for the year to 134 9p,
an increase of 79 on last year, and maintains our target of paying
out 65% of sustainable earnings in dvidends

The Board also approved the continuation of our share buy-back
programme in 2012 Between the beginning of March and the
end of December 2012, almost 39 million shares were repurchased
at a value of £1 25 billion, excluding transaction costs

The Board has agreed a £1 5 billion share buy-back programme
for 2013

Governance

We are a leading International business, with products sold in 180
countnes around the world And, of course, we operate in a highly
regulated sector that many regard as controversial Acting responsibly
makes good business sense and we set high standards for ourselves,
our suppliers and our trade customers

Qur values, a key component of our culture, are clearly embraced
by our people and we take great care to ensure that they are
embedded throughout the business This needs good governance
and, for us, this 1s not simply an exercise in comphance, it 1s a key
element underpinming the sustainable, long-term growth of our
business A full report on our corporate governance Is set out on
pages 46 to 57

Historical total shareholder return

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

— F¥SE companison is based on spot daily values
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Over the five-year period our compound growth rate, based on adjusted diluted earnings per share, has

been 13 9%
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Business Review

Sustainability

Bntish Amencan Tobacco was the first tobacco company to
publish a social report and | am proud to say that more than a
decade [ater we maintain our strong reputation for corporate
social responsibility and sustainability We were selected for

the 11th successive year in the 2012 Dow lones Sustainability
Indexes, which recognise economig, social and environmental
performance We were also ranked in the top quartile of companies
In a study on “Transparency in Corporate Reporting Assessing the
World’s Largest Companies” carned out by Transparency
International, a leading anti-corruption organsation

You will see that some of the progress we have made in 2012
against our sustainability agenda 1s discussed in this Annual
Report, in particular within our strategic review and our corporate
governance statement We have also published a separate
Sustanability Summary report - “Sustainability why it matters” —
alongside our Annual Report This outlines our progress and
explains how we are developing an ambitious new sustanability
agenda that will better measure and address the impact our
business has on Its environment and stakeholders You can
download this summary report from our corporate website

at www bat com/sustainability

On track for further success

Reflecting on the success of 2012, let me express my thanks and
appreciation to my fellow Directors on the Board, to our Chief
Executive, Nicandro Durante, to management, and to all our
colleagues around the worid

In particular, | record our appreciation to Sir Nichalas Scheele
and Robert Lerwill, both of whom will be standing down as
Non-Executive Drrectors at the end of this year's Annual General
Meeting, each having served eight years on your Board

| am delighted to welcome Bngadier General {reured} Dr Richard
Tubb, a US aizen, who joined your Board on 28 january 2013
Richard ts a prominent and weli respected expert in the field of
tobacco harm reduction and his appontment further demonstrates
our commitment to putting science at the heart of our business

Looking forward, | am confident that we have the strategy, people
and resources to continue to deliver high single figure earmings
per share growth in the years ahead

Richard Burrows
Chairman

2012 highhghts

— Adjusted diluted earnings per share iImproved
by 7% to 207 5p

— Recommended total dividend for the year
of 134 9p, up 7% on 2011

— Selected for the Dow Jones Sustainability
Indexes for the 11th successive year

— Share buy-back programme setat £1 5 billion
for 2013

British American Tobaceo Annual Report 2012
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Our year in numbers

Group cigarette volumes,
excluding associates (bilhon)

694 -16%

Profit from operations' (£mtllion)

5,412 .

Basic earmings per share (pence)

1 98.1 +26%

Revenue at constant
exchange rates? (Emullion}

15,999 ...

Adjusted profit from operations! at
constant exchange rates? (Emillion)

5,970 .

Adjusted diluted earnings
per share' (pence)

207.5

Revenue (£Emilhon}

15,190 ...

Free cash flow {£Emillion)

3,259 ..

Dwidends per share {pence)

134.9 ...

134.9 7%

23.1%

Notes

1 Adjusted profit from operations 1s derived after excluding the adjusting items fram the profit from operations These adjusting items include restructunng
and integration costs, amortisation and impairment of trademarks and stmslar intangtbles, goodwill impairment and the Fox River provision

2 Constant currency provides the information based an a re-translation, at prior year exchange rates, of the current year information

4 British American Tobacco Annua! Report 2012




Business Review

An overview of our performance

We have a wide range of measures and indicators by which the Board assesses performance To ensure management’s focus I1s ahgned

with the mnterests of our shareholders, our KPls (key performance indicators — shaded in the table below) are reflected in our
management incentive schemes Although our other business measures listed here are not directly included in these incentives, we
beleve they improve the quality of our business and contnbute to shareholder value, particularly over the long term We review our
business measures penodically and update them to ensure they remain relevant and reflect the needs and pnonties of the business

2012 Further
performance information
Total shareholder return (TSR) — annual % 23 1% Page 11
We measure our TSR against the FTSE 100 Index and our fost moving consumer goods peer group
Adjusted diluted earnings per share (EPS) 207 5p Page 11
Our target 15 to grow adjusted difuted EPS at the rote of hugh single figures per annum +7%
Group’s share of key subsidiary markets (Increase in % share) +01% Page 15
Growth in the Group’s retar] market share in our Top 40 markets, as adjusted
Clobal Drive Brand (GDB) volumes +3% Page 15
Volumes of our GDBs - Dunhuil, Kent, Lucky Strike and Pall Mall - sold by our subsidiaries
Total cigarette volumes 694bn Page 15
Volumes of all cigarettes sold by our subsidiories -1 6%
Adjusted profit from operations at constant exchange rates £5,970m Page 17
Figure 15 denved after excluding the adjusting items (see note 1 opposite} +8%
Cash generated from operations £2,739m Page 17
The free cash flow excluding restructuning cosis and dwvidends and other appropriations Target
from associates, per the alternative cash flow exceeded
Operating margin 374% Page 17
Ttus 1s the percentage of adjusted profit from operations divided by revenue {2011 35 8%)
Free cash flow as a percentage of adjusted earnings 81% Page 17
This measures our free cash flow as a ratie of the adyusted earrings Our target (2011 86%)
15 to maintain a percentage figure of over 80%
Employee engagement index 72% Page 18
Cur aim is to achieve @ more positive score than the norm for the FMCG companies (2011 689%)
In our comparator benchmark group
Carbon dioxide equivalent (CO,e) — tonnes per milhon cigarettes equivalent o8 Page 20
Qur obyective is to reduce Group CO,e by 50% by 2030 from our 2000 baseline and by 80% by 2050 (2000 1 38)
Group energy use — gigajoules per million cigarettes equivalent 1031 Page 20
Gur objective is [0 reduce energy use by 179 by 2017 from our 2007 baseline (2007 11 82)
Water use — cubic metres per million cigarettes equivalent 377 Page 21
Our objective 1s to reduce water use by 26% by 2017 from our 2007 baseline (2007 4 86)
Waste to landfill - tonnes per midlon cigarettes equivalent 0012 Page 21
Our objective 15 to sustain waste sent to landfill at no more than 0 016 tonnes per million (2007 0 025)
cigarettes equivalent produced
Recycling ~ percentage of waste re-used or recycled against waste generated 92 5% Page 21
Our objective 15 to re-use or recycle more than 85% of waste generated in each year (2011 85 4%)
Lost Workday Case incident Rate (LWCIR) 023 Page 21
The local objective set for all of our companies 1s zera accrdents, and we have a zero acadents (201 O 26)

ambition for the whole group

British American Tobacco Annual Report 2012
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Chief Executive’s review

Very good business performance

We exceeded all of our financial objectves in 2012 We delivered
organic revenue growth on a constant cumency basis of 4% and
adjusted profit from operations of 89 at constant rates of exchange
Despite the adverse exchange rates, once again we delivered excellent
returns to shareholders, with adjusted diluted earnings per share up by
7% on last year, with an increase of 12% at constant exchange rates

We grew our underlying market share in 2012, with good share
momentum in the second half of the year Pricing remains strong
and, while our cigarette volumes were down shightly, this was
mainly due to industry declines in some of our major markets

Outstanding operating margin improvements

We achieved a substantial improvement in operating margin of
160 basis points, exceeding our target of increasing operating
margin by 50 to 100 basts points each year In addition to a strong
price mix of 6%, we have continued to focus on productmty
improvements, addressing our cost base through factory
rationalisation, systems standardisation and productivity savings

Innovations driving growth

Our Global Drive Brands (GDBs) — Dunhill, Lucky Strike, Kent and
Pall Mall — continued to perform well, driven by our innovations,
recording both volume and share growth We saw outstanding
volume growth of 119 for Lucky Strike in 2012 Dunhill volumes
grew by 2%, Kent by 19 (or 4% adjusting for the one-off
comparator in Japan) and Pall Mall by 3% Collectively, our four
GDBs achieved volume growth of 3% (or 4% excluding the impact
of Japan) and now account for over ane-third of our total volumes
GDBs grew market share by 30 basis points

Fine Cut tobacco, a category that includes roli-your-own and
make-your-own, grew volume by 8% in Western Europe and
mcreased market share This was driven by Pall Mall, by far the
largest brand in this category

Consumer focus

Improving the execution of our strategy starts and ends with our
focus on the consumer Marketing products that satisfy a wide
range of consumer needs has been key to our recent success and
will become ever more impartant in the future

This consumer focus also extends to our efforts to improve
productivity through a flexible and efficient supply organisation
This will enable us to release funds to invest In our brands and
innovations, helping us grow market share and deliver higher
returns for shareholders

Next-generation products

Alongside the innovations in the cigarette market, we are
developing next-generation products Nicoventures, a company we
set up in 2011, 1s aiming to launch nicotine-based products and, in
Decemnber 2012, we acquired CN Creative, a UK-based company
specialising in the development of electronic cigarette technologies

Great people

Our continuing success 1s only possible thanks to our talented
people, excellent teams and great leaders driving our orgarssation
I was very pleased to see that, in our latest ernployee opinion
survey In 2012, the percentage of our people who are extremely
satisfied with Bntish Amencan Tobacco as a place to work was
significantly hugher than in our peer group

Sustainability at the heart of our business

We continue to raise standards within our supply chain, market
our products in a responsible way and strive to reduce the impact
of tobacco use on public health For me, this 1s a simple point To
grow our business we must operate sustainably — creating shared
value for our shareholders and society in a challenging and
changing fandscape

Our efforts in these areas have recewved positive recognition
externally, but there 15 more we can do In the year ahead, we will
be working with stakeholders to develop a new sustainabiity
agenda that increases our ambition and better measures the
impacts of our business

Trafficking tobacco and regulation

We support regulation backed by robust evidence showing that it
will help achieve the objective of reducing the impact of tobacco
use on public health Measures such as excessive excise increases,
retail display bans and plain packaging do more to disrupt orderly
markets and iittle to further therr intended arms In fact they play
into the hands of cnminals by creating ideal conditions for the
counterfeiters and smugglers to thrive

The dlegal trade 1n counterfeit and smuggled goods accounts
for around 12% of the global marketplace This 1s a competitor
that has no regard for playing by the rules, no incentive for
maintaining quality and no qualms about selling tobacco
products to the underaged

Where possible, we are in the front line in the battle against
tobacco trafficking — working alongside law enforcers, customs
officials and international organisations, as well as making our
packs easier to trace and harder to counterfeit

Management Board changes

Ricarde Oberlander joined the Management Board at the start of
2013 as Regional Drrector, Americas, replacing Jack Bowles, who
moved to our Asia-Pacific region At the same time, Naresh Seth)
was appointed Regional Director, Western Europe

On 1 March 2013, Alan Davy was appointed to the position of
Group Operations Director, replacing Des Naughton, who took on
the new role of ‘Managing Director ~ Next-Generation Products’,
encompassing Nicoventures and CN Creative

1 would hke to congratulate Ricardo, Jack, Naresh, Alan and Des on
their new roles on our Management Board

6 British American Tobacco Annual Report 2012
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Challenges and opportunities ahead

Our geographic diversity, powerful brands, iInvestment in
nnovations and strong positiens in emerging markets remain

key strengths and we are confident in the future of the tobacco
business We also believe that building a portfolio of next-generation
products alongside our main tobacco business will provide us with
sigmificant new oppartumties in the years ahead

We ended 2012 with share growth in the majonty of our markets
Priang remains good and our GDB8s get stronger every year
While we cannot underesimate the challenges ahead in 2013,

I am confident that we have robust plans in place and the
resources to succeed We have the momentum, proven
capabilities and passionate people to deliver another year

of good growth and I look faorward to 2013 with optimusm

Nicandro Durante
Chief Executive

2012 highhghts

— Ourunderlying overall market share grew
— Global Drive Brand volumes grew by 3%
— Innovations continue to drive growth

— Qutstanding increase in operating margin
by 160 basis points

— We have taken important steps forward in our
plans to develop next-generation products

— Excellent overall financial performance

Global Drive Brands 2012 performance

Dunhill Kent Lucky Strike Pall Mall
Cigarettes sold (billion) Crgarettes sold {billion) Cigarettes sold (billion) Cigarettes sold (billion)
Volume growth Volume growth Volume growth Volume growth
Number of markets Number of markets Number of markets Number of markets

130+ 90+

80+ 110+

British American Tobacco Annual Report 2012
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Global market overview

Global marketplace

The value of the global tobacco market has been estimated at
around £450 bilhon and the industry produces around 5 5 trillion
cigarettes a year While cigarette sales in developed countnies
continue to decline year-on-year, sustained volume growth 1s
widely predicted in emerging markets, driven by population
growth and increasing disposable income As a result, the overall
value of the tobacco market continues to grow

The higgest singie tobacco market 1s China, where the industry
15 state-owned, with some 350 million smokers who account
for more than 40% of global consumption

The four biggest internationat tobacco companies — Bntish
Armenican Tobacco, Impenal Tobacco, Japan Tobacco and

Phiip Mornis International — account for some 459 of the global
market, or around three-quarters of the market outside China

Widely cultivated non-food crop

Tabacco 1s one of the world's most widely cultivated crops, grown
i more than 120 countries The farmers who choose to grow it

— many in developing countrnies — do so because 1t is hardy, grows
well in poorer soils and volatile weather, and 1s known for fetching
stable prices Farmers can earn good yields from very small plots
of tobacco and are able to grow other crops, such as food, often
using the same land at different times of the year The techmques
used for growing quality tobacco can also be applied to growing
these other crops

Less than 1% of the world’s agncultural land is given over to
tobacco farming and only for part of the year, yet itis an important
contnbutor to the agncultural economy in many countries

Tobacco’s economic contribution

The global tobacco industry contnbutes substantially to the
economies of more than 100 countries, and millions of people
worldwide depend on it for employment Few industries are as
wide-ranging and, for most countries, tobacco forms an important
part of theirr economy and society

Even in countnies that do not have tobacco manufactunng,
tobacco retaill and distribution is an important source of economic
activity And, of course, tobacco taxes are a major source of
revenue for almost every government i the world ~ for example,
the UK government alene raised around £12 billion m excise and
VAT on tobacco products 1n 2012 Itis esumated that governments
worldwide collect in the region of US$250 billion in excise on the
sale of tobacco products each year

Next-generation products

Increasing pnces and higher rates of excise make it ever more
wnportant that consumers are offered real value by the tobacco
products they buy Quality and innovation will both play an
increasing role in delivering market share, as tobacce companies
operate In 2 highly competitive marketplace

These innovations will include next-generation products
new-style tobacco and nicotine products that employ a range

of new technologies Substantial investments have been made
in developing cigarette alternatives, including nicotine inhalation
products, electronic agarettes, aerosol nicotine-delivery systems
and products that heat tobacco rather than burn it

The scientfic community widely agrees that it is the toxicants in
tobacco and tobacco smoke, not the nicoting, that causes the
majonty of tobacco-related diseases Conventional cigarettes carry
the most nisks to health, while some forms of low-toxicant smokeless
tobacco products, such as Swedish-style snus, although not nsk-free,
are much less nsky Regulatory-approved nicotine products that
contain no tobacco or smoke toxicants are almost nsk-free

The UK’s Royal College of Physicians has said “if nicotine could be
provided in a form that 1s acceptable and effective as a cigarette
substitute, millions of lives could be saved ”

We encourage tobacco companies, soentists and regulators to
work together to ensure a saence-based approach is used to assess
new products that potentially pose less risk This witl provide
consumers with the assurance that the product infarmation they
receive Is based on sound science and atlows them to make an
nformed chorce based on the nsk profile of different products

Raising the debate on Twitter

Bntish American Tobacco’s Twitter account 1s @BATPress Although
we don't communicate about our brands and products, we do
make our views known on a senes of topical tndustry issues We
use Twitter to reach key stakeholders, such as journalists, opimon
formers and members of the tobacco control community, on the
topics that matter to us and our consumers

Follow us @BATPress

8 British American Tobacco Annual Report 2012
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Regulating the market

Sound regulation 15 iImportant in the tobacco industry and, where
it1s developed wath all stakeholders involved, it can help to ensure
an orderly marketplace that serves the interests of both consumers
and governments

Much of the tobacco regulation being proposed and introduced
around the world 1s dniven by the World Health Orgamzation’s
Framework Convention on Tobacco Control However, excessive
regulation often has unintended consequences

Measures such as retaill display bans and sudden increases in excise
rates can distort competition among tobacco companies and, in
same cases, may result in consumers switching to cheaper legally
trafficked products

Legislation enacted in 2012 to introduce plain packaging for tebacco
products in Austraha could affect the livelihoods of small retailers and
make counterfet products easier to produce and sell It could also set
a precedent for other consumer goods manufacturers and countnes,
as international trademarks are appropnated by local laws This s
why the Australian government’s legislation has been challenged

by member states of the World Trade Organizatron (WTO) The
complaint, raised by three separate countries, will be considered

by the WTO in 2013 and a ruling 1s expected in 2014

Trafficking of tobacco products

Cigarettes are still among the most commonly trafficked products
on the black market due to high profit margins, the relative ease
of production and movement, along with low detection rates
and penaities It 1s a widespread problem that 1s made worse

by excessive regulatory policies in some countries

Tobacco trathicking accounts for around 600 bilhion aigarettes
sold every year This trade has a negative impact on consumers,
retailers, governments and tobacco companes For consumers,
counterfeit cigarettes mean no quahty controls and no health
warnings, while smuggled genuine products may carry health
warnings that do not meet local government regulations

It1s estimated that governments worldwide lose up to US$40
bilhon a year in excise and other taxes due to the trafficking of
tobacco products Meanwhile the profits end up in the hands

of cnminals who don’t pay tax and sell their products to anyone,
including children

This illegal trade can only be tackled effectively if the industry,
requlators and enforcement authonties work together,
supported by appropnate excise policies, sound regulation
and effective enforcement

Tobacco farming — a choice for millions of farmers

Briish Amencan Tobacco produced a short film in 2012 about
tobacco farming and made it available on its corporate webstte
and YouTube

Tobacco can grow 1n poorer soils and most climates and can
easily be grown in rotation with food and other cash crops,
helping farmers sustain a diversified iIncome The film explains
how our local experts work with farmers, promoting stable
livelihoods as well as helping to ensure social and
environmental sustainability

You can view the film at www bat com/leaf
or at www youtube com/WelcomeToBat

British American Tobacco Annual Report 2012
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Our strategy to deliver
shareholder value

Our strategy

Our vision

Our strategy

Productivity

Growth

We are consumer-led,
providing tugh quality,
relevant tobacco and
next-generation products that
meet consumer needs We do
this by being brand focused
and excelling at bringing
supenaor, differentated

offers ta market

Read mare In our strategic
review on page 14

Achreve
leadership
of the global
tobacco industry

Growth

Winnin
organisation

Productiity

By effectively deploying our
resources we can increase
profits, improve our operating
margin and invest in our
business, helping us to grow
market share and achieve
higher returns for shareholders
We do this through our
consumer-centnc, flexible
supply orgarusation and the
implementation of a new
global operating model

with common systems

and processes

Read more in our strategic
review on page 16

Our vision

Our Group vision is to
lead the global tobacco
industry. We don’t just
measure that in volume
and value, we also aim to
be the world’s best at
meeting consumer needs.

Responsibility

Winning organisation

Bntish American Tobacco 1s a
great place to work We have
great people and great teams
Our aim 15 to mamtam a high
performing organisation

that can attract, develop and
retatn the next generation of
leaders We do this by being
entrepreneunal and creating
a culture of personal ownerstip

Read more in our strategic
review on page 18

Responsibility

Qur people are required to act
ethically at all times and, as a
business, we seek to reduce
our environmental footprint
and the harm caused by our
products To ensure we have
a sustainable business, we
engage with society through
active, honest and open
dalogue, while promoting

a sctence-based approach

to regulation that meets

the needs of consumers

Read more In our strategic
review on page 19
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Key performance indicators

Adjusted diluted earnings per share

Total shareholder return — annual %

This 1s our adjusted diluted earnings per
share (EPS) — the detail of the calculation
and the adjustments made are explained
in note 7 on the financial statements

Target

Our target 1s to grow adjusted diluted
EPS at the rate of high single figures per
annum, on average, over the medium
to long term

The Group 15 focused on increasing
shareholder value, which 1s measured
using total shareholder return (TSR)
compared to the FTSE 100 Index and
also to a Fast Mowving Consumer Goods
(FMCG) peer group The FMCG
comparatar group s reviewed annually
to ensure that it remains both relevant
and representative

TSR 1s measured according to the return
index calculated by Datastream, on the
basis of all companies’” dividends being
reinvested 1n their shares The return s
the percentage increase in each company’s
index over a three-year period
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Our business model

Our business model is designed to deliver sustainable growthin
earnings for our shareholders. Itis built around consumers and is
supported by our consistent strategy, with growth and productivity
driven by a winning organisation acting responsibly at all times.

How our strategy and business
model work together

|e2§:'f;;ﬁp Our strategy and business model drive our global operations,
of the global supported by a strong commitment to good corporate
tobacco industry governance We have world-class science, well-established
brands and a range of product innovations that will deliver
relevant benefits to consumers now and In future All this
contnbutes to a shareholder value propositton that continues
to evolve but has a formidable track record of success in
Growth recent years
Winning
Productivit Responsibih
y organisation P ty
Our business model delivering value Growth
Qur consumer-centric appraach to sourcing, production and
distribution helps us to create value for a wider group of Innovation Waorld-class science

stakeholiders throughout cur products’ Iifecycles These include
farmers and their communities, other suppliers, trade partners,
governments and regulators The quality of our people s a

uonanpoiy

crucial factor in delivening this and our global presence enables -
us to leverage the value they create on a worldwide scafe Fn) ]
> =8 ©
8 S
3 £ Consumers 2
3 3 g
= =
=4 B
& ']
@ Distnbution g
)

Global presence

Winning organisation
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World-class science

For over 50 years, we have had an
extensive scientific research
programme More recently, we have
been focusing research on innovatve
low-toxicant smokeless tobacco and
nicotine-based products for adult
smokers who want a safer alternative to
cagarettes Our work with scientists and
public health professionals ams to
secure widespread support for tobacco
harm reduction, including the regulatory
changes needed to support bringing
reduced-risk products to market

Our people

We employ more than 55,000 people
worldwide — from secunng our leaf
supply through production and
distnbution to our efforts to develop
reduced-nsk products Qur workforce s
strongly multi-culturai and we have a
devolved structure, with each local
company having responsibility for its
operations We encourage a culture of
personal ownership and value our
employees’ talents Their diverse
perspectives help us to succeed and we
recognise their cntical role in achieving
the goals we set for our business

Sourcing

We have a significant interestin
tobacco growing and we provide
agronomy support to over 100,000
directly contracted farmers We
manage our whole supply chamn
responsibly, both leaf and other
matenals used across our business, and
work with suppliers to create a shared
understanding of our social,
environmental and economic iImpacts
Thus enables us and our suppliers to
manage nisks better, while ensuring
that we are agile and flextble, using our
resources as effectively as possible

Brands

We have a successful brand marketing
strategy based on our insights of the
consumer Qur portfolio of more than
200 global, regional and local brands s
designed to meet key consumer
preferences, wherever they are in the
world Our Global Drive Brands —
Dunhdl, Kent, Lucky Strike and Pall Mall
—have enjoyed considerable success
and today account for one in three of
the cigarettes we sell Our aim s to
offer a tailored brand solution for every
relevant consumer segment

Consumers

We place consumers at the heart of our
business We invest in world-class
research to understand changing
consumer needs and buying behaviour,
creating brands and innovative
products that will fulfil these needs
Thts drives our supply chain, our
product development, our innovations,
our brands and our trade activities Itis
our aim to satisfy consumers while
addressing stakeholder concerns and
expectations about how we should
market our products

Production

Manufactuning tobacce products i1s a
large-scale operation and we have
state-of-the-art manufacturing facilities
all over the world We work to ensure
that our costs are globally competitive
and that we use our resources as
effectively as possible Our companies
have consolidated their production
facilites in recent years to ensure that
we can meet the needs of an agile and
flexible supply chatn — rationalsing our
machinery and technology to establish
a more cost-effectrve and world-class
operational base for the future

Innovation

We make significant investment in
research and development to deliver
innovations that satisfy or anticipate
consumer needs and generate growth
for the business This involves
innovations such as capsule products,
‘all natural” products and Reloc, our
resealable pack technology We also
look outside the tradittonal cigarette
market and research, develop and test
new products to meet changing
consumer needs We continue to
review potential acquisitions that wall
complement our in-house research or
increase our speed to market

Global presence

Qur business was born international
and, with 110 years of operating
globally behind us, today we are one of
the world’s leading tobacco groups
Qur brands are sold in around 180
markets and our geographic diversity
and strong positions In emerging
markets are key strengths We hold
rabust market positions in each of cur
regions and have leadership in more
than 60 markets With over 200 brands
in our portfolio, we make the cigarette
chosen by one in eight of the world's
one billion adult smokers

Distnbution

Our well-developed distnbution
channels are cncal enablers of our
growth strategy, allowing us to roll out
innovations on a global scale We
continuously review our route to
market to ensure we remain
compebitive This includes our
relatonships with wholesalers,
distnbutors and logistics providers, as
well as our direct to store sales
operation Almost half of our global
volume 1s now sold through retailers
supplied through our direct
distnbution capability or exclusive
distnbutors
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Strategic review

Growth

We continued to achieve sustainable, profitable growth in 2012,
driven by continued pricing momentum despite a difficult
economic environment This was underpinned by a strong brand
portfolio, innovative launches and good pricing

Strong growth driven by GDBs

Qverall GDB volume grew by 3% in 2012 (or by 4% excluding the
impact of Japan), dnven by the expanston of GDBs into new and
established markets, as well as the roll-out of consumer-relevant
Innovatons The GDB share of global volumes has increased from
18% to 33% since 2005, driven by our innovations In 2012 we
remained the market leader for capsule products, with a segment
share of over 5096 in our key markets

Dunhill, our most prestigious brand, delivered organic growth in
2012 across maost of our key markets, nctuding Indonesia,
Malaysia, the Gulf Cooperation Counctl (GCC), South Africa,
Tawvan and Romania, driven pnmarnily by mnovation Despite the
difficult competitive environment in South Korea, tatal Dunhift
volume increased by 2% in 2012 to reach 49 billion agarettes

Dunhill continued to deploy the Reloc seal across its ranges, with
62% of all Dunhill agarettes now sold in this Innovative packaging
Cunhull also grew across Indonesia, South Afnca, Hungary, Romarnia
and Malaysia, helptng the brand to reach record volumes in 2012

Kent continued its strong growth in eastern Europe and the Middle
Eastin 2012 Global volume grew by 19 to 67 billion agarettes, 4%
excluding the impact of Japan This robust performarnce was achieved
through share gains in key markets such as Ukramne, Vietham and other
eastern European and Middle East markets

Kent Convertibles, the innovative range of capsule products
launched in 2010, 1s now available In 26 markets An upgrade In both
product and packaging design in 2012 resulted in an increase In
valurme of over 30% for this range The further development of Kent's
HD range also delrvered strong volume performance in Russia

Lucky Strike had another outstanding year with double-cigit
growth of 11% A record volumne of 33 billion aigarettes was seldin
2012 due to strong performances in Argentina, Chile, France and
Gerrany This level of growth was achieved despite the general
market decline in the key Lucky Strike markets of Spain and Italy

Lucky Stnke’s growth continued to come from both capsule technology
and the new ‘all natural’ offer There werne almost twice as many capsule
agarettes sold compared to last year and the ‘all natural’ offer more than
tnpled sales within the same penod These two products accounted for
more than 229 of alt Lucky Stnke aigarettes sold

Pall Mall, our number one volume brand, delivered growth of 3%
n 2012 Significant growth came from Pakistan, Germany, Canada,
Romania, Russia and the UK

Across our GDBs, Fine Cut roll-your-own and make-your-own
tobacco volumes grew 1n Western Europe by nearly 30% in 2012
Pall Mall posted impressive results with increased volumes of 18%
and a strong performance throughout the region Lucky Strike
meate than doubled its volumes, driven by new launches

Strong performance of international brands

In addition to our GDBs we have a strong portfolio of international
brands such as Rothmans, Peter Stuyvesant, Craven A and John
Player Gold Leaf

Rothmans had a very good year on the back of a new launch in
Russia and grew 4% globally This was despite reduced volumes in
Egypt due to increased illicit trade, and the brand continued to
grow in the Middle East, Nigena, North Africa, ltaly and the UK

Viceroy volumes were down in 2012 due mainly to a decline in
Turkey Vogue volumes also fell in 2012 driven by a decline in
Russia, however the brand grew 1n key Western Europe markets
such as Romania and Germany

John Player Gold Leaf, our key regional brand in Asia-Pacific and
the Middle East, posted good growth with improved performance
in its key markets of Pakistan, Bangladesh and the GCC

Benson & Hedges saw good growth in many markets, but overall
the brand was adversely impacted by market declhines in Australia
and Nigena

Craven A, our regional brand in Asra-Pacific and Eastern Europe,
Middle East and Afnca (EEMEA), had a great year with double-digit
growth of 11% and an improved performance in all of its key markets

Underlying perfermance of Kool was good, although the brand
declined due to the high comparator caused by the impact of the
out-of-stocks in fJapan in 2011

Peter Stuyvesant delivered higher volumes 1n 2012 mainly due
to a stable performance in South Africa and growth in other
EEMEA markets

Trade marketing and distribution

We have around 10,000 Trade Marketing & Distribution (TM&D)
employees respansible for the selling and delivery of our products,
the presence and activation of our brands at the point of sale and
the development of mutually benefical partnerships with our
customers This includes engagement i the prevention of youth
smoking and llicit trade

Developing the field force

To successfully support our brands and innovations in a fast-paced and
rapidly changing environment, Positive, a new ambitious programme
to tran and develop our people 1s being rolled out globally The
programme provides our people with a competitive edge and ensures
we continue to meet the demands of custormers and consumers
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Route to market

QOur route to market 15 critical to meet consumer demand at the
point of sale and allows us to rell out brand mitatives and
innovations quickly and on a global scale

Where appropnate, we believe that direct-to-store sales (D5S) are an
effective way of serving retailers and building sustainable business
partnerships D35 gives us visibility and control over the sales and
distributron process, allowing us access to both the market and
consumer information It also provides a direct commercial link to
our most strategic retail accounts In 2012 we further enhanced our
capabiliies with investments in a number of markets including
Indonesia and South Africa

Key performance indicators (KPls)

We also work with exclusive distnbutors to ensure cur products
are effectively sold and delivered to retailers, and almost half of our
global volume 1s sold to retailers through these distnbutors and
through our own distribution capability

Customer management

Building partnerships with retailers 1s a key part of our trade
marketing activities We work closely with our retail partners to
provide support and ensure that at all imes they can profitably
meet the expectations of adult smokers with regards to availability,
pricing and brand quality This includes the development of effective
trading terms, which are a key foundation of a successful partnership

Group’s share of key subsidiary markets (increase in % share)*

Thus 1s our retaill market share in the
Group’s Top 40 markets which cover
around 80% of the volumes of
subsidianes The information used In
this calculation 1s based on publicly
available information and internal
company analysis

Target

market share

Global Drive Brand (GDB) volumes

Our target s to continue to grow

+0.1%

* Share figures are rebased annually to reflect
market and segment size changes The 2012
higure has been rebased to reflect the cne-off
impact of out of stocks In Japan in 2071

GDB volumes are calculated as the totat
volumes of the four GDBs — Dunhill,
Kent, Lucky Strike and Pall Mall - sold by
our subsidianies

Target

Business measures

Total cigarette volumes

Our target 15 to increase our GDB share
faster than the rest of our portfolio

232bn
(+3%)

Total aigarette volumaes are defined as

Objective
all cigarettes sold by our subsidianes

our total volumes

Qur objective 1s to maintain or grow

694bn
(-1.6%)
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Productivity

Productivity continues to be an important part of our strategy
It provides the capabiities and resources we need to support
investment in our brands so that we can grow share in our
key markets

Our globally-integrated supply chain continues to improve
efficiency and effectiveness while we are making our operations
flexible, agtle and truly consumer-centric Our ability 1o roll out
innovations with speed 15 evolving and we continue to leverage
our scale

Productivity savings

Cost management remains a focus across the business, and has
helped to deliver an improved operating margin of 37 4% We
have also continued to improve our marketing efficiency and
capital effectiveness, ncluding reducing unnecessary complexity
to save costs and using our cash and assets more effectively

We contiue to realise productivity savings from the supply chain,
inctuding indirect matenal procurement and overhead savings,
ensurng the Group 1s able to invest in preduct enhancements
and capabilities that enhance the consumer expernence

New operating model

In 2012 the Group began a medium-term programme to implement
a new operating model This includes revised organisational
structures, standardised processes and shared back-office services,
underpinned by a global, single instance of SAP The new structures
and processes are currently being implemented and the deployment
of the new SAP system started i the third quarter of 2012 This wlt
take around four years to fully roll out.

Optimising resource allocation

Our integrated supply chain enables the group to deliver growth
The transparency of demand and supply at a global level through
sales and operational planming ensures we are able to deliver faster
and better decision making to allocate resources This has also
allowed us to roll out innovations faster and implement machine
technology standards — improving our sourcing fleximbty,
contingency planning and capital effectiveness

Global supply chain network

In 2012 we continued to optimise our manufacturing footprint
Over the past 10 years we have reduced the number of aigarette
factories from 87 to 44 in 39 countries, ncluding acquisitions
Further closures, including at Bremen in Germany, have
progressed in line with expectations, while the restructuring of
Boncourt in Switzerland and Vranje in Serbia were announced
during the year Investment to support continued growth ensured
manufactuning sites were optimised to deliver anticipated
volumes, coordinated across our global network

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

We are also developing industry-wide supply chain security
systemns with other international tobacco companies This wifl
include dentfiers that will allow consumers and authonties to
validate a product’s authenticity, and digital coding technology
to help governments ensure that all taxes and duties are pard

Our track and trace technology, which allows us to monitor
the movement of our products within the supply chain, was
implemented n Russia, Poland, Ukraine and Belarus by the end of
2012 and 15 currently being introduced in Germany and Romania

Procurement joint venture

Agrega, our procurement joint venture with AB InBev, continues
to expand 1ts geographic reach, leverage scale and build expertise
in indirect spend

Leaf supply chain

Our leaf supply chain s the most verucally integrated in the
industry and continues te provide a competitive advantage, global
visibility and cost efficienaies through the quality of our leaf, our
people and through our relationships with farmers Our proven
expertise in leaf gives us a strong position to address new
consumer needs and the effects of product-based reguiation

We are managing our leaf footpnnt to ensure sustainabity of
supply and guaranteeing access to quality sources of leaf
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Key performance indicators (KPIs)

Adjusted profit from operations at constant exchange rates

Profit used in this assessment 15 the
adjusted profit from operations of the
Group’s subsidiaries — adjusted profit
from operations at constant rates for the
items shown as memorandum information
on the Group Income Statement

Cash generated from operations

Target

The Group's medium to long-term target is
to grow ad|usted profit from operations on
average by 6% per annum

£5,970m
(+8%)

Cash flow from operations is defined as
the free cash flow excluding restructunng
costs and dwidends and other
appropnations from associates, per the
alternative cash flow on page 35

Business measures

Operating margin

Target

A specific target is set each year for the cash
flow from operations The target for 2012
was exceeded

£2,739m

This 15 the percentage of adjusted profit
from operations divided by revenue

Objective
Cur abjective I1s to Increase operating
margin by 50-100 basis points per annum

Free cash flow as a percentage of adjusted earnings

37.4%

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

Objective
Qur obgective Is to maintain a percentage
figure over 80%

81%

British American Tobacco Annual Report 2012
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Winning organisation

Diversity

We pnide ourselves on having a diverse workforce who meet the
needs of our diverse consumers, customers, suppliers and other
stakeholders We have 64 nationalities working at our global
headquarters in the UK

We are commuitted to improving the diversity of our senior
management teams, including by gender and by nationality
Local staff account for an average of 62% of employees on top
teams around the world, an increase from 57% last year We are
also supporting the career development of female managers to
increase the number of women in senior roles In 2012, the
number of women in management roles remained steady at
32% and we had 25% female Board representation

We are dedicated to providing equal apportunities to each employee
We do not discnminate when making decisions on hinng, promotion
of retirement and we are committed to providing training and
development for employees with disabilines

Employee opinion survey

“Your Voice' 1s our employee opinion survey that we carry out every
two years to measure employee satisfaction and engagement In
2012 we updated the survey to better meet our business needs and
prorities, and 42,932 employees completed the survey, which was
translated into 48 languages

The results help us to understand how our employees view us
and any 1ssues they have In this latest survey, 80% said they were
extremely satisfied with Briish Amerncan Tobacco as a place to work,

Business measures

Employee engagement index

well above the benchmark of 7196 1n the fast moving consumer
goods (FMCG) sector Our functions, regions and local companies
are turning the detailed feedback from the survey into plans to
address areas for improvement

The survey also allows us to determine our overall employee
engagement index score Broadly, this score combines employee
satisfaction with our employees’ attitudes towards recommending
Bntish American Tobacco as a place to work, their desire to stay
with the organisation and their pnide in working for us Our
empioyee engagement index score of 72% in 2012 met our
objective of scoring more favourably than the FMCG norm (68%)

Employee engagement

Bntish Amencan Tobacco 1s committed to employee engagement
throughout the business and this includes acting on areas identifred
as needing improvernent in our employee survey

Employees are kept well informed 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-toface presentations and QA discussions Global,
regional and local intranets, web-based meetings and presentations,
and electronic employee magazines also provide important
information, while feedback 1s encouraged through open

forums and Q&A sessions

Qur Sharesave Scheme, our Partnership Share Scheme and our Share
Reward Scheme are open to all UK employees We also operate
several similar schemes for senior management in our end markets

Our “Your Voice’ employee opinion
survey was Updated in 2012 to better
meet our business pnorities This has
enabled us to change the business
measure and focus it more specifically on
our engagement index — a measure that
reflects employee satisfaction, advocacy
and pride in the organisation

Objective

Our objective 1s to achieve a more positive
score than the norm for the fast moving
consumer goods compantes in our
comparator benchmark group in 2012,
our engagement index score was 72%,
compared to a norm of 68% for our
comparator group

72%

18 British American Tobacco Annual Repart 2012




Business Review

Responsibility

In our industry it 1s particularly important that we act responsibly,
dermonstrate openness and build trust We do this by managing the
impact of our operations and preducts responsibly This is backed up
by transparent and (ndependently assured reporting, regular
stakeholder engagement and sound governance procedures

We continue to address our social, enviranmental and economic
impacts to build value for the business, for our shareholders and for
all the wider stakeholders affected by our business To help us do
this, we will be redefining our sustainability agenda, there is more
information about this in our sustainability overview on page 22

Our 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 integrity
And we support regutation that maintains a balance between
consumer preferences and the interests of society, whrle also
enabling our business to continue to compete commeraally

Research & development

Our Group Research & Development (R&D} activities are focused
on our harm reduction efforts but also encompass the explorason
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 Croup standards

Our pancipal R&D facilities are located \n Southampton and
Cambndge in the UK and at Cachoeirinha in Brazit In 2012, total
investment in Group R&D, including marketing innovations and
Nicoventures, was £171 million, compared to £166 million in 2011

In 2012 we gave presentations at a number of scientific conferences,
tncluding the Amencan Association for the Advancement of Scrence,
and submitted 29 research papers for publication in peer-reviewed
journals To increase the transparency of our science we make

our research pubhcly available on our dedicated science website
www bat-science com

As part of our research into tobacco harm reduction we are
exploring a range of reduced-nsk tobacco and mcotine products
In 2012, we completed the clinucal phase of a study to measure
biomarkers of biological effect that could indicate changes in the
body relating to disease processes

Regulatory-approved nicotine products, as an alternative to
conventional cigarettes, offer significantly reduced health risks
Our subsidiary Nicoventures 1s prepanng te launch a nicotine
inhalation product that, subject to regutatory approval, could
provide smokers with a safer alternative to cigarettes

In addition, in 2012 we acquired CN Creative, a UK-based
company that specialises in the development of electronic
agarette (e-cigarette) technologies intended to offer smokers less
nisky alternatives to cigarettes This is a natural extension of our
long-term commitment to tobacco harm reduction

Responsible marketing

Wherever we do business around the world, our compantes’
matketing 1s governed by our International Marketing Principtes
They were launched at the end of 2012 and provide a consistent
and responsible approach to marketing across the Group,
replacing our Internagonal Marketing Standards which were
launched in 2001 and updated in 2007

The updated Internationat Marketng Pninciples reflect developments
i marketing, technology, regulation and stakeholder expectations
and are available at www bat com/imp

We are committed to 100% comphance to our International
Marketing Pninciples, and immediate action 15 taken in response
to any reported breaches

Environmental performance

We are working to address both our immediate envirgnmental
impacts and the likely environmental pressures on the business
in the future This nvolves risk assessments, performance
management and making cur operations mote efficient

Our key focus 15 on minimusing energy consumption, reducing our
carbon footprint and securing the resources we need for the long
term To assess our environmental efficiency, we set targets relative
to the volume of cigarettes we produce

To measure and manage our future environmental performance,
in 2012 we developed new five-year targets for CO,e, energy and
water use, as well as year-on-year targets for waste You can read

more about our new targets for 2013 and beyond online at www
bat com/sustainability/data

Afforestation

Our afforestation programmes encourage tree planting to provide
a sustainable source of wood for farmers who require it for tobacco
curing Our aim s to reduce the use of natural forests for cunng
by directly contracted farmers to zero by 2015 In 2012, we made
progress towards this target, with a fall from 7 3% to 4 0%

of wood used by these farmers Since 2007 we have planted

140 million trees

Biodwversity

Qur Bindwversity Risk and Cpportumity Assessment (BROA) tool
helps our companies protect and improve biodiversity in and
around tobacco farms In 2012, we rolled out an updated version
of the BROA tool to all our leaf growing operations The next
round of assessments will be completed by the end of 2014

Since 2001 we have worked with Earthwatch, Fauna & Flora
International and the Tropical Biology Association in the British
Ametican Tobacco Biodiversity Partnership The Partnership seeks
to address some of the challenging 1ssues surrounding the
conservation and management of biodiversity within agricultural
landscapes and the ecosystems on which we depend
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Responsibility (continued)

Hurman rights

We recognise that we have a role in addressing human nghts
1ssues and we use our influence with our suppliers to iImprove
cenditions In our supply chain In 2012, we reviewed our
approach, drawing on the UN Universal Declaration of Human
Rights and the Organmisation for Economic Cooperation and
Development’s (OECD’s) Guidelines for Multinational Enterpnses

Human nghts cntena are incorporated into our major supply chain
management programmes, including our Business Enabler Survey
Tool and our Social Responsibility tn Tobacco Production programme
Our suppliers are required to meet cnitena on issues including workers’
nights and child labour, and we are incorporating human nghts
critena into all our framework agreements with global supphers We
also encourage comphance with Group policy and local laws

Child labour 1s an important issue for an industry ke ours with
an agncultural supply chain in 2001 we helped to estabhish the
Eliminating Child Labour in Tobacco Growing (ECLT) Foundation
and we support it actively as a founding member, helping
communities understand child labour issues and improving
access to education and health serwices for children

Corporate social investment

Our corporate social iInvestrent (CSI) activities include a range of
community and charitable projects, centred on empowerment, cvic
Ife, environment and sustainable agnculture This means giving

Business measures

people training, education and opportunities to help them develop,
promotng actmbies that am to ennch public and community life,
and making meaningful contrnbutions to local agnculture

Our global CS| expenditure in 2012 was £11 6 mullion (2011
£13 7 million) as defined by the statutery reporting critena for
chantable donations

Health and safety

We are committed to providing a safe place to work for all
employees and contractors In 2012, we strengthened our accident
review processes and launched ‘Closing the gap to zero’, our
global awareness campaign This campatgn was led by our Chief
Executive and Group Operations Director

Following targeted initiatives, we saw fewer accidents than the
previous year in all six most common causes of accidents We also
reduced the number of reported lost workday cases across the
Group by 20% Regrettably, we suffered an increase in serous
injuries and fatalities to our employees and contracters working in
some of the more challenging environments around the world

Reported sernous injuries increased from 30 to 43 and fatalities from
seven to 12 The nse in fatalites was mainly due to an increase in
assaults on our sales representatives and security guards and
serous road traffic acadents Detailed reviews of each incident are
undertaken to learn lessons and identify actions for the future

Carbon dioxide equivalent (CO,e) (tonnes CO, e per million cigarettes equivalent produced)

CO,e s largely denved from energy
consumption and we track this in tonnes
per million cigarettes equivalent preduced

Objective

The 2012 figure includes the performance data
for the business we acquired in Colombia in
October 2011

Our objective 15 to reduce Group CO,e
by 50% by 2030 from our 2000 baseline
of 1 38 and by 80% by 2050

0.81

lower than
2000 baseline

(41%

Group energy use (gigajoules per million cigarettes equivalent produced)

This measure tracks Group energy use
in gigajoules per millson cigarettes
equivalent produced

Objective

2007 baseline
Group energy use s the energy used by the Group
10 its own operations, business travel and frerght,
We do not include energy used to produce and
deliver purchased enengy
The 2012 figure includes the performance data

for the business we acquired in Colombia in
October 2011

Our objective is to reduce energy use
to 9 82 by 2017, 17% lower than our

10.31

lower than
2007 baseline )

(13%
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Business measures

Water use (cubic metres per million cigarettes equivalent produced)

This measure tracks Group water use
in cubic metres per million aigarettes
equivalent produced

Objective

Our objective 15 to reduce water use
to 3 6 by 2017, 26% lower than our
2007 baseline

The 2012 figure includes the performance data

for the business we acquired i Colomina in

October 2011

Waste to landfill (tonnes per million cigarettes equivalent produced)

3.77
(2 2 % g)ovg)(;rlsgfé}me )

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

Objective

The 2012 figure includes the performance data
for the business we acquired in Colombna m
October 2011

36% lower than our 2007 baseline

Recyching {percentage of waste recycled)

Our objective 1s to sustain waste sent to
landfill at no more than 0 016 tonnes per
muthon cigarettes equivalent produced,

0.012
(52% S )

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

Objective
Our objective Is to recycle more than
85% of waste generated in each year

The 2012 figure includes the performance data

for the business we acquired in Colombia in
October 201

Lost Workday Case Incident Rate (LWCIR)

92.5%

The LWCIR 15 a standard heafth and safety ~ Objective
measure that helps us measure working
days lost through mjury on a consistent
basis year-on-year

15 Zero accidents, and we have a zero

LWCIR Lost workday cases through injury x
200,000 + total bours worked

The local target set for all of our companies

accidents ambition for the whole group

0.23

For more information on our environmental objectives and to
access our Sustainability Data Centre, visit the Sustainability

section of our website

www.bat com/sustainabihty
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Sustainability overview

Our vision of a sustainable tobacco business is one that manages the
impact of its operations and products responsibly today and prepares for
afuture in which it continues to create value for shareholders as well as
being in the best interest of other stakeholders.

Our approach to sustainability

We were the first tobacco company to publish a sociaf report and
our approach to sustainability has been reviewed and refined ever
since Our sustamability agenda today focuses on the five areas of
harm reduction, marketplace, supply chain, environment and
people and culture — all of which we describe in this section,
highlighting our key prionties and 1ssues

In 2012, we began work on a brand new sustainability agenda that
Increases our ambition and better measures our impacts The key
areas of our current sustainability agenda will continue to be
important, but we want to focus more specifically on the issues
that have the greatest bearing on society We will be working with
stakeholders to develop our plans and we will report on this in our
Annual Report 2013

Sustainability reporting

We are also changing the way we report this year — away from a
single annual Sustainahility Report towards a more integrated
approach across our Annual Report and our corporate website,
www bat.com

We are still producing a Sustamability Summary report, published
at the sarme time as this Annual Report, outlining our 2012
performance and key 1ssues We will also be produang mare
focused sustainability communications, including two 1ssue-
specific reports later in 2013 to provide stakeholders with more
in-depth information on the topics that interest them most

You will find specific performance indicators relating to our
sustainability focus areas within the main strategic review in
this report Detalled performance data for 2012 1s available at
www bat.com/sustainability/data You can also read more
about our actvities and view our sustainability video online
at www bat com/sustanability

Stakeholder engagement

Our stakeholders include investors, NGOs, regulators, supphers,
the saientific and public health communities, consumers,
employees, local communibies, customers (retailers and
distnbutors) and sustainabiiity opinton leaders [n short, anyone
who 1s impacted by, or can impact upon, our business operations
15 a stakeholder of British Amencan Tobacco

Engaging with our stakeholders helps us to understand their
concerns and therefore to respond to them approprately It gives
us valuable feedback on our policies, procedures and ways of
working, so that we can continually improve them 1t provides us
with oppeortumbes to put our views across, helping our
stakeholders understand our positions

Matenality

Over the years, we have always focused our sustainability
reporting on those 1ssues of the greatest significance to our
business and our stakeholders However, in 2007, we began taking
a more Systematic approach to identifying those issues Following
a review of our companies’ stakeholder dialogue sessions since
2001, we drew up a hist of key topics and grouped them into
categones to help us establish which were the most significant

The materiality process involved internal consultation with
regianal teams and senior functional managers in refevant areas,
as well as the Management Board and the Board CSR Committee
Finally, we discussed a refined hst of key topics with sustainabifity
opinion leaders and relevant NGOs The end result was the
identification of our current focus areas harm reduction,
marketplace, supply chain, environment and people and culture

We continue to review our materality process each year and, in
2013, thus review will support our work in redefining our
sustainabrlity agenda

Sustamability assurance statement from Ernst & Young
Some of the data used in the Strategic review in this Report has
been reviewed by Ernst & Young LLP as part of their process for
providing assurance of Braush Amencan Tobacco's sustainability
reporting for 2012 This includes data on pages 19-22 relating to
environmental performance, health and safety, our employee
opimion survey “Your Voice” scores and diversity Your can read Ernst
& Young's full assurance statement at www bat com/assurance
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Harm reduction

We know tobacco produscts pose real and senous health aisks and
the only way to avoid these risks is not to use them But many
adults choose te smoke, so our top priority continues to be
waorking towards reducing these nsks and making available a
range of less nisky tobacco and micotine-based alternatives

Our research and development programme 15 focusing on tobacco
harm reduction and we are explonng a range of reduced-nsk
tobacco and nicotine products This includes a nicotine inhalation
product being prepared far launch in the UK by our subsidiary
Nicoventures and explonng innovative electronic cigarette
technologies through our recent acquisiion of CN Creative

Qur work with scientists and public health professionals aims to
secure widespread support for tobacco harm reduction, including
the regulatory changes needed to support bringing reduced-nisk
products to market

Marketplace
We are proud of the way we do business and we aim atways to be open
and honest about our views and activities within the marketplace

Like any business, we want to grow our market share But we warnit
to do this by encouraging existing adult smokers to choose our
products over those of our competitors, not by trying to increase
the number of people who smoke or how much they smoke

Given the senous negative health impacts of tobacco products,
we support balanced regulation and we expect lugh standards of
corporate conduct among those who produce, distrnbute, market
and sell them

To achieve this we focus on three key areas engaging with
stakeholders on industry regulation, responsible marketing
and preventing underage access, and fighting the black
market in tobacco

Supply chain

We rely on a complex but criical supply chain and we need it
to be fit for the future We are using our influence to improve
sustanability from crop to consumer

We manage the impacts of our business through our own
activities and those of our supply chain Qur environmental
management systems meet best international standards and we
developed our supply chain sustainabibty strategy with the help
of our internal and external stakeholders

We don’t own tobacco farms, but we provide agronomy support
through our extension services to over 100,000 directly contracted
farmers Our Social Responsibility in Tobacco Preduction programme
encourages continual improvemnent of the social and environmental
performance of the suppliers we buy tobacco leaf from

Environment
We are worlang to reduce our environmental impacts as we aim
for stretching 2030 and 2050 carbon reduction targets

In 2012, we also developed new five-year targets for CO,e, energy
and water use, as well as year-on-year targets for

waste These targets can be viewed online at www bat.com/
sustainabslity/data, where you can also find more details

of our performance in 2012 against our key measures

To help achieve our challenging new targets, we will be rolling out
a number of energy and CO,e reduction projects in 2013, and will
continue to explore renewable and low carbon energy options for
the longer term We will also be conduching detailed assessments
of long-term water supply and demand requirements in the
‘high-nsk’ places we operate in

People and culture

Our reputation as a leading employer helps us stand out In an
increasingly competitive internationat employment market, and
our peaple are key to delivering our strategy

Our focus 1s on drving high performance, developing the next
generation of leaders, valuing the diversity of cur employees,
encouraging and rewarding entrepreneurial behaviour, and
creating an engaging culture where indviduals and teams

can be successful

Providing a safe place to work, protecting our employees’
wellbeing and listening to their views are also fundamental We
want a stretching and supportve culture founded on personal
commitment and responsibility that attracts, engages and retains
the most talented and diverse people

www bat.com/sustainability
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Chief Operating Officer’s review

The Group delivered a very good performance in 2012
Exchange rate moverments, especially the euro, Brazihan real,
South Afnican rand and Russtan rouble, had an adverse impact
on reported results

Reported revenue was 1% lower At constant rates of
exchange, revenue was 4% higher, reflecting conttnued
good phang momentum

The reported profit from operations was 15% higher at
£5,412 million, with a 3% increase in adjusted profit from
operations At constant rates of exchange, the adjusted
profit was 8% higher

Group volumes from subsidianes were 694 billion, down by

11 billion or 1 6% This was principally as a result of industry
volume dechnes in Western Europe, Brazil and Egypt, together
with valume losses in low value brands in Indonesia and Turkey
Organic velumes were down 2 0% or 1 7%, excluding the effect
of the one-off comparator in Japan in 2011

Other tobacce preducts perfermed well Fine Cut tobacco grew
by 8% to 14,494 tonnes in Western Europe, mainly in Germany,
Span, the Uruted Kingdom, the Netherlands and Italy Market
share was up strongly and profit was higher Pall Mall is by far
the largest Fine Cut brand in Western Europe

The four Global Drive Brands {GDB) achieved good overall volume
growth of 3% and increased market share by 30 basis ponts,
driven by the successful roll-out of innovations GDBs now account
for over one-third of total volumes Dunhill volumes increased

by 296 as strong growth in Indonesia, Malaysia, South Africa,
Romania, Hungary and Chile was partially offset by a dechne in
South Korea Kentwas 1% higher than last year with increased
volurmes in Ukraine, Russia, Azerbaijan and Vietnam, offset by
reduced volumes in Japan Adjusting for the one-off comparator

in Japan, Kent grew by 4%

Lucky Strike increased volumes by 11% with growth i Argentina,
France, Germany and Chile Pall Mall volumes rose by 3%, with
outstanding growth in Pakistan and increases 1in Canada, Romania
and the United Kingdom partially offset by lower volumes in Italy,
Spain and Uzbekistan

John Daly
Chief Operating Officer

2012 highlights

— All four regions increased operating margin,
contributing to an excellent increase of 160
basis points to 37 4%

— GDB volumes are now one-third of our total
global volumes

— Pall Mall 1s the largest Fine Cut brand in
Western Europe

— Group volumes were 694 billion, down 1 6%,
mainly due to contractions in some of our
larger markets

24 British American Tobacco Annual Report 2012




Business Review

Our regional performance

EEMEA

Western Europe 2 70/()
2 3 ()/0 are of Group revenue

Amencas
Share of Group revenue
Asta-Pacific
Share of Group revenue
Share of Group revenue
Revenue (£m) Adjusted profit (Em) Volume (bn)

Asia-Pacific 4214 v on 1,666 00155 188 v
Americas 3,460 x5 1,415 00 142 40
Western Europe 3,442 . 500 1,186 . 12 129 .o s
e 4 4,074 wiie 1,414 w235 min

(EEMEA)

Notes

- Profit discussed in the regional review (s based on adjusted profit from operations and therefore excludes the impact of festructunng and integraton cosls amortsabion and lmparment
of trademarks and similar intangibles goodwill impairment, exceptional provisiens and gains on disposal of bustnesses and trademarks

- Volumes change percentages, where shown in the Report are based on the absolute nuembers
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Asia-Pacific

Share of group revenue

2 7% 2011 28%

Adjusted profit from operations (£m)

1,666 2011 1,539

Adjusted profit was up £127 million to £1,666 million as a result of strong performances by a number of markets in

the region and favourable exchange rates However, this was partially offset by lower profit from $outh Korea and the
increased level of investment in the Indonesian business Adjusted profit at constant rates of exchange increased by
£114 mithon or 7% Volumes at 188 bilion were down 296, with increases in Bangladesh, Pakistan, Tawan and Vietnam
more than offset by lower volumes in South Korea, Indonesia and Japan Adjusting for the one-off comparator in Japan,
volumes would have been stable

Malaysia The growth in valumes, market share, profit and Global Drive Brands strengthened the Group's market
leadership posiion Dunhili achieved record share growth

Australia Profit was up as a result of cost saving initratives, favourable exchange rate movements and higher
prcing, partially offset by lower volumes Market share was shightly down but ended the year with
good momentum

Japan Profit grew, while volumes and market share were down, following the one-off sales in the same
period last year However, underlying market share reached a record high, driven by the success
of new innovations in Kenit and Kool

Vietnam Volumes and market share grew, driven by Kent, State Express 555 and Craven A Profit increased
as a result of productwvity savings, higher pncing and increased votumes

South Korea Volumes and market share were down due to competitor pncing activities Higher marketing investment
stabibsed market share during the last quarter impacting profits

Taiwan Strong performances by Dunhill and Pzll Mall contnbuted to a record perfermance in market share
Increased volumes coupled with higher pricing resulted in a streng increase in profit

Pakistan A strong performance by Pall Mall and John Player Gold Leaf drove market share to a record high,
strengthening the Group's leadership Pall Mall s now the largest brand In the market Higher volurnes
and pricing, coupled with preductivity savings, drove a significant profit increase

Bangladesh A significant increase i profit was the result of both market share and volume growth due to the strong
perfarmances of Benson & Hedges and the local brands

Indonesia The Group continues to invest behind strategic brands Launched in March, Dunhill became the fastest
growing and maost successful launch of an internattonal kretek brand in the market Profit declined,
however, due to lower volumes in low margin brands and higher marketing investment and clove prices
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Americas

Share of group revenue
%
2 3 02011 23%

Ad)justed profit from operations (£m)

1’41 5 2011 1,44

Adjusted profit declined by £26 million te £1,415 million, mainly attnbutable to adverse exchange rate movements
and lower profit from Mexico Ad)usted profit at constant rates of exchange rose by £103 million or 7% Volumes were
down 1 billion to 142 billon, mainly as a result of industry decreases in Brazil, partally offset by increases in Colombua,
following the Protabaco acquisiion Organic volumes were down 4 billion to 139 billion

Brazil Streng profit growth was driven by an improved product mix and higher pricing This was offset by the
adverse exchange rate movement Market share rose strongly but volumes were lower due to market
contraction after a significant excise increase and a subsequent rise in kicit trade

Canada Volumes and market share increased, consolidaung leadership in each of the segments The company
was the only one to increase market share Profit was stable [Hicit trade was flat

Mexico There was good market share growth but lower volumes as a result of an increase in licit trade
following a significant excise-led pnce increase in 2011 Profits were down due to a tough comparator
resulting from an excise windfall

Argentina Profit was higher, while volumes and market share were stable The growth of Lucky Strike led to an
increase in market share of the premium segment.

Chile Higher volumes were achieved as a result of the strong performance of Lucky Strike and this led to an
Increase in profit

Venezuela Market share was higher and profit rose strongly as a result of price increases This was partially offset by
the inflationary pressure on costs and adverse product mix Volumes were stable despite the growth in
ihcit trade

Colombia The integration of the comparues following the acquisition resulted in a significant increase in volumes

and profit There was good growth from the Global Dnve Brands and Mustang, the main brand acquired
In the acquisition
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Western Europe

Share of group revenue

2 30/0 2011 23%

Adjusted profit from operations (£m)

1’1 86 2011 1,228

Adjusted profit decreased by £42 million to £1,186 mullion, mainly as a result of adverse exchange rate movements and
tough market conditions in southern Europe This was partially offset by good performances in Germany, Romania,
Switzerland, Sweden and the United Kingdom Adjusted profit at constant rates of exchange increased by £34 mullion or
3% Regonal volumes were 5% lower at 129 billion manly as a result of market contractions in ltaly, Spain, Poland,
Hungary and Denmark

Italy The difficult economic envirenment resulted in lower industry volumes, with market share and profit
declines However, market share and profit in the Fine Cut segment grew strongly

Germany Profit increased as a result of higher pricing and good cost management Volumes rose in a declining
market as a resuit of the good performances of Lucky Strike and Pall Mall, leading to an increase in
market share In the Fine Cut segment, share grew strongly due to the performance of Pall Mall

France Industry volumes were lower but market share increased This was achieved through a strong
performance of Lucky Strike Profit increased due to improved prang

Switzerland Prafit grew strongly as a result of higher pnicing and lower costs Volumes were stable but market share
rose due to strong performances of Pansienne, Lucky Strke and Pall Mall

Spamin Industry volumes continued to decline sharply Despite the strong growth of Lucky Strike, market share
was down Profit grew on the back of both pncing and a lower cost base

Romania Higher market share was the result of strong performances of Dunhitl and Pall Mall Profit grew as a
result of both higher volumes and pricing

Poland Industry volumes continued to decline, reducing volumes and profit Lucky Strike and the internabional
brands performed well despite difficult trading conditions

Umited Kingdom Strong performances from Pall Mall and Rothmans led both to increased volumes and market share
Profit grew strongly due to price increases and cost management

Denmark Significant market contraction led to a decline in volumes, however, exit market share grew compared to
the previous year Profit grew strongly and margins improved

Sweden Profit increased strongly as a result of lower costs and higher pnces, with volumes stable Market share
grew due to the performances of Pall Mall and Lucky Strike
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Eastern Europe, Middle East
and Africa (EEMEA)

Share of group revenue

2 70/0 2011 26%

Ad)justed profit from operations (£m)

1’41 4 2011 1,31

Adjusted profit increased by £103 millon to £1,414 million This was princrpally due to stable volumes and price
increases, partially offset by the adverse impact of exchange rate movements Adjusted profit at constant rates of
exchange increased by £200 milllon or 15% Volumes were marginally lower than last year at 235 bilion with increases

in a humber of markets including South Afnca and Ukraine, partially offset by the dechines in Egypt, Turkey and Nigena

Russia Kent maintamed its leadership of the prermium segment and the successful launch of Rothmans drove
market share higher Strong profit growth was the resuft of higher pricing, an improved mix and
productivity savings, with volumes essentially fiat

Ukraine Volumes and market share increased with a good performance from Kent However, profit was lower
due to a competitive pncing environment and increased marketing investment

Turkey Continued volume declines in low margin brands impacted profit and market share, despite growth by

Kent and Lucky Stnke

Gulf Cooperation
Counal (GCC)

Profit was up strongly due to a better product mix and price mcreases across all markets Good growth

tn market share was mainly due to the performance of Dunhill and Rothmans Volumes were in line with

markets last year

Egypt Market instability led to record levels of illicit trade following mulitple and sigmificant excise increases
over the past three years Both profit and volumes decreased as a result.

N|ger|a Poltical and social unrest resulted in a substantial reduction in industry volumes, which led to

lower profits

South Africa

Profit in local currency grew but was more than offset by the adverse exchange rate movement Volumes

increased despite the continuing high incidence of ifhicit trade  Dunhill and Peter Stuyvesant confirmed

therr positions as market leaders
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Financial review

A strong performance in a difficult environment

Profit from operations

The Group profit from operations at £5,412 million grew by 15%,
with revenue at £15,190 million, down by 1% At constant rates
of exchange, revenue was up 4% to £15,992 million

In order to better understand the underlying performance of the
business, it is necessary to adjust for a number of itemns relating
to, for example, restructuring 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 Adjusted profit from operations was £5,681 million, up
3% from £5,519 millien in 2011

We also have to view the business results at constant rates
of exchange In order to assess the underlying performance
Adjusted profit from operations translated at constant rates
of exchange was up 8% to £5,970 million

Organic growth

Certain transactions, which are set out in the table on page 31,
impacted revenue and operating profitin 2012 and 2011

The net effect of these transactions was not matenal

Operating margin

The Group continues to iImprove its operating margm through
factory rationahsaton, implementatron of the new operating model,
systemns standardisation and productmity savings in 2012, adjusted
profit from operations, as a percentage of net revenue, improved to
37 4% compared to 35 8% n 2011 More details of the Group’s
adjusted operating performance can be found in the regional review

Adjusting items

During 2012, the Group continued to incur costs which do not
relate to the day-to-day operations of the business 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

Restructuning and integration costs of £206 mithon in 2012
principally relate to the implementation of the new operating
model, the continuation of the factory closure and downsizing
activities in Australia and the restructuring in Argentina The costs
afso cover the social plan and other activities relating to the

Bremen factory closure in Germany, the integration of Productora
Tabacalera de Colombia, S A S (Protabaco) into existing operations,
as well as the wnite-off of non-compliant products and matenals

Percentage increases in revenue and in profit from operations

Revenue Profit

growth growth

As reported -1% +15%
Adjusted +3%
Adjusted at constant rates +4% +8%
Adjusted organic at constant rates +4% +8%

2012 highhights

— Adjusted profit from operations at constant rates
of exchange increased by 8%

— Adjusted diluted earnings per share rose by 7%
to 207 5p per share

— Atconstant rates of exchange, adjusted diluted
earnings per share were 12% higher at 217.8p

— Dividendsfor 2012 up by 7% to 134 9p per share

— Strong free cash flow of £3,259 million equai to
81% of adjusted earnings

— Share buy-back of £1 25 bilhon made in 2012,
with £1.5 billion announced for 2013

~ Credit rating upgraded to A-by S&P

related to the implementation of plain packaging n Australia
In addiron, they also mclude separation packages in respect of
permanent headcount reductions in the Group

The £193 mullion restructunng and integration charge in 2011
prncipally retated to the factory closure and downsizing activities in
Denmark and Austraha respectrvely, a voluntary separation scheme
and closure of the pninting unit in Argentina, the closure of the
|lawarnik factory in Poland, the Tire factory in Turkey and the Lecce
factory in ltaly The costs also cover the closure actwtes relating to
the Bremen factory closure in Germany and the integraton of
Protabaco into exising operations, including acquisition costs, as
well as other restructunng imbiatives directly related to improving the
efficiency and effectiveness of the Group as a globally integrated
enterpnse In addition, they also include separatton packages in
respect of permanent headcount reductions in the Group

Duning 2011, we impaired the remamning goodwill relating tc the
acquisition of Tekel in Turkey, by £273 million In addition, as
explained more fully in the contingent habilities note 30 to the
financial statements, the Group made a provision of £274 million
for a potential claim under a 1998 settiement agreement entered
into by a subsidiary in respect of the clean-up of sediments in the
lower Fox River in Wisconsin

The acquisitions of Bentoel, Tekel, ST, Protabaco and CN Creative
Limited resulted in the capitalisation of trademarks and similar
intangible assets, which are amortised over their expected useful
Iives, which do not exceed 20 years The 2012 amortisation charge
of £63 million, compared to £58 mifion in 2011, 1s included In
depreciation, amortisation and impairment costs in the profit
from operations

Net finance costs

Net finance costs at £456 mithon were £4 million lower than last
year, reflecting the Group’s strong cash flow
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Analysis of revenue, profit from operations and diluted earnings per share

Revenue 2012 201
Organic Qrganic Orgamc

Reported  Impactof Revenue at adjust- revenueat  Reported adjust Orgaric

revenue  exchange < ments! Lo evenue ments! Tevenue

Em £m £m £m £m £m £m £m

Asta-Pacific 4,214 10 4,224 4,224 4,251 4,251

Americas 3,460 282 3,742 (46) 3,696 3,558 3,558

Western Europe 3,442 240 3,682 3,682 3,600 (24) 3,576

EEMEA 4,074 277 4,351 4,351 3,990 3,990

Total 15,190 809 15,999 (46) 15,953 15,399 (24) 15,375

Profit from
operations 2012 20n
Organic

Adjusted Organic adjusted Orgarnuc Organic

Adjusting  Adjusted  impact of profit? adjust- profit? Adusted adjust- adjusted

Profit? items profit?  exchange atcg merts? at CC' profi?* ments® profit?

£m £m £m £m £m £m £Em £m £m £m

Asia-Pacific 1,586 80 1,666 (13) 1,653 1,653 1,539 1,539

Americas 1,351 64 1,415 129 1,544 {(17) 1,527 1,441 1,441

Western Europe 1,087 99 1,186 76 1,262 1,262 1,228 1,228

EEMEA 1,388 26 1,414 97 1,511 1,511 1,31 1,311

Total 5412 269 5,681 289 5,970 an 5,953 5,519 5,59

Earnings per share 2012 2011

Adjusting Impact of Adjusted Adjusting

Reported itemns Adjusted  exchange at €C' Reported ftems Ad|usted

£m Em £m £m £m £m £m £m

Profit from subsidianes 5,412 269 5,681 289 5,970 4,721 798 5,519
Net finance costs (456) (456) (23) (479 {460} (460}

Associates and joint ventures 692 5 697 27 724 670 (11) 659

Profit before tax 5,648 274 5,922 293 6,215 4,931 787 5718
Taxation (1,526) (70) (1,596) 71) (1,667) (1,556) (24) {1,580)
Non-controlling interest {281) (1) {282) (21) {303) {280) (1} (281}

Profit attnbutable to shareholders 3,841 203 4,044 201 4,245 3,095 762 3,857

Diluted number of shares 1,949 1,949 1,949 1,982 1,982

Diluted earnings per share (pence) 1971 2075 2178 1562 194 6

Notes

1 CC constant currencies

2 PFO profit from operations

3 Orgamc adjustments mergers and acquisibons and discontinued operations — adiustments for 2012 are made for the Protabaco acquisiion dunng 2011,
while 2011 1s ad|usted for the termination of the distrbution agreement in Norway (see page 169)

4 For the segmental analysis of reported profit from operations, with the relevant adjustments for 2011, see note 2 on page 120
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Financial review (continued)

Adjusted profit from operations
(£ mulhon)

5,681 +3%
5519 +11%
4,984 +12%
Adjusted diluted EPS
{(pence)
2075 +7%
1946 +11%
1757 +15%
Operating margin
(%)
374
358
335

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 £22 million to £692 million, after
net adjusting costs of £5 million (2011 £11 million income)

In 2012, the Group's share of the adjusted post-tax results of
assoctates increased by 6% to £697 million (2011 £659 million), or
10% at constant rates

The adjusted contribution from Reynolds American increased by
4% to £448 millon At constant rates of exchange the increase was
3% The Group’s adjusted contnbution from its assoctate in India,
ITC, was £237 million, up 9% At constant rates of exchange, the
contribution would have been 23% higher than [ast year

The adjusting items are explained in note 5 of the Financiat Statements

Profit before tax

Profit before tax was up £717 million at £5,648 million, reflecting
the higher profit from operations, lower net finance costs and the
increased contribution from associates

Effective tax rate

The tax rates in the ncome statement of 27 0% in 2012 and 31 6%
in 2011 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 subsidianes was 30 6% in 2012 and
31 2% 1n 2011 The decrease 1s the result of a change in the mix
of profits

Earnings per share

Bastc earmings per share for 2012 were 198 1p, up 26%

(2011 157 1p) With the distortions that adjusting items can cause
in profit, as well as the potential dilutive effect of employee share
schemes, earnings per share are best viewed on the basis of
adjusted diluted earnings per share The catculation of this
measure 1s explamned in note 7 of the financial statements

On this basis, the adjusted diluted earnings per share were 207 5p,
a 7% increase over 2011, mainly as a result of the strong operating
performance, offset by the adverse movement in exchange rates
When the impact of exchange rate movements are excluded, the
adjusted diluted earnings per share (at constant rates) would have
been 217 8p, a 129 increase on 2011

Dividends

The Group's policy (s to pay dwidends of 65% of long-term
sustainable earmings, calculated with reference to the adjusted
diluted earnings per share Intenm dividends are calculated as
one-third of the total dvidends declared for the previous year

With the recommended final drvidend of 92 7p, the total dividends
per share for 2012 are 134 9p, up 7% on the prior year Under IFRS,
the recommended final dividend in respect of a yearis only
provided in the accounts of the following year Therefore, the

2012 accounts reflect the 2011 final dwvidend and the 2012 intenm
dividend amounting to 130 6p (£2,538 million} in total (2011

119 1p —£2,358 mithon) The table on page 33 shows the
dividends declared in respect of 2012 and 2011
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Drvidends are declared and payable in sterling except for those
shareholders on the branch register in South Afnca, whose dividends
are payable in rand A rate of exchange of £ R = 13 34290 as at

26 February 2013, the closing rate for that day as quoted by
Bloomberg, results in an equivalent final dvidend of 1236 88683 SA
<ents per ordinary share Further details of the final dmdend (key
dates and the South Africa branch register} are set out in the other
statutory and regulatory infermation section

Dividends declared

202 20n
Pence per Pence per
Ordnary shares share £m share Em
Intersim 422 815 331 738
Final 927 1,789 88 4 1,723
1349 2,604 126 5 2,461

Treasury operations

Treasury 1s responsible for raising finance for the Group, managing
the Group's cash resources and managing the financial risks ansing
from underlying operations All these activities are carried out
under defined policies, procedures and Limuts

The Board reviews and agrees the overall treasury policies and
procedures, delegating appropnate oversight to the Finance
Director and the Treasury function The policies include a set
of financing pnnaiples and key performance indicators

Clear parameters have been established, including levels of
authority, 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 forbidden under the Group's treasury
policy The Group's treasury position 1s monitored by a Corporate
Finance Commuttee chaired by the Finance Director Treasury
operations are subject to penodic independent reviews and audits,
both internal and external

The Croup continues to maintain investment-grade credit ratings
and was upgraded during 2012 by Standard & Poor (S&P) As at
31 December 2012, the ratings from Moody's/S&P were Baal
{positive outlook)/A- (stable outlook) (end 2011 Baal/BBB+)

The strength of the ratings has underpinned debt 1ssuance and
the Group 15 confident of iis ability to successfully access the
debt capital markets

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

Underlying tax rate
(%)

306
n2
302
Dividends per share declared
(pence)
134 9+ 7%
126 5+11%
114 2 +15%
Free cash flow per share as a ratio of
adjusted diluted EPS
(%5
81
86
92

Liqurdity

It 1s the policy of the Group to maximise financial flexibility

and mimimise refinancing nsk by 1ssutng debt with a range of
maturities, generally matching the projected cash flows of

the Group and obtaining this fimancing 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% of centrally
managed debt maturing in a rolling 12-month period As at

31 December 2012, the average centrally managed debt matunty
was 7 2 years (2011 7Q years) and the highest proporuon of
centrally managed debt matunng in a single rolling 12-month
period was 19 3% (2011 18 3%)

It1s Group policy that short-term sources of funds (including
drawings under both the US$2 billion commercial paper programme
and the £1 billion euro commercial paper programme}) are backed
by undrawn committed lines of credit and cash At 31 December
2012, no commercial paper was outstanding (31 Gecember

2011 £85 mullion)

!n the year ended 31 December 2012, the Group continued with
transactions in the capital markets
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Financial review (continued)

In June 2012, the Group 1ssued new US$2 billion bonds US$500
million with a matunty of 2015, US$600 million with a matunity of
2017, and US$900 million with a matunty of 2022 In June 2012,
the Group repaid a maturing €337 mutlien bond and prepaid and
cancelled a US$690 mullion syndicated facility due Qctober 2012,
a Mexican Peso 1,444 million borrowing due 2014 and a Mexican
Peso 1,025 million borrowing due 2014 In July 2012, the Group
also prepard and cancelled a €450 rillion syndicated facility due
Qctober 2013 These repayments were financed from Group cash
balances In November 2012, the Group Issued a new €750 million
bond with a matunity of January 2023

In June 2011, the Group repaid a matunng €530 million bond with
the repayment financed from Group cash balances In August
201, the Group extended the matunty date of a US$200 million
facihity from 2011 to 2016, and simultaneously increased the size of
the facility to U5$240 million The facility 1s drawable in Chilean
peso and was drawn to the value of US$225 mullion at

31 December 2012 (31 December 2011 US5$225 million) In
September 2011, the Group repaid a Mexican peso 1,444 milion
berrowing which was due in September 2011 with a new Mexican
peso 1,444 million borrowing due September 2014 In November
2011, the Group 1ssued a new €600 million bond with a matunty
of November 2021

Capntal structure

The Group defines capital as net debt and equity The only
externally imposed capital requirement the Group has 1s 1n respect
of its centrally managed banking facilities, whtch require a gross
interest cover of 4 5 tmes The Group targets a gross interest
cover, as calculated under its key central banking facilities, of
greater than five For 2012 1t1s 12 6 times (2011 12 5 times) The
Group assesses its financial capacity by reference to cash flow, net
debt and interest cover Group pohces include a set of financing
principles and key perfermance indicators including the
monitenng of credit ratings, interest cover and iguidity These
provide a framework within which the Group’s capital structure s
managed and, in particular, the policies on dradends and share
buy-backs are decided

Cash flow

The IFRS cash flow includes al| transactions affecting cash and
cash equivalents, including financing The alternative cash flow
included in this review Is presented to illustrate the cash flows
before transactions refating to borrowings

Operating cash flow decreased by £240 million, or 5%, to

£5,087 mithon, reflecting working capital movements and
increased net capital expenditure partially offset by the growth in
underlying operating performance The higher cash outflows in
respect of taxation and the net movements relating to pension
funds were offset by lower net interest and higher dividends and
other appropnations from associates due to the Reynolds Amenican
share buy-back (£262 million 1n 2012 and £71 million in 2011}
These led to the Group’s free cash flow reducing by £67 million

or 2% to £3,259 million

The ratio of free cash flow per share to adjusted diluted earnings
per share was 81% (2011 86%)

Below tfree cash flow, the pnncipal cash outflows for 2012 compnse
the payment of the prior year final dvidend and the 2012 interrm
dwvidend, which was £180 million higher at £2,538 mullion, as
well as a £1,258 million outflow due to the continuation of

the on-market share buy-back programme in 2012, including
transaction costs

Dunng 2012, the cash cutflow from net investing actavities of
£43 million relates mainly to the £14 million cash consideration
paid on the purchase of CN Creative and a cash outflow of

£24 milion for the acquisiion of non-controlling interests in
Bangladesh In 2011, the cash outflow of £311 milllion mainly
relates to the £295 milllon purchase of Protabaco, compnising
the purchase price less acquired net cash and cash equivalents
in addition, there was a cash outflow of £10 million for the
acquisition of non-controlhing interests in Chile and £6 million
1n respect of the purchase of trademarks

The other net flows principally relate to shares purchased by the
employee share ownership trusts and cash flows in respect of
certain dervative financial instruments

These flows resulted in a net cash outflow of £637 millron

{2011 £191 million outflow) After taking account of other
changes, especially exchange rate movements, total net debt
was £545 million higher at £8,473 million at 31 Decemnber 2012
(2011 £7,928 million)

Durnng 2012 1t was decided to separately show the additional cash
flows in respect of the funding of pension funds in deficit, or
where one-off amounts have been repaid from pension fund
surpluses to the Group comparies The amount 1s shown after
operating cash flow but s iIncluded in the free cash flow 2011

has been restated accordingly

34 8ntish American Tobacco Annual Report 2012




Business Review

Cash flow and net debt movements

201
2m2 Restated”
£m £m
Adjusted profit from operations 5,681 5,519
Depreciation, amortsation and impairment 385 447
Other non-cash items 1n operating profit 45 68
Profit from operations before depreciation and impatrment 6,111 6,034
Inerease in working capital (282) {141)
Net capital expenditure (742) (566)
Gross capital expenditure (798) (611)
Sale of fixed assets 56 45
Operating cash flow 5,087 5,327
Net of pension funds’ shortfall funding and one-off receipts (164) (140)
Net interest paid (429) (469)
Tax paid {1,496) (1,447)
Dividends paid to nen-controlling interests (259) (275)
Cash generated from operations 2,739 2,996
Restructuring costs (228) 217)
Dividends and other appropriations from associates 748 547
Free cash flow 3,259 3,326
Dividends paid to shareholders (2,538) (2,358)
Share buy-back (including transaction costs) {1,258) (755)
Net investment activittes {43) (311)
Net flow from share schemes and other (57) (93)
Net cash outflow (637) (%)
External movements on net debt
Exchange rate effects** 89 123
Net debt disposed
Change in accrued interest and other 3 a9)
Change in net debt {(545) 87)
Opening net debt (7,928) {7,841)
Closing net debt {8,473) (7,928)
* 2011 numbers have been restated to separately show the pension funds’ shortfall funding
** Including movements i1n respect of debt related denvatives
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Financial review (continued)

Retirement benefit schemes

The Group's subsidianies operate around 180 retirement benefit
arrangements worldwide The majority 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 labilities was
£6,217 million (2011 £5,675 million), while unfunded scheme
habilities amounted to £378 million (2011 £346 million}

The schemes’ assets increased from £5,200 million in 2011

to £5,563 milhon in 2012

After excluding unrecognised scheme surpluses of £15 million
(2ON £77 million), the overall net Liability for all pension and
healthcare schemes in Group subsidianes amounted to
£1,047 milhon at the end of 2012, up from £898 million

at the end of 2011

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

Changes in the Group

On 18 December 2012, the Group acquired CN Creative, a
UK-based company speciahising in the development of e-cigarette
technologies intended to offer smokers a less nsky alternative to
agarettes The company’s entire share capital was acquired from
private investors for £40 millon The company, which has its own
research and development facilities, currently has several e-cigarette
products on the market as well as new, innovative e<Cigarette
technologies in the development pipeline The acquisiion of CN
Creative 15 a natural extension of the Group’s approach to tobacco
harm reduction that has been evalving over a number of years

On 11 October 2011, the Group completed the transaction to
acquire 100% of the privately owned Productora Tabacalera de
Colombia, S A S (Protabaco), for US$458 milhon The business
was integrated wath the existing British Amercan Tobacco business
and from 1 January 2012 operated as one business

The Group also terminated an arrangemnent whereby it distnbuted
product on behalf of a third party in Norway, effective from
1 July 20m1

Share buy-back programme

The Board approved the continuation of the on-market share
buy-back programme in 2012 with a value of up to £1 25 billion,
excluding costs Dunng 2012, 38 9 million shares were bought
at a value of £1 25 billion, excluding transaction costs (2011
£750 million} A continuation of the share buy-back to a value

of £1 5 bilhon for 2013 has been agreed and will resume after
publication of the preliminary results

Net debt

The Group defines net debt as borrowings, including related
derivatives, less cash and cash equivalents and current available-
for-sale investments The matunty profile of net debt is as follows

2012 2011
£m £m
Net debt due within one year
Borrowings (1,636) (1,766)
Related derivatives 41 5
Cash and cash equivalents 2,081 2,194
Current available-for-sale
Investments 26 57
512 490
Net debt due beyond one year
Borrowings (9,083) (8,510)
Related dernvatives 98 92
{8,985) (8,418)
Total net debt (8,473) {7,928)
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Non-GAAP measures

In the reporting of financial information, the Group uses certain
measures that are not required under International Financial
Reporting Standards (IFRS}, the generally accepted accounting
principles {GAAP) under which the Group reports The Group
beheves that these addiional measures, which are used internally,
are useful to the users of the financial statements in helping them
understand the underlying business performance

The principal non-GAAP measures which the Group uses are
adjusted profit from operations and adjusted earnings per share,
which is reconciled to diluted earmings per share These measures
remove the iImpact of adjusting rterns from earmings

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 translated
at last year's average rate of exchange Other than in exceptional
aircumstances, this does not adjust for the normal transactional
gains and losses in operations which are generated by exchange
movements As an addiional measure to indicate the impact of
exchange rate movements on the Group results, adjusted difuted
earmings per share Is also shown at constant rates of exchange

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

The Group also prepares an alternative cash flow, which includes
a measure of ‘free cash flow’, to illustrate the cash flows before
transactions relating to borrowings A net debt summary 1s also
provided The Group publishes gross turnover as an additional
disclosure to indicate the impact of duty, excise and other taxes

Due to the secondary listing of the ordinary shares of Briush
Amencan Tobacco p | ¢ on the main board of the |SE Limited
(ISE) in South Africa, the Group 1s required to present headline
earnings 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
2012 with effect from 1 January 2013 the Group will adopt the
revised accounting for employee benefits (JAS 19), and the next
few years are likely to see more changes in the financial statements
given the aims of standard setters and regulators Had IAS 19
(Revised) been applied to the 2012 results, profit from operations
would be £40 million lower at £5,372 milhon and profit for the
year would have reduced by £47 million to £4,075 million

Going concern

A description of the Group's business activities, its financial
position, cash flows, iquidity position, facllities and borrowings
position, together with the factors likely to affect its future
development, performance and position, are set out in this
Annual Report

The Group has, at the date of this report, sufficient existing
financtng available for its estimated requirermnents for at least the
next 12 months This, together with the 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 suppliers across different
geographical areas and industnes, provides the Directors with the
confidence that the Group 1s well placed to manage its business
nsks successfully in the context of current financial conditions and
the general outlook in the global economy

After reviewing the Group’s annual budget, plans and financing
arrangements, as well as the current trading activities of the Group,
the Directors consider that the Group has adequate resources to
continue operating for the foreseeable future and that it 1s therefore
appropriate to continue to adopt the going concern basts in
prepanng the Annual Repaort
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Financial review (continued)

Foreign currencies

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

Average Closing

2002 2011 2012 2m

US dollar 1586 1604 1626 1554
Canadian dollar 1584 1586 1619 1583
Euro 1234 1153 1233 1197
South African rand 13 054 11 632 1377 12 547
Brazihan real 3109 2683 3328 2899
Austrahan doilar 1532 1554 1566 1516
Russian rouble 49 277 47116 49 656 49922
|Japanese yen 126 633 127826 140 549 119 572
Indian rupee 84 838 74 802 89 061 82531

Ben Stevens
Finance Director and Chief Information Officer
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Key Group risk factors

The key nisk factors that may affect the Group are set out on the
following pages

Each risk 1s considered in the context of the Group’s strategy, set
out earlier in this business review Following a description of each
nsk, Its principal causes and potential impact on the Group are
summarised The Group’s response to each risk i1s highlighted
The action it1s taking to mitigate the nisk 15 also set out

The Group has identified, actively monitors and takes action to
mitigate many different nsks This section dees notinclude them
all, but focuses on thase risks that the Directors believe to be the
most important ones that the business faces currently Not all of
these risks are within the control of the Group, and other factors
besides those listed may affect the Group’s performance Some
nsks may be unknown at present Others, currently regarded as
immatenal, could become matenal nsks 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
Croup's internai control framework This 1s addressed in detail in
the section on risk 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

Developments in the assessment of Group risk

The Board’s assessment of the key nisks and uncertainties facing
the Group has remained broadly unchanged over the past year,
particularly with regard to ilhat trade, excise and tax and financial
nsk However, as a consequence of the Board’s continuing
reappraisal of Group nsks and the activities in place to address
them, some nisks which have in previous years been considered

as key Group risks are no longer assessed as such in terms of their
impact and likelihood These risks are not identified m this report
They are, nevertheless, still addressed as Group risks, remain on
the Group risk reguster, and continue to be reviewed in accordance
with the Group’s nsk management procedures This applies, for
example, to the management of the Group's cost base, which was
included in last year's Annual Report but does not feature this year

Conversely, the Group’s internal audit procedures in 2012
identified a number of opportunities for the Group to enhance
its Environment Health and Safety standards in muitiple sites and
operations After a detailed consideration of the risks faced by
operational employees, the Board decided to elevate the risk of
njury, lliness or death in the workplace to the status of a key
Group nsk in the course of the year, in order to recognise this as
a fundamental concern of the Group and to drive Improvements

Regulatory nisks faang the Group have been addressed in our nsk
management governance for a number of years, and reported as
key risks previously As this category of nisk has become more
important in the context of the future development of the Group’s
business, so has the need to ensure that all aspects of regulatory
nsk are specifically identified and addressed effectively This year's
report includes a number of sub-categones of regulatory nsk that
the Directors now consider to be key

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 ecanomic and
business arcumistances occurnng from tme to tme in the
countries and markets in which the Group operates It s believed
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 materally from those
currently anhapated

British American Tobacco Annuat Report 2012 39




Business Review

Key Group risk factors (continued)

lllhicit trade

Competition from illicit trade

lhat trade in the form of counterfert products, smuggled genuine products and
locally manufactured products on which applicable taxes are evaded, continues to
represent a significant and growing threat to the legiimate tobacco industry

The majonty of such illicit products are sold at the bottom end of the market and in
contravention of applicable regulatory requirements

Increasing excise rates can encourage more consumers to switch to illegal cheaper
tobacco products and provide greater rewards for smugglers The nisk 1s exacerbated
where current economic conditions have resulted in high unemptoyment and/or
reduced disposable incomes

Clobal volume of illicit trade 1s currently estimated to be up to 12% of consumption
In the next 10 years, we believe that the problem is hikely to increase, driven by the
increased regulatory and compliance burden for legiimate manufacturers and
fuelled by further significant excise increases

Time frame Long term
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
i which the Group operates In many of these countries, taxes are generally
increasing, but the rate of increase varies between countries and between different
types of tobacco products

A number of significant excise increases have taken place over the past two years,
for example n Egypt, Greece, Japan, Mexico, Romania, Turkey and Brazil

To date, the Group has been able to balance these increases with its geographic
spread, and continues developing effective measures to address the risk

Time frame Long term

Principal 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 gving competitive
advantages to dliot manufacturers

— Economic downturn

— Lack of law enforcement and weak
barder controls

Principal causes

— Fiscal pressures for higher govemment revenues
— Increases advocated within context
of national health policies
- Insufficient capacty to engage with
stakeholders in meaningful dialogue

Onerous disputed taxes, interest and penalties

The Group may face significant financial penalties, including the payment of interest,
if it fails to meet its obhigations to file tax returns and pay applicable taxes or in the
event of an unfavourable ruling by a tax authonity in a disputed area

Time frame Short term

= Non-filing or late filing of tax returns or
incorrect filings

— Non-payment of late payments of taxes

= Unfavourable ruling by tax authonties in

disputed areas and aggressive auditing
and/or pursuit of tax claims
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Potential impact

— Erosion of brand equity

~ Reduced ability to take price increases

— Investmentn trade marketing and distnbution 1s undermined
= Productis commoditised

— Lower volumes and reduced profits

Strategic impact Growth {organic revenue growth)

Potential impact

— Consumers reject the Group’s legitimate tax-paid products
for products from illicit sources

— Reduced legal industry volumes
— Reduced sales volume or alteration of sales mix

Strategic impact Growth (organic revenue growth)

Mitigation activities

- Dedicated Anti-llicit 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 AIT issues

— Global AIT strategy development supported by a research
programme to further the understanding of the size and
scope of the problem

= AIT Intelhigence Unit (including a dedicated analytical
laboratory) cooperates with law enforcement agencies
n pursurt of prienty targets and capacity building

— Strong internal business conduct and customer
approval policies

Risk owner Legal Director

Mitigation activities

~— Requirement for Group companies to have in place formal
pnicing and excise strategies including contingency plans

— Pncing and excise commuittees at regional, area and indwvidual
market levels

— Engagement with local tax and customs authonties, where
appropriate

— Annual management review of brand pertfolio, brand health
and equity

Risk owner Finance Director

- Significant fines and potential legal penalties

— Disruption and loss of focus on the business due to diversion
of management time

— Impact on profit and dvidend

Strategic impact Productivity {capital effectiveness)

— Tax committees

= Internal tax function provides dedicated advice and guidance,
and external advice sought where needed

— Engagement with tax authorities at Group, regional and
individual market level

Risk owner Finance Director
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Key Group risk factors (continued)

Financaial Principal causes

Translational foreign exchange rate exposures — FX rate expostires anse from exchange rate
The Group faces translational foreign exchange (FX) rate exposures for movements against sterling, the Group’s
earnings/cash flows from its global business reporting currency

Time frame Short term

Access to end market cash resources ~ End markets with econormies that are closely
Liquidity — access to cash and sources of finance ~1s essentral to maintaining the regulated by the state, with substantial
Group as a going concern and for sustainably funding local operations Inability government intervention in foreign

1o access all the Group’s cash resources will Impact the Group’s capital structure, exchange markets and limitation on

cost of capital, debt and equity quality and shareholder returns the convertibility of local currency

— Insufficient hard currency available to local
operating companies to pay for imported
goods, dividend remittances, royalties

and fees
Time frame Short term
Marketplace Principal causes
Geopolitical tensions — Regional and/or global conflicts
Geopolitical tensions, including international sanctions, social unrest, terronsm —~ Terronsm and pohtical viclence

and orgarised cime have the potential to disrupt the Group’s business in

— Cnminal activity leading to attacks on our
multiple markets

people, supply chain or other assets
— International trade sanctions

— Econormuc policy changes, including
nationalisation of assets and withdrawal
from international trade agreements

Time frame Shortterm

Risk of injury, iliness or death in the workplace — Failure to assess the nsk and implement
The Group 1s committed to operating respensibly by maintaining the necessary appropnate control measures

controis that safeguard the health, safety and welfare of the people who work for the | — Failure to monitor, assess and implement the
Group and alongside it, as well as mintmising the impact on the natural environment requirements of regulations that apply to

and the local communities in which the Group conducts business activities The nisk Group sites and operations resulting in

of injury, death or ill-health to employees and those who work with the business 1s a non-compliance with applicable Emvironment,
fundamental concern of the Group, and can have a significant affect on its operations Health and Safety (EHS) standards

— Insufficient information, instruction and
training in health and safety

Time frame Short term
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Potential impact

— Fluctuations in translational FX rates of key currencies against
sterling introduce volatlity in reported results

Strategic impact Productvity {capital effectiveness)

Mitigation activities

— While translational FX exposure 1s not hedged, its impact s
identified in results presentations and finanaal disclosures,
earnings are restated at constant rates for comparability

— Debt and interest are matched to assets and cash flows
to mitigate volatility where possible

fusk owner Finance Director

— Economic losses as a result of devaluation of assets
(ncluding cash) valued or held in local currency

- Inability to mitigate accounting or financial exposures

— Loss of commercial opportunities to manufacture and
sell tobacco products

Strategic impact Productwity (capital effectiveness)
Potential iImpact

— Potential loss of fe, loss of assets and disruption to normal
business processes

— Increased costs due to more complex supply chain
arrangements and/or the cost of bullding new faailities
or maintaining inefficient facilities

— Reduced volumes and impact on profits

- Reputational impact of inability to protect staff and assets
from serious harm

Strategic impact Growth (organic revenue growth)

— On-going menitoning of “trapped cash’, with estabhshed
maximum exposure limits in affected end markets

— Controls in place to ensure full comphance in the repatriation
of funds from countnes subject to sanctions regimes

— Projects designed to tackle currency conversion 1ssues sn
specific markets and reduce foreign currency requirements

Risk owner Finance Director
Mitigation activities

— Globally ntegrated sourcing strategy and contingency
sourcing arrangements
= Secunty nsk modelling, including external nsk assessments

and the monitoning of geopobtical and econamic policy
developments worldwide

- Insurance cover and business continuity planning, including
scenano planning and testing and risk awareness training

— Secunty controls for field force, direct store sales, supply chain
with an emphasis on the protection of Group employees

r

Risk owner Legal Director

— Serwous injuries, il-health, disability or loss of Iife suffered
by employees and the people who work with the Group
— Exposure to civil and cnminal hability and the nisk of
prosecution from enforcement bodies, and the cost
of associated fines and/or penalties

- Interruption of Group operations if Issues are not
immediately addressed

— Cost of remediation work, such as replacing or upgrading
plant and equipment, rehabiitation and medical costs

= High staff turnover or difftculty recrurting employees f
perceived to have a poor EHS record

Strategic impact Responsibility

= Risk control systems in place to ensure equipment and
infrastructure are provided and maintained

- Launch of a refreshed EHS strategy, so that employees
at all levels receve apprapnate EHS training, information
and communications

= Analysis of iInadents undertaken regionally and globally to
identify increasing incident trends or high potential nisks that
require coordinated action to address

— Dedicated global team to support management of EHS nisks

- Key 1ssues and incidents monitored regionally and reported
globally to oversee compliance

Risk owner Operations Director
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Key Group risk factors (continued)

Regulation

Tobacco controls inhibit growth strateqgy

There 1s a nsk that the enactment of regulation that 1s not evidence-based or
consistently interpreted and applied, with industry input, will impact on the
Group’s ability to achieve its strategic growth initratives and increase business
costs and complexity

Time frame Long term

Principal causes

— Pressure from international organisations,
governments and the private sector to
pursue tobacco regulation which 1s not
evidence-based

— Adoption of diffenng regulatory regimes in
different countnies/groups of countnes and/
or lack of consensus on interpretation/
application

— Exclusion of the industry from participating
In engagement with regulators and
policy makers

Product-based regulation impacts costs and consumer demand
Regulation could drive commoditisation and a reduced ability to meet consumers’
product expectations Product-specific regulations and the requirement to measure
and disclose tobacco product contents impact our cost base and ability to deliver a
viable business modet

Time frame Long term

— Product requlation aimed at reducing
the ability to differentiate cigarettes
through severe restnictions on ingredients
and design

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

Loss of ability to directly communicate with consumer

Strict and restnctive regulation on advertising, promotion and packaging may
reduce the Group's ability to communicate with adult smokers and influence
consumer preferences, resulting in increased commoditisation of the category

Time frame Long term

- Adoption of the WHO's Framework
Convention on Tobacco Control (FCTC)
guidelines on packaging and {abelling,
advertising and promotion

- Adoption of more stringent national
regulations, such as point-of-sale
display bans and plain packaging
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Potential impact

= Adverse impact on ablity to compete within the legiimate
tobacco industry, and also with increased illicit trade

— Shocks to share pnice on enactment of regulation

Strategic impact Growth (organic revenue growth)

Mitigation activities

- Engagement aligned across the Group to dnve a balanced
global policy framework for tobacco control via 2 number
of projects and workshops and further development of the
Group’s Regulatory Futures team in 2012

— Prioriisation of key regulatory issues such as retail display
bans, ingredients bans and pack space appropnation

— Stakeholder mapping and prioritisation, developing robust
advocacy matenals, building third-party alllances and a
programme of targeted regulatory engagement

Risk owner CORA Director

— Reduced consumer acceptability of new product
specrfications, leading to loss of volume and contnbuting
to an increase in ilicit trade

— Loss of volume due to regutation in individual markets
impacting on estabhshed portfolio

— Increased cost and complexity of meeting product
specific regulations

= Loss of reputation, penalties and closure of production
as a result of non-compliance for inadvertent breach

Strategic timpact Growth {organic revenue growth)

— A leaf research programme established in order to address
consumer differentiation, regulatory compliance and
farmer sustamnability

— A "Ready for Regulation’ workstream ensuning that the
business 15 ready for the effects of requlation in ingredients
and the associated impact on consumers, and the development
of efficient process and infrastructure to manage the potential
impact of regulatory testing and disclosure

- Effective and globally integrated processes for sales and
operations planning processes, product specification and
testing and new product intiatives

Risk owner Operations Director

— Generic or plain packaging leads to loss of brand equity
— Reduced ability to compete and make new market entries

= Reduced brand equity and priaing power will result in
downtrading and smpact on profits

Strategic impact Growth (orgamc revenue growth)
and Responsibility (balanced regulation}

— Developrment of comprehensive plans to support markets to
prepare for the implications of an increasingly strict regulatory
environment and to address key regulatory issues

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

Programme of engagement with stakeholders at global,
regional and individual market levels to address key regulatory
1ssues, iIncluding plain packaging and product display
intatives, and dentify potential unintended consequences,
such as a contnbution to increased 1lhcit trade

Risk owner Marketing Director
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Corporate Governance

Chairman’s introduction

As | state in my introductory remarks to shareholders, our
corporate governance 1s an important element in how British
American Tobacco is run We stnve to be at the forefront of
changing standards and procedures on corporate governance
as a leading UK listed pic

Overall, the Board 1s responsible for the long-term success of the
Company and how it 1s directed and controlled As Chief Executive,
Nicandro Durante leads the business As Chairman, | lead the
Board Indoing so, | must be sure of the Board’s effecuveness in all
aspects of its role Each year our annual board evaluation process
helps me to confirm this We test our effectiveness as a team,

how well our committees function and our commitment and
performance as individuals All Board members, ncluding me,
recerve inchvidual feedback from this process You can read about
the results of this year’s evaluation in this section

We are a diverse board, but we believe we form a strong team

We have a broad range of professional backgrounds and
nationalies, and in 2012 a quarter of the Board were women
Each year after our strategy sessions, in which we focus on our
long-term vision and objectives, we review our collective skills and
experience against the long-term demands of the business as we
see it evolving The changes to the composition of the Board, set
out In my Intraductory note, are a consequence of this process

We take a clear and transparent approach to boardroom pay, which
remains a widely discussed 1ssue We appointed a new Chairman of
our Remuneration Comrmuttee in April 2012, Dr Gerry Murphy, and
found more time in our Board calendar for additional meetings of
the Commuttee The Committee’s report in this section describes
for you tts activities duning the year, forthcoming inittatives that
anticipate new reporting requirements comeng in 2013 and
changes that it has made to improve its effectiveness You can also
see a full breakdown of the pay and bonuses for our Executive
Directors and how they were determined

Succession planning played a part in other committee
membership changes, as Sir Nicholas Scheele and Robert Lerwill
will both be standing down as Non-Executive Directors of the
Company at our AGM 1n 2013, each having served eight years on
the Board Sir Nicholas resigned from the Audit Committee after
our last AGM, and both Ann Godbehere and Kieran Poynter

were appointed to 1t In order to mamntain balance and time
commutments, Ann and Kieran stepped down from the CSR
Committee, and were replaced by Sir Nicholas and Chnistine
Morin-Postel Robert Lerwill continues as Chairman of the Audit
Commuttee unbil the AGM this year when, with the benefit of the
committee changes this year, the chair will transiion smeothly to
Kieran on Robert’s rebirement As a former practising accountant
untll 2008, Kieran's wealth of financial experience s well suited to
the role 1am aiso confident that Chnstine, who has extensive
experience as a director of publicly listed companies and who has
been a Non-Executive Director of the Company since 2007, will
make an excellent Senior Independent Director when she succeeds
Sir Nicholas 1n the role, on his retirement this year

Risk management forms a significant part of the annual agenda
of our Board, Audit Comrmuttee and CSR Comrmittee, and our
governance efforts across the Group as a whole Risk hinks directly
to our corporate strategy This 15 why we report to you on qur

key Group nsk factors up front in our business review The Audit
Commuttee’s reportin this section grves you more detail on the
systems of nsk management and internal control enabling us to
safeguard our shareholders’ investment and the Company’s assets

We believe that our Annual Report presents a balanced assessment
of the Company and 1ts prospects, and the key performance
indicators that measure tt, in a clear and understandable way
Good quaty reporting 1s essential So s meaningful dialogue with
shareholders Through our annual investor relations programme,
we (and | personally) have discussed many aspects of corporate
governance and strategy with our significant investors and
anglysts You can read more about our shareholder engagement in
thiglsection | look forwarg to more meetings with you in the run
1in April apgl at the meeting itself

AAAST e

Richard Burrows
Chairman

Compliance statement

Throughout the year ended 31 December 2012 and to the date
of this document, we applied the Main Principfes and comphed
with the provisions of the UK Corporate Governance Code
adopted in june 2010 (the Code} The Board considers that

this Annual Report, and notably this section, provides the
information shareholders need to evaluate how we have

done so For ease of reference, we prepare a separate annual
comphance report by reference to each provision of the Code
This report 1s available at www bat com/governance The Code
15 published by the Financial Reperung Counal (FRC) and 1s
available at www frc org uk

We comply with the Disclosure Rules and Transparency Rules
requirements for corporate governance statements by virtue
of the information included in this section, together with the
information contained in the other statutory and regulatory
information section of this report
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Leadership and governance

The Board

The Board Is collectively responsible for the Group’s viston and
strategic direction, its values, and its governance The Board 15
accountabie to shareholders for the performance of the business
and the Group’s long-term success It provides the leadership
necessary for the Group to meet its performance objectives
within a framewaork of internal controls

Individual roles

Chairman W
- Leadership of the Board Ry
= Ensure Board effectiveness o
a — Facilitate contribution of Directors a
— — Set Board agenda m
ﬁ — Safeguard shareholder interests 8
a — Ensure effective shareholder engagement Q
o =
it Chief Executive =
| ~ Overall responsibility for performance 3
— Leadership of the Group g
- Stewardship of Group assets 3
— Enable planning and execution o
of objectives and strategtes
Non-Executive Directors (NEDs)
— Help develop strategy

— Challenge management proposals —
E = Scrutinise performance of management g_
oh — Moniter reparting of performance I
E - Available to meet with major shareholders e
3
g Senior Independent Director (SID) 2
o - Lead review of Chairman’s performance 2

— Preside at Board 1n Charrman’s absence
- Intermediary for other Directors
— Available to meet with major shareholders

Board Committees

The Board has established four pnincipal Board Commuttees, to
which it has delegated certain responsibilities They are the Audit
Committee, the Corporate Social Responsitality {(CSR) Committee,
the Nermunations Committee and the Remuneration Committee
The roles, membership and activities of these Commuttees are
described in detail in therr Indvidual reports in this section

Each Commmuttee has its own terms of reference, available at

www bat com/governance, which are reviewed and updated
regularly to ensure their alignment with best practice

The Board has also established a Corporate Commuttee, comprising
the three Executive Directors, which 1s responsible for reviewing
1ssues prior to their referral to the Board and its principal Committees

Principal Board role

— Approving Group strategy

— Approving Group policies

— Approving major corporate activities

— Approving Annual Report

— Agreeing governance framework

— Agreeing Group budget

- Agreeing Board succession plan

— Reviewing risk management and internal control
— Reviewing Penodic Financial Reports

= Declaring interim/recommending finai dwidend

Collective decision making

The Chairman seeks a consensus at Board meetings but, if
necessary, decisions are taken by majonty If any Director has
concerns on any ssue that cannot be resolved, such concerns are
noted in the Board minutes No such concerns arose in 2012

If required, the Non-Executive Directors, led by the Chairman,
meet prior to Board meetings and without the Executive Dhirectors
present. The Executive and the Non-Executive Directors also meet
annually, led by the Senior Independent Director and without the
Chairman present, in order to discuss the Chairman’s performance

Board programme

The annual Board programme 15 designed to enable the Board
to dnive strategy forward across all the elements of the Group’s
business model, which 1s set out in the business review The key
activities of the Board in 2012, grouped under the Group's four
strategy pillars, 1s set out i the accompanying table The Board’s
strategic priorities for 2013 are identified within the key
perfarmance indicators set out in the business review

The Board devotes considerable attention to corporate governance
matters relating to the Group's internal controls and compliance
activities A good example of this in 2012 was the Board's review
and approval of a revised Group Statement of Delegated Authonities,
by which the Board ensures that it 1s provided with sufficient
oversight of the Group’s operations, while acknowledging
individual Group companies’ autonomy and the flexibility

needed 1n a modern global busmess
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Board of Directors

Richard Burrows (67)
Chairman

Sir Nicholas Scheele (69)
Senior Independent Director

Nicandro Durante (56)
Chief Executive

Ben Stevens (53)
Finance Director and
Chief Information Officer

Nationality Insh Brush/US Brazan/italan Brush
Position Chaimman since Navember 2009, Sentor Independent Lhrector since Chief Executive since March 2011 Finance Director since 2008,
Non Executive Director since 2008 Non-Executve Director since addiionally Chief Information
September 2009 and Chairman of 2005, and member of the Corporate Officer since 2010
the Nominatians Commitiee 5oqal Responsibility and Norminations
Commuttees Will retire at the
conclusion of the 2013 AGM
Key NED and member of the Remurerabon  Chairman of the Cambndge-MIT No extermal eppomntments Mo external appointments

appointments

Commuttee of Rentokl iribial ple, a
Supervisory Board Member at
Carlsberg A/S, NED and member of
the Audit, Remuneration and Health,
Safety, Environment and Community
Committees of Eurasian Naturat
Resources Corporation PLC, and
member of the Tnlateral Comwmission

Institute, Key Safety Systems, Inc
(USA) and Giobal Metalsa SA de CV
(Mexica) and a Director of Grupo
Proeza (Mexico)

Skills and Chief Executive of Insh Distllers, President and Chief Operating COO from 2008, Regonal Director for - Servor Groug finance and generat
experience Co Chief Executve of Permod Ricard  Officer of Ford Motor Company Afnca and Mrddle East and member of  management roles, Head of Merger
Governor of the Bank of Irefand, kmighted in 2001 for services to the Management Board from 2006 Integration following the merger with
Fellow of the Institute of Chartered  Bntsh exports, and Chancellor of senior general management roles in Rothmans, Chaimnan and Managuxg
Accountants of Ireland Warwick University from 2002 Brazl (induding President of Souza Oirector of the Pakistan Tobacco
until 2008 Cruz} and m the UK and Hong Kang, Compary and Bnuish Amencan Tobacco
has wide expensance in senior Russ@, appointed © the Management
international finance and managernent  Board i 2001 as Development Director
roles within the Group Holds adegree  becorning Director, Europe i 2004
nfinance, economics and business Hokls a BA (Hons ) sn Economics from
adrmnstration. Manchaster Unversity and an MBA from
Manchester Business School
john Daly (56) Karen de Segundo {66)  Ann Godbehere {57) Robert Lerwill (61)
Chief Operating Officer Non-Executive Director Non-Executive Director Non-Executive Director
Nanonalgty Insh Dutch Canadian/British British
Poasition Chief Operating Officer since 2010 Non-Executive Director since 2007,  Non Executive Director since Non Executive Director since 2008,
Char of the Corporate Social October 2011, Member of the Audit, Chairman of the Audit Commuttee, and
Responsibility Committee, and Nominatiens and Remunerabon member of the Nonminatons
member of the Nominations Committees Committee Wil retire at the conclusion
Committee of the 2013 AGM
Key Non Executive Director of Reynolds  NED and member of Audit & Risk, NED, member of the Nominations No key appomtments
appountments Amernican Inc Neminatien, Rermuneration and Committee and Char of the Audit
Safety & Sustainabibty Commuttees  Commutiee of Rio Tinto ple, NED,
of Lonmin plc, Supervisory Board member of the Audit Cornrmitee and
Member and member of the Finance  Charr of the HR and Compensaton
& Investment Committee at E ON Corimidtee of UBS AC, NED, member of
SE, and Member of the Board and the Nomunabons and Rsk Committees
member of the Audit Committee 6f  and Charr of the Audit Committee of
Piyry Oy Prudental pic, NED of Arden Holdings
Ltd, Atrum Underwrang Group Ltd
and Atrum Undeowmters Ltd
Skills and Marketng Dwrector P} Carroll & Senior executive rales before Chief Finanaial Officer of Swiss Re Chartered Accountant, a former
expenience Company (Ireland), senior retinng as CEO Shell International Group, Chief Financial Officer of Director of Cable & Wireless plc and
management roles in Europe and Renewables and President Shell Northern Rock dunng the imitial WPP Croup PLC, Chief Executive of
Asia, and Area Director Middle East  Hydrogenin 2005 Holds a phase of its public ownenship, and  Aegis Group plc unul 2008, NED of
& North Afnica Appointed to the Masters degree in Law from Feltow of the Certified General Transcom Worldwide 5 A untl May
Management Board as Regional Lerden Uruversity, an MBA from Accountants of Canada 2012, and Chawman of Synergy Health
Director for Asia-Paciic in Octeber Michigan State University and plcuntl June 2012
2004 Holds a Diplomain Marketing 15 a Counal Member of the Anglo
and an International MBA Netherlands Society
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Attendance at Board meetings in 2012

Name Attended/Eligible Lo anend
Richard Burrows 6/6
Sir Nicholas Scheele? 6/6
Nicandro Durante &6/6
Chnistine Morm-Postel (66} Dr Gerard Murphy (57) Ben Stevens 6/6
Non-Executive Director Non-Executive Director John Daly 6/6
Karen de Segundo 6/6
Nationality French Insh Ann Godbehere' 5/6
Rabert Lerwil I? 616
Position Non-Executive Director unce 2007 Non Executtve Director since 2009
menmnber of the Corporate Soaial Chairman of the Remuneration Chnstine Monn Postel 5/6
Respansibility, Nominations and Committee, and member of the
Remuneration Committees Will Nominations Committee Dr Gerry Murphy 6/6
became Senior Independent Director Kieran Poynter 6/6
at the conclusion of the 2013 AGM Anthony Ruys' 5/6
Key NED of Royal Dutch Shell PLC Member and Chairman of the
Executive Committee of The
appointments Blackstone Group International Nates
Partners LLP Board member of Merkn 1 Ann Godbehere and Anthony Ruys were both unable to attend one of
Entertatnments Group, fack Wolfskin, the schedufed meetings each due to a long standing prior engagement
United Brscuats and Michaels Stores 2 Robert Lerwill and 5ir Nichoias Scheele will retire as Non Executive
Dwectors at the concluvon of the AGM an 25 Apnl 2013
Skl 3 P ot Conenn TrefE o r—— The Board held six meetings in 2012 All of these were scheduled
ills an ief Executive of Sociéte Générale ief Executrve Officer of Kingfisher
experience de Belgique, Executive Vice plc, Carlton Communicabons plc, One meetng was held off site over two days, and was devoted to
P President and member of the Exel plc, Greencore Group plc strategy Six Board meetings are scheduled in 2013
Executive Committee of Suezand  semior operating roles at Diageo pic
Chairman and CEQ of Crédisuez Holds a BSc and PhD in food The Board of Directors 1s shown as at the date of this Annual Report
§ A, studied polucal sccences and  technology from Uneeersity Callege
graduated from the Institut de Cork and an MBS in Marketing from
Centréle Cestian University College Dublia
Kieran Poynter (62) Anthony Ruys (65) Dr Richard Tubb (53)
Non-Executive Director Non-Executive Director Non-Executive Director
Natmnahty British Dutch us
Position Non Executrve Director sinca 2010,  Non Executrve Director since 2006, Non Executive Director since
member of the Audit, Nominattons  member of the Audit and 28 lanuary 2013, Member of the
and Rermuneration Committees Nominations Committees Corporate Socal Responsibility
Will become Chawman of the and Nominations Commuttees
Audit Commitiee at the condlusion
of the 2013 ACM
Key NED and Charman of the Auditand  Chairman of the Supervisary Board ~ Bnigadier General (retired), US
appointments  ComMphance Commuttee of of NV Luchthaven Schiphol (NL), Air Force, White House Physician
PP Intemational Consolidated Aurlines member of the Supervisory Board Ementus, member of the Board of

Group S.A, NED, member of the
Nominatien, Rermnuneration and Risk
Committees and Chairrnan of the
Audrt & Compliance Committee of
F&C Asset Management plc,
Chairnan and NED of Nomura
International PLC, and NED of The
Royal Automobile Club Ltd

of JANIVO Holdings BV (NL), and
NED of the Group's Indian associate,
ITC Limsted

Reference for Project Rescue and the
Travel Medione Advisory Board of
Shareland Inc, advisory posiicn

at Lonsdale, and independent
consultant for the Boston
Consulung Group

Skills and
experience

Chartered Accountant, Chairman
and Semor Partner of
PricewaterhouseCoopers until 2008,
served on the President’s Committee
of the Confederation of Bntish
dusiry and as member of an
adwvisory commettee for the
Chancellor of the Exchequer

Marketing Director and Chairman
of vanous Unilever subsidianes,
member of Executive Board,

Vice Chairman and Chairman

of Heiheken Holds a degree in
Commencial Law from Uraversity of
Utrecht and a Masters degree from
Harvard Business Schocl

White House Physician from 1995 to
2009, including Physiian to the
President of the United States from
2002 untl retirement 1in 2009, Ckrucal
Assistant Professor at the Undormed
Services University; vanous medical
posipons in the US Ar Force Awarded
his Doctor of Medicine in 1985
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Management Board

The Management Boand, chaired by the Chief Executive, 15 responsible
for overseerng the implementation by the Group's operating
subsidiaries of the strategy and polices set by the Board, and for
creating the framework for therr successful day-to-day operation
Alongside the Finance Director and Chief Operating Officer, its other
members comprise 11 senior Group executives listed here

The Managernent Board held 13 meetngs in 2012 (11 in 2011),
including two off-site strateqy meetngs Members of the Management
Board regularly attend meetings of the Board, particularlty when the
Group's strategy and budget are being discussed

In February 2013, the Board approved the creation of a new role on the
Management Board in line with the Group's strategy of pursuing and
developing a pipeline of next generation nicotine praducts to
complement its core tobacco business Des Naughton, Group
Operations Director, has been appointed to the new role of Managing
Director — Next-Generation Products, encompassing Nicoventures and
CN Creative Alan Davy, Group Head of Supply Chain, will join the
Management Board as Group Operations Director He joined the
Group in 1988, and has held various roles in manufacturing, supply
chan, and general management These changes will take effect

from 1 March 2013

Prinapal Management Board role
— Developing Group strategy for approval by the Board

— Developing guidelines for regions and functions on 1ssues
affecting the Group

— Ensunng regional and functional strategees are effective
and aligned

— Reviewing regional and funct:onal budgets

- Monitoring Group operating performance

— Managing the central functions

— QOverseeing the management and development of talent

Jack Bowtes (49)
Nationality French
Position Director, Asia-Pacific
Jean-Marc Lévy (50)
Nationality Swiss
Position Group Marketing Director
Naresh Sethi (46)
Nationality Indan/Australian
Position Director, Western Europe
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Alan Davy {49)

Giovanm Giordano (47)

Andrew Gray (48)

Nationality

British

Itallan/US

Brazilian/Britssh

Position

Group Operations Director
(from 1 March 2013)

Des Naughton {(46)

Group Human Resources
Director

Ricardo Oberlander (49)

Director, Eastern Europe,
Middle East and Africa

Dr David O'Reilly (46)

Nationality

British

Brazilian

British

Position

Group Operattons Director
(Managing Director — Next
Generation Products from
1 March 2013)

Kingsley Wheaton (40)

Director, Americas

Neil Withington (56)

Nationality

British

British

Position

Group Corporate and
Regulatory Affairs Director

GCroup Legal and Secunty

Director and General Counsel

Group Saentific Director
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Board effectiveness

Balance and diversity

Diverse skills and expertise

The Board appreciates the benefit of diversity in all its forms, within
its own membership and at all levels of the Group Our Non-
Executive Directors come from a broad range of industry and
professional backgrounds, with vaned expenience and experuse
aligned to the needs of the business Short biographies of the
Directors, including details of relevant skills and expenience, and
nationalites are set out in the Board of Directors pages in this section

Gender diversity

Women made up a quarter of our Board in 2012 This meets the
2015 aspirational target for female representation on FTSE 100
Boards, set by Lord Dawvies tn his recent report on the issue

The Board recognises the challenge and 1s encouraging initiatives
to improve gender diversity in the management levels below the
Board We will report on cur progress in more detail next year,

11 ine with new diversity reporting requirements for 2013

Independence and conflicts of interest

Independence

The Board considers that all of the Non-Executive Directors are
independent, as they have not previously been involved in the
management of the Group and are free from any business or
other relationships that could interfere matenally with, or
appear to affect, their judgement

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 Association permit the Board to authonse
situational conflicts Directors are required to give advance notice
of any conflict issues to the Company Secretary, and these are
considered either at the next Board meeting or, if the tming
requires it, at a meeting of the Board’s Conflicts Commuittee

Each year, the Board reviews all previously authonsed situational
confhcts, considenng each one afresh Directars are excluded from
the querum and vote in respect of any matters in which they have
an interest

No matenal conflicts were reported by Directors in 2012 Following
Chnistine Monn-Postel’s disclosure in 2011 of a potential conflict of
Interest in respect of the Group’s exposure to clean-up costs for
historic pollution to the Lower Fox River, Wisconsin (by virtue of her
then non-executive directorship of a shareholder in Sequana SA,

a French company involved in the dispute}, she resigned from the
Audit Committee with effect from 21 February 2012 She continued
to absent herself from any discussion of the matter at Beard
meetings 1n 2012 She did not seek re-election to the board of
Sequana’s shareholder, and her directorship of that company
therefore ceased on 28 May 2012
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Growth

Strategic Board activities in 2012
Growth

~ Satisfying itself throughout the year that management was on

track to deliver the Group’s strategy, and endorsing the direction

and activibes proposed by management to achieve the Group’s
strategic metncs

= Considering the Group's innovation pipeline for combustible
products in light of new consumer trends and insights, and how
planned innovations can help strengthen its product portfolio

— Considenng the Group's proposed vision, strategy and pipeline

for non-combustible products in ight of consumer research and

the regulatory landscape

— Discussing the Group’s Risk Register and how it is kept under
review, impraving the Board’s understanding of Group-wide and
regional nsks, and hefping it determine the Group’s nsk appetite
n the context of specific growth opporturities

Productivity

— Overseemng iniiatives aimed at delivering a globally integrated
enterpnse with cost and capital effectiveness (for example, the
rolling rmplementation of the Group’s new Operating Model and
Global fT solution, anticipated to improve operating efficiency)

— Discussing the proposed strategic direction of leaf supply,
intended to ensure that the Group can source greater quantities
and secure a consistent supply of high-grade tobacco leaf

Responsibility

— Approving revised International Marketing Prninciples, intended
to ensure that the Group’s responsible approach to marketing
reflects developments in marketing, technology, regulation and
changing stakeholder expectations

— Reviewing the Group's regulatory strategy in the context of the
current regulatory landscape and likely regulatery progression in
the Group's key markets over the next three to five years {notably
in Australia, where plain packaging has now been introduced)

Winning organisation

— Reviewing the results of the Group's bienmal employee survey
“Your Voice’ The Board welcomed the strong sense of teamwork
and job satisfaction among staff as a reflection of the Group’s
cufture and values it also acknowledged that all leaders have a
role in Inspinng employees with a vision of the future The Board
noted that each function and region 15 turning the feedback from
the survey into detailed action plans

— Reviewing the talent pipeline to the Management Board and

confirm:ng proposed appointments, in consultation with the
Nominations Commiitee

Winnin

Productivity organlisation

Responsibility

— Keeping the Group’s trading and performance under review,

with regular attention to the performance of the Group’s key
markets and its Global Drive Brands

Considenng the impact on the business of key Group risk factors
(set out in the business review} and how these are mitigated, in
consultation with the Audit Committee For example, the Board
considered the Group’s tactical plans for dealing with one or
more countries exting suddenly from the Eurozone, following

a detalled review by the Audit Committee

Regularly reviewing the Group’s iquidity, confirming that the
Company was conforming with its financing pnnciples
(induding counterparty exposure limits) and approving major
new financing decisions, such as the Group’s 1ssue of debt
secunties of US$2 billion in the US capital markets

Considering how the key prionities for delivering the Group's
strategy are allocated resources, and how the efficient
deployment of those resources 15 best measured (for example,
through brand spend effectiveness models}

Discussing the purchase of the freehold to the Group’s UK
head office, which will deliver on-going financial efficienctes

Monitorning the Group’s science-based approach to developing
potentially reduced-nisk products, including at Nicoventures,

a company established to focus exclusively on the development
and commercialisation of innovative, requlatory-approved
nicotine products

Approving a new Environmental Policy, demonstrating the
Group's commitment to envircnmentally respensible and
sustainable business practices

Discussing the reintroduction of the Group's Guiding Pnnciples
of ‘Enterpnsing Spint’, ‘Freedom through Responsibility’, ‘Open
Minded’ and ‘Strength through Diversity’, and how the Group’s
leaders wili share these with employees and bring thern to iife
through their actions, behaviour, and as role models

Reviewing detairled succession planning at Board level and
re-emphasising the Board's desire for scientific and/or a Far-East
Asian business expenence m candhdates for the next cycle of
Non-Executive Director appointments
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Board effectiveness (continued)

Information and professional development

Board induction

On joming the Board, all Directors recerve an induction covenng therr
duties and responsibilibes Non-Executive Directors also receive a full
pregramme of bnefings on alf areas of the Company’s business from
the Executive Directors, members of the Management Board, the
Company Secretary and other senior executives The expected time
commitment from Non-Executive Directors for thetr induction is
formalised m the standard letter of appomtment and visits to an
overseas factory location and the Group’s R&D Centre in
Southampton are required elements of the induction

Following his appointment, Dr Richard Tubb will be attending
induction briefings covenng the Group's strategy, organisational
structure, business functions, statutory reporting cycle, financing
princaiples, R&D activities, [T strategy and legal and regulatory
1ssues He will also be attending sessions addressing corporate
governance, the Group’s internal control and risk management
framework and the role of the external auditors As part of his
induction, he is due to visit one of the Group’s factones

Training and development

Non-Executive Directors are encouraged to attend meetings of the
Group’s regional Audit and CSR cemmittees, in order to give them
a better sense of the Group’s regional operations The Non-
Executrve Directors are also each invited to accompany a Regional
Director on a scheduled market visit, in order that they receive
regular exposure to the Group’s business on the ground In 2012,
Non-Executive Directors went on market visits to Australia,
Colombia and Spain

The Board and its Commuttees receive regular update brigfings on
legal and regulatory developments In 2012, these included
corporate governance updates from the Company Secretary on
the revised UK Corporate Governance Code and Guidance on
Audit Commuttee’s published by the FRC, changes to the
regulatory requirements for annual reporting (including
remuneration reportng) in 2013, the revised UK Stewardship Code
for institutional investors and the good pracuce recommendations
n Professor John Kay’s report on UK equity markets

The Chairman meets with each Non-Executive Director in the latter
part of each year, at which they can discuss their indiwidual traiming
and development ptans As part of the Audit Committee’s 2013
action points, its mermbers will receive additional technical training
every year in October

Information and advice

The Board and its Commuttees receive Board papers for review i good
tme ahead of each meeting The Company Secretary, under the
direction of the Chairman, ensures good information flow 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

All Directors have access to the advice and services of the Company
Secretary, and a procedure 1s tn place for them to take independent
professional adwice at the Company’s expense if required

Board evaluation

Evaluation process

The performance and effectiveness of the Board and its
Committees, the Executive and Non-Executive Directors and the
Chairman were assessed in 2012 using both questionnaires and
one-on-one interviews with each Board member, conducted by
the Company Secretary

An evaluation report was prepared for the Board on the results

of this exercise, and a summary of the findings 15 set out I

the accompanying table, grouped by the themes used to
structure the evaluation While the Board and its Committees are
considered to be fully effective, a number of new action points
were identified (see table on page 56) In both 2010 and 2011, the
Board evaluation process was externally facilitated Details of
continued progress against 2011 action points are also included

Constructive feedback

Each of the four principal Commuttees recerved and separately
considered a report on their own effectiveness Further details of
the findings and action points for each Committee are included in
their respective reports in this section

In addition, the Chairman received a report on the performance of
the Executive Directors and Non-Executive Directors A report on
the Chairman’s own performance was prepared for the Senior
Independent Drrector Individual feedback was given to all Board
members [ndvidual Directors, including the Chairman, continued
to perform well All Directors, including the Chairman, were assessed
to be making an effective personal contribution to the Board

Shareholder engagement

Commitment to dialogue

The Board 1s committed to high-quality dialogue with shareholders
The Executive Directors lead in this respect, facilitated by the Head
of Investor Refations The Chairman also contacts major
shareholders penodically, and in advance of the AGM each year, in
order to understand their views and ensure that these are
communicated to the Board The Senior Independent Director and
other Non-Executive Directors are avaiiable to meet with major
shareholders at therr request

Annual programme

A full programme of engagement with identified prionty investors
and analysts, both in the UK and overseas, 1s undertaken each year
by the Head of Investor Relations He is often accompanted by one
or more Executive Directors and Management Board members

Over 400 meetings were held in 2012 with over 275 of the
Company’s institutional shareholders in 10 countnes, spanning
four continents In terms of percentage shareholding, the
Company spoke with the owners of the majonty of its shares

The Chairman had 14 personal meetings with major shareholders
in the course of the year
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Regular investor presentations are also given These are published
on www bat com Results presentations are available by webcast
There 15 a debt micro site on www bat com for debt investors,
which includes comprehensive bondhclder information on credit
ratings, debt facilities, outstanding bonds and matunty profiles

The ACM provides a useful opportunity for shareholder
engagement and, in particular, for the Chairman to explain

the Company’s progress and recerve questions from investors

The chairmen of the Audit, CSR and Remuneration Committees are
normally available to take relevant questions and all other Directors
attend, unless (liness or another pressing commitment precludes
them from doing so All Directors at the time attended the AGM In
April 2012 Details of the date and location of our AGM in 2013 can
be found in the other statutory and regulatory information section

Topics of discussion

A wide range of 1ssues was discussed with shareholders in 2012
Many wanted to talk about chaflenges facing the Group and cur
approach to them Regulation was ane such challenge, in particular
how our marketing model can adapt to plain packaging regulation
Another related to excise increases and how these affect our
product pncing and encourage illicit trade The challenging global
economic environment was a frequent topic, specifically our
exposure to weakness in the Eurozone The Company also spoke
about its strategy for future growth, through both combustible
and non-combustible product innovations

At least twice a year, the Head of Investor Relatrons presents a
repart to the Board on our investor relations activities, identifying
the key 1ssues raised by insttutional 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

Significant shareholders

At 31 December 2012, the following substantial interests (3% or
more)} in the Company’s ordinary share capital (voting secunties)
had been notifred to the Company in accordance with section
51 2 of the Disclosure Rules and Transparency Rules As at

27 February 2013, the Company had not received notification
either of any change in the interests below or that any other
person holds 3% or more of its ordinary shares

Number of 9% of 1ssued
Name ordinary shares share capital
BlackRock, Inc 132,891,526 688
The Capital Group Comparnies, Inc 67,664,399 35
Remnet Investments S C A 84,303,670 437
Lega! & General Group plc 79,243,066 410

Note The percentage of 1ssued share capital excludes treasury shares
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Board effectiveness (continued)

Board evaluation
Leadership

Findings

Action points

The Board was assessed as having a clear understanding of the
Group’s business and the financial and operational issues it faces,
receiving excellent briefings from the Executve Directors The
Board 1s conftdent of its ability to accurately assess the Group’s
overall performance on the basis of the integrity of the information
and analysis it recerves from management The Board was very
satisfied with the progress made at its off-site strategy sessions

n 2012

Oversight
Findings

Shareholder engagement Chairman and the Chairman of the
Remunerabon Commuttee to offer to meet together with
institutions and key shareholders to discuss corporate
governance and remuneration

Remuneration pohcy Review the Group’s remuneration policies
and their aignment to Group strategy in consultation with
shareholders, in advance of requlatory changes due in 2013

Action points

The Board considers that 1t 15 afforded excellent oversight of the
Group’s activibes In particular, Non-Executive Directors regard
their participation in the Audit/CSR committee framework as an
important part of this oversight and nsk 1s alse monitored
effectively by the Board in this context Following its strategy
sessions, the Board was keen that analysis of the impact of key
risks continues to be a central component of these debates

Meetings

Findings

Audtt oversight A summary of all required actions at the Regronal
Audit Committee level to be tracked by the Audit Committee

C5R peer comparnison Review how the Company compares
toindustry peers in terms of delivery and reporung of its
C5R agenda

Action points

The annual Board programme was considered to be
comprehensive and agendas to be properly pnontuised, with
sufficient time devoted to strategic matters The quality of Board
papers scored highly Therr delivery electronically via IPads (a 2011
action point implemented in 2012) was embraced as a useful
technology delivening admunistratwe efficiencies The balance
between pre-read, presentations and debate in Board meetings
had improved

The Chairman’s management of debate and the effectiveness of
Board discussions were considered to be very good Calls from the
Chairman on issues between meetings offered the Non-Executive
Directors a useful ‘early warning system’ that they valued

CSR Commuttee focus Change standard agenda items to increase
focus on regulation and harm reduction

Progress made in 2012

- Addihonal meetings of the Remuneration Commuttee were held in July and December
~ Addwonal ume has been found to extend the Remuneration Committee meetings in the diary for 2013 and 2014
~ A secure electronic delivery system for Board papers was introduced in Apnl 2012, via 1Pad devices, offenng a complete suite

of Board functicnality

— Having been used alongside hardcopy papers in 2012, it1s anticipated that Board papers (other than to the Chairs of the Committees)
will be delivered via the new electronic system exclusively from 2013 onwards
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Support

Findings

Action points

The Company Secretarial team was judged to be responsive and
effective Non-Executive Directors were happy wath their access to
and engagement with the business All Directors were comfortable
with the level of training and support they recerved

Audit Commuittee traimng A new technical training session for
Committee members to be scheduled at each October Audit
Committee meeting

Progress made 1n 2012

~ Asession on R&D and non-combustbbles will be included in an induction for any new Director
— The ime commitment expected for the induction has been formalised in the letter of appointment

Composition

Findings

Action points

The strategic importance of the Far-East Asian market, and
progress in R&D, reinforced the desire far Far-Eastern and/or
Science experience on the Board

Directors acknowtedged that, at Board level, the Company has a
good gender balance A number of Directors looked forward to
further progress on gender diversity at senior management level

Board and Commutlee balance and skills Non-Executive Directors
with science-based skills and/or Asian background and experience
to be appointed to the Board

Progress made in 2012

The shorthsting and interviewing of candrdates with the required skills and background has continued throughout 2012, cutrminating
in Dr Richard Tubb'’s appointment in 2013 The search for a Non-Executive Director with an Asian background I1s continuing in 2013

Working together

Findings

Action points

It was recogrused that the Executive Directors were a dynamic
and confident leadership team, but wha valued input from the
Non-Executive Directors

The Non-Executive Drrectors felt that the Board environment,
and inclusive tone set by the Chairman, was conducive to honest
and constructive challenge to management proposals

Board members emphasised that they appreciate receiving
feedback on the views of institutional investors, following the
Chairman’s regular shareholder engagement actties throughout
the year

Chairman’s brnefings Charrman to provide a regular update at
Board meetings on his actvities and meetings with investors
and institutions

Progress made in 2012

Time has been allocated at the end of each Board meeting, as appropnate, for a discussion of recent shareholder and other
stakeholder activities undertaken by the Chairman since the previous meeting
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Audit Committee

Summary Terms of Reference
The Audit Committee 15 responsible for

Current members
Robert Lerwill (Chairman)
Anthony Ruys

Kieran Poynter

Ann Godbehere

Attendance at meetings in 2012

Name Attended/Elgible to attend
Robert Lerwili* 5/5
Antheny Ruys 5/5
Kieran Poynter? 3/3
Ann Godbehere? 3/3
Sir Nicholas Scheele? 2/2
Christine Morin-Postel’ N

— monitoning the integnty of the Group's financial statements
and any formal announcements relating to the Company’s
perfermance, reviewing significant financial reporting
Judgements contained in them before their submission
to the Board for approval,

= keeping under review the consistency of the accounting
policies applied across the Group,

- reviewing the effectiveness of the accounting, internal control
and business nsk systems of the Company and its subsidiarnes,

- reviewing and, as appropnate, making recommendations to
the Board on business nisks, internal controls and compliance,

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

— monitonng and reviewing the effectrveness of the Company’s

internal audit function, and

Notes

oW

Chnstine Monin Postel ceased to be a member on 21 February 2012
Sir Nichotas Scheele ceased to be a member on 26 Apnil 2012
Ann Godbehere and Kieran Poynter became members on 26 Apnl 2012

Robert Lerwill will cease to be a member following hus retirement as a
Non-Executive Director at the conclusion of the AGM on 25 Apnl 2013, at
which point Kieran Poynter will take over as Chairman of the Comnmttee

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

Robert Lerwill, Ann Godbehere and Kieran Poynter have recent and relevant
finencial expernence

As a matter of best practice, the Committee meets alone with the external

auditors at the end of every meettng and alse meets separately with the Group

Head of Audit and Business Risk at the end of every meeting

The Audit Committee 1s authonsed by the Board to review any

activity within the business It 1s authonsed to seek any information

it requires frem, 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 Commuttee 1s authonised by the Board to obtain, at the
Company's expense, outside [egal or other independent
professional advice and secure the attendance of outsiders with
relevant experience and expertise if it considers this necessary

The Chairman of the Commuttee reports to the subsequent Board
meeting on the Commuttee’s work and the Board receives a copy
of the minutes of each meeting The papers considered by the
Commuttee are available to any Director who 15 not a member

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

The Committee's terms of reference are available at
www bat com/governance

Committee evaluation

The Commuttee considered a report prepared by the Company
Secretary on the effectiveness of the Commuttee as assessed duning
the 2012 Board evaluation While the Committee was considered
to be functioning well, a number of action points were identified

Action points
Training and development A techrucal briefing session on an Audit
related topic should be included in the annual calendar

Chairman’s induction The new Chairman of the Committee should
receive a comprehensive induction to facilitate a smooth handover

Commuttee oversight The Commuttee should receswve a reqular
global overview of internal audit ‘requrred actions” and how these
are being tracked, recognising that this information was already
presented to each Regional Audit Committee individually

Financial and business reporting

The Board 1s satisfied that it has met its obhigation to present a
balanced and understandable assessment of the Company’s
position and prospects in the Directors’ report and financial
statements and in pertodic reports, reports to regulators and
pnice-sensitive announcements A summary of the Directors’
responsibihties for the finanaial statements and their statement
concerning relevant audit information 1s included at the end
of the corporate governance section
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Key activities of the Audit
Committee in 2012

The Commuttee held five meetings m 2012 All of these
were scheduled

Standing items of business
The Commuttee considered the following standing items

— the Group’s 2011 results and its 2012 half-yearly results and
Interim management statements, and external auditors
reports in respect of them,

- penodic reports from the Group’s regional audit and CSR
committees and corporate audit committee,

- the results of the annual goodwill Impairment assessment,

— 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 to address any
concerns raised,

— the 2013 Internal Audit Plan,

= a report from the Head of Group Secunty on securty risks
and frauds and losses ansing during the preceding year,

— compliance with the Group’s Standards of Business Conduct
and records management procedures, and

— an annual review of the external auditors’ independence

Review of the Group risk register
The Commuttee considered the following risk topics

= nisks relating to the continuing roll-out of the Group’s revised
Operating Model and single IT operating system, considered
a significant area of potential nsk given the importance of
successful implementation to deliver future costs savings,

The business review includes an explanation of the way the Group
generates value and preserves it over the long term (its business
model) 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 pasition are set
out n the performance and strategy section and the regional
review The financial positon of the Group, its cash flows, hquidhty
position, faciities and borrowing position are described in the
financial review The key group nisk factors include an analysis of
financial nsk and the Group’s approach to finanaal nsk
management and notes 21 and 24 in the notes on the accounts
provide further detail on the Group's berrowings and
management of financial risks

— 1nisks relating to the Group's abihity to launch new products
and rol! out innovations into the Global Dnve Brands and
other brands in its portfolio, which could impact on value
and segment share In strategic markets,

- nisks relating to signiftcant or unexpected excise tax rate
Increases or structure changes, that can lead to reduced
industry volumes and increased dlicit trade in a market
The Commuttee reviewed in detail a case study on Brazil,
where recent significant changes to the excise system have
been introduced,

— developments and nisks ansing in connection with the Fox
River matter in the US, and other itigation involving Group
companies (see the statement on contingent habilibies at
note 30 in the notes on the accounts), and

- rnisks relating to the potential sudden exit of one or more
countnes from the Eurozone, the potential impact on the
Group, and the likely effect on its competitors The
Commuttee also reviewed the Group's business continutty
plans in respect of such an event, and noted that a dedicated
Euro Exit Risk Commuttee had been meeting on a regular
basis to review and track plans and to monitor developments

Further specific matters
The Commuttee considered the fellowing specific matters

- the inclusion of adjusting tems in the consohdated financial
statements for the year under review, including restructuring
costs (Including costs relating to the implementation of the
Group's revised QOperating Model and single IT aperating
system), trademark amortisation (relating to the Tekel, 5T,
Bentoel and Protabaco brands), and other items, and

- the recent report by Lord Sharman on going concern and
hiquicity nsk, agreeing that In future a paper will be presented
to the Committee on the steps taken to validate the ‘Going
Concern’ assessment at the half year, as well as at year-end

The Group has at the date of the report, sufficient existing
financing available for its estimated requirements for the next

12 months Ths, together with its proven ability to generate cash
from trading activities, the perfermance of the Group’s Globat
Drive Brands, its leading market positions in a number of countries
and its broad geographtcal spread, as well as numerous contracts
with established customers and suppliers across different
geographic areas and industnes, provides the Birectors with the
confidence that the Group is well placed to manage its business
nsks successfully in the context of current financial cendiions and
the general outlook in the global economy

After reviewing the Group's annual budget, plans and financing
arrangements, the Directors consider that the Group has adequate
resources to continue operating for the foreseeable future and that
it 15 therefore appropnate to continue to adopt the going concern
basis tn prepanng the Annual Report
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Audit and accountability (continued)

External auditors

PricewaterhouseCoopers LLP have been the Company’s auditors
since it hsted on the London Stock Exchange in September 1998
The Audit Committee considers that the relationstup with the
auditors s working well and remains satsfred 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 responsible for the
subsidiary audits at least every seven years The current lead audit
partner has been In position for three years

Auditor independence

The Audit Committee has an estabhshed policy aimed at
safeguarding and supporung the independence and abjectivity of
the Group's external auditors, which 1s regularly reviewed and
updated to ensure that it reflects best practice

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 iIndependence 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 result in the external auditor

~ having a mutual or canflicting interest with any Group company,
— being placed in the position of auditing its own work,

— acting as a manager or employee of any Group company, or

— being placed in the position of advocate for any Group company

Subject to the above, the external auditor 1s permitted to provide
certain tax and other non-audit services The Commuttee
recognises that using the external auditors to provide such services
can often bring significant benefits to the Group as a result of their
detailed knowledge of its business However, a tender process 1s
required for permitted categones of tax and other non-audit
services where the anticipated spend 1s above specified thresholds,
unless a wawver from this requirement i1s agreed by the Group
Finance Director and notfied to the Audit Commuttee

The policy requires the submission to the Audit Committee,
typically prior to the year end, of a work plan identfying the total
fees for all audit-related services, tax services and other non-audit
services which it 1s antiopated 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 Committee at the mid-year and year end In
this way, the Audit Committee has full wisibility 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 their nature, sk iImpairing the external

auditor’s Independence and objectivity A breakdown of audit,
audit-related and non-audit fees paid to PricewaterhouseCoopers
firms and associates in 2012 1s provided in note 3(d) in the notes
on the accounts and 1s summansed as follows

Services provided by PricewaterhouseCoopers and associates

2012 2011

£m im

Audit services 95 97
Audit-related assurance services 10 02
Total audit and audit-related services 105 99
Other assurance services 02 -
Tax advisory services 25 38
Tax compliance Q9 13
Other non-audit services g5 06
Total non-audit services 41 57

Note [T-related serces amounted to £0 4man 2012 (2011 £0 2m) These services
are presented wathin non-audit services and have been re-presented into this
category i the comparative information

In 2012 non-audit fees paid to PrnicewaterhouseCoopers amounted
to 39% of the audit and audit-related assurance fees paid to them
(2011 57 %)

Annual assessment

The Audit Committee assesses annually the qualification, expertise
and resources, and independence of the Group’s external auditors
and the effectrveness of the audit process The Committee’s
assessment is informed by an external audit satisfacton survey
completed by members of senior management, which it reviews In
detail In addition the Finance Director, Group Legal Director, Head
of Internal Audit, Company Secretary and the Committee Chair all
meet with the external auditors to discuss the progress of the audit
and any sigrificant issues are included on the Audit Commuttee’s
agenda for consideration during the year

The Audit Committee has completed its assessment of the external
auditors for the financial penod under review It has satisfied itself
as to their quahficabion, expertise and resources and remarns
confident that their objectivity and independence are not in any
way impaired by reason of the non-audit services which they
provide to the Group The Committee recogrises that certain
projects on which they are engaged will necessarily span a
number of years and that they will continue to provide those
services for the length of the project Currently projects relating

to the Group's long-term IT imitiatives fall wathin this category

The Commuittee has recommended to the Board, for approval by
shareholders, the reappomntment of PncewaterhouseCoopers as the
Company's external auditors Resolutions wall be proposed at the
AGM on 25 Apnl 2013 to reappoint PncewaterhouseCoopers as the
Company’s auditors and to authorise the Directors to agree their
remuneration for the 2013 audit
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Standards of Business Conduct

The Audit Committee 1s responsible for monitonng comphance
with the Company's Standards of Business Conduct {the
‘Standards’), which underpin the Group’s commitment to good
corporate behaviour The Standards require all staff to act with
high standards of business integrity, comply with all applicable
laws and regulations and ensure that busmness standards are never
compromised for the sake of results They were updated in 2011 In
order to ensure that they remain at the forefront of best practice
and are aligned with the provisions of the UK Bribery Act 2010

Every Group company and every employee worldwide, including
senior management and the Board of Directors, 15 expected to live
up to the Standards Guidance on them is provided across the
Group, including through traiming and awareness programmes All
Group companies have adopted the Standards or local equivalents

Semor managers in the Group must report on annual comphance
with the Standards within the Group company or department for
which they are responsible Information on compliance with the
Standards 15 gathered at a regional and global level and reported to
the regional audit and CSR committees and to the Audit Commuttee
The CSR Committee reviews any Group reputational 1ssues arising
from non-compltance with the Standards

The Standards, and information on the total number of iIncidents
reported under them in 2012 (and the number of estabhshed
breaches), s avallable at www bat com/governance The number
of iInadents reported under the Standards has been reviewed by
Ernst & Young LLP as part of their process for providing assurance
of the Bntish American Tobacco Sustamability Report 2012 Their
full assurance statement 1s avarlable at www bat com/assurance

In 2012, 45 instances of suspected improper conduct contrary to
the Standards (excluding employee fraud and theft against Group
companies) were reported to the Audit Commuttee (2011 28)

16 were established as breaches and appropnate action taken
(2011 1) In 24 cases, an investigation found no wrongdoing
(2011 14) In five cases, the investigation continued at the year-end
(2011 three) Noinstances involved sums or matters considered
matenal to the Group

Confidential reporting procedures

The Standards of Business Conduct also set out the Group's
whistleblowing policy, enabhing staff, in confidence, to raise
concerns without fear of repnisal (provided they are raised in good
faith) The policy 1s supplemented by local procedures throughout
the Group and at the Group’s London headquarters, which provide
staff with further guidance and enable them te report mattersin a
language with which they are comfortable The Audit Committee
receives quarterly reports on whistleblowing incidents It remains
satisfied that the Group's policy and the procedures enable
proportionate and independent investigation of matters raised
and ensure that appropnate follow-up action 15 taken

Of the total number of business conduct incidents reported in 2012,
set out above, 39 were brought to management’s attention through
whistleblowing reports from employees, ex-emplayees, third parties
or unknown indrviduals reporting anenymously (2011 19)

Political contributions

The Audit Committee 1s responsible for reviewing donations made
for political purposes throughout the Group No denation was
made in 2012 to any political party registered in the UK under the
Pohtical Parties, Elections and Referendums Act 2000 Subsidianes
of the Company incorporated in the following countnes made
contributions to non-EU political parties in their respective
countries totalling £5,583 (2011 £209,104)

Country Amount Descniption

Samoa £604  Sponsored dinner tables at separate
functions held by the two main political
parties in Samoa, the Human Rights
Protection Party and Tautua Samoa Party

South Afnca £4,979 Sponsored dinner table at the Afncan National
Congress’ National Elective Conference

The Company’s current authanty to make donations to EU pohtical
organisations and to mcur political expenditure expires on 25 Apnl
2013 Although neither the Company nor its subsidiaries have any
current intention of making donatiens to political parties in the EU
or Incurring EU pohtical expenditure, it remains possible that
crcumstances might arise in which it would be in the interests of
the Company or its subsidianes to do so or where expenditure
may be categonised as such

Accordingly, shareholders' authernty will be sought at the AGM on
25 Aprd 2013 to renew the existing authonity, but for a shorter
duration (one year, Instead of four as previcusly) and at a lower
level (£100,000, instead of £1,000,000 as previously) Full detalls
are set out In the Notice of Meeting
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Audit and accountability (continued)

Risk management and internal control

Board oversight

The Board is responsible for determining the nature and extent of
the significant nsks that the Group i1s willing to take to achieve its
strategic objectives and for mamntaining sound nsk management
and internal control systems With the support of the Audit
Committee, it carries out a review of the effectiveness of the
Group’s nsk management and internal control systems annually
and reports to shareholders that it has done so This review
covers all matenal controls including financial, operational and
compliance controls and nsk management systems As part of its
review In 2012, the Board noted that despite a number of changes
to the Group Risk Regrster, which demonstrated the dynamic
process underpinming it, the Group’s nsk profile remained stable

Overview

The Company maintains its system of risk management and
internal control with a view to safeguarding shareholders’
investment and the Company's assets It s designed to rdentiy,
evaluate and manage risks that may impede the achievernent of
the Company’s business objectives It cannot, and 1s not designed
to, elminate them entirely The systermn therefore provides a
reasonable, not absolute, assurance against material misstatement
or loss A description of the key nsk factors that may affect the
Group’s business is provided in the business review

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

Audit and CSR committee framework

The Group’s audit and CSR committee framework underpins the
Board’s Aucht and CSR Commuttees It provides a flexible channel
for the structured flow of information throughout the organisation,
with committees at various levels covering key indmvidual markets,
areas and the Group's regions, each refernng matters to the next
level as appropriate This framework ensures that significant
financial, social, environmental and reputational nsks faced by the
Company and its subsidiaries are appropriately managed and that
any failings or weaknesses are identified 3o that remedial action
may be taken where necessary

The Group’s regional audit and CSR commuttees (winch are all
chaired by an Executive Director and attended by one or more of
the Non-Executive Directors) focus on nsks and the control
environment within each region and are I turn supported by area
and/or individual market audit and CSR committees The corporate
audit committee focuses on the nisks and the contro! environment
within the Group’s operations that do not fall within the regional
commuttees’ remit, for example head office central functions, global
programmes and above-region projects It compnses members of
the Management Board and 15 chaired by the Chief Executive and
attended by one or more of the Non-Executive Directors

The relevant external and internal auditors reqularly attend meetings
of these committees and have pnvate audiences with members of
the commuttees after every meeting In addition, central, regional and
indvidual market managermnent, along with internal audit, supports
the Board in its role of ensuring a sound control environment.

Risk management

Risk registers, based on a standardised methodology, are used at
Group, regional, area and indvidual market level to identify, assess
and monitor the key nsks (both financial and non-fiinancial) faced by
the business at each level Information on prevailing trends, for
example whether a nsk (s considered to be increasing or decreasing
over time, 1s provided n relation to each nsk and all identified nsks
are assessed at three fevels (high/medium/low) by reference to their
wnpact and hkelihood Mitigation plans are required to be in place to
manage the nsks identified The nsk registers and miigation plans
are reviewed on a regular basis Regional and above-market nsk
registers are reviewed regularly by the relevant regional audi and
CSR committee or the corporate audit committes, as appropriate

At Group level, specific responsibility for managing each identdied nisk
is allocated to a member of the Management Board The responstble
Management Board member is identified In relation to each nsk set out
in the key Group nsk factors section of the business rewew The Group
nisk reguster 1s reviewed regularly by a committee of senior managers,
chaired by the Finance Director, and twice yearly by the Corporate
Committee In addition, itis reviewed annually by the Board and twice
a year by the Audit Committee The Board and each such commuittee
reviews changes in the status of identified nsks, assessing the impact of
changes in impact and likelthood, and the Audit Committee also
spends time focusing on selected key nsks in detall

Internal control processes

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

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

- review and confirm compliance with the Standards of Business
Conduct and dentify any material instances of nen-compliance
or conflicts of interest identified

The results of these reviews are reported to the relevant regional
audit and C5R commuttee or to the corporate audit committee
and, where appropnate, to the Board’s Audit Committee to
ensure that appropriate remedial action has been, or will be,
taken where necessary
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Internal audit function

The Group's internal audit function provides advice and guidance
to the Group's businesses on best practice in nsk management and
control systems It is also responsible for carrying out audit checks
on Group companies and other business units, and does so agamnst
an audit plan presented annually to the Audit Commuttes, which
focuses in parucular on higher nisk areas of the Group’s business

Financial reporting controls

The Group has in place a series of policies, practices and controls in
relation to the financial reporting and censohdation process, which
are designed to address key financial reporting nisks, mcluding risks
anising from changes in the business or accounting standards The
Group Manual of Accounting Policies and Procedures sets out the
Group accountng policies, 1ts treatment of transactions and its
internal reporting requirements The internal reporting of financial
information for the purpose of preparing the Group’s financial
statements quarterly, half-yearly and at the year-end 15 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
infermation from the external auditors

The effectivenass of the Group’s financial reporting controls 1s
assessed through self-certification as part of the Control Navigator
exercise descnbed abave and evaluation by internal audit in the
context of the annual audit plan The integnty of the Group’s
public financial reporting is 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 Managerment Board,

= review and recommendation by the Audit Commuttee, and
— review and approval by the Board

Annual review

The Turnbull Guidance (the Guidance) sets out best practice on
internal control for UK-Iisted companies to assist them in assessing
the application of the Code’s Principles and compliance wath the
Code’s Provisions with regard to risk management and internal
control The processes described above, and the reports that they
give nise to, enable the Board and the Audit Commuittee to monitor
the nsk management and mternal control framework on a
continuing basis throughout the year and to review its effectiveness
at the year-end The Board, with advice from the Audit Committee,
has completed its annual review of the effectiveness of the system of
nsk management and internal control for 2012 No signsficant failings
or weaknesses were identified and the Board s satisfred that, where
areas for improvement were identified, processes are in place to
ensure that remedial action 15 taken and that progress 1s monitored
The Board 15 satisfied that the system of nsk management and
internal controk 15 1n accordance with the Guidance
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Corporate social responsibility

CSR Commiittee

Current members

Karen de Segundo {Charrman)

Christine Morin-Postel

Sir Nicholas Scheele

Dr Richard Tubb (with effect from 28 January 2013)

Attendance at meetings in 2012

Name Attended/Eligible to attend
Karen de Segundo 4/4
Ann Godbehere? 2/2
Chnstine Morin-Postel’ 2/2
Dr Gerry Murphy? 12
Kieran Poynter? 2/2
Sir Nicholas Scheele'? 2/2
Notes

1 Chnstine Monn-Postel and Sir NichoTas Scheele became members with
effect frorm 26 Apnl 2012

2 Ann Godbehere, Dr Gerry Murphy and Kieran Poynter ceased to be
members cn 26 Apnit 2012

3 Sir Nicholas Scheefe will cease to be a member on 25 April 2013 upon his
retirement as a Non-Executive Director

Dr Gerry Murphy was unable to attend one meeting of the CSR Committee

due to a conflicting business engagement

The Chairman, Chief Executive and the Management ioard members

responsible for Corporate and Regulatory Affairs and Global Operations
regularly attend meetings by tvitation but 2re not members

The CSR Commuttee 1s authonsed to seek the informabion it requires
from, and require the attendance at any of its meetings of, any
Dwector or member of management, and all employees are expected
to cooperate with any request made by the Committee Itis
authonsed by the Board to obtain, at the Company’s expense,
independent professional advice and secure the attendance of
outsiders with relevant expenence and expertise If it considers

this necessary

The Charrman of the Committee reports to the subsequent
meeting of the Board on the Committee’s work and the Board
receives a copy of the minutes of each meeting The papers
considered by the Commuttee are available to any Director
who 1s not a member, should they wish to receve them

Summary Terms of Reference

The CSR Committee 15 responsible for

— reviewing and making appropriate recommendations to the
Board as regards the Company’s management of CSR and
the conduct of business in accardance with the Statement of
Business Principles,

— monitoning and reviewing the effectiveness of the Group's
strategy for, and management of, sigmficant social,
environmental and reputational issues,

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

— menitoring the effectiveness of the CSR governance process

The Commuttee’s terms of reference are available at
www bat com/governance

Committee evaluation

The Committee considered a report prepared by the Company
Secretary on the effectiveness of the Committee as assessed
dunng the evaluation of the Board in 2012 While the Commuttee
was considered to be functioning well, a number of action points
waere tdentified

Action points

Commuttee focus and forward agenda Less focus on in-depth
country presentations and increased focus on regulabion and harm
reduction (the Committee also finalised its forward agendas for
2013.1n hght of these new areas of focus)

Peer review A review of how the Company compares to its industry
peers in terms of delwvery and reporting of its CSR agenda (this 1s
scheduled for 2013)

Commuttee composition The addition of a member with scientific
background would augment the Commuttee’s skillset (Dr Richard
Tubb was appointed to the Cornmittee in [anuary 2013)

CSR governance

The Committee ts 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 principles to be monitored
The regional audit and CSR cornmittees meet three tmes annually,
and they follow a standard agenda, in order that matenals and
1ssues that are presented and raised at local and regional level

may feed into Board level discussions and vice versa
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Key activities of the CSR
Committee in 2012

The CSR Commuttee held four scheduled meetings n 2012,
including a meeting held at the end of February to review and
give final approval to the Company’s annual Sustainability
Report Other items considered by the Committee included

CSR governance

— Feedback and update reports from the regional audit and
CSR committees and consideration of CSR-related internal
audht reports and recommendations, ncluding in relation to
the organisation of the Group's approach to environmental,
health and safety 1ssues

— A continuing review of the potential reputational impact
ansing from incidents of non-compliance with the Standards
of Business Conduct

CSR policies and compliance

- Potential nsks in the countnes where the Group does
business that are of potential concern from a human
rights perspective and the measures and controls in
place to mitigate those nisks

— Environmental, health and safety measures, including
consideration of the 2012 performance data, to promote
a safety behaviour culture throughout the Group, the
recommendation for adoption by the Board of a revised
Group Environmental Policy and the setting of new
environmental targets

Group sustainability agenda

The Group’s sustainability agenda, based on feedback from
stakeholders, aims to build value for shareholders and other
stakeholders by addressing our social, environmental and
ecanomicimpacts This concept of sustainable value underpins
all of the Group’s sustainability activities

The sustainability agenda is an integral part of deliverning
the Group strategy and focuses on five key impact areas

Harm reduction Striving to bring commercially viable, consumer
acceptable reduced-nisk products to market,

Marketplace Upholding high standards of corporate conduct
within our marketplace,

Environment Actvely addressing the impact of the Group’s
business on the natural environment,

Supply chain Working for positive social, environmental
and economic impacts in the Group's supply chain, and

People and culture Working to ensure we have the nght
people and culture to meet the Group's goals

— Adherence to the Group's International Marketing Standards
(IMS) and the recormmmendation for adoption by the Board of
the new International Marketing Principles, which replace the
IMS and reflect developments in marketing, technology,
regulation and stakeholder expectations

— A review of the current third term of the Blodwversity
Partnership with three non-governmental organisations —
the Tropical Biology Assoctation, Earthwatch and Fauna &
Flora International - focusing on brodiversity in agricultural
landscapes and the ecosystems on which they depend in key
areas where the Group sources leaf

— Adherence to the Group's global approach to youth smoking
prevention (YSP), a review of the list of targeted rmarkets for
Y5P focus and of YSP-related activities

= Areview of the Group's corporate social investrnent activities
and plans for new guidelines on the focus of spend

Sustainability planning and reporting
— Central and local stakeholder dialogue activities during
2012 and plans for dialogue activibes in 2013

— Areview of the 2011 Sustainability Report, including a
summary of external feedback and endorsements, Ernst &
Young LLPs Assurance Management report and approval
for the Group's future approach to sustainabilty reporting

— An assessment of the progress made against the 2011
sustainability goals and commitments

— The re-engagement of Ernst & Young LLP to provide
assurance services for a further one-year period

Statement of Business Principles

The Group’s Statement of Business Principles sets out the
expectations for the responsible management of the Group’s
business [t was developed in 2002 1n consultation with
stakeholders, supported by the Insutute of Business Ethics

The Statement comprises three panciples — Mutual Benefit,
Responsible Product Stewardshtp and Good Corporate Conduct
—and 18 Core Beliefs that explain in more detail what each
principle means for the Group It)s available on www bat.com

Human rights

The Croup recognises its responsibilities to the countnes in which
it operates and in this context, notes the OECD Guidehines for
Multinational Enterpnises in their current form Qur approach to
human nghts draws on the GECD Guidelines, in addstion to the
UN Declarabon of Human Rights and further information 1n this
respect I1s provided in our Sustainability Summary and at

www bat com
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Corporate social responsibility (continued)

Sustainability reporting

The Company has produced independently assured reports since
2001 and beheves this long history of reporting demonstrates a
serious commitment to corporate responsibihty and sustainabulity

The Company was the first tobacco company to begin reporting
on social, environmental and economic performance From the
outset, a robust and ngorous approach has been applied to the
Group's reporting processes at both Group and local level This
included following the AA1000 Assurance Standard and Global
Reporting Inibative (GRI) guidefines and mcludes independent
assurance of all reports and engagement with stakeholders
through independently facilitated stakeholder dialogue sessions

This approach has allowed the Company to meet greater demands
for corporate transparency Dialogue has helped the Company to
take stakeholder views into account, enabhing better business
deaisions Independent assurance has been essential in supporting
this commitment to continuous Improvement

In 2013, the approach to reporting will change with a shift away
from an annual Sustainability Report to producing shorter, more
focused sustainabihty communications throughout the year This
includes a Sustainability Summary, published alongside the 2012
Annual Report, covering the Company’s performance and key
1ssues for the business and stakeholders This will be supported
by the publication of penodic 1ssue-specific reports from 2013
onwards to provide stakeholders with more in-depth information
on the topics that are of most interest to them This will be
complemented by additional sustainability information on

the Group’s corporate website, www bat com

External recognition

In 2012, Briish Amencan Tobacco was included in both the Dow
Jones Sustainabiity World and Europe indexes for the 11th year
running The Indexes track the economic, environmental and
social performance of leading sustainability-driven companies
worldwide The Company’s overall scare was 88%, maintaining
our place as industry leader

The Company was ranked 5th overall out of 127 European
compamies for addressing biodiversity impacts in a new report by
European ratings agency, Vigeo, sconing highest in the ‘efficiency
of measures’ category We featured in the Carbon Disclosure
Project’s Carbon Disclosure Leadership Index, with a score of 86%
This index highhights those companies in the FTSE 350 Index that
have shown the most professional approach to managing and
disclosing their climate change impacts

The Company was ranked in the top quartile of companies

in Transparency International’s “Transparency in Corporate
Reporting Assessing the World’s Largest Companies” study
We were also ranked second in the FTSE 350 for our approach
to sustasnability assurance in the annual Carbon Smart ranking
of assurance practices, and were highly commended at
PnicewaterhouseCoopers’ annual Bulding Pubhc Trust Awards
for ‘People Reporting in the FTSE 100’

Corporate social investment

The Company recognises the role of business as a corporate
ciizen and Group companies have long supported local
community and chantable projects The Group’s approach to
corporate social investment (CS1} is to regard it as an end in itself,
rather than as a means of promotion, and Group companies have
always worked to maintain good relatonships with the
commumties where they operate

Guidance on selecting, managing and evaluating major CS|
activities 15 provided to Group companies, however, it 1s recognised
that local community needs are as diverse as the communities
themnselves As a resuit, within both the parameters of this
guidance and the guidelines on focus of spend as agreed

during 2012, CSl1s managed at a local level to ensure the

most appropnate projects are supported

In addition, the major actvties currently supported by the Company
are the Bntish Amencan Tobacco Biodiversity Partnership and the
Elminating Child Labour in Tobacco Growing Foundation

Charitable contributions

Payments for charitable purposes in 2012 amounted to
£11 6 milbon (2011 £13 7 million), £1 8 million of which
was paid in the UK (2011 £1 9 mithion}
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Appointments to the Board

Nominations Committee

Current members
Richard Burrows (Chairman)
Sir Nicholas Scheele

Karen de Segundo

Ann Godbehere

Robert Lerwill

Chnstune Mornin-Poste!

Dr Gerry Murphy

Kieran Paynter

Anthony Ruys

Or Richard Tubb (with effect from 28 January 2013)

Attendance at meetings in 2012

Name Attended/Ehgible to attend
Richard Burrows 4/4
Sir Nicholas Scheete' 4/4
Karen de Segundo 4/4
Ann Godbehere 4/4
Robert Lerwall’ 4/4
Chnstine Morin-Postel 4/4
Dr Gerry Murphy 4/4
Kieran Poynter 4/4
Anthony Ruys 4/4
Notes

1 Sir Nicholas Scheele and Robert Lerwill will cease to be members followsng
therr retirement as Non Executive Directors at the conclusion of the AGM on
25 Apnl 2013

The Chiet Executive and Management Board member responsible for Human
Resources regularly attend meetings by invitation but are not members

The Nominations Committee is responsible for identifying
candidates to fill vacancies on the Board This process includes an
evaluation of the skills and expenence to be locked for in
candidates to ensure continuing Board batance and relevant
experience The selection process will generally involve interviews
with a number of candidates, using the services of external search
firms specialising in board level recruitment to identify and shorthst
appropriate candidates This process was followed for the
recruitment of Dr Richard Tubb, who was shorthsted by an
external consultancy and interviewed by the Chairman and
Executive Directors, and members of the Nominations Committee,
which then recommended his appointment to the Board Further
non-executive appointments remain under active consideration

Summary Terms of Reference

The Nominations Comrmittee 15 responsible for

— reviewing the structure, size and compositton of the Board
and Management Board to ensure that both have an
appropnate balance of skills, expertise, knowledge and
(in the case of the 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
rigorous and transparent and that appointments are made
on ment against objective ¢ntenta and with due regard for
Lhe benefits of diversity, ncluding gender diversity,

— making recommendations to the Board on suitable
candidates for appointment as Board Directors or as
members of the Management Board, and

— assessing the time needed to fulfil the roles of Chairman,
Semor Independent Director and Non-Executive Director,
and ensuring that Non-Executive Dhrectors undertake that
they will have sufficient time to fulfil their duties

The Committee’s terms of reference are available at
www bat com/governance

Committee evaluation

The Committee considered a report prepared by the Company
Secretary on the effectiveness of the Committee as assessed dunng
the evaluation of the Board in 2012 While the Committee was
considered to be functioning well, the Cemmittee agreed the
following action point

Action point
Meetings Review frequency of meetings and regular agenda tems

The Commuttee noted that further work aimed at improving
gender diversity at senior managernent level was in hand and
progress would be monitored Further details and commentary
on diversity are included in the Board evaluation section of the
corporate governance statement

Terms of appointment to the Board

The Executive Directors have rolling contracts of one year The
Non-Executive Directers do not have service contracts with the
Company but instead have letters of appointment. All Non-Executive
Directors have terms of appointment of one year only, which are
considered for renewal around the tme of the Company’s AGM
when, in accordance with the UK Corporate Governance Code, each
Director 1s subject to election or re-election by the shareholders

(see below) Detats 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.
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Appointments to the Board (continued)

Key activities of the Nominations
Committee in 2012

The Nominagons Committee held four meetings dunng 2012,
two of which were scheduled and two of which were convened
to address Board and Management Board succession issues
The other specific sitems considered by the Commuttee included

— rewised standard terms of appointment for Non-Executive
Directors, updated to make clear that a mimimum time
commutment of 30 days per year was likely to be required
in the first year of service to take into account the time
required for a full Board induction, and that telephone
attendance at Board meetings was permissible in
exceptional circumstances,

— the recruitment of Dr Richard Tubb and his appointment to
the Board as a Non-Executive Director, with the assistance of
an external recruitment consultancy,

The Board continues to take into account the need for 1t to refresh
tts membership progressively over tme Non-Executive Drirectors
will normally be expected to serve for six years They may be invited
to serve for longer, but service beyond nine years is unlikely Any
additional service beyond six years 15 subject to ngorous review

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 2012 are given in the remuneration
report. No Director had any matertal interest in a contract of
significance (other than a service contract) with the Company or
any subsidiary company durnng the year

The Company has arranged appropriate insurance to provide
cover In the event of legaf action againstts Directors and also
provides indemnities to its Directors in accordance with the
Cormpany’s Articles of Assocration 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 that 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

— the steps being taken to search for potential non-executive
appaintments, In particular a candidate with Asian expenence,

— changes in the composition of the Management Board,
including

- the departure of Mark Cobben and David Fell from the
Management Board with effect from 31 December 2012,

— the appointment of Jack Bowles, previously Regional
Director, Amernicas, to the role of Regional Director,
Asia-Pacific, with effect from 1 January 2013,

~ the appointment of Ricardo Oherlander to the role
of Regional Director, Americas, with effect from
1 January 2013, and

— the appointment of Naresh Sethi, previously Group
Business Development Director, to the role of Regional
Director, Western Europe, with effect from 1 January 2013

A further review of succession planning for Executive Directors
and for the Management Board will take place in April 2013

Annual General Meeting 2013

At this year's AGM on 25 Apnl 2013, the Company will be
submitting all ehgible Directors for re-election {all Directors, with
the exception of Sir Nicholas Scheele and Robert Lerwill) and,

in the case of Dr Richard Tubb, election for the first time

The Company’s Articles of Assooiation provide that any Director
who has been appointed by the Board since the last AGM 15
required to retire from the Board at the next AGM and, being
eligible, may offer himseif or herself for reappointment
Accordingly, Dr Richard Tubb will retire and offer humself for
re-appointment 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 has been
done in 2012 and 2013 i the case of Anthony Ruys, who will have
served for just over seven years at the time of the 2013 AGM
Robert Lerwill and Sir Nicholas Scheele, each of whom has served
for eight years, will retire at the conclusion of the 2013 AGM

The Chairman’s letter accompanying the Notice for this year's AGM
confirms that the performance of the Directors being propased for
re-electton continues to be effective and that they conunue to
demenstrate commitment to their roles as Non-Executive
Directors, including commitment of the necessary tme for Board
and Committee meetings and other duties Biographical details of
the Directors are also provided
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Remuneration report

Dear Shareholder

Regulatory changes

| became Chairman of the Remuneration Commuttee in Apnl 2012,
during a time of change in the regulatory landscape for the setting
and reporting of directors’ remuneration In June 2012 the
Business Secretary, Vince Cable, proposed reforms to the
governance of executive pay and the Department for Business,
Innovation and Skills (BIS) has also consufted on remuneration
disclosures with regulations expected to be introduced for
companies’ reporting years ending on or after 1 October 2013

This means that this remuneration report will be the last in the
present format In future, it 1s expected that it will be split into
two distinct sections a policy report and an implementation
report The aim s to allow shareholders access to better quality
infermation that 1s more clearly set out and that demonstrates
how executive remuneration directly links to each company’s
strategy and performance

Our remuneration report in the past has been commended by a
number of our shareholders for its detail, clarity and transparency,
and we are working hard to continue to make sure that we meet
our shareholders’ expectations as well as comply with the new
regulations The Committee has set aside extra time in 2013 to
review all aspects of our executive remuneration policies prior to
shareholder consideration of the policy report at the AGM in 2014

2012 in summary

Analysis of past performance

it1s important that executive pay at Bntish Amencan Tobacco

15 ahgned to the Company's performance The Committee
therefore asked 1ts remuneration consultants to examine both

the performance of the Company’s incentive schemes as well as
shareholder returns over the last five years to 31 December 2011
Their analysis looked at the recent payouts under the Long-Term
Incentive Plan {LTIP) and International Executive Incentive Scheme
([EIS) and assessed these against analysts’ forecasts at the trme of
awards The analysis showed that total shareholder return of the
Company over that peniod was 155% compared to 6% for the FTSE
100 With regard to both the LTIP and IEIS pay-outs, these had been
in the median to upper quartile range over that five-year period,
and had been above the upper quartile in the last three years

This strong linkage between performance and reward demonstrates
that our remuneration polictes and the associated reward packages
for Executive Directors and members of the Management Board
are, indeed, closely aligned to the delivery of the Group's strategic
goals Over the same five-year penod, the majonty of our shareholders
has supported our approach to remuneration and has given a
positive advisory vote on the remuneration report {in 2012 with a
94 77% vote in favour)

Evaluation of the Remuneration Committee

Duning 2012, the Committee has continued to build on the
conclusions of previous Board evaluations The number of
scheduled meetings was increased from two to three in 2012 (plus
an additional ad hoc meeting} and it iIncreases to four n 2013 with
a detalled forward planning agenda being prepared An mternally
facilitated evaluation of the Committee was conducted 1n 2012
Specific details are set out below but the key focus for me 1s the
need for improved consultabion with investors and other key
stakeholders on our remuneration policies ahead of their
presentation In the new style remuneration report and vote at the
2014 AGM As the new Chairman of the Committee, | look forward
to meeting a cross-section of shareholders and their representative
bodies dunng the year to discuss these 1ssues

Dr Gerry Murphy
Chairman, Remuneration Committee
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Remuneration report (continued)

Remuneration Committee

Current members
Dr Gerry Murphy (Chairman)
Ann Godbehere

Chnistine Morin-Postel

Kieran Poynter

Dunng the year ended 31 Decernber 2012, the Remuneration
Committee compnsed all of the Non-Executive Directors of the
Company Dr Gerry Murphy succeeded Anthony Ruys as
Chairman of the Commuttee wath effect from the conclusion of the
Annual General Meeting on 26 April 2012

Karen de Segundo, Robert Lerwill, Anthony Ruys and Sir Nicholas
Scheele all steod down as members of the Remuneration Committee
with effect from 27 February 2013 Dr Gerry Murphy (Chairman of
the Remuneratton Committee), Ann Godbehere, Chnstine Mann-
Postel and Kieran Poynter will all continue as members of the
Commuttee, the skmmed-down membership bnngs this Commuttee
into alignment with the other prnapal Committees of the
Company’s Board and with best practice It will facilitate the
Company’s continuing review and focus on Directors’ remuneration
iy the fight of the Government’s reforms on executive pay

At the date of this repert the Committee compnses the independent
Non-Executrve Directors of the Company as set out in the box above

Attendance at meetings in 2012

Mame Attended/Eligible to attend
Gerry Murphy 4/4
Karen de Segundo 4/4
Ann Godbehere' 3/4
Rabert Lerwill 4/4
Chnistine Monin-Postel 4/4
Kieran Poynter 4/4
Anthony Ruys 4/4
Sir Nicholas Scheele 4/4

Note

1 Ann Godbehere was unable to attend a meeting due to a conflicting
long standing prior engagement

No Executive Director or Management Board member plays any
part in determining fus or her own remuneration tn determining
remuneration for the year, the Committee considered reports from
Deloitte LLP, the Commitiee’s remuneration consultants, and also
consulted the Chief Executive, the Group Human Resources
Oirector and the Group Head of Reward

The Remuneration Committee 1s authorised by the Board to seek
any information it requtres from, and requrre the attendance at
any of its meetings of, any Director or member of management.
Durning the year ended 31 December 2012, both the Chief
Executive and the Chairman were consulted and invited to
attend meetings of the Committee

The Committee 15 authonsed by the Board to obtain, at the Company’s
expense, outside legal or other independent professional adwvice
Dunng the year, Deloitte provided remuneraton services and advice to
the Remuneration Committee at a cost of £270,150 (2011 £101,800)
In 2012, these services included additional comparator group analysis
of the performance of the Company’s incentive schemes over the fast
five years and attendance at assoaated meetings including briefing
sessions for the recently appointed Group Human Resources Director
and Chairman of the Remuneration Committee Deloitte 1s an
international professional services firm which, dunng the year, has

also provided tax, corporate finance and consulting services to British
Amencan Tobacco Group comparies around the world Deloitte is
also a member of the Remunerason Corsultants’ Group and a
signatory to the voluntary code of conduct in relation 1o executive
remuneration consulting in the UK

Herbert Srith LLP has also been retained by the Company to
provide legal advice in respect of the Company’s share schemes, as
well as providing other legal services to Bniish Amencan Tobacco as
awhole Ernst & Young LLP provides tax advice to international
assignees and in respect of the Company’s share schemes

Summary Terms of Reference

The Remuneration Committee 1s responsible for

— Setung executive remuneration policies covening salary and
benefits, performance-based variable rewards, pensions, and
the terms of service contracts,

— determining, wathin 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 termination
of appointment,

— the setting of targets applicable for the Company's performance-
based vanable reward schemes and determining achievement
against those targets, exercising discretion where appropnate
and as provided by the applicable scheme sules, and

— monitortng and adwising the Board on any major changes

to the palicy on employee benefit structures for the Bntish
American Tobacco Group

The Committee’s current terms of reference are avallable
on www bat com/governance
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Remuneration Committee evaluation 2012

Process — the Remuneration Committee was the subject of an
in-depth, externally facilitated, evaluation in both 2010 and 2011
In 2012 the Company Secretary conducted an nternal evaluation
into the effectiveness of the Commuttee, including a review of the
acthion points raised over the previous two years Overall, the

Number and structure of meetings

Finding

Committee 15 considered to be effective in discharging its
obligations and fulfilhng ts remit

Findings, action points and progress — these developments
build upon the 2011 evaluation and are set out below

Action points/progress

The Committee had already increased its scheduled meetings
as a result of the previous year’s evaluation and revised its
calendar of agenda items

Remuneration policy and strategy

Finding

The number of formal meetings has also been increased again
to four scheduled meetings in 2013 and addittonal brme has
been allocated for those meetings This reflects a revised and
expanded agenda which allows the Commuttee to plan for the
new regulatory environment and disclosures required in 2014

Action points/progress

The Group’s approach to its reward strategy has been to keep
it as simple and as straightforward as possibte

Consultation with institutional shareholders

Finding

This approach 15 unlikely to change but the Committee 1s keen
to ensure that the reward strategy remains closely aligned with
the Group’s business strategy as it 1s evolving

Action points/progress

This 1s currently orgamised on an ad hoc basis although the
Chairman of the Company, Richard Burrows, regularly meets
with shareholders and discusses remuneration I1ssues with them

With the new regulatory framework besng introduced the
Committee recognises that a more formalised approach may
be necessary and indeed welcomed by shareholders Dunng
2013, the Committee wil! be considering how best to consult
with shareholders

Key activities of the Remuneration
Commiittee in 2012

The Remuneration Committee met four times during 2012 three
scheduled meetings in February, July and October and an ad hoc
meeting in December The Committee followed its regular work
programmme in respect of which it.

— benchmarked, reviewed and set the salanes 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 achievement of the targets for the 2011 IEIS
award and set the IEIS targets for 2012,

— assessed the measurement of the perfarmance conditions
for the vesting of the LTIP 2009 award,

— determined the LTIP awards for March 2012 for the Executive
Drrectors and members of the Management Board and the
general LTIP population and their associated performance
congtions,

— assessed the achievemnent of the targets for the 2011 Share
Reward Scheme award and set the targets for the 2012 award,

-~ 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 application,

— reviewed the remuneration report for the year ended 2011

prior to its approval by the Board and subsequent approvat
by shareholders at the AGM n April 2012, and
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Remuneration report (continued)

— conducted a prelminary review in October 2012 of the
current remuneration policy and approach for the review of
salanes scheduled for February 2013, including specific
changes to the constituents of the Pay Comparator Group

In addition, the Remuneration Cormmittee considered the
following

— an analysis of the voting patterns in respect of the advisory
vote on the Company's remuneration report over the last
five years,

— an examination and analysis of shareholder returns and the
performance of the Company's incentive schemes over the
last five years looking in particular at the returns compared
to the FTSE 100 and the payouts under the LTIP and IEIS
including an assessment of these against analysts’ forecasts
at the time of the awards,

— the terms of appaintment and termination in connection
with Management Board appointments and departures
dunng the year,

~ the Chief Executive’s Brazilian pension entitlements — the
Fundagao Albino Souza Cruz (FASC),

Remuneration policy

Group reward strategy:

a straightforward approach

The Company continues to apply a simple, straightforward and
understandable approach to remuneration The remuneration
package compnises core fixed elements (base salary, pension and
other benefits} and two 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 elerments forming approximately 60% of the
total remuneration package This simple remuneration structure 1s
expected to continue although the Remuneration Committee will
review the policy elements applicable to the IEIS and LTIP duning
2013 ahead of the presentation of the full remuneration policy to
shareholders at the AGM in 2014

The Remuneration Committee may, within the limits of the rules
of the IEIS and LTIP, exercise its discrebionary powers in the
determination of a bonus or incentive award and later in its
assessment of the applicable performance conditions resulting

— a proposal to allow senior managers (including certan
members of the Management Board) impacted by the UK
pension tax on pension accruals over £50,000 per annum, to
opt to exchange the current allowance of 20% of salary in
excess of 95% of the pension scheme’s salary cap, for a
1/60th accrual defined benefit promise i the unfunded
unapproved retirement benefit scheme (UURBS),

- certain changes to the Company car scheme and cash for
car allowances for the Executive Directors and Management
Board members (which had sigrificantly fallen below median
since last reviewed In jJanuary 2006) with effect from 1 Apni
2012 in tandem with parallel equivalent changes for the UK
eligible population,

— a number of brefing notes regarding the voting guidelines of
the Company’s largest shareholders together with updates on
the reforms of the Departrnent of Business Innovation & Skills
(BIS) on executive pay and the related draft regulations,

— for the IEIS, the introduction of an extended definition of the
Global Drive Brand volume metric to include volume targets
for the Fine Cut tobacco category in Western Europe at a local
end market level for specific markets only, and

— a review of the report on the effectiveness of the Remuneration
Committee as outlined above

in the respective payout or vesting under those incentive schemes
It is rare that the Commuttee exercises this discretron as it will ordinanly
rely on the actual performance outcomes in its assessment of the
Company’s performance

Key performance indicators

Financrally based Group key performance indicators (KPis} inked to
the Group’s strategy form the majonty of the performance-related
bonus metrics with market share being an important additional
nen-finanaal indicator The Executive Directors and the members of
the Management Board are also held accountable for their performance
1n respect of other business measures comprising a mixture of other
financial and non-financial targets 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

Fixed and variable remuneration

The current Executive Directors’ percentage of fixed and vanable
remuneration for 2012 s llustrated in the bar chart on this page
This 1s based on a number of assumptions (1) base salary 1s annual
salary, (2) pension represents the annual service cost to the Company
as disclosed in accordance with 1AS24, (3} benefits are core
benefits such as car allowance, private medical and personal
accdent insurance, (4) bonus is the amount received for
performance in 2012 delivered in cash and deferred shares, and
{5) LTIP 15 the annualised expected value at ‘target’ performance
of the long-term incentive award granted i 2012 expressed as a
percentage of base salary Fixed remuneration comprises salary,
pension and benefits Vanable remuneratton compnses bonus
(cash and deferred shares) and LTIP
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Incentive schemes- venfication of performance
The Company’ strategy clearly underpins the remuneration policy
for all employees In particular, performance criteria for the IEIS are
aligned to the Group's KPIs (see business review) 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 [EIS and its positoning as the Company's sole bonus scherme
means that the risk of Inappropriate indwidual behaviours driving
reward opportumties is mimimised The methodology used and the
calculations performed tn determining the annual outcomes of the
IEIS’s four performance measures are reported on by the external
auditors Further, internal audit also provides a relevant control
framework (see audit and accountability in the corporate governance
section) The Remuneration Committee 1s therefore confident that
there are clear processes In place to provide sufficient comfort that
the Company only rewards verfied performance

Remuneration comparator group

The setting of remuneration for Executive Directors remains
underpinned by responsible assessment against a comparator
group The approach s focused on a peer group made up of
companies that meet the cnteria of a consumer goods focus,

an international spread of operations and a compeitor for top
management talent Itincludes selected FTSE 100 companies and,
the Group’s key competitor, Philip Morns international (the Pay
Comparator Group) This s 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 companies The Pay Comparator
Group as at 31 December 201215 set out below

AstraZeneca Reckitt Benckiser
BP Reed Elsevier

BT Group Royal Dutch Shell
Diageo SABMIller
GlaxoSmithKline Tesco

Impenal Tobacco Group Unilever

Pearson Vodafone

Philip Morsris International WPP Group

Changes for 2013

In October 2012, the Remuneration Committee reviewed the
rationale for and the constituents of the Pay Comparator Group It
concluded that {1) notwithstanding the Group's global business,
the onentation of the current Pay Comparator Group towards UK
listed companies remained apprapnate, and (2) comparator
companies Associated Bntish Foods, British Sky Broadcasting and
Marks & Spencer be removed on the grounds of a smaller level of
market capitalisation and/or hmited international scope, with the
revisions being implemented 1n tme for the 2013 salary review

Salary

Purpose — reward indwidual performance
— reflect skills and experience
= attract and retain key management talent

Delvery — monthly
- cash
Policy —~ annuat review In February (with salary changes

effective from Apnil) or ad hoc review on a
significant change of responsibilities

— reviewed against general pay trends and a
company size and complexity model coupled
with (1) the Pay Comparator Group, and, for
Executive Directors, (2} published salary data of
listed companies of a similar size and
complexity to the Company

— reviewed against contextuahised individual
performance

— base salary s pensionable

nao change to policy

— _minor revisions to the Pay Comparator Group

2012 update

Process

The process of salary review for the Executive Directors and the
Management Board members takes into account outcomes ansing
from the salary review process for seruor managers and other levels
in the organisation The Committee then applies the key policy
prnctples set out in the table above

Base salary from Base salary at

1 Aprfi 20013 1 Apnil 2012
Executive Directors — salanes £ £
Nicandro Durante
(Chief Executive) 1,100,000 1,050,000
Ben Stevens
(Finance Director and
Chief Information Officer) 817,000 782,000
John Daly
(Chief Operating Officer) 721,000 690,000

Increases for 2013

The Management Board members in role will recewve salary
increases averaging around 3 9% and in the range from 2 19% to
5 3%, UK based employees will receive salary increases averaging
around 3 59, in each case with effect from 1 Apnl 2013

Benefits in kind

In addition to basic salary, the Executive Directors receive certain
benefits n kind, prncipally a car or car allowance, the use of a dnver,
the installation and then maintenance of home secunty systems, tax
advice (where appropnate), and private medical and personal [fe and
acadent insurance With effect from 1 February 2013, the Executive
Directors and members of the Management Board were additionally
eligible for general practboner ‘walk-in" medical services With the
exception of the car or car allowance it is also the practice of the
Company to pay the tax that may be due on any such benefits
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Remuneration report (continued)

Performance-related bonus —
international Executive Incentive
Scheme (IEIS)

Purpose — incentivise the attainment of corporate targets
on an annual basis
— attract and retain key management talent
Dehvery — annual award
— 509 cash
— 509 shares (deferred shares through the
Deferred Share Bonus Scheme)
— vanable subject to Company’s performance over
preceding 12 months
— dwvidend equivalent payment
Policy — four measures for performance for 2012 with
— referenced the following weightings adjusted profit from
to strategic operations (40%), Group’s share of key
performance subsidiary markets (20%9), Global Drive Brand
measures/key  volumes (20%), and cash flow from
performance operations (20%)
Indicators — the annual ‘on-target’” bonus opportunity for the
(KPls) as Chief Executive 1s 100% of base salary with a
highlighted maximum award of 2009 of salary, and for the

Chief Operating Officer and the Finance Director
and Chief Information Officer the ‘on-target’
bonus opportunity 1s 90% with a maximum
award of 180%

- for the Management Board the ‘on-target’
bonus opportumity 1s 67 5% of the base salary
with a maximum award of 135% of salary

— awards are non-pensionable

2012 update -

structure and potential bonus opportunity
remain unchanged

-~ review of IEIS scheduled for 2013

— alimited extension in 2013 to the defimtion of
the Global Dnive Brand volume metnc

Operation of the IEIS

The IEIS rewards short-term business performance within the
context of the Group’s longer-term strateqy Appropriately
stretching business and financial performance targets are set by
the Remuneration Committee at the beginning of each year The
annual bonus opportunity for 2012 remained unchanged with
four measures and associated weightings as set out above These
four performance measures provide a smple and appropnate mix
of critena that look to assess the witality and performance of the
Company while stll providing full clanty for both shareholders and
eltgible participants about the required areas of performance

Measures of performance

Relevant performance points for each of the four measures are
‘threshold’ (which must be exceeded to attract any bonus payoutin
respect of that measure), ‘target’ (which amounts to the budgeted
performance), and ‘maximum’ {the level of performance, exceeding
budget, and at which the bonus payout for that measure 1s capped)
No element of the bonus 1s guaranteed and, as in previous years, the
specific performance targets are commercially sensitive and not
made public

Senior managers

For senior managers only the total payouts reflect performance at
a global, reqional, area or end market level, as applicable to their
roles The annual bonus oppoartunity for semor managers remamned
unchanged in 2012 with the annual “on-target’ bonus opportunity
being 459 of base salary with a normal maximurm award of

90% of salary nsing to 135% 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

Assessment of performance

In February each year, the Commuttee receives a report allowing it
to assess the extent to which each of the performance measures
has been achieved Subject to the Committee exercising its
Judgment with regard to the Company's overall performance,

the total payout 1s determined by the Company's performance
for each measure relative to that measure’s performance points
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Performance 2012
In respect of the year ended 31 December 2012, the performance aganst the measures and the total payouts under the IEIS were
Between

threshold Between target
{EI5 measures of performance Threshold and target Target and maximum Maximum
Performance 1n 2012 (2011)
Ad)justed profit from operations {409%) v )
Group’s share of key subsidiary markets (209) v )
Global Drive Brands volumes (20%) v W)
Cash fiow from operations (20%) v ()

In respect of the year ended 31 December 2012, the total payouts
under the IEIS are shown below The actual performance-related
payments are shown in Table 5 of the appendices to the remuneration
report (annual cash bonus and deferred share bonus) on pages 85-91

Payout

50% in cash, 50% 2012 20m
in deferred shares % %
Nicandro Durante

{Chief Executive)} 1701 2000
Ben Stevens

{Finance Director and

Chief Information Officer) 1531 1800
|ohn Daly

(Chief Operating Officer) 1531 1800
Management Board members 114 8 1350

For senior managers whose bonus was linked to global performance
the total payout under the |EiS in respect of the year ended

31 December 2012 was 102 1% (2011 135%), paid 61 6%

in cash and 40 5% n deferred shares

IEIS 2013: revision

The introduction of an extended defimtion of the Global Drive
Brand volume metnc to include volume targets for the Fine Cut
tobacco category in Western Europe at a local end market level for
specific markets cnly The introduction of this very specific target
was dniven by a combination of changing consumer behaviour
allied with particular economic factors in that region and will have
a marginal impact only on the targets set at Group level for the
Global Dnve Brand volume metnc for the Executive Directors and
members of the Management Board

Deferred Share Bonus Scheme

Awards made under the Deferred Share Bonus Scheme are in the
form of free ordinary shares in the Company that 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 circumnstances, such as resigning before the
end of the three-year penod, participants may forfert all of the
shares The Remuneration Commuttee encourages a culture of
‘ownership’ of these awarded shares and partcipants recerve a
cash sum equivalent to the dividend on the after-tax position of all
unvested ordinary shares held in the Deferred Share Bonus Scheme
at the dvidend record date
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Long-term incentives

Purpose — Incentivise growth in earnings per share and total
shareholder return (TSR) over a three-year penod

— _attract and retain key management talent
Delivery - discretionary annual award
— awards of shares

— variable subject to Company performance over
three-year period

— dividend equivalent payment
Policy ~ maximurmn annual award of 400% of salary
—referenced _ three-year performance period
to strategic

— TSR performance {50% of the total award)

ﬁf;::r:as?::y combines both the share price and dividend
performance performance during the three.year performance
indicators penod as against two comparator groups (25%
(KPIs) as for each measure) (1) constituents of the FTSE
highlighted 100 Index, and (2} a peer group of international

FMCG companies

— earnings per share measure (50% of the total
award) relates to earnings per share growth (on
an adjusted diluted basis) relative to inflation
{rneasured as RPI)

2012 update — no changes to the LTIP

The long-term element of remuneration continues to be delvered
through the Company’s LTIP All the Executive Directors, Management
Board members and senior emplayees participate in the Long-
Term Incentive Plan adopted in 2007 (the 2007 LTIP} The 2007
LTIP provides for awards of free ordmnary shares, provided demanding
and appropnately stretching performance conditions are met over
a three-year period

Award levels

The current award levels for Executive Directors and Management
Board members are set out in the table below Senior managers
recewve awards of 75% or 25% of salary dependent on grade

Multiple of base  Muluple of base

salary % salary %
LTIP awards 2012 2011
Chuef Executive 400 400
Finance Director and Chief
Information Cfficer 300 300
Chief Operating Officer 300 300
Management Board 200 200

LTIP dividend payments

Since 2005, partiapants have been entitled to recerve a dvidend
equivalent payment to the value of the dvidends that they would have
received as shareholders on their vesting awards The LTIP dmdend
equrvalent payment continues to be important in aligning further the
interests of senior management with those of shareholders The values
of the LTIP drvidend equivalent payments for the Executrve Directors
are shown as indwidual emoluments in Tables 4 and 5

Following assessment by the Remuneration Committee, LTIP
awards are normally exercisable after three years and only to the
extent that the performance conditrons are satisfied at the end of
the three-year performance perncd Any proportion of an award
that lapses does not attract the payment of the LTIP dividend
equivalent payment

Performance

The percentage of award vesting 15 based on a combination of
total shareholder returnt (TSR) and earnings per share (EPS}
performance conditions measured over a three year penod The
Remuneration Committee penodically reviews the suitability of
TSR and EPS as performance measures The Committee continues
to ensure that the current combination of measures provides a
balance relevant to the Group’s business and market conditions as
well as providing a common goal for the Executive Directors, the
Management Board members and shareholders

TSR performance condition

A total of 509 of the total award is based on the Company's

TSR performance against two comparator groups (25% for each
measure) (1) the constituents of the London Stock Exchange’s FTSE
100 Index at the beginning of the performance perod, and (2)a
peer group of international FMCG companies In the event of
upper quartile performance by the Company relative to both of the
comparator groups, 50% of the total award vests in full 6% of the
total award vests for median performance There 15 pro rata vesting
between these two pomnts The TSR portions of an LTIP award do
not vest for below median performance

Comparator groups

These comparator groups, which are regularly reviewed to ensure
that they will remain both relevant and representative, are chosen
to reflect the Company’s financal and business trading environments

As at 31 December 2012, the following LTIP awards were outstanding
and the applicable FMCG peer group in respect of each of those
awards 1s shown below

Qutstanding LTIP Awards
31 December 2012
Award date Vesting date

28 March 2012 28 March 2015
13 May 2011 13 May 2014
25 March 2010 25 March 2013
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FMCG peer group

Anheuser-Busch
InBev

H] Heinz Nestle

Campbell Soup Imperial Tobacco PepsiCo
Group

Carlsberg Japan Tobacco Pernod Ricard

Coca-Cola Johnson & Johnson  Philip Morrs

International

Colgate-Palmolive  Kellogg Procter & Gamble
Danone Kimberley-Ctark Reckatt Benckiser
Diageo Kraft Foods' SABMller
Hemeken LVMH Sara Lee?

Unilever
Notes

Kraft Foods demerged into Kraft Foods Group and Mondelez Internatronal
In October 2012, Mondelez International s now tracked

N

Sara Lee Corporattan completed the spen off of DE Master Blenders 1753
and renamed the remaining business as Hillshire Brands Neither of these
new entities 15 tracked following the demerger

Measurement of TSR

T5R continues to be measured according to the return index
calculated by Datastrearn and reviewed by the Company’s
independent adwvisers It s measured on the basis that all
companies’ dividends are reinvested in the shares of those
companies The return 1s the percentage increase in each
company’s ndex over the three-year performance period The
opening and closing indices for this calculation are respectively the
average of the index numbers for the last quarter preceding the
performance penod and for the last quarter of the final year of that
performance penod — this methodology 1s employed to reflect
movements of the indices over that ime as accurately as possible

A local currency basis 1s used for the purposes of TSR measurement,
This approach 1s considered to have the benefits of ssmplicity and
directness of companson with the performance of the comparator
companies and 15 In line with the histonc approach taken by the
Rermuneration Commuttee for the purposes of TSR measurement

EPS performance condition

Half of the award 15 based on earmings per share growth relative to
inflaion This element of the award will vest in full if EPS growth over
the three-year performance period 1s an average of at least 8% per
annum in excess of inflalion 8% of the award will vest if the EPS
growth over the performance period 15 3% 1n excess of inflation An
award will vest on a pro rata basis between these two points None
of the EPS portion of an award vests (f EPS growth s less than 3% per
annum in excess of inflation

EPS targets

These £PS 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 Commuttee considers
that these current targets continue to be appropnately stretching

Calculation of EPS

Growth in EPS for these purposes 1s calculated on an adjusted
diluted EPS basis using a formula which incorporates (1) an
increase In adjusted dhluted EPS between the base year and the
final year of the performance penod, expressed as an annual
growth rate over the period, and (2) the annualised retail price
(RPI) growth between the jast month of the year immediately
preceding the performance period and the last month of the final
financial year of the performance penod

This method 15 considered to be a fatr and reasonable measure
of performance

Vesting of LTIP award made in 2010

An LTIP award was made to Executive Directors and Management
Board members on 25 March 2010 with the performance penod
being completed at 31 December 2012 (the 2010 Award) The
Remuneration Commuittee has assessed the performance of the
Company against the two performance conditons On the TSR
measure, the Company ranked 15th out of the FTSE 100 group of
companies, giving a vesting of 23% for performance at the upper
quartile A vesting of 25% was also achieved for ranking fifth out of
the peer group of international FMCG companies, this also being
upper quartile EPS growth was 6 5% per annum in excess of
inflaben The overall assessment of bath LTIP measures, therefore,
resulted in a vesting of 87 196 of the award

In accordance with the rules of the 2007 LTIP, the Remuneration
Committee also resolved that the participants would recerve an LTIP
dividend equivalent payment on the vesting of their 2010 awards
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Long-Term Incentive Plan — vesting of past
awards: years ended 2010 to 2012
The following table shows the vesting of the award made in 20101n

the context of the performance of LTIP awards vesting during the
years ended 31 Decernber 2010 to 31 Decermber 2012, inclusive

LTIP award date 25-Mar-10 27-Mar-02  15-May-08
Year ended 31-Dec-12  31-Dec-11  31-Dec-10
Performance period 2010/2012  2009/2011  2008/2010
Vesting date 25-Mar-13  2/7-Mar-12_ 15-May-11
TSR = FTSE 100 group

of companies

Ranking — upper quartile 15 21 12
Percentage of vesting award 25 25 25
TSR —FMCG peer group

Ranking — upper quartile 5 5 2
Percentage of vesting award 25 25 25
Earn:ings per share growth

Percentage per annum

above inflation 65 108 159
Percentage of vesting award 371 50 50
Total vesting percentage 871 100 100

Performance graph and historical total
shareholder return performance

Schedule 8 to the Large and Medium-sized Companies and
Groups (Accounts and Reports) Regulations 2008 requires 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 In this context, the
Directors have agan chosen to lustrate the performance of TSR
agatnst the FTSE 100 Index over a five-year penod, commencing
on 1 January 2008 in the opinion of the Directors, the FTSE 100
Index 1s the most appropnate index against which TSR should be
measured because 1t is a widely used and understood mndex of
broadly similar sized UK companies to the Company

Historical total shareholder return performance
Growth in the value of a hypothetical £100 holding
over five years FTSE 100 companson based on a
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LTIP — clawback provision

Since 2071, the rules of the 2007 LTIP have given the Remunerabion
Committee the discreticn to ‘claw back’ or reduce {or forfert
entirely) a participant’s unvested award This would be considered
in arcumstances where there had been a matenal mispresentation
involving the participant in connection with a prior vested award

LTIP — 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 reorganisation),
LTIP awards will become exercisable for a hmited period based on
the period of ime which has elapsed since the date of the award
and the achievermnent of the performance conditions at that date,
unless the Remuneration Committee determines this not to be
appropriate In the crcumstances In addition, the 2007 LTIP
allows (as an alternative to early release) that participants may,

if permitted, exchange their LTIP awards for new awards of

shares in the acquinng company on a comparable basis

Share schemes

All-employee share schemes

The Executrve Directors, Management 8oard members and senior
managers are also eligible to participate in the following all-employee
share schemes, which are designed to ncentivise employees of the
Group by giving them opportunities to build a shareholding in the
Company the British American Tobacca Sharesave Scheme
(Sharesave Scheme) and the Employee Share Ownership Plan

Sharesave Scheme

The Sharesave Scheme 1s approved by HM Revenue & Customs
(HMRC) Eligible employees, including the Executive Directors and
Management Board members, have been granted employee
savings-related share options to subscribe for ordinary shares in the
Company Qptions are granted to be exercisable in conjunction
with either a three-year or five-year savings contract up to a monthly
limit of £250 Options are normally granted at a discount of 20%
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to the market price at the time of the Invitation, as permitted under
the rules of the Sharesave Scheme At 31 December 2012,
Nicandro 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 Scheme and a
free shares element, the Share Reward Scheme

Partnership Share Scheme

The Partnership Share Scheme is open to all eligible employees,
including Executive Directors and Management Board members
Employees can allocate part of therr pre-tax salary to purchase
shares in the Company The maximum amount that can be
allocated in this way 15 £1,500 i any year Shares purchased are held
in a UK-based trust, normally capable of transfer to participants
tax-free after a five-year holding period At 31 December 2012,
Nicandro Durante participated in the Partnership Share Scheme

Share Reward Scheme

Under the Share Reward Scheme, eligible employees (including
Executive Durectors and members of the Management Board)
receive an award of shares in Apnil of each year in which the
Scheme operates in respect of performance in the previous
financial year An award of £2,553 will be made to Executive
Directors and Management Board members on 2 Apnl 2013 1n
respect of the year ended 31 December 2012 The performance
conditions are aligned to those set for the {EIS in respect of the
same performance penod The plan shares are held i a UK-based
trust for a mimimum pertod of three years and during that time the
trust will exercise its voting nights as directed by the plan’s
particopants The maximum individual award under the Share
Reward Scheme 1s £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

During the year, new ordinary shares were issued 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 806,406 options over
ordinary shares in the Company were outstanding at 31
December 2012 The options cutstanding under the Sharesave
Scheme are exercisable until end October 2017 at option prices
ranging from 1,360p to 2,536p

The British American Tobacco Group
Employee Trust (BATGET)

BATGET Is used to satisfy the vesting and exercise of awards of
ordinary shares made under the Deferred Share Bonus Scheme,
the 2007 LTIP (and the predecessor Long-Term Incenuve Plan, the
1998 LTIP) as well as the exercise of options under the Share

Option Scheme The number of shares held in BATGET to satisfy
outstanding awards ts consistently monitored by a commuttee of
senlor management that reports to the Board's Employee Share

Schemes Committee

Funding of the BATGET

BATGET is funded by interest-free loan facilities from the Company
totalling £600 million, enabling the trust to faclitate the purchase
of ordinary shares te satisfy the future vesting or exeraise of options
and awards The loan to BATGET amounted to £538 mithon at

31 December 2012 (2011 £424 milhion) The loan is either repaid
from the proceeds of the exercise of options or, I the case of
ordinary shares acquired by BATGET to satisfy the vesting and
exercise of awards, the Company will subsequently wawve the loan
provided over the life of the awards If the options lapse, ordinary
shares may be sold by BATGET to cover the toan repayment

Ordinary shares held in the BATGET
Details of the ordinary shares in the Company held by BATGET are
set out below

1january 31 December

2012 2012

Number of ordinary shares 12,123,853 10,520,098

Market value of ordinary shares £37C 4m £328 3m
Percentage of the 1ssued share

capital of the Company 059 0 51

BATGET currently wawves dividends on the ordinary shares held
by it BATGET waived payment of the final dividend for 2011 of
£10 3 mihon in May 2012 and the interim dividend for 2012 of
£4 6 million in September 2012

While shares are held by BATCET, the trustee does not exercise
any voting nghts However, as soon as shares held in BATGET are
transferred out to share scheme participants, the participants may
exercise the voting 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 in note 27 on the accounts

Shareholding guidelines

The Remuneration Committee’s guidelines require Executive
Directors to hold shares in the Company equal to the value of a
percentage of salary as set out on page 80 and exclude shares
earned but not yet vested under Company share incentive plans
Management Board members are also required to hold shares in
the Company equal to the value of 10096 of their salary These
guidelines are a practical way in which executives are encouraged
to build up a high level of persenal shareholding to ensure
alignment of interest with shareholders
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Remuneration report (continued)

Executive Directors — shareholding guidelines

Value of eligible

Number of eligible ordinary shares held at Actual percentage

Required percentage ordinary shares held at 31 December of base salary at
of base salary 31 December 2012 31 December
Executive Director 2012 £ 2012
Nicandro Durante (Chief Executive) 300 150,713 4,703,753 448
Ben Stevens (Finance Director and
Chuef Information Officer) 200 57,977 1,809,492 23
John Daly (Chief Operating Officer) 200 48,306 1,507,630 218
Nate

The closing mud market price of ordinary shares (n British American Tobacco pil ¢ on 31 December 2012 was 3,121 00p

Transitional provisions are in place for those Executive Directors
and Management Board members who do not meet the
requirements of the shareholding guidelines upon appomtment.
In such cases, individuals may, generally, only sell 2 maximum
of up to 50% of any shares vesting (after tax} under Company
share plans until 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 on page 92

Executive Directors’ pension benefits

Purpose — provision of competitive post-retirement benefits
— _attract and retain key management talent
Delivery — British Amencan Tobacco UK Pension Fund and
Company supplementary pension
arrangements

— relevant overseas arrangements
— monthly/quarterly pension payment
Policy —~ pension accrual does not exceed 1/40th 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 input
penod from 1 October 2010} continue to be
accrued within an unfunded unapproved
retirement benefit scheme where possible

British American Tobacco UK Pension Fund
Executive Directors (with the exception of Nicandro Durante) are,
like other UK employees, eligible for membership of the British
amencan Tobacco UK Penston Fund {Penston Fund}

The Pension Fund, for members who joined before 1 Apnl 2005, 1s
a non-contnbutory defined benefit scheme The early retrement

rules in the Pension Fund perrmit a member to draw the accrued
retirement pension within five years of Fund normal retirement
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 time on or after hus or
her 50th birthday without the employing company’s agreement,
subject to a reduction as determined by the Pension Fund trustee
In conjunction with the Pension Fund actuary Accrual rates differ
according to individual circumstances but do not exceed 1/40th
of pensionable salary for each year of pensionable service

The Pension Fund, which closed its defined benefit section to new
members with effect from 1 April 2005, has historically provided
varying accrual rates for different levels of management reflecting
the then current externat market practice The Pension Fund has
approximately 800 active defined benefit members, 4% of which
accrue at 1/40th of annual base salary consistent with that
prowvided for the relevant Executive Directors, 13% of defined
benefit members accrue at 1/48th wath the remainder accruing

at 1/60th of annual base salary The practice of increasing accrual
rates as individuals progress through the organisation was
discontinued with effect from 1 July 2009

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 on
death in service or after retirement 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 retrement
15 equal to half of the member’s full pension, irrespective of any
decision to exchange part of the benefit for a lump sum

British American Tobacco UK Pension Fund
— John Daly and Ben Stevens

lohn Daly and Ben Stevens each joined the Pension Fund after
1989 As a result, prior to 6 Apnl 2006, these individuals were
subject to the HMRC cap on pensionable earmings {notionally
£137,400 for the tax year 2012/13) In addition, each has an
unfunded pensicn promise from the Company in respect of
earnings above the cap on an equivalent bass to the benefits
provided by the Pension Fund This s prowided through
membership of an unfunded unapproved rebrement benefit
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schemne (UURBS) Further to the changes to the applicable tax
regulations, the pension accrual in the Penston Fund for John Daly
has been restricted to the statutory annual allowance of £50,000
with the balance of approximately £4,960 being provided through
the UURBS Ben Stevens has reached the lifetime allowance of

£1 5m and has therefore ceased accrual in the Pension Fund

with all future benefits being provided through membership

of the UURBS

Duning the year, there has been no change to the overall pension
entitternent of either Director

These commitments are included 1n note 12 on the accounts
Members of the Pension Fund are entitled to receive increases in
their pensions once In payment in line with pnce inflation (as
measured by the Retail Prices Index) up te 6% per annum

P } Carroll Directors’ Plan — John Daly

John Daly was formerly a member of the P | Carrell Directors’

Plan inIreland He is also entitled to a deferred benefit currently
amounting to €108,382 per annum, payable from the age of 60
Thus benefit 1s scheduled to increase each year between January
2012 and December 2015 by the lower of 4% or the Insh Consumer
Price Index The increase amount 1s confirmed each year by the
Mirister of Social Protechon in Ireland and for 2012 is based on
average Inflation which was assumned to be 1 70%

Fundagdo Albino Souza Cruz (FASC) and
UURBS — Nicandro Durante

Souza Cruz 5A1s a Brazilian registered company in which the
Group has a 75% interest [ts shares are listed on the Sao Paulo
stock exchange and the remuneration, reward and pensions
pohcies and practices of Souza Cruz reflect those of the Brazilian
corporate market.

At the beginring of 2012, Nicandre Durante’s pension
entitlements were as follows

(1) Since December 1981, membership of the FASC in Brazil
This 1s a nen-contnibutory defined benefit scheme and
includes a spouse’s death in service benefit equal to 37 5% of
the member’s prospective pension at normal retirement age
Accrual rates do not exceed 1 85% of basic salary (excluding
bonus) averaged over the 12 months to normal retirement
age, for each year of pensionable service Nicandro Durante's
Brazihan pensionable salary was reviewed by the Company
annually with reference to the salary of that of a General
Manager of Souza Cruz SA and adjusted annually by the
same percentage as that appled to pensioners in receipt of
benefits from the FASC Benefits from the FASC remamed
subject to the rules of that scheme

(2) Etfective from 1 March 2006 (being the date of his
appointment as a member of the Management Board) an
accrual of 0 65% for each year of service (the UK Accrual Rate)
on a basic sterling salary comparable to that of a General
Manager of Souza Cruz SA, £706,850 per annum with effect
from 1 April 2012 At retirement the pension will be basedon a
12 months' average and will be provided through the UURBS

(3} with effect from 1 fanuary 2011 {being the date of his
appointment as Chief Executive), Nicandro Durante
commenced an accrual of 2 5% for each year of service on a
basic salary in excess of that stated in (2) above At retrement
the pension is based on a 12 months’ average and will be
provided threugh the UURBS

Following legpslative changes to the applicable UK tax relief
regulations in respect of members of overseas pension arrangements,
Nicandro Durante decided, in the circumstances, to commence
the receipt of fus benefits from the FASC in Brazil with effect from
1 April 2012 The FASC pension benefits amount to approximately
£410,000 per annum (after adjusting for currency exchange)
reflecting Nicandro Durante’s 31 years’ service at Souza Cruz

The decision to commence the receipt of the FASC pension
benefits terminated the contractual nghts that Nicandro Durante
hadin respect of his former employment with Souza Cruz At the
date of termination of the Souza Cruz contract, he recerved a
singfe payment, fong-service award of £106,918 in accordance
with the terms of that agreement Reference to the long-service
award Is also made in the section on Executive Directors’ contracts

Further, the Remuneration Commuttee ruled that any resulting tax
charge for the period from 1 Apnil 2011 to 31 March 20712 would
be tax equalsed by way of a non-recurnng payment to Nicandro
Durante, such amount to be determined following the
confirmation of how the refevant tax regulations apply No further
compensation will be made or element of remuneration adjusted
in lieu of further pension accrual in the FASC
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Executive Directors’ pension entitlements — audited

Transfer value

Total Gross Increase/ of net Transfer
accrued  ncrease/ (decrease) in increase/  Transfer value value of Total change
Total accrued pension at  (decrease) accrued  (decrease) wn of accrued accrued i transfer
Normal pension at 31 Dec inacerued pensionnet  accrual over pension at pension at value during
retrrement 31 Dec 2011 2012 pension  of inflation period 31 Dec 2011 31 Dec 2012 penod
Fund/Scheme age £ £ £ £ £ £ £ £
Nicandro Fundagio 60 431,602 409,674 (21,928)° (41,659) {669,527) 6,393,456 6,584,068 190,612
Durante Albino Souza
Cruz
(FASC ¢~ BraziD
UK UURBS 60 33,654 47,980 14,326 13,283 327173 848,279 1,181,844 333,565
Total 465,256 457,654 (7.602) (28,376) (342,353) 7,241,735 7,765,912 524177
Ben Stevens UK Pension 60 231,047 260,758 29,71 22 549 523,665 5,532,118 6,055,703 523,385
Fund and
UURBS
]ohn Daly P ) Carroll 60 89,775 89,403 (372)* 1 349,816 1,552,437 202,621°
(Iretand)
UK Pension 60 N9 167 141,667 22,500 18,806 469,430 3 042,458 3,536,278 493,820
Fund and
UURBS
Total 208,942 231,070 22,128 18,806 469,430 4,392,274 5,088,715 696,441
Notes

1

2

w

n

The amount of total accrued pension 1s the pension that would be paid annually on retirement based on service to the end of the year, excluding any increase
granted under statute befare retirement

The value of net increase I accrued pension represents the incremental value to the Executva Director of his service during the year, calculated on the assumption
that sefvice 15 terminated at the year end

Nicandro Durante’s and john Daly’s FASC and P | Carroll penstons are denorninated in Brazilian real and euros respecuvely, and therefore the gross change in (1)
accrued benefit and (2) transfer value includes the following amounts relating to currency exchange Nicandro Durante {1) £50,738 decrease and (2) £751,591
decrease, and John Daly (1) £2,600 decrease and (2) £39,08S decrease

The transier value basis used for vatuing benefits accrued (n the ULIRBS 1s consistent with that used by the Trustee of the Pension Fund for the ongoing funding of the
Pension Fund

The transfer value basis used for valuing benefits accrued i both the FASC and P | Carroll schemes are consistent with relevant local practice in Brazil and Ireland  This
1s a change In approach and has resufted in the 2011 transfer values being restated, which more accurately reflects the level of assets required by the Group to fund
the relevant pension entitlemnents (2011 previously reported total transfer values were Nicandro Durante £11,727,318, and John Daly £5,334,521)

The transfer value basis reflects local market practice and conditions and 15 sensitive to focal mortality assumptions, discount rates, inflatron and the scheme
pension increase palicy Transfer values do not represent sums payable to individual Executive Directors and, therefore, cannot be added meaningfully to
annual remuneration

The UK Pension Fund 15 non-contnbutory Veluntary contnbutions paid by Executive Directors and resulting benefits are nat shown No excess retirement benefits
have been pard to or are receivable by any Executive Director or past Executive Director

At the date of termination of the contractual nghts that Nicandro Durante had in respect of his former employment with Souza Cruz $A and the commencement
of the receipt of the FASC pension benefits (2 April 2012}, he recerved a single payment, long service award of £106,918 in accordance with the terms of
that agreement.
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Executive Directors’ service contracts
Duration of contracts

Each Executive Director has a one-year rolling contract, executed
at the ime of hus onginal 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 far a termination or compensation payment
in heu of notice

The Remuneration Commuttee, however, has discretion to agree
lenger contracts in the event that an Executive Director 15
recruited externally or from overseas, when it may then be
appropriate to offer a contract with an imitial period of langer
than one year, reducing to a one-year rolling contract after the
expiry of the imtial period Al of the current Executive Directors
have a one-year rolling contract only

Compensation payments — general

An Executive Director’s compensation payment, in heu of notice,
would comprise (1) 12 months' salary at his then cutrent 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 option continue
those benetits for a 12-month penod

The compensation payment 1s payable where the requisite 12 menths”
notice 1s not given to the Executive Director or when he terminates by
gving 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 event that a contract is terminated for cause
(such as gross misconduct), the Company may terminate the contract
with immediate effect and no compensation would be payable

Awards under share incentive

schemes — status of leavers

Awards made under the Company’s share incentive schemes will
vest or transfer to an individual upon termination of their contract
in accardance with the specific circumstances set out in the rules
of the schemes Such arcumstances will include

- death

injury/disability

Hl-health

redundancy {within the meaming of the applicable legislaton)

In all other arcumstances, the awards will lapse immediately
unless the Remuneration Committee, i its absolute discretion,
deaides otherwise The Committee exercises its discretion by
reference to guidelines that set out a {ist of possible relevant factors

to assist In the determination of a leaver’s status These include
whether an indridual

~ resigns from the Company to work for a competitor or to
undertake a similar type of role to that carried out for the
Company (indicative of discretion not to release awards),

— 15 disrmissed for any reason such as misconduct or poor
performance (indicative of discretion not to release awards),

- resigns intending to cease working altogether or to pursue
a completely different career (indicative of discretion to
release awards),

~ delays their resignation from the Company to accommodate
the Company’s plans or the demands of their current workload
(indicative of discretion to release awards),

— departs with the agreement of the Company (indicative
of discretion to release awards)

In exercising its discretion, the Remuneration Committee will also
take into account the individual’s overali performance as well as
their contnbution to the Company durnng their penod of
employment The Cornmittee will not exercise its powers of
discretion in such a way that it will discriminate against any
Individual on the grounds of that person’s age, sex, sexual
orientation, disability, race or religious belief

Pension entitlements

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 compensation payment

Nicandro Durante — former Brazilian
contractual rights

Nicandro Durante has a service contract with the Company mn the
form outlined above In addition, as a result of the apphication of
local labour taws 1r Brazil, dunng the year Nicandro Durante
retained certain termination or compensation rights in respect

of his former employment with Souza Cruz SA (which had
commenced in December 1981) unul 2 Apnl 2012

These additional rights with Souza Cruz ended at the time when
Nicandro Durante drew his pension from the FASC as outlined
above At the date of the termination of the Souza Cruz contract,
Nicandro Durante received a single payment, long-service award
of £106,918 in accordance with the terms of that agreement No
other compensation was payable in accordance with the
termination of the Souza Cruz nghts
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Executive Directors — service contracts

Length of service
as an Executive Director Percentage vote

Execution date of Date first appointed Date of last as at 2013 AGM in favour of re-election
Executive Director current service contract  to the Board reappointment at AGM  (Years/Months) at 2012 AGM
Nicandro Durante 10 December 2010 1 January 2008 26 Apnil 2012 54 99 98
Ben Stevens 26 March 2008 3 March 2008 26 Apnit 2012 52 99 98
John Daly 24 Qctober 2010 1 September 2010 26 April 2012 28 99 98

Executive Directors’ external
appointments

Policy

Executive Directors and members of the Management Board

are able to accept one substantive external Beard appointment
provided that permission Is respectively sought from the Board or
Chairman Any fees from such appointments are retained by the
individual in recognition of the increased level of personal
commitment required

Current appointments
None of the Executive Directors or Management Board members
currently helds such an appointment.

Reynolds American Inc

john Daly, an Executive Drrector of the Company, has been a
non-executive director of Reynolds Amenican nc (RAI} since 1
December 2010 RAl 15 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
nominee to sit on the board of RAl In accardance with present
arrangements, the Group received a fee of US3271,980 from RAI
(2011 US$237,000) in respect of John Daly’s service in that role
for the year ended 31 December 2012

Non-Executive Directors’
terms of appointment

The Non-Executive Directors do not have service contracts with the
Company but instead have letters of appomntment [n accordance
with 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 AGM Each Director1s then subject to election or
re-election by shareholders every year

Length of service

The date of appointment, the most recent reappointment and
length of service for each Non-Executive Director, together with
the percentage of votes in favour of re-electton at the 2012 AGM,
are shown in the following table

Length of service
as a Non-Executive

Director Percentage vote
Date first appointed Date of last as at 2013 AGM tn favour of re-election

Mon Executive Directors - length of service to the Beard reappointment at AGM  (Years/Months) at 2012 AGM
Karen de Segundo 1 October 2007 26 April 2012 57 99 98

Ann Godbehere 3 October 2011 26 April 2012 17 99 74

Robert Lerwill 1 January 2005 26 Apnl 2012 84 99 83
Chnstine Morin-Postel 1 October 2007 26 April 2012 57 9991

Gerry Murphy 13 March 2009 26 Apnl 2012 41 99 94

Kieran Poynter 1 July 2010 26 April 2012 210 99 94
Anthony Ruys 1 March 2006 26 April 2012 72 9983

Sir Nicholas Scheele 28 February 2005 26 April 2012 82 9% 74

Richard Tubb 28 January 2013 — 03 —
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Termination

On termination, at any time, a Non-Executive Director 1s entitled
to any accrued but unpatd Director’s fees but not te any
other compensation

Non-Executive Directors’

remuneration policy

The current fees structure
for the Non-Executive Directors i1s

With effect from
1jan 2013 lan-Dec 2012
£ £

Basic fee 90,000 90,000
Supplements

— Senior Independent Director 30,000 28,000
— Audit Commuttee Chairman 30,000 28,000
— CSR Commuttee Chairman 25,000 23,000
- Nominations Committee Chairman - -
— Remuneraton Committee Chairman 30,000 28,000

Comm ttee Membership Fees
{not Chairmen)

- Audit Committee 6,250 5,000
— CSR Commuittee 6,250 5,000
= Nominations Committee - -

— Remuneration Commuttee 6,250 5,000

Annual review

The fees for the Non-Executive Directors are considered annuatly
and are determined in light of market best practice and with
reference to the time commitment and responsibilities associated
with the rofes The most recent review in Cctober 2012, using
external benchmarking and a related comparator group,
concluded that (1) the basic fee for Non-Executive Directors was
above the upper quartile and therefore should remain
unchanged, (2} the supplements paid to the Senior Independent
Director and the Committee Chairmen had fallen behind the
median, and (3) the fees paid for committee memberships were
well below the median The fees were revised as shown above
with effect from 1 January 2013

Aggregate limit

Non-Executive Directors’ fees (including those of the Chairman)
are determined within the overall aggregate annual limut of
£2,500,000 authonsed 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 Charman and the Chief Executive The
Non-Executive Directors do not participate in discussions on therr
specific levels of remuneration

Travel and related expenses

Non-Executive Directors are generally reimbursed for the cost of
travel and related expenses incurred by them as Directors of the
Company in respect of attendance at Board, Commuttee and
Ceneral meetings In the instances where the cost of reimbursement
of such expenses are classified as a benefit to the Director, 1t 1s

also the practice of the Company to pay the tax which may be
due on any such benefits With effect from 1 February 2013, the
Non-Executive Directors were eligible for general pracbtioner
‘walk-in" medical services They recetve no other pay or benefits

It 1s the policy of the Board that the spouses of the Executive
Directors and Non-Executive Directors may, from time to time,
accompany the Directors to overseas or UK based Board meetings
and otherwise at hospitality functions during the year Spouses did
not attend any such Board meetings 1n 2012

Anthony Ruys — ITC Limited

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 2012, Anthony Ruys
recewved INR 740,000 (£8,309) in fees from ITC (2011 INR 720,000
(£8,724)) This amount 1s the subject of an annual supplement
from a Group company so that he recewves a total annual fee for
this appointment of £75,000 Anthony Ruys also has an interest in
options over shares in ITC — see Table 8 on page 97
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Remuneration report (continued)

Chairman’s terms of appointment
and remuneration

The Remuneratton Committee 15 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

Terms of appointment

Richard Burrows has been a Director of the Company since

1 September 2009 and has been Chairman of the Company from

1 November 2009 In common with the terms of appointment

for the Non-Executive Directors, Richard Burrows has a term of
appointment of one year only which is considered for renewal
around the time of the Company’s AGM each year unless the
appointment 1s termunated earlier by- (1) the Company gnang three
months’ notice or a discrebonary compensation payment in Jieu of
notice, or {2) by um gving one month’s wnitten notice, with the
Company having discretion to make a compensation payment in
heu of such notice The compensation payment 15 imited to any fees
which are payable for such part of the relevant notice penod as the
Board does not require him as Chairman te perform his duties

Remuneration

The current terms of Richard Burrows’ appointment provide for

(1) an annual fee of £600,000, (2) the use of a dnver, (3) private
medical insurance and personal acaident insurance benefits, and
{(4) the rembursement by the Company of the cost of return arrline
tickets to London from his home in treland in connection with ks
duties as Charman With effect from 1 February 2013, Richard
Burrows was eligible for general practihoner ‘walk-in" medical
services In common with the Non-Executive Directors, Richard
Burrows does not participate in the British American Tobacco share
schernes, bonus schermes or ncentive plans and 1s not a member
of any Group penston plan

In February 2013, the Remuneration Committee reviewed the fees
for the Chairman against practice in the FTSE 30

Fees from Fees at

1 April 2013 1 Apnd 2012

£ £

Richard Burrows (Chairman) 620,000 600,000

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 available for inspection during normal business
hours at the Company’s registered office and will also be available
for inspection at the AGM on 25 Apnl 2013
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Appendices to the remuneration report

Table 1: Aggregate emoluments — audited
The emoluments of the Directors of Briush American Tobacco p | ¢ were as follows

2012 20m
£ £
Salanes and fees 3,971,718 3,732,000
Benefits cash and non-cash 526,716 868,923
Performance-related pay
—cash bonus 2,019,841 2,260,000
— deferred share bonus 2,019,841 2,260,000
— DSBS and LTIP dividend equivalents 916,114 578,618
- Share Reward Scheme 8,916 7,767
Former Directors 1,051,593
Total 9,463,146 10,758,901

The figures shown for benefits in Tables 1 to 5 are shown as gross amounts as it1s the normal practice of the Company to pay the tax

which may be due on any benefits, with the exception of the car or car allowance

Table 2: Fees of the Chairman — audited

Richard Burrows

2012 2m
Fees Benefits Total Fees Benehts Totat
£ £ £ £ £ £
Total 592,500 86,571 679,071 558,750 112,673 671,423
Note
Benefits compnse 2012 201
£ £
— health insurance 11,667 12,643
— use of a company drver 60,935 50,050
— maintenance of home secunty systems 6,931 8,939
— hotel accommodation and related expenses incurred in connection with individual and/or accompanied attendance
at certain business functigns and/or corporate events 7,038 41,041
Total 86,571 112,673

British American Tobacco Annual Report 2012 87




Corporate Governance

Appendices to the remuneration report (continued)

Table 3: Individual fees of the Non-Executive Directors — audited

2012 20M
Senior
Board Independent Audit Remuneration CSR
fees Durector  Committee Committee* Committee Fees  Benefits Total Fees  Benefits Total
£ 4 E £ £ £ £ £ £
K de Sequndo 90,000 5,000 23,000 18,000 107 118,107 13,000 1,192 114,192
A Godbehere 90,000 3,39 5,000 1,609 100,000 100,000 23,750 23,750
{from 3 Oct 2011)
R Lerwall 90,000 28,000 5,000 123,000 3,896 126,896 118,000 3,550 121,550
C Morin-Postel 20,000 718 5,000 3,391 99,109 2,407 101,516 95,000 920 95,920
G Murphy 90,000 20,599 1,609 112,208 112,208 95,000 1,154 96,154
K Poynter 90,000 3,39 5,000 1,609 100,00¢ 100,000 95,000 105 95,105
A Ruys? 90,000 5,000 12,401 107,401 6988 114,389 118,000 7464 125,464
Sir Nicholas Scheele 90,000 28,000 1,609 5,000 3,391 128,000 5,340 133,340 123,000 29,687 152,687
Former NED
AM Llopis 31,667 2,253 33,920
{until 28 Apr 2011)
Total 720,000 28,000 42,109 63,000 34,609 B87,718 18,738 906,456 812417 46,325 858,742
Notes

-

The total benefits shown for these Directors exclude the reimbursement of travel expenses (a:r, rail and taxi fares) in respect of Directors” attendance at Board

meetings of the Company in the UKan respect of which UK tax 1s payable The gross amounts of the travel costs and the tax that i1s due thereon 15 £52,720

(2011 £102,7086)

woN

Anthony Ruys additional payments for services as a non executive director of ITC Limited, the Group’s associate undertaking in Incha

Benefits for these Non-Executive Directors include those expenses incurred in connection with accompanied attendance at business functions

2012 201
INR £ INR £
Director’s fees — ITC Limited 740,000 8,309 720,000 B,724
Fees supplement — Bntish American Tobacco Group 66,691 66,276
Total 740,000 75,000 720,000 75,000

£

Fees were payabfe to members of the Remuneration Committee from ¥ january 2012 No fees are pai n espect of membership of the Nominations Committee
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Table 4: Summary of individual emoluments of Executive Directors — audited

Performance- Total
Salary Benefits related pay 2012 201
£ £ £ £ L
Nicandro Durante 1,037,500 191,332 2,157172 3,386,004 3,598,525
Ben Stevens 774,000 114,378 1,543,704 2,432,082 2,392,736
John Daly 680,000 115,697 1,263,836 2,059,533 2,219,802
Former Executive Director
Paul Adams {untll 28 February 2011) 1,017,673
Total 2,491,500 421,407 4,964,712 7,877,619 9,228,736
Note

1 The Executive Directors’ emotuments shown above do not include, in respect of the LTIP awards made in March 2010 and which vest on 25 March 2013

(1) the illustrative values of those awards as at 26 February 2013 (reference should be made to the llustrative values shown for each Executive Directer in Table 7), and
{2) the values of the LTIP dividend equivalent payments to be made in respect of those awards which are Nicandra Durante £125,576, Ben Stevens £211,256, and John

Daly £121,738

Table 5: Analysis of remuneration of Executive Directors — audited

Nicandro Durante

2 201
£ £
Salary 1,037,500  Salary 1,000,000
Benefits cash' 16,245 Benefits cash 15,840
Benefits non-cash’ 175,087  Benefits non-cash 323,023
Anrnual cash bonus 893,025  Annual cash bonus 1,000,000
Value of deferred share bonus 893,025  Value of deferred share bonus 1,000,000
Cash dradend equivalent {DSBS)? 44,974  Cash dvidend equivalent (DSBS) 34,136
Cash dividend equivalent (LTIP)? 323,176  Cash dwidend equivalent (LTIP) 222,937
Share Reward Scheme value of shares received Share Reward Scheme value of shares recewved
duning the year 2,972 durnng the year 2,589
Total — see Table 4 3,386,004 Total —see Table 4 3,598,525
Notes
1 Benehts cormnpnse
2012 2011
£ £
Cash
-~ car allowance 16,245 15,840
Non-cash
— life and health insurance 15,776 14,139
— tax advice 6,370 49,340
— the use of a company dnver 64,932 63,633
— travel and related costs in respect of relocation from Brazil 13,952 142,686
~employee welfare and medical payments made by Souza Cruz S.A inrespect of subsisting employment nghts in Brazil 52,359 36,202
— maintenance of home secunty systems in the UK and Brazi! 8,781 10,013
— other expenses incurred in connection with individual and/er accompanied attendance at certain business
functions and/or corporate events 12,97 7,010
Total 191,332 338,863

2 Cash dwidend equivatent payments (1) DSBS — these are cash sums equivalent to the dividend on the after tax position on all unvested ordinary shares
compnised in the share awards held by participants in the DSBS at each dividend record date, and (2) LTIP — this 1s a cash sum equivalent to the dividends that
an LTIP particapant would have receved as a shareho!der on the actual number of shares that vest under an LTIP award
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Table 5: Analysis of remuneration of Executive Directors — audited {continued)

Ben Stevens

2012 20m
£ £
Salary 774,000  Salary 742,500
Benefits cash’ 13,920 Benefits cash 13,560
Benefits non-cash! 100,458 Benefits non-cash 93,929
Annual cash bonus 598,621  Annual cash bonus 675,000
Value of deferred share bonus 598,621  Value of deferred share bonus 675,000
Cash dividend equivalent {DSBS)? 41,858 Cash dividend equivalent {DSBS) 32,245
Cash dividend equivalent (LTIP)? 301,632 Cash dividend equivalent (LTIP) 157,913
Share Reward Scheme value of shares received Share Reward Scheme value of shares receved
during the year 2,972 during the year 2,589
Total —see Table 4 2,432,082 Total — see Table 4 2,392,736
Notes
1 Benefits compnse
2012 2om
£ £
Cash
= car allowance 13,920 13,560
Non-cash
— Ife and health insurance 9,367 7,030
- the use of a company dnver 77,718 75,838
— maintenance of home secunty systems 3,872 2,761
~ other expenses incurred in connection with individual andfor accompanied attendance at certain business
functions and/or corporate events 9,501 8,300
Total 114,378 107,489
Z Cash dividend equivatent payments (1) DSBS ~ these are cash sums equivalent to the dividend on the after tax position on all unvested ordinary shares

compnised in the share awards held by participants in the DSBS at each dvidend record date, and {2) LTIP — this t5 a cash sum equivalent to the dividends that

an LTIP participant would have received as a shareholder on the actual number of shares that vest under an LTIP award
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John Daly
2012 20m
£ £
Salary 680,000 Salary 650,000
Benefits cash' 13,920 Benehts cash 147,272
Benefits non-cash’ 101,777  Benefits non-cash 118,554
Annual cash bonus 528,195 Annual cash bonus 585,000
Value of deferred share bonus 528,195  Value of deferred share bonus 585,000
Cash dividend equivalent (DSBS)? 27805  Cash dividend equivalent (DSBS} 19,919
Cash dividend equivalent (LTIP)? 176,669  Cash dividend equivalent (LTIP) 111,468
Share Reward Scheme value of shares receved Share Reward Scheme value of shares received
during the year 2,972 during the year 2,589
Total — see Table 4 2,059,533  Total —see Table 4 2,219,802
Notes
1 Benefits comprise
2012 2on
£ £
Cash
— car allowance 13,920 13,560
— contractual payment in respect of relocation from Hong Kong 133,712
Non-cash
— Iife and health wnsurance 9,283 6,191
— tax advice 4,050 3,954
— the use of a company driver 75,418 74,181
- installation {2011) and maintenance of home secunty systems 7.349 28,976
— other expenses incurred in connectien with indvadual and/or accompanied attendance at certan business
functions andfor corporate events 5,677 5,252
Total 115,697 265,826

2 Cash dividend equevalent payments {1) DSBS — these are cash sums equivalent to the dividend on the after-tax positon 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 15 a cash sum equivalent to the dividends that
an LTIP parucipant would have received as a shareholder on the actual number of shares that vest under an LTIP award
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Appendices to the remuneration report (continued)

Table 6: Directors’ interests in British American Tobacco p.l.c. ordinary shares of 25p

Acquired Changes from
{Disposed) At 31 Dec 31 Dec At 27 Feb

Acl |an 2012 Durning 2012 2012 2012 2013
Chairman
Richard Burrows 10,000 10,000 10,000
Executive Directors
Nicandro Durante 150,261 1,661 151,922 8 151,930
Ben Stevens 58,059 833 58,892 58,892
John Daly 36,543 12,052 48,595 48,595
Non-Executive Directors
Karen de Segundo 2,000 2,000 2,000
Ann Godbehere 477 477 477
Robert Lerwall 3,000 3,000 3,000
Christine Morin-Postel 4,700 (1,700} 3,000 3,000
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 280,563 13,323 293,886 8 293,894

Notes

1 The changes i Directors” interests since 31 December 2012 relate to the purchase by Nicandro Durante of a total of eight shares pursuant to the Company’s

Partnership Share Scheme

%]

shares under the Share Reward Scheme on 2 Apnil 2013

("]

Based on the performance for 2012, the Executive Directors will each be awarded a number of ordinary shares to the value of £2,553 pursuant to an award of

tn addition to the shares shown above, the Executive Directors have further interests in the ordinary shares in the Company set out in Table 7 below and which

are held in trust pursuant to the DS85 The value of these shares has been included as Directors” emoluments in the prior year Details of the DSBS are given tn

the Remuneration Report

4 On 31 December 2012, the Group's employee share ownership trust referred to i the Remuneratior Report held a total of 10,520,098 ordinary shares in the
Company All participating employees, including the Executive Directors, are deemed to have a beneficial interest in these shares
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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.l.c. — audited

Micandro Durante

Shares — Long-Term Incentive Plan

Closing lllustrative
mird-market At1lan Awarded Vested Lapsed At 31 Dec Vatue value
price at 2012 n 2012 n 2012 n 2012 2012 wvested in vesting
Performance Award award date  NMumber of Mumber of Numberof Numberof Numberof 2012 Vesting 2013
period date P shares shares shares shares shares £ date £
2009/2011 27-Mar-09 1,534 0 94,996 94,996 3,039,872 27-Mar-12
2010/2012 25-Mar-10  2,2780 69,751 69,751 25-Mar-13 2,078,968
2011/2013 13-May-11 2,704 0 147,329 147,329 13-May-14
2012/2014 28-Mar-12 3,180 5 124,688 124,688 28-Mar-15
Total 312,076 124,688 94,996 341,768 3,039,872 2,078,968
Shares — Deferred Share Bonus Scheme
Closing
Reteased mid-market
A1 fan Awarded on 27 Mar price At 31 Dec
2012 in 2012 2012 at release 2012
Holding Award Number of Number of Number of date Number
period date shares shares shares p  of shares
2009/201 27-Mar-09 29,164 29,164 3,2000
2010/2012  25-Mar-10 17,005 17,005
201172013 25-Mar-1 22,056 22,056
2012/2014  28-Mar-12 31,372 31,172
Total 68,225 31,172 29,164 70,233
Options — Sharesave Scheme
At1Jan Granted  Exercised on At 31 Dec
2012 in 2012 9Jan 2012 Market 2012 Dates Latest
Number of Grant price Number Numbher of price Gain Number of from which expiry
shares Grant date P of shares shares p £ shares exercisable date
1,421 24-Nov-06 1,152 0 1,421 3,0100 26,402 jan-12 Jun-12
28-Mar-12 25360 591 59N May-17 Oct-17
Total 1,421 591 1,421 26,402 591

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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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.l.c. - audited (continued)

Ben Stevens

Shares — Long-Term Incentive Plan

Closing Hlustrative

mid market Atl)an Awarded Vested Lapsed At 31 Dec Value value

price at 2012 n 202 n 2012 n 2012 2012 vested In vesting

Performance Award award date  Number of Number of Number of Number of Number of 2012 Vesting 2013

perod date p shares shares shares shares shares £ date £
2009/2011 27-Mar-09 1,534 0 88,663 88,663 2,837,216 27-Mar-12

2010/2012 25-Mar-10 2,2780 65,323 65,323 25-Mar-13 1,946,9812
2011/2013 13-May-11 2,704 0 79,558 79,558 13-May-14
2012/2014 28-Mar-12 3,180 5 70,137 70,137 28-Mar-15

Total 233,544 70,137 88,663 215,018 2,837.216 1,946,981

Shares — Deferred Share Bonus Scheme

Closing
Released mid-market
At 1 Jan Awarded on 27 Mar rice At 31 Dec
2012 n 2012 2012 at refease 2012
Holding Award Number of Number of Number of date Number
period date shares shares shares -] of shares
2009/201 27-Mar-09 26,114 26,114 3,2000
2010/2012  25-Mar-10 15,925 15,925
2011/2013  25-Mar-11 23,702 231,702
2012/2014  28-Mar-12 21,047 21,041
Total 65,741 21,041 26,114 60,668
Options — Sharesave Scheme
At 1 Jan Granted in  Exeraised At 31 Dec
2012 2012 m 2012 2012  Date from Latest
Number Grant price Number of Number of Number of which expiry
of shares  Grant date p shares shares shares exercisable date
1,000 25-Nov-Q9  1,5550 1,600 lan-15 Jun-15

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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John Daly
Shares — Long-Term Incentive Plan
Closing llustrative
mid-market Attjan Awarded Vested Lapsed At 31 Dec Value value
price at 2012 n 2012 n 2012 n 2012 2012 vested in vesting
Performance Award award date  Number of Number of NMumber of Mumber of MNumber of 2012 Vesting 2013
pertod date p shares shares shares shares shares £ date £
2009/2011 27-Mar-09 1,534 0 51,931 31,930 1,661,792 27-Mar-12
2010/2012 25-Mar-10  2,2780 37,643 37,643 25-Mar-13  1,121,9712
2011/2013 13-May-11 2,704 0 71,823 71,823 13-May-14
2012/2014 28-Mar-12 3,180 5 60,785 60,785 28-Mar-15
Total 161,397 60,785 51,931 170,251 1,661,792 1,121,971

Shares — Deferred Share Bonus Scheme

Closing
Released mid-market
At1 )an Awarded on 27 Mar rce At 31 Dec
2012 in2012 2012  atrelease 2012
Holding Award Number of Numberof Number of date Number
peried date shares shares shares P of shares
2009/20011  27-Mar-09 15,151 15151 3,2000
2010/2012  25-Mar-10 8,601 8,601
2011/2013  25-Mar-1 17,833 17,833
2012/2014  28-Mar-12 18,235 18,235
Total 41,585 18,235 15,151 44,669
Options — Sharesave Scheme
At1 Jan Granted in  Exercised At 31 Dec
2012 2012 n 2012 2012 Date from Latest
Number of Grant price Number of Numberof Number of which expiry
shares Grant date P shares shares shares exercisable date
457 25-Mar-11 1,974 0 457 May-14 Qct-14

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 tor 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 Tobacco p.l.c. — audited (continued)

Long-Term Incentive Plan notes
1 The closing mid-market price of ordinary shares in British Amenican Tobacco p i ¢ on the vesting date for the March 2009 award
(27 March 2012) was 3,200p

2 The March 2010 award will vest on 25 March 2013 at 87 19 in the manner described in the remuneration report For illustrative
purposes only, the share pnce on 26 February 2013, being the latest practicable date prior to publication, of 3,422p has been used to
value the vesting awards

3 The performance conditions apphicable to the LTIP awards relate to an apportionment between measures relabing to TSR and
EP5-based critena with reference to a three-year performance period 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 perfarmance period, and (b) a
peer group of FMCG companies A total of 509 of the total award 1s based upon each of two separate measures (25% for each
meeasure} 50% of an award 1s based on EPS growth relative to inflation  Further details of the performance condiions are set out i
the long-term incentives section of the remuneration report

4 There have been no vaniations in the terms and conditions of the LTIP interests during the year

5 The awards made in May 2011 and March 2012 are due to vest in May 2014 and March 2015 respectively At 31 December 2012, the
performance percentage reflecting performance to date, was 75 4% for the May 2011 award and 24 2% for the March 2012 award

Deferred Share Bonus Scheme notes
1 Each Executive Director has an interest in the ordinary shares of the Company, as shown tn the Deferred Share Bonus Scheme tables,
which are held in trust pursuant to the British American Tobacco Deferred Share Bonus Scheme

2 The cost of these shares has been included as Directors’ emoluments in the prior year Details of the Deferred Share Bonus Scheme are
given in the remuneration report

Sharesave Scheme notes

1 Sharesave Scheme In respect of the Executive Directors, no options lapsed during the year ended 31 December 2012 There have
been no variations in the terms and conditions of these interests in share options during the year Options granted under the
Sharesave Scheme are exercisable in conjunction with a three year or five year savings contract up to a manthly hrit of £250
Options are normally granted at a discount of 20% to the market price at the ime of the invitation, as permitted under the rules
of the Sharesave Scheme

2 The aggregate gain on the exercise of Sharesave Scheme options was £26,402 (2011 £ml)

3 The closing mid-market pnce of ordinary shares i Briish Amencan Tobacco p | ¢ on 31 December 2012 was 3,121 Op and the range
during the year was 2,897 5p to 3,488 Op The market price on 31 December 2012 exceeded the grant price of all the options detailed
in the Options tables for the Executive Directors
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Table 8: Non-Executive Director’s share options
Ordinary Shares of INR1 each in ITC Limited — audited

Anthony Ruys
ITC Employee Stock Option Scheme
At fan
202
Number Number of
of shares Granted in  shares over Exercisedin At 31 Dec  Number of
At1[an2012 over which 2012 which 2012 2012 options that  Dates from Latest
Number of options Grant Grant price  Number of options  Numberof Numberof may be which expiry
opticns? held? Date per aption options granted aptions options exercised  exercisable date
20,000 200,000 23-Jul-09 Rs1,09000 20,000 6,000 23-Jul-10  23-Jul-15
6,000 23-jul-11 23-ul-16
8,000 23 uk12  23-Jul17
20,000 200,000 22-Jul-10 Rs1,46175 20,000 6,000 22-Jul-11 22-ul-16
6,000 22-Jul-12  22-jul-17
8,000 22-ul-13  22-ul-18
10,000° 100,000 26-Aug-11  Rs 2,023 5 10,000 3,000 26-Aug-12 26-Aug-17
3,600 26-Aug-13 26-Aug-18
4,000 26-Aug-14 26-Aug-19
27-u-12  Rs 2,494 5 10,000 100,000 10,000 3,600 274ul-13 27-Jul-18
3,000 27 Jul-14 27 jul-19
4,000 27 Jul-15  27-ul-20
Total 50,000 500,000 10,000 100,000 60,000 60,000

Notes

1 1TC Limited {ITC) 15 an assooate undertaking of the Company and 15 isted on stock exchanges in India Anthony Ruys, a Non-Executive Director of the Company, 1s
also 2 non-executive director of ITC Anthony Ruys has been granted options over shares in ITC under the ITC Employee Stock Option Scheme 2006 which
provides for the grant of options to its non-executive directors as permitted by the Secunities and Exchange Board of India (Employee Stock Option Scheme and
Emptoyee Stock Purchase Scheme) Guidelines 1999 (the Scheme)

Each opton entitles is holder to apply for and 10 be zllotted 10 ordinary shares in ITC of INR1 each upon the payment of the grant pnce dunng 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 vesung penod for the
converston of an option under the Scheme s as follows (a) 30% vests 12 months from date of grant, (b) 30% vests 24 months from date of grant, and {c) 40%
vests 36 months from the date of grant

%)

3 The number of optiens granted 1n 2011 and applicable number of shares over which they have been granted was incorrectly stated in the 2011 Annual Report
and has therefore been restated in the current year
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Appendices to the remuneration report (continued)

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 B to the Large and Medium-sized Cormpanees and
Groups (Accounts and Reports) Regulations 2008 The report also
meets the relevant requirements of the Listing Rules of the UK
Listing Authority and describes 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 Companies
Act 2006, a resolution to approve the Directors’ remuneration
report (the Report) will be proposed at the ACM of the Company
on 25 Apnl 2013, at which the financial statements will be presented
for approval The vote will have advisory 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, in their cpinion, those parts of the
Report have been prepared in accordance with the Companies Act
2006 The report of the independent auditors, m respect of the
Company, addresses those aspects of this Report, and those which
have been subject to audit have been clearly marked Executive
Directors’ pension entitlements, Table 1, Table 2, Table 3, Table 4,
Table 5, Table 7 and Table 8

On behalf of the Board

Dr Gerry Murphy
Chairman of the Remuneration Committee

27 February 2013

T
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Other statutory and

regulatory information

Companies Act 2006

The Companies Act 2006 requires the Company to set out in this
report the development and performance of the business of the
Group during the financial year ended 31 December 2012, including
an analysis of the position of the Group at the end of the financial
year, and a description of the principal nsks and uncertainties
facing the Group

Principal activities

British Amencan Tobacco p | ¢ 15 a holding company which owns,
directly or indirectly, investments in the numerous companies
constituting the British American Tobacco Group of companies
The principal subsidianies and assocates are hsted on the pnincipal
substdiary and associate undertakings pages All subsidiary
undertakings are Involved i activities directly or indirectly

related to the manufacture, distnbution or sale of tobacco

and nicotine products

Group results and dividends

Results

The Group results are addressed fully in the financial statements
and in the Directors’ report business review

Final dividend — recommendation

The Board recommends to shareholders for approval at the Annual
Ceneral Meeting on 25 April 2013, a final dwidend of 92 7p per
ordinary share of 25p for the year ended 31 December 2012

Final dividend — key dates and South Africa
branch register

In comphiance with the requirements of the London Stock
Exchange (LSE) and Strate, the electronic settlernent and custody
system used by the [SE Limited ({SE), the following are the salient
dates for the payment of the final dvidend

Event Date 2013
Last day to trade (LDT) cum-dimidend (JSE) 8 March
Shares commence trading ex-dvidend (JSE) 11 March
Shares commence trading ex-dividend (LSE) 13 March
Record date ()SE and LSE} 15 March
Payment date 8 May

As the Group reports in sterling, dvidends are declared and payable
in sterling except for shareholders on the branch register in South
Afnica whose dividends are payable in rand A rate of exchange of £ R
=13 34290 as at 26 February 2013 (the closing rate for that date as
quoted on Bloomberg), results in an equivalent final dwidend of
1,236 88683 SA cents per ordinary share From the commencement
of trading on 28 February 2013 (the date of the preliminary
announcement) until the close of business on 15 March 2013, no
removal requests between the UK main register and the South Africa
branch register (in either direction) are permitted Further, from the
close of business on 8 March 2013 until the close of business on

15 March 2013, no transfers between the UK main register and
the South Afnca branch regsster are permitted and no shares
may be dematenalised or rematenalised between 11 March 2013
and 15 March 2013, both days indusive

South Africa branch register: Dividend
Withholding Tax information

South African Dividend Withholding Tax of 185 53302 SA cents
per ordinary share will be withheld from the gross final dividend
paid to shareholders on the South Africa branch regster at the rate
of 15% unless a shareholder qualfies for an exemption After Dmdend
Withholding Tax has been withheld, the net dividend will be

1,051 35381 SA cents per ordinary share

The Company, as a South Africa non-resident, was not subject to
the secondary tax on companes (STC) regime which used to
operate before the introduction of Dividend Withholding Tax

No STC credits are available for set-off against the Dividend
Withholding Tax liability on the final dwvidend whach 1s regarded as
a ‘foreign dividend’ for the purposes of the South Africa Dvidend
Withholding Tax British Amencan Tobacco p | ¢ 1s registered with
the South African Revenue Service (SARS) with tax reference
number 378193172

Dividend Withholding Tax and the information provided above is
only of direct apphcanon to shareholders on the South Afrnica
branch register Shareholders on the South Africa branch register
should refer to ‘Shareholder and contact information” for the
contact details of Computershare Investor Services (Pty) Ltd,

the Company’s registrar for the branch register

Dividend information
Further details of the total amounts of dvidends paid in 2012
(with 2011 comparatives) are given in note 8 on the accounts

Annual General Meeting (AGM)

The AGM will be held at The Banqueting House, Whitehall,
London SW1A 2ER at 11 30am on 25 April 2013 Details of the
business to be proposed at the meeting are contatned in the
Notice of Annual General Meeting which is sent to all shareholders
and s alsa published on www bat com

The Company prowdes 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

Share capital

As at 31 December 2012, the Company had an allotted and fully
paid share capital of 2,026,267,623 ordinary shares of 25p each
with an aggregate nominal value of £506 6 mithon (including

treasury shares and shares owned by the employee share trusts)

At the close of business on 26 February 2013 (the latest practicable
date prior to the recommendation of the final dnvidend for the
year ended 31 December 2012), the Company had a total of
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Other statutory and

regulatory information (continued)

1,930,496,805 ordinary shares in 1ssue (excluding treasury shares)
The Company held 95,892,487 ordinary shares in treasury giving a
total 1ssued share capnal of 2,026,389,292 ordinary shares

Stock market listings

Premium listing

The ordinary shares of the Company (as British American Tobacco
p | ¢ ) have been listed on the Official List and traded on the man
market of the London Stock Exchange for listed secunties since

8 September 1998 (Share Code BATS and ISIN GBOOO2875804)
This 1s classtfied as a premium lisung The share registrar 1s
Computershare Investor Services PLC

Secondary listing

Since 28 October 2008, the Company’s ordinary shares have had

a secondary listing on the |SE Limited in South Afnica {JSE), under the
abbreviated name BATS and the trading code BTI As at 31 December
2012, 270,808,601 ordinary shares of the Company (being 14 03%
of the Company’s issued ordinary share capital — excluding treasury
shares} were on its South Afnca branch register for which
Computershare Investor Services (Pty) Ltd are share registrars

American Depositary Receipts

The Company’s ordinary shares are also traded on NYSE MKT 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 2012,
39,272,271 ADRs were outstanding, represented by 78,544,542
ordinary shares Ciibank, N A continues to act as depositary for
the ADR programme

The Company has unlisted trading privileges for the ADR
programme and none of its securities are listed on any United
States secunities exchange or registered pursuant to the secunbes
laws of the United States As a result, the Company is subject to
neither the NYSE MKT hsting 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
pnincipal 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 fram the date of publication of the Annual Report

Purchase of own shares
Share buy-back programme 2012

The Board reinstated its on-market share buy-back programme
following the Company’s Prekminary Announcement on

27 February 2012 and under the authonty granted by shareholders
In 2011 At the 2012 AGM, the Company was given authonty to
purchase up to 196,600,000 of its ordinary shares The minimum
price that may be paid for such shares s 25p and the maximum
price 15 an amount equal to 105% of the average of the middie
market prices 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 is contracted to be purchased

Dunng the year ended 31 December 2012, the Company made
on-market repurchases totalling 38,894,725 of its own ordinary
shares, representing 2 019% of the 15sued share capital (excluding
treasury shares) as at 31 December 2012 and at a value of £1,250
million, excluding transaction costs In accordance with the
Company’s policy, all of these repurchased shares are held as treasury
shares and as at 3t Decernber 2012 the number of treasury shares
was 95,892,487 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

Renewal of authority to purchase shares

The present authonty for the Company to purchase its own shares
will expire at the 2013 AGM, where it 1s proposed that the Company's
authonty to purchase its own shares is renewed This will enable the
share buy-back programme to continue for a further year In the
opinion of the Directors, the exercise of this authonty 15 likely to result
1n an increase in the Company’s earmings per share and will be in the
nterests of its shareholders generally Details of the applicable
resolution and explanatory notes are contatned in the Notice of
Annual General Meeting which 1s sent to all shareholders and 1s also
published on www bat.com

Significant agreements —change of control
The following significant agreement contains certain termination
and other nights for our counterparties upon a change of control

of the Company

On 25 November 2010, the Company, BA T Intemational Finance

p | ¢ and Bnbsh Amencan Tobacco Holdings (The Nethedands) BV

(as borrowers and, in the case of the Company, as a borrower and
guarantor) entered into a revolving credit facility agreement with HSBC
Bank plc (as agent} and certain financial institutions (as lenders)
pursuant to which the lenders agreed to make available to the borrowers
£2 billion for general corporate purposes (the Facility) 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 control in respect of the Company, the lenders can
require all amounts outstanding under the Facility te be repaid

Detals of the change of control provisions contained in the Compary’s
Long-Term Incentive Plans are given 1n the remuneration report

Contractual arrangements

Indmdual operating companies in the Group have contractual and
other arrangements wath many third parties in support of the
Group’s business actvities including those covenng input matenals
(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
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Articles of Association

The following descnption summarises certain provisions of the
Company’s current Articles of Association (as adopted by special
resolution at the Annual General Meeting on 28 April 2010),
applicable English law and the Companies Act 2006 (the
Companies Act) This summary s qualified 1n its entirety by
reference to the Companies Act and the Company’s Articles of
Association, a copy of which 1s available on www bat com

Share capital

All of the Company’s ordinary shares are fufly paid and,
accordingly, no further contnibution of capital may be required by
the Company from the holders of such shares

Obijects and purposes

The Company 15 incotrporated under the name of Briish Amencan
Tobacco p | ¢ and is registered in England and Wales under
registered number 3407696 Under the Companies Act 2006, the
Company's objects are unrestricted

Directors: appointment and retirement

The Company's Articles of Association provide for a Board of Directors,
consisting (unless otherwise determined by ordinary resolution of
the shareholders} of not fewer than five Drrectors, not subject to any
maximum, who shall manage the business of the Company

The Directors and the Company (by ordinary resolution) may
appoint a person wha 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 farward to De reappointed by the shareholders
Such a Director shall 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 time 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 Is less than one-third of the Directors who are subgect to
retirernent by ratation (or, if their number 15 not three or a multiple
of three, 15 less than the number which is 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 multiple of three, the number which is nearest to but
does not exceed one-third of the Directors)

Subject to the provisions of the Companies Act and the Articles of
Assoclation, the Directors to retire at an Annual General Meeting
under (2) above will be those who have been n office the longest
since therr appointment or last reappointment

Notwithstanding these provisions contained in the Articles of
Association, the Company 1s not restricted to the number of
Directors who may retire and seek re-election each year The
Artictes of Association merely seta minimum number of Directors
who must be subject to retirement by rotation each year As a

result, since the introeduction 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 will be subject to either election (1 e
those Directors appointed by the Board of Directors dunng the
year) or re-election at the forthcoming Annual General Meeting to
be held on 25 Apnl 2013

A Director who retires at an Annuak General Meeting and Is not
reappointed shall retain office until the meeting elects semecne in
his place or, if it does not do so, untl the conclusion of the meeting
In addition to any power of removal under the Companies Act, the
Company may, by special resolution, remove a Director before the
exprration of hus penod of office and, subject to the Articles of
Association, may by ordinary resolution, appoint another person
who 15 willing to act as a Director, and 1s permitted by law to do so,
to be a Director instead of him 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 appointed was last
appointed or reappointed a Director

Fees for Non-Executive Directors and the Chairman shalt be
determined by the Directors but shall not exceed 1n aggregate an
annual sum of £2,500,000, unless deterrruned otherwise by
ordinary resolution of the shareholders The remuneration of the
Executrve Directors is determined by the Remuneration Committee
which 1s comprised of iIndependent Non-Executive Directors

Directors: meetings and voting

The quorum for meetings of Directors 1s two Directors The
Directors may delegate any of their powers that are conferred
upon them under the Articles of Assoaiation to such person or
commmuittee as they consider appropriate

The Articles of Association place a general prohibition on a Director
voting at a meeting of the Directors on any resolution concerning
a matter in which he has an interest other than by virtue of his
interest in shares in the Company However, in the absence of
some other interest notindicated below, a Director 1s entitled to
vote and to be counted tn a quorum for the purpose of any vote
relating to a resolution concerming the following matters

1 the gnvang to im of a guarantee, secunty or indemnity in respect
of meney tent to, or an chhigation ncurred by him for the benefit
of, the Company or any of 1its subsidianes,

2 the gving to a third party of a guarantee, secunty or indemmnity in
respect of an obligation of the Company or any of its subsidianes
far 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 giving of secunity,

3 the gving to him of any other Indemmity 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 him to avoid incurnng such
expenditure where alf other Directors have been gven, or are to
be given, substantially the same arrangements,
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4 any proposal concerning the purchase of Directors’ and officers’
hability insurance,

5 any proposal concerning his being, or intending to become, a
participant in the underwning or sub-underwnting of an offer of
any such shares, debentures or other securities for subscnption,
purchase or exchange,

6 any arrangements which relate in any way to a retirement benefits
scheme or any arrangement for the benefit of the emplayees of
the Company or any of its subsidianes including but without
being imited 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 transachon or arrangement with any other company, being a
company in which the Director 1s interested only as an officer,
creditor or shareholder, provided that he 1s not the holder of or
beneficially interested in 19 or more of the equity share capital of
that company (or of any other company through which his interest
1s denved) and not entitled to exercise 19 or more of the voung
nghts available to members of the refevant comparty (disregarding,
for the purposes of this proviso {1} any shares held by a Director as
bare or custodian trustee and in which he has no beneficial interest,
(i any shares compnsed in an authomsed unit trust scheme in which
the Director 1s interested only as a urt holder, and (ui) any shares of
that class held as treasury shares}

The Company may by ordinary resolution suspend or relax to any
extent, either generally or in respect of any particular matter, any
provision of the Articles probiting a Director from voting at a
meeting of the Directors 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 tssue debentures,
debenture stock and other securities whether outright or as
secunty for any debt, hability or oblhigation 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 otherwise interested in, any transaction or
arrangement with the Company or in which the Company 15
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 transaction or
arrangement with anybody corporate promoted by the Company
or in which the Company 15 otherwise interested,

3 shall not, by reascn of his 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 interest in any such body corporate,

4 shall notinfringe his duty to avoid a situation i which he has, or
can have, a direct or indirect interest that conflicts, or may possibly
conflict, 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 body corporate,

5 shall not be required to disclose to the Company, or use in
perforrming 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 oblgation of confidence owed by him in refation to ormn
connection with that office or employment,

6 may absent himself from discussions and exclude himself from
nformation, which will or may relate to that office, employment,
transaction, arrangement or interest, and

7 no such transaction or arrangernent will be liable 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 interest of the nature
and extent specified in the nolice in any transaction or arrangement
in which a specified person or class of persons is interested 15 deemed
to be a disclosure that the Director has an interest in any such
transaction of the nature and extent so specfied

An interest of which a Drrector has no knowledge and of which it s
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 Is
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 confiict 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 virtue of a person connected to the Director having
a relevant interest However, the Director and the Company must
still take a view each time a matter i1s being considered as to
whether the interests of the Director’s connected persons mean
that a Director should be treated as interested in a transaction

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 fuliest extent perrmitted by law

1 any matter which would otherwise result in a Director infringing
his duty to avoid a situabion in 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 hikely to give nise to a conflict of interest (including a conflict of
nterest and duty or conflict of dutes),

2 aDirector to accept or contnue 1n any office, employment or
posiion In 2ddition to his office as a Director of the Company and
may authonse the manner in which a conflict of interest ansing
out of such office, employment or posiion may be dealt with,
either before or at the ime that such a conflict of interest anses,
provided that the authonsation is only effective if

1 any requirement as to the quorum at the meeting at which
the matter 1s considered 1s met without counting the Director
in question or any other Interested Director; and
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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, if any,
as the Directors may think fit to impose from time to time, and
subject always to their nght to vary or terminate such authorisation
or the permissions set out below)

1 the Director shail not be required to disclose any confidental
nformation 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 obhgation of confidence owed by
him in relabion to or in connection with that matter, or that office,
employment or position,

2 the Director may absent himself from discussions, whether in
meetings of the Directors or otherwise, and exclude himself from
mformation which wall or may relate to that matter, or that office,
employment or posttion, and

3 a Director shall not, by reason of his office as a Director of the
Cempany, be accountable to the Company for any benefit which
he denves from any such matter, or from any such office,
employment or position

Dividend rights

Holders of the Company’s ordinary shares may, by ordinary
resolution, declare dwidends but may not declare dvidends in
excess of the amount recommended by the Directors The
Directors may also pay interim dividends if it appears that such
dwvidends are justified by the profits available for distnbution No
didend 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 resolution of
the shareholders, offer any holders of ordinary shares the right to
elect to receive ordinary shares credited as fully paid instead of cash
in respect of the whole or part of all such dividends as may be
specified by the resolution Any general meeting declaring a
dmvidend may, upon the recommendation of the Directors, direct
payment or satisfaction of such didend to be wholly or partly by
the distnbution of specific assets Where difficulty arises In regard to
distribution, the Directors may ignore fractions or Issue fractional
certificates, fix the value for distnbution of any assets and may
deterrmine that cash shall be paid to any shareholder in order to
adjust the nghts of such members

Any dwvidend which has been unclaimed for 12 years from the date
when it became due for payrment shall, if the Directors so resolve, be
forfested and shall cease to be owed by the Company The Company
can cease sending dvidend warrants and cheques by post or
otherwise if these have been retumed undelvered to, or left uncashed
by, the shareholder on at least two consecutive occasions, ar, f following
one such accasion, reasonable enquines have failed to establish the
member’s new address No dwidend shall bear interest aganst the
Company, unless provided by the nghts attached to the share

The Directors may elect to make payments of dvidends to
shareholders by bank or electronic transfer only Amounts due to
shareholders who provide no, orinvalid, account details may be held
n an account in the Company’s name until such shareholders

nominate a valid account. The Company shall not be a trustee of any
such monies, shall be deerned to have discharged its payment
obligations by paying the relevant 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 polf 1s demanded On a show of hands, every
shareholder who 1s present in person at a general meetng 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
resolution and 1s instructed by one or mare of those shareholders
to vote for the resolution and by one or more others to vote
against it, or s instructed by one or more of those shareholders to
vote in one way and s given discretion as to how to vote by one or
maore 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 1s present in person or by proxy
has one vote for every share held by the sharehclder A shareholder
(or tus duly appointed proxy) entitled to more than one 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 Charrman of the meeting,
2 the Directors,

3 not less than five shareholders having the night to vote at the
meeting,

4 ashareholder or shareholders representing not less than
one-tenth of the total voting rghts of all shareholders having the
nght to vote at the meeting (excluding any voting nghts attached
to treasury shares), or

5 asharehelder 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 pad up equal to not less than one-tenth
of the total sum paid up onall shares confernng that nght
{excluding any voting nghts attached to treasury shares)

Matters are transacted at general meetings of the Company
by the proposing and passing of two kinds of resolutions

1 ordinary resclutions, which can include resolutions for the
appomntment, reappointment and removal of Directors, the
receming of the Annual Report, the declaration of final dwidends,
the appointment and reappointment of the external auditor, the
authonty for the Company to purchase its own shares and the
grant of authonty to alfot shares, and

2 specil resolutions, which can inchude resolutions amending the
Company’s Articles of Association and resolutions relating to
certain matters concerning a winding-up of the Company

An ordinary resolution requires the affirmative vole of a smple
majonty of the votes cast at a meeting at which there 1s 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
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at which there 15 a quorum in order to be passed The necessary
quorum for a meeting of the Company 1s a munimum 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 time of the meeting {excluding any
part of a day that 1s not a working day) by which a person must be
entered on the register of members in order to have the nght to
attend or vote at the meeting

Winding-up

If the Cempany 1s wound up, the iquidator may, with the sanction
of a special resolution and any other sanction required by law,
subject to the provisions of the Companies 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
dmsion is to take place as between the shareholders or different
classes of shareholders 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 hability

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 i1s
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
certrficated form which 15 net fully pad, 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 o reguster a transfer of a share in certificated form
(whether fully paid or nat} unless the instrument of transfer

1 s lodged, duly stamped, and 15 deposited at the registered office
of the Company or such other place as the Directors may appoint
and s accompanted by a certificate for the shares to which it
relates and such other evidence as the Directors may reasonably
require to show the right of the transferor to make the transfer,

2 sin respect of only one class of share, and
3 1s.nfavour of not more than four transferees

In the case of uncertificated shares, transfers shall be registered only In
accordance with the terms of the Uncertificated Secunties Regulations
2001 so that Directors may refuse to register a transfer which would
require shares to be held jointly by more than four persens

if the Directors refuse to reguster 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 holders of ordinary shares have no pre-emptive nghts under
the Articies of Association, the ability of the Directors to cause the

Coampany to 1ssue shares, secunties convertible into shares or nghts
to shares, otherwise than pursuant to an employee share scheme, 1s
restricted Under the Companies Act, the Directors of a company
are, with certain exceptions, unable to allot any equity secunties
without express authonisation, which may be contained in a
company’s Articles of Association or given by its shareholders m

a general meeting, but which in 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 ta their respective shareholdings, unless this
requirement 1s waived by a special resolution of the shareholders

Alteration of share capital
The Company may, from time to bme, by ordinary resolution

1 consolidate and dwide all or any of its shares into shares of a larger
amount than s existing shares,

2 sub-drvide 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-dision, 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 na 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, although there are such requirements
under statute and regulation The basic disclosure requirement
under Part 6 of the Financial Services and Markets Act 2000 and
Rule 5 of the Disclosure Rules and the Transparency Rules made by
the Finanaal Services Authority imposes a statutory obligation on
a person to notify the Company and the Finanaial Services
Authority of the percentage of the voting rights in the Cempany he
directly or indirectly holds or controls, or has nghts over, through
his direct or indirect holding of certain financial instruments, if the
percentage of those voting nights

1 reaches, exceeds or falls below 3% and/or any subseguent whole
percentage figure as a result of an acquisition or disposat of shares
orfinancial instruments, or

2 reaches, exceeds or falls below any such thresho'd as a result of
any change in the number of voting nghits attached to shares in
the Company

The Disclosure Rules and the Transparency Rules set out in detail the
arcurnstances in which an obligation of disclosure will anise, as well
as certain exemptions from those abligations for specified persons
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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 1s 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
dhd hold an interest in the Company's shares, to provide certain
infarmation as set outin 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 strict
disclosure requirements with regard to dealings in the securities of
an offeror or offeree company on all parties to a takeover and also
on therr respective associates dunng the course of an offer percd

General meetings and notices

An AGM and all other general meetings of the Company must be
called by at least 21 clear days’ written notice However, the
Companies Act allows for this peniod of notice for meetings other
than AGMs to be reduced to 14 clear days’ notice provided that
two conditions are met (1) a company must allow shareholders
to make proxy appointments via a website (such as that hosted
by its share regstrars), and (2} shareholders must pass a special
resolution at the AGM every year approving that shortening of
the notice period to 14 days A speaial resolution enabling the
Company to hold general meetings (other than AGMs) on

14 days’ notice will be proposed at the AGM to be held on

25 April 2013

Subject to the resclution being passed, the approval of the
shortering of the notice peniod will be effective until the
Company's next AGM, when 1t1s intended that the approval be
renewed The shorter notice penod would not be used as 2 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 pertod 1s mented, taking into account the circumstances,
including whether the business of the meeting 1s ime sensitive,
and 1s thought to be to the advantage of shareholders as a whole
Further, the shorter notice periad would not be used unless both
of the conditions as stated above are met

Variation of rights

If the capital of the Company 15 divided into different classes of
shares, the rights attached to any class of shares may only be
varied, either in such a manner as provided by those nghts or in
the absence of any provision, with the consent in wnting of
three-quarters in nominal value of the 1ssued 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 tagether 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 his proxy) Unless otherwise
expressly provided by the nghts attached to any shares, those
nghts shall be deemed to be varied by the reduction of the capital
paid up on those shares and by the creation or i1ssue of further

shares ranking in prionity for payment of a dividend or in respect of
capital or which confer on the holders voting nghts more favaurable
than those conferred by the first-menticned shares, but shall not
otherwise be deemed to be varied by the creation or 1ssue of further
shares ranking pan passu with them or subsequent to them

Repurchase of shares

Subject to authensation 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 ssued share capital There s no longer a requirement
for public compantes to have specific authonsations in their articles
of associatton 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 n respect of payments to
suppliers In the UK, the operating subsidiaries 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 suppliers, (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 subsidiaries are responsible for agreeing
terms and conditions for their business transactions when orders
for goods and services are placed, ensuning 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 supphers meet their contractual commitments
Creditor days have not been calculated for the Company as itis
an investment holding Company and had no trade creditors at
31 December 2012

Intra-Group pricing

The prices agreed between Group companies for Intra-Group sales
of matenals, manufactured goeds, charges for royalties, services
and fees are based on the normal commercial practices which
would apply between independent businesses

On behalf of the Board

Nicola $Snook
Secretary

27 February 2013 N

British Amencan Tobacco p l ¢
Reqistered 1n England and Wales No 3407696
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Corporate Governance

Responsibility of Directors

Directors’ responsibilities in relation
to the financial statements

The following statement sets out the responsibilities of the Directors
in relation to the financial statements of both the Group and the
Company The reports of the independent auditors far the Group
and the Company set out their responsibilities in relation to those
financial staterments

Company law requires the Directors to prepare financial statements
for each financial year that 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 finanaial year In prepanng those financial statements, the
Directors are required to

— select appropnate accountng policies and apply them consistently,
— make judgments and estimates that are reasonable and prudent,

— state whether applicable accounting standards have been
followed, subject to any matenial departures being disclosed and
explaned, and

— prepare the financial statements on the going concern basis,
unless they consider that to be imappropnate

The applicable accounting standards referred to above are (a)
United Kingdom Generally Accepted Accounting Principles (UK
GAAP) for the Company, and (b} Intemational Financial Reporting
Standards (IFRS} as adopted by the European Union and
imptemented in the UK for the Group

The Directors are responsible for ensuring that the Company keeps
sufficient accounting records to disclose with reasanable accuracy
the financial position of the Company and the Group and to
enable them to ensure that the Group financial statements comply
with the Comparies Act 2006 and Article 4 of the 1AS Regulation,
and that the Company financial statements and the Directors’
Remuneration report comply with the Companies Act 2006 They
are also responsible for taking reasonable steps to sateguard the
assets of the Company and the Group and, in 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 irregularities

The Directors are required to prepare financial statements and to
provide 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 their
audit report.

The Directors are responsible for the maintenance and integrity of
the Annual Report on www bat com in accordance with the UK
legislation governing the preparation and dissemination of

financial statements Access to the website 1s available from outside
the UK, where comparable legisiation may be different

The Directors consider that they have pursued the actions
necessary to meet their responsibilities as set out in this statement

Directors’ declaration in relation to
relevant audit information

Having made enquiries of fellow Directors and of the Company’s
auditors, each of the Directors confirms that

— to the best of his or her knowledge and belief, there 1s no
relevant audit information of which the Company's auditors are
unaware, and

— he or she has taken all steps that a Director might reasonably be
expected to have taken in order to make himself or herself aware
of relevant audit nformation and to establish that the
Company's auditors are aware of that infformation

Directors’ responsibility statement
The Directors confirm to the best of ther knowledge and belief that

= the financial statements, prepared in accordance with the
applicable accounting standards dentified above, give a true
and fair view of the assets, habilities, financial position and profit
or loss of the Company and the Group, and

— 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 prncipal risks 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

Neither the Company nor the Directors accept any liability to any
person in relation to this Annual Report except to the extent that
such liabiity could anse under Enghsh law Accordingly, any hability
to a person who has demonstrated reliance on any untrue or
misleading statement or omission shall be determined in accordance
with section 904 of the Financial Senvices and Markets Act 2000

The responsibility statement was approved by the Board of
Directgls on 27 February 20)3 and signed on its behalf by

\-n-n—n._f_r_’-
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Financial Statements

Independent auditors’ report
To the members of British American Tobacco p.l.c.

We have audited the Group financial statements of British American
Tobacco p I ¢ for the year ended 31 December 2012 which
compnse the Group Income Statement, the Group 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, the Principal subsichary undertakings, and
the Pnncipal associate undertakings The financial reporting
framework that has been apphed in their preparation i1s applicable
law and International Financial Reporting Standards (IFRSs) as
adopted by the European Unjon

Respective responsibihities of Directors and auditors

As explained more fully in the Directors’ responsibifity statement set
out on page 106, the Directors are responsible for the preparation of
the Group financial statements and for being satisfied that they give
a true and fair view Our responsibility 15 to audit and express an
opinton on the Group financial statements in accordance with
applicable law and International Standards on Auditing (UK and
lreland) Those standards require us to comply with the Audiing
Practices Board’s Ethical Standards for Auditors

This 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 Companies Act 2006 and for no other purpose
We do not, in giving these opinions, accept or assume responsibility
for any other purpose or to any other person to whom this report is
shown or into whaose hands it may come save where expressly
agreed by our prior 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 Lo 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 Group'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 dentdy matenal
inconsistencies with the audited financial statements If we become
aware of any apparent material misstatements or mconsistencies
we consider the implications for our report

Opsnion on financial statements
In our opinion the Group financial statements

~ gwve a true and fair view of the state of the Group’s affaws as at
31 December 2012 and of its profit and cash flows for the year
then ended,

— have been properly prepared m accordance with IFRSs as adopted
by the European Umion, 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 prescribed by the Companies
Act 2006

in our opinion the information given in the Directors” report for the
financial year for which the Group financial statemenis are prepared
1s consistent with the Group financial 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 ff,
In oUr opinion

- certain disclosures of Directors’ remuneration specified by law are
not made, or

- we have not recerved all the nformation and explanations we
require for our audit

Under the Listing Rules we are required to review

~ the Directors’ statement, set out on page 106, in relation to
going concern,

— the part of the Corporate governance staterment relating to the
Company's comphance with the nine prowisions of the UK
Corporate Governance Code specfied for our review, and

- certain elements of the report ta shareholders by the Board on
Drrectors’ remuneration

Other matter

We have reported separately on the Parent Company financial

statements of Bnish Amenican Tobacco p | ¢ for the year ended

31 December 2012 and on the information in the Remuneration

re[.}a@descrlbed as g been audited
) Mkﬁ'

Paul Cragg (Sentor Statutory Audir)

for and on behalf of PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
London, United Kingdom

27 February 2013
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Financial Statements

Group Income Statement
For the year ended 31 December

2012 201
Notes £Em £m
Gross turnover (including duty, excise and other taxes of £30,682 million (2011 £30,724 million)) 45,872 46,123
Revenue 2 15,190 15,399
Raw matenals and consumables used {3,445) (3,507)
Changes in snventories of finished goods and work in progress 133 81
Employee benefit costs 3(a) (2,386) (2,501)
Depreciation, amortisabien and impairment costs i(b) (475) (817)
Other operating income 3(c) 245 233
Other operating expenses 3(d) (3,850) (4,167)
Profit from operations 2 5,412 4,721
Analysed as
- adjusted profit from operations 2 5,681 5519
— restructunng and integration costs 3fe) (206) (193}
— amortisation of trademarks and similar intangibles 3N (63) (58}
= goodwill impairment 3(q) - (273}
— Fox River 3(h) - (274}
5,412 4,721
Net finance costs 4 {456) (460)
Finance income 49 117
Finance costs (505) (577)
Share of post-tax results of assoctates and joint ventures 5 692 670
Analysed as
- ad)usted share of post-tax results of associates and joint ventures 2 697 659
—issue of shares and change in shareholding 5 20 28
- smoking cessation programme 5 - (23)
= gain on disposal of business 5 - 22
- restructunng and integration costs 5 {24) {4
— change in post-retirement obligations 5 24 -
- other 5 (25) (12)
692 670
Profit before taxation 5,648 4,931
Taxation on ordinary activities 6 {1,526) (1,556)
Profit for the year 4122 3,375
Attributable to
Owners of the parent 3,841 3,095
Non-controlling interests 281 280
4,122 3,375
Earnings per share
Basic 7 198 1p 157 1p
Diluted 7 197 1p 156 2p

All of the activities 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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Financal Statements

Group Statement of Comprehensive Income

For the year ended 31 December

2012 2011
Notes £m £m
Profit for the year (page 108) 4,122 3,375
Other comprehensive iIncome
Differences on exchange
—subsidiaries (379) (411)
— associates (145) (109)
Differences on exchange reclassified and reported in profit for the year - )
Cash flow hedges
— net far value losses amn (21)
— reclassified and reported in profit for the year 71 38
— reclassified and reported in net assets 12 (5)
Available-for-sale investments
— net fair value (losses)/gains (3) 26
— reclassified and reported in profit for the year (n 1)
Net investment hedges
— net fair value gains 106 62
— differences on exchange on borrowings 49 (104)
Retirement benefit schemes
— net actuanal losses in respect of subsidiaries 12 (415) (462)
— surplus recognition and minimum funding obligations in respect of subsidiaries 12 54 2
— actuanal losses in respect of associates net of tax 11 (55) (67)
Tax on items recogmsed directly in other comprehensive income 6(d) 28 20
Total other comprehensive income for the year, net of tax (689) (1,038)
Total comprehensive income for the year, net of tax 3,433 2,339
Attributable to
Owners of the parent 3,163 2,094
Non-controlling interests 270 245
3,433 2,339

The accompanying nates are an integral part of the Group Financal Staterents
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Group Statement of Changes in Equity

At 31 December

Attributable to owners of the parent

Share
premium,
capital Total
redemption attributable Non-
$hare and merger Other ftetained to owners  controlling Total
capital Feserves reserves earnings of parent interests  equity
Naotes £m £m £m £m £m £m £m
Balance at 1 January 2012 506 3913 1,112 2,636 8,167 307 8,474
Total comprehensive iIncome for the year (page 109) - —  (318) 3,479 3,163 270 3,433
Profit for the year - - - 3841 3,641 281 4,122
Other comprehensive iIncome for the year - - (316) (362) {678) (11) (689
Employee share options
- value of employee services - - - 73 73 - 73
= proceeds from shares i1ssued 1 3 - 1 5 - 5
Dwidends and other appropnations
- ordinary shares - - - (2,538) (2,538) - (2,538)
= to non-controlling interests - - - - - {267) (267)
Purchase of own shares
- held in employee share ownership trusts - - - Q21 121) - (21
— share buy-back programme - - — (1,258) (1,258) - {1,258)
Non-controlling interests — acquisitions 29 - - - (21) (21) (3) (24)
Other movements - - - 2 2 - 2
Balance at 31 December 2012 507 3,916 796 2,253 7,472 307 7,779
Attributable to owners of the parent
Share
premium,
capiat Total
redemption attpbutable Non-
Share and merger Other  Retained lo owners  cantrolling Total
capltal reservas reserves earnings of parent interests equnty
Notes £m £m £m £m £m £m £m
Balance at 1 January 2€11 506 3,910 1,600 3,190 9,206 342 9,548
Total comprehensive income for the year (page 109) - - (488) 2,582 2,094 245 2,339
Profit for the year - - - 3,095 3,095 280 3,375
Other comprehensive income for the year - - (488)  (513) (1,001) (35) (1,038)
Employee share options
- value of employee services - - - 76 76 - 76
— proceeds from shares issued - 3 - 2 5 - 5
Dividends and cther 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-controlling interests — acquisitions 29 - - - (o) (10) - (10}
Other movements - - - 32 32 (1) 31
Balance at 31 December 2011 506 3,913 1,112 2,636 8,167 307 8,474

The accompanying notes are an integral part of the Group Financial Statements
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Group Balance Sheet
At 31 December

Financial Statements

2012 2011
Notes £m £m
Assets
Non-current assets
Intangible assets 2 11,710 11,992
Property, plant and equipment 10 3,201 3,047
Investments in associates and joint ventures 11 2,330 2,613
Retirement benefit assets 12 105 105
Deferred tax assets 13 327 343
Trade and other receivables 14 224 305
Avallable-for-sale investments 15 37 40
Denvative financial instruments i6 207 179
Total non-current assets 18,141 18,624
Current assets
Inventones 17 4,026 3,498
Income tax recevable 18 83 127
Trade and other receivables 14 2,741 2,423
Available-for-sale investments 15 26 57
Denvative financial instruments 16 166 159
Cash and cash equivalents 19 2,081 2,194
9,123 8,458
Assets classified as held-for-sale 26(¢) 63 37
Total current assets 9,186 8,495
Total assets 27,327 27,119
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Group Balance Sheet (continued)

Financial Statements

2012 20N
Notes £m £m
Equity
Capital and reserves
Share capital 507 506
Share premum, capital redemption and merger reserves 3,916 3,913
Other reserves 796 1,112
Retained earnings 2,253 2,636
Owners of the parent 7,472 8,167
after deducting
— cost of treasury shares (2,824) (1,539)
Non-controlling interests 307 307
Total equity 20 7,779 8,474
Liabilities
Non-current liabilities
Borrowings 21 9,083 8,510
Retirement benefit habilites 12 1,152 1,003
Deferred tax hakbilities 13 500 556
Cther provisions for habilities and charges 22 419 458
Trade and other payables 23 166 184
Derwative financial instruments 16 86 87
Total non-current habilittes 11,406 10,798
Current habilities
Borrowings 21 1,636 1,766
Income tax payable 18 404 494
Other provisions for habilities and charges 22 210 236
Trade and other payables 23 5827 5174
Derwative finanaial instruments 16 65 177
Total current hiabilities 8,142 7,847
Total equity and liabilities 27,327 27,119

The accompanying notes are an integral part of the Group Financial Statements

On Hehalf of the Board

————

Richard Burrows
Charrman

27 February 2013
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Group Cash Flow Statement

For the year ended 31 December

2012 201

Notes £m £m
Cash flows from operating activities
Cash generated from operations 25 5,437 5,537
Dwidends received from associates 486 476
Tax paid (1,496) {1,447)
Net cash generated from operating activities 4,427 4,566
Cash flows from investing activities
Interest recerved 72 79
Dividends receved from investments 2 2
Purchases of property, plant and equipment (664) (510}
Proceeds on disposal of property, plant and equipment 56 45
Purchases of intangibles (140) {107)
Purchases and proceeds on disposals of investments 25 24 3
Proceeds from associates’ share buy-backs 25 262 71
Purchases of subsidianes 25 (12) (295)
Net cash used in investing activities (400) (712)
Cash flows from financing activities
interest paid (564) (580)
Interest element of finance lease rental payments (1} -
Capital element of finance lease rental payments (5) (13)
Proceeds from 1ssue of shares to owners of the parent 4 3
Proceeds from the exeraise of options over own shares
held in employee share ownership trusts 1 2
Proceeds from increases in and new borrowings 25 2,539 1,361
Movements refating to denvative financial instruments 25 293 5
Purchases of own shares {1,258) (755)
Purchases of own shares held in employee share ownership trusts {(121) (123)
Purchases of non-controlling interesis 25 (24) {10)
Reductions in and repayments of borrowings 25 (1,821) (1,304)
Dmvdends paid to owners of the parent 8 (2,538) (2,358)
Dividends paid to non-controlling interests (259) (275)
Net cash used in financing activities (3,954) (4,047)
Net cash flows generated from/{used in) operating, investing and financing activitres 73 {193)
Differences on exchange {176) (48)
Decrease in net cash and cash equivalents in the year {103) {241)
Net cash and cash equivalents at 1 January 1,942 2,183
Net cash and cash equivalents at 31 December 19 1,839 1,942

The accompanying notes are an integral part of the Group Financial Statements
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Financial Statements

Notes on the accounts

1 Accounting policies

Basis of Accounting

The Group financial statements have been prepared in accordance
with International Financial Reporting Standards (IFRS) as adopted
by the European Union and with those parts of the Companies Act
2006 apphcable to companies reporting under IFRS

The financial statements have been prepared under the histoncal
cost convention except as descnbed in the accounting policy below
on finanoal instruments

The Group has not adopted any new and amended FRSs and IFRIC
interpretations with effect from 1 january 2012 that have had any
significant effect on reported profit or equity or on the disclosures m
the financal statements

The preparation of the Group financial statements requires
management to make estimates and assumptions that affect the
reported amounts of revenues, expenses, assets and liabiliues, and the
disclosure of contingent liabilities at the date of the financial statements
The key estimates and assumptions are set out in the accounting
policies below, together with the related notes to the accounts

The most significant items include

— the review of asset values, especially goodwill and impairment
testing The key assumptions used in respect of goodwill and
Impairment testing are the determunation 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 Innote 9,

- the esttmation of and accounting for retirement benefit costs The
determination of the carrying value of assets and liabihities, as well
as the charge for the year, and amounts recognised in other
comprehensive income, involves jJudgments made in comunction
with independent actuanes These involve estimates about
uncertain future events based on the environment in different
countres, including life expectancy of scheme mernbers, salary
and pension increases, inflation and expected returns on assets, as
well as discount rates and asset values at the year-end The
assumptions used by the Group and sensitvity analysis are
descnbed in note 12,

— the estmation of amounts to be recognised in respect of taxation
and legal matters, and the estmaticn of other provisions for
habilites and charges are subject to uncertain future events, may
extend over several years and sa the amount and/or timing may
differ from current assumptions The accounting policy for taxation
15 explamned below and the recogrused deferred tax assets and
habilities, together with a note of unrecogmised 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 labilibes, which are not prowided for, 1s set out below
and the contingent liabilities of the Group are explained in note 30,

= the definiion of adjusting stems, which are separately disclosed as
mernorandurn infarmation, is explained below and the impact of
these on the calculation of adjusted earmings is described in note 7,

— the estimation of the far values of acquired net assets ansing in a
business combination and the allocation of the purchase
consideration between the underlying net assets acquired,
including mtangible assets other than goodwill, on the basis of
their fair values These estimates are prepared in conjunction with

the adwvice of independent valuation experts where appropnate
The relevant transactions for 201 2 are descnbed in note 26, and

— the exemptions taken under IFRS 1 on the first time adoption of
IFRS at 1 January 2004 and, in particular, those relating to
goodwill on business combinations which are explained in the
accounting policies below

Such estimates and assumptions are based on histoncal expenence
and various other factors that are believed to be reasonable in the
arcumstances and constitute management’s best judgment at the
date of the financial statements In the future, actual expenience may
dewiate from these estimates and assumptions, which could affect
the financial statements as the ongenal estmates and assumptions are
modified, as appropnate, in the year in which the arcumstances change

Basis of consohdation

The consohdated financial infermation includes the finanaal
staternents of Bntish Amenican Tobaccop | ¢ and its subsidiary
undertakings, together with the Group’s share of the results of its
associates and jont ventures

A subsidiary 1s an entity controlled by the Group, where control is
the power to govern the financial and operating policies of the
entity so as to obtain benefit from its actmties

Associates and joint ventures comprise investments in undertakings,
which are not subsidiary undertakings, where the Group’s interest in
the equity capital 1s long term and over whose operating and
finanaial policies the Group exercises a significant influence and, in
the case of joint ventures, has joint control They are accounted for
using the equity method

The results of subsidiary undertakings acquired dunng the penod are
included from the date of acquisiion of a controlling interest at which
date, for the purposes of consolidation, the purchase consideration 15
allocated between the underlying net assets acquired, including
intangible assets other than goodwaill, on the basis of therr fair value
Acquisibon related costs are expensed asincurred Similarly, the results
of associates and joint ventures are Included from the date of acquinng
signfficant influence or, in the case of jomt ventures, joint control

The results of subsidiary undertakings, associates and joint ventures
which have been sold dunng the year are included up to the date of
disposal The profit or loss on sale 1s calculated by reference to the
net asset value at the date of disposal, adjusted for purchased
goodwill previously consaldated in the balance sheet,

Inter-company balances and transactions, and any unrealised gains
ansing from inter-company transactions, are elminated in prepanng
the consolidated financial statements

Foreign currencies

The functional currency of the Parent Company s sterling and this is
also the presentation currency of the Group The income and cash
flow statements of Group undertakings expressed in currencies
other than sterling are translated to sterling using exchange rates
applicable to the dates of the underlying transactions Average rates
of exchange in each year are used where the average rate
approximates the relevant exchange rate at the date of the
underiying transactions Assets and liabilibes of Group undertakings
are translated at the applicable rates of exchange at the end of each
year For hypennflavonary countnes, the financial statements in local
currency are adjusted to reflect the impact of local inflation prior to
translation into sterling
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1 Accounting policies {continued)

The differences between retained profits of overseas subsidiary
undertakings, associates and joint ventures translated at average
and closing rates of exchange are taken to reserves, as are
differences ansing on the retranslation to sterhng (using dosing rates
of exchange) of overseas net assets at the beginning of the year Any
differences that have ansen since 1 January 2004 are presented as a
separate component of equity As permitted under IFRS 1, any
differences prior to that date are not included in this separate
component of equity

Where a disposal of an investment in a Group undertaking results in
a loss of control of a subsidiary undertaking, the loss of significant
influence over an associated company or the loss of joint control
over a joint venture, the cumulative amount of the related foreign
exchange differences deferred in the separate component of equity
are recognised in the ncome statement when the gain or loss on
disposal 1s recogrused These related exchange differences comprise
the exchange differences on all amcunts deemed to be part of the
net investment in 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 proportional share of the
related exchange differences 1s recycled to the income statement.

Foreign currency transactions are intially recogrised in the functional
currency 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 settlement of such transactions and from the translation of
foreign currency assets and liabtities at year-end rates of exchange are
recogrused in the iIncome statement, except when deferred in equity as
qualifying cash flow hedges, onintercompany net investment loans
and qualifying net investrment hedges Foreign exchange gains or losses
recognised in the Income statement are included in profit from
operabions or net finance costs depending on the undertying
transactions that gave nse to these exchange differences

Revenue

Revenue prncipally compnses sales of cigarettes, cigars, leaf and
other tobacco preducts to external customers Revenue excludes
duty, excaise and other taxes and 1s after deducting rebates, returns
and other similar discounts Revenue 1s recogrused when the significant
nsks and rewards of ownership are transferred to a third party

Retirement benefit costs

The Group operates both defined benefit and defined contnbution
schemes The net deficit or surplus for each defined benefit pension
scheme is calculated in accordance with 1AS 19 Employee Benefits,
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
minimum funding requirements

Actuanal gains and losses, changes in unrecognised scheme
surpluses and minimum funding requirements are recognised in full
through other comprehensive Income

Past service costs resulting from enhanced benefits are expensed
over the penod to vesting and ff they vest immedately, then they
are recogrused at that time in the iIncome statement

The Group alsa has certain post-retirement healthcare schemes and
they are accounted for on a similar basis to the defined benefit
pension schemes

For defined benefit schemes, the actuanal cost charged to profit
from operations consists of cument service cost, interest cost,
expected return on plan assets, past service cost and the impact of
any settlements or curtatlments

Some benefits are provided through defined contnbution schemes
and payments to these are charged as an expense as they fall due

Share-based payments
The Group has equity-settled and cash-settled share-based
compensation plans

Equity-settled share-based payments are measured at fair value at the
date of grant The fair value detemuned at the grant date of the equity-
settled share-based paymenits ts expensed over the vesting penod,
based anthe Group’s estmate of awards that will eventually vest. For
plans where vesting conditions are based on total sharehalder returmns,
the fair value at date of grant reflects these condibens, whereas earnings
per share vesting conditions are reflected in the calculation of awands
that wall eventually vest over the vesting penod For cash-settled share-
based payments, a lability equal to the portion of the services recesved 1
recognised at its current fair value determined at each balance sheet
date Fair value 1s measured by the use of the Black-Scholes option
pncing model, except where vesting is dependent on market conditions
when the Monte-Carlo option pnang model is used The expected Iife
used in the models has been adjusted, based on management’s best
estimate, for the effects of non-trnsferability, exercise restnctions and
behavioural considerations

Research and development

Research expenditure is charged to iIncome in the year in which it 1s
incurred Development expenditure 1s charged to mcome in the year
it1s incurred, unless it meets the recogrition cntena of IAS 38
Intangible Assets

Taxation
Taxation s that chargeable on the profits for the penod, together
with deferred taxation

The current income tax charges calculated on the basis of tax laws
enacted or substantially enacted at the balance sheet date in the
countnes where the Group’s subsidiaries, associates and joint
ventures operate and generate taxable incomne

Deferred taxation i1s provtded in full using the liability methad for
temporary differences between the carrying amount of assets and
liabilities for financial reporting purposes and the amount used for
taxation purposes Deferred taxis provided on temporary
differences ansing on investments in Group undertakings, except
where the iming of the reversal of the temporary difference s
controlled by the Group and itis probable that it will not reverse in
the foreseeable future A deferred tax asset1s recognised only to the
extent that it 1s probable that future taxable profits will be available
against which the asset can beutilised As required under 1AS 12
income Taxes, deferred tax assets and labilitres are not discounted

Deferred tax is determined 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 s realised or
deferred tax hability 15 settled
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Tax 1s recognised in the iIncome statement except to the extent that
it relates to items recognised in other comprehensive Income or
directly in equity, in which case it 1s 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 ime as an outcome becomes probable and
when the amount can reasonably be estrmated

Goodwill

Goodwill ansing on acquisitons 1s capitalised and 1s considered to
have an indefinite life subject to impairment reviews Any
impairment of goodwill ts recognised immediately in the income
statement and Is not subsequently reversed

Goodwill represents the excess of the cost of acquisition of a
subsidiary, associate or joint venture over the Group’s share of the
fair value of identifiable net assets acquired Goodwill s stated at
cost net of accumulated impairment losses and recogrised
amortisation pnor to 1 January 2004

The Group’s policy up to and including 1997 was to eliminate
goodwill against reserves Goodwill acquired from 1998 to 31
December 2003 was capitalised and amortised over its useful
economic ife

As permitted under iFRS 1, in respect of acquisitions prior to 1
January 2004, the classification and accounting treatment of
business combinations was not amended on transition to IFRS
Goodwill previously wntten off direct to reserves 1s not recycled to
the income statement on the disposal of the subsidiary, associate or
joint venture to which it relates

Goodwili in respect of subsidianes 1s included in intangible assets In
respect of associates and joint ventures, goodwill 1s included in the
carrying value of the investment in the associated company or joint
venture Cn disposal of a subsidiary, assoctate or joint venture, the
attnbutable amount of goodwill is included 1n the determination of
the profit or loss on disposal

Intangible assets other than goodwaill

The intangible assets shown on the Group balance sheet consist
mainly of trademarks and similar intangibles, mcluding certain
intellectual property, acquired by the Group’s subsidiary
undertakings and computer software

Acquired trademarks and similar assets are carned at cost less
accumulated amortisation and impairment Trademarks with
indefinite lives are not amortised but are reviewed annually for
impairment Intangible assets other than goodwill classified as held-
for-sale are not amortised Other trademarks and similar assets are
amortised on a straight-line basis over their remaining useful lives,
consistent with the pattern of economic benefits expected to be
recerved, which do not exceed 20 years Any impairments of
trademarks are recognised in the iIncome statement but ncreases in
trademark values are not recogmised

Computer software 1s camed at cost less accumulated amortisation and
impaiment, and, with the exception of global software sohutions, 1
amortised on a straight-ine basis over penods ranging from three years
to seven years Clobal software solutions are software assets designed to
be implemented on a global basis and used as a standard solution by all

of the operating companies in the Group These assets are amortised on
a straightdine basis over penods not exceeding ten years

The investments in associates and joint ventures shown in the
Croup balance sheet include trademarks ansing from the
combination of Brown & Withamson {B&W) and R | Reynolds (RJR)
in 2004 to form Reynolds Amencan Inc (RAI), as well as those
ansing on the acquisition of Conwood by RALin 2006 As the
combination of B&W and R|R for the Group involved the partial
disposal of B&W and an investment in RA, fair values were assigned
to trademarks formerly owned by RIR but not to those formerly
owned by B&EW Most of the carrying value of the trademarks relates
to trademarks which are deemed to have indefinite lives and each
trademark 1s subject to an annual imparment test Certain minor
trademarks are being amortised over their remaiming lives

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated
depreciation and impairment Deprecation s calculated on a
straight-hne basis to wilte off the assets over their useful economic
Ife No depreciation 1s provided on freehotd land or assets classified
as held for sale Freehold and leasehold property are depreciated at
rates between 2 5% and 4% per annum, and plant and equipment
at rates between 7% and 25% per annum

Capitalised interest

Borrowing costs which are directly attnbutable to the acquisition,
construction or production of intangible assets or property, plant
and equipment that takes a substantial pencd of time to get ready
for its intended use or sale, and for which the commencement date
for capitahsation was on or after 1 January 2009, are capitalised as
part of the cost of the asset, in accordance with IAS 23 Borrowing
costs The Group's previous policy was to expense such borrowing
costs as they were incurred

Leased assets

Assets where the Group has substantally all the nsks and rewards of
ownership of the leased asset are classified as finance leases and are
included as part of property, plant and equipment Finance lease
assets are intially recogrused at an amount equal to the lower of
their fair value and the present value of the mimimum lease
payments at inception of the lease, then depreciated over the
shorter of the lease term and thetr estmated useful ives Leasing
payments consist of capital and finance charge elements and the
finance element is charged to the income statement

Rental payments under operating leases are charged to the income
statement on a straight-hne basis over the lease term

Where arrangements are entered intc 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
recoverable In addition, assets that have indefinite useful Iives are
tested annually for imparment Animpairment loss is recognised to
the extent that the carrying value exceeds the higher of the asset’s
fair value less costs to sell and its value in use
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A cash-generating urit 1s the smallest identfiable group of assets
that generates cash flows which are largely independent of the cash
flows frem other assets or groups of assets At the acquisition date,
any goodwill acquired 15 allocated to the relevant cash-generating
unit or group of cash-generating units expected to benefit from the
acquisition for the purpose of iImparment testing of goodwill

Impairment of financial assets

Financial assets are reviewed at each balance sheet date, or whenever
events indicate that the carrying amount may not be recoverable in the
case of equity investments classified as avalablefor-sale, a significant or
prolonged dedine in the fair value of the Investment below its cost s
considered as an indicator that the investment is imparred

Inventories

Inventores are stated at the lower of cost and net realisable value
Cost is based on the weighted average cost incurred in acquinng
inventories and bnnging them to their existing location and
condition, which will in¢clude raw matenals, direct labour and
overheads, where appropnate Net realisable value 1s the estimated
selling prce less costs to completion and sale Tobacco inventones
which have an operating cycle that exceeds 12 months are classified
as current assets, consistent with recogrised industry practice

Financial mstruments

Financial assets and financial habihiies are recogrised when the
Graup becomes a party to the contractual prowisions of the relevant
instrument and derecognised when it ceases ta be a party to such
provisions Such assets and habilities are classified as current if they
are expected to be realised or settled within 12 months after the
balance sheet date If not, they are classified as non-current

Financial assets and financial habilities are initialty recognised at fair
value, plus directly attnbutable transaction costs where applicable,
with subsequent measurement as set out below

Non-denvative financial assets are classified on initial recogrition as
available-for-sale investments, loans and recervables or cash and
cash equivalents as follows

Avallable-for-sale investments availablefor-sale nvestments are
those non-denvative financial assets that cannot be classified as
loans and recevables or cash and cash equivalents

Loans and receivables these are non-denvative financial assets with
fixed or determinable payments that are not quoted in an actve market

Cash and cash equivalents cash and cash equivalents include cash
in hand and deposits held on call, together with other short-term
highly liguid investments including investments in certain money
market funds Cash equivalents normally compnse instruments with
matunties of three months or less at date of acquisition In the cash
flow staternent, cash and cash equivalents are shown net of bank
overdrafts, which are included as current borrowsngs in the liabiliies
section on the balance sheet

Apart from avalable-for-sale investments, non-denvatve financial
assets are stated at amortised cost using the effective interest method,
subject to reduction for allowances for estimated irrecoverable
amounts These estimates for irrecoverable amounts are recognised
when there 1s objective evidence that the full amount recervable wil}
not be collected according to the onginal terms of the asset Such
evidence might include finanaal dificultses of the debtor, defaults of

payment or significant overdue balances Forinterest-beanng assets,
therr carrying value includes accrued interest recevable Avallable-for-
sale investments are stated at far value, with changes in fair value
being recognised directly in other comprehensive income When
such investmenis are derecognised (e g through disposal) or
become impaired, the accumulated gains and losses, previously
recogrused in other comprehensive income, are reclassified Lo the
income statement within “finance ncome’ Dividend and interest
income on available-for-sale Investments are included within *finance
income’ when the Group’s nght to receive payments is established

Fair values for quoted investments are based on observable market
pnces If there 1s no active market for a financial asset, the far value s
estabhished by using valuation techmques panapally mvolving
discounted cash flow analysis

Non-denvative financial habilities are stated at amortised cost using the
effective interest method For bomowings, therr carrying value includes
accrued interest payable, as well as unamortised issue costs

Dervative financial assets and liabilities are instially recogrised, and
subsequently measured, at fair value, which includes accrued
interest receivable and payable where relevant Changes in their fair
values are recogrused as follows

— for denvatives that are designated as cash flow hedges, the
changes in their fair values are recogrised directly in other
comprehensive Income, to the extent that they are eflective, with
the ineffective portion being recognised in the income statement
Where the hedged item results in a non-financial asset, the
accumulated gains and losses, previously recognised in other
comprehensive income, are iIncluded in the initial carrying value
of the asset (basis adjustment) and recogrised in the iIncome
statement in the same penods as the hedged tem Where the
underlying transaction daes not result in such an asset, the
accurmnulated gains and losses are reclassified to the iIncome
statement in the same penads as the hedged item,

— for dervatives that are designated as fair value hedges, the carrying
value of the hedged item 15 adjusted for the fair value changes
attnbutable to the nsk being hedged, with the corresponding entry
being made in the Income staternent The changes i fair value of
these denvatives are also recognised in the income statement,

— for denvatives that are designated as hedges of net iInvestments in
foreign operations, the changes in therr fair values are recagnised
directly in other comprehensive Income, to the extent that they
are effective, with the ineffective pertion being recognised in the
income statement Where non-denvatives such as foreign
currency borrewings are designated as net investment hedges,
the relevant exchange differences are similarly recognised The
accumulated gains and losses are reclassified to the income
statement when the foreign operation 1s disposed of, and

— for denvatives that do not qualify for hedge accounting or are not
designated as hedges, the changes in therr fair values are recognised
in the iIncome statement in the penod in which they anse

In order to qualrfy for hedge accounting, the Group 1s required to
document prospectively the relationship between the item being
hedged and the hedging instrument. The Group is also required to
dermonstrate an assessment of the relationship between the hedged
ttern and the hedging instrument, which shows that the hedge will
be highly effective on an ongoing basis This effectiveness testing 1s
reperformed penodically to ensure that the hedge has remained, and
15 expected to remain, highly effective
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Hedge accounting 15 discontinued when a hedging instrument 15
derecogrused (e g through expiry or disposal}, or no longer
qualifies for hedge accounting Where the hedged item is a hughly
probable forecast transaction, the related gains and losses remain in
equity untl the transaction takes ptace, when they are reclassified to
the income statement in the same manner as for cash flow hedges
as described above When a hedged future transaction 1s no longer
expected to occur, any related gains and losses, previously
recognised in other comprehensive income, are immediately
reclassified to the iIncome statement.

Denvalive fair value changes recognised in the Income statement are
either reflected in arrving at profit from operations (if the hedged
item 1s similary reflected) or in finance costs

Dividends

Final dwvidend distnibutions to the Company’s shareholders are
recognised as a habxhty in the Group's financial statements in the
penod i which the dividends are approved by the Company’s
shareholders at the Annual General Meeting, while intenm dividend
distnbutions are recognised in the period in which the dividends are
declared and paid

Segmental analysis

The Group 1s organised 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 internal reporting systems and are the
basis used by the chief operating deciston maker, identsfied as the
Management Board, for assessing performance and allocating
resources

The Group 1s pnmarily a single product business providing
cigarettes and other tobacco products While the Group has clearly
differentiated brands, global segmentation between a wide portfolio
of brands 1s not part of the regular interally reported finangial
information The results of next-generation products are not
currently matenal to the Group

The pnces agreed between Group companies for intra-group sales
of matenals, manufactured goods, charges for royalties,
commussions, services and fees, are based on normal commercial
practices which would apply between independent businesses
Royalty income, less related expenditure, 1s included in the region in
which the hcensor is based

Adjusting items

Adjusting 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, if of a
similar type, In aggregate, are relevant to an understanding of the
Group's undertying financial performance White the disclosure of
adjusting items 1s not required by {FRS, these items are separately
disclosed either as memorandum information on the face of the
income statement and in the segmental analyses, orin the notes to
the accounts as appropnate

The Group beheves that these items are useful to users of the Group
financial statements in helping them to understand the underlying
business performance and are used to denive the Group’s principal
non-GAAP measure which is adjusted diluted earnings per share

Provisions

Prowisions are recognised when either a legal or constructive
obligation as a result of a past event exists at the balance sheet date,
it1s probable that an outflow of economic resources will be required
to settle the obhgation and a reasonable estimate can be made of
the amount of the obligation

Contingent habilitses and contingent assets

Subsidianes and associates and joint ventures compares are
defendants in tobacco-related and other itigation Prowision for this
litgation would be made at such time as an unfavourable outcome
became probable and the amount could be reasonably estimated

Contingent assets are possible assets whose existence will only be
confirmed by future events not whally within the control of the
entity and are not recogmised as assets until the reahsation of incorme
1s virtually certain

The Group records I1ts external legal fees and other external defence
costs for tobacco-related and other litigation as these costs are ncurred

Repurchase of share capital

When share capital 1s repurchased the amount of considerabon paid,
including directly attnbutable costs, 15 recognised as a deduction from
equity Repurchased shares which are not cancelled, or shares
purchased for the employee share ownership trusts, are classrfied as
treasury shares and presented as a deduction from total equity

Future changes to accounting policies

Certain changes to IFRS will be applicable to the Group financtal
statements in future years Set out below are those which are
conswdered to affect the Group

|AS 19 Employee Benefits has been revised and has mandatory
application from 1 January 2013 The new standard does not
substantially change the values of retirement benefit assets and
liabilities on the balance sheet, but does change the amounts
recognised in the income statement and in other comprehensive
income The expected return an plan assets and the interest cost on
liabilitres are replaced by a new component of the income statement
charge —interest on the net retirement benefit asset/hability In
addition, past service costs will no longer be deferred and will be
recognised immediately The rewised standard has retrospective
applicatton Had the standard been applied to the 2012 results,
profit for the year would have been approximately £47 mullion lower
(2017 £54 mithon lower), with a compensating credit in other
comprehensive Income

An amendment to |AS 1 Presentation of inancial Statements has
been 1ssued This amendment changes the disclosure of items
presented in other comprehensive income grouping them into
stems which recycle to profit and loss and tems which will not
Apart from the change in disclosure, this amendment will have little
impact on the Group finanoal statements Mandatory application 1s
for accounting penods beginning on or after 1 July 2012

IFRS 10 Consoltdated Financial Staterments, IFRS 11 Joint Arrangemenits
and IFRS 12 Disclosure of Interests i Other Entrties have been issued
along with revised versions of IAS 27 Separate financial Statements
and |AS 28 Assocates, additionally 1AS 31 font Ventures has

been withdrawn These standards form a single package of
proposals with mandatory application in the EU from 1 January
2014 The aim of these standards 15 to improve the quality
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of reporting n relation to the consohdation of subsidianies, special
purpose vehicles and accounting for joint arrangements The Group
intends to early adopt these new and revised standards with effect
from 1 january 2013 While the requirements of IFRS 12 will
potentially lengthen certain disclosures in respect of Group entities,
the requirements of these standards are not expected to matenally
affect the Group i its present form

IFRS 13 Fair Value Measurement has been issued This standard aims
to provide a single source of fair value measurement and disclosure
requirements for use across IFRS The implementation of IFRS 13
does not change where fair value is or 1s not applied under [FRS and
will not require a restatement of histoncal transactions Mandatory
application s from 1 January 2013

IFRS 9 Financial Instruments has been 1ssued This standard
represented the first phase of the IASB’s project to replace IAS 39
financiol instruments Recogmition and Measurement, and has
mandatory apphication for accounting penods beginning on or after
1 January 2015 In its current form, it sets out the classification and
measurement cntena for financial assets and financial abihitres It
requires all financial assets, including assets currently classified
under IAS 39 as avallable-for-sale, to be measured at fair value
through profit and loss unless the assets can be classfied as held at
amortised cost Qualifying equity investments held at farr value may
have their fair value changes taken through other comprehensive
income by election Where the fair value optron for certain financial
liabilities 15 applied, the portion of fai value changes representing
own credit nsk would be recognised through ather comprehensive
income rather than the income statement The Group does not use
the fair value option for financial labilities The effect of applying the
standard in its current form 15 not considered to have a matenal
impact on the Group’s reported profit or equity The imgpact on the
Group of further changes to IFRS 9 and the impact of the second
and third phases of the project, covenng impairment and hedge
accounting respectively, will be assessed when the 1ASB has finalised
the proposed requirements IFRS 9 has not been endorsed by the EU
and will only become applicable once that endorsement has occurred

In addition, a number of other interpretations and revisions to
existing standards have been issued which wll be apphcable to the
Group financial statements in future years and which will have no
matenal effect on reported profit or equity or on the disclosures in
the financial statements
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2 Segmental analyses

As the chief operating decision 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 such
iterns are not presented by segment as they are excluded from the measure of segment profitability

The four gecgraphic regions are the reportable segments for the Group as they form the focus of the Group’s internal reporting systems
and are the basis used by the Management Board for assessing performance and allocating resources The results of next-generation
products are not currently material to the Group and are included within the Western Europe region

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 retranslation, at pnor year exchange rates, of the current year results of the Group's overseas entities buit,
other than in exceptional circumstances, does not ad)ust for transactional gans and losses in operations which are generated by
movements in exchange rates As a result, the 2012 segmental results were translated using the 2011 rates of exchange The 2011 figures
are also stated at the 2011 rates of exchange

The analyses of revenue for the 12 months to 31 December 2012 and 31 December 2011, based on location of sales, are as follows

2012 201

Revenue Revenue

Constant Translation Current
rates exchange rates Revenue
im £m £m im
Asia-Pactfic 4,224 (10) 4,214 4,251
Americas 3,742 (282) 3,460 3,558
Western Europe 3,682 {240) 3,442 3,600
EEMEA 4,351 {(277) 4,074 3,990
Revenue 15,999 (809) 15,190 15,399

The analyses of profil from operabiens and the Group’s share of the post-tax results of associates and joint ventures, reconaled to profit

before taxation, are as follows

2012 20N
Adjusted* Adjusted*
segment segment Segment
result result result Adjusted*
Constant  Translation Current Ad]justing Current Segment Adjusting Segment
rates exchange rates items rates Result items result
£m £m £m £m £m £m im im
Asia-Pacific 1,653 13 1,666 {80) 1,586 1,339 (58) 1,481
Americas 1,544 (129) 1,415 {64) 1,351 1,441 Qas) 1,426
Western Europe 1,262 (76) 1,186 (99) 1,087 1,228 (153) 1,075
EEMEA 1,511 97 1,414 (26) 1,388 1,31 (298) 1,013
5,970 (289) 5,681 {269) 5412 5,519 (524) 4,995
Fox River** - - (274) (274)
Profit from operations 5,970 (289) 5,681 (269) 5,412 5,519 (798) 4.7
Net finance costs (456) (460)
Asia-Pacific 277 (32) 245 20 265 225 28 253
Amencas 445 ] 450 (25) 425 432 Qa7 415
EEMEA 2 - 2 - 2 2 - 2
Share of post-tax results of
associates and joint ventures 724 27) 697 (5 692 659 1 670
Profit before taxation 5,648 4,931

* The adjustments to profit from operations and the Group's share of the post-tax resuits of asspciates and joint ventures are explaned in notes 3¢e) to 3¢h) and in

note S, respectively

= The Fox River provision made in 2011 {see note 3(h) and nete 30) has not been allocated to a segment or segments as 1t relates to a 1998 setilement agreement. [t
15 presented separately from the segmental reporting which s used to evaluate segment performance and to allocate resources
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Adjusted profit from operations at constant rates of £5,970 mithon (2011 £5,519 milhon) excludes certain depreciation, amortisation and

impairment charges as explained in notes 3(b) and 3(e) to 3(g) These are excluded from segmental prolit from operations at constant rates

as follows
2012 2011
Adjusted Adjusted Depreciation,
deprecation depreciation amortisation Adjusted Depreciation,
and and and deprecation amortisalion
amaortisation Translation  amortisation Adjusting  impalrment and Adjusting and
Constant rates exchange  Current rates items  Current rates amortisation Items impairment
£m £m £m £m £m £m £m £m
Asia-Pacific 90 (1) 89 22 111 106 31 137
Americas 112 (8) 104 25 129 127 5 132
Western Europe 28 (6) 92 34 126 103 55 158
EEMEA 106 (5) 101 8 109 m 279 390
406 (20) 386 89 475 447 370 817

External revenue and non-current assets other than financial instruments, deferred tax assets and retirement benefit assets are analysed

between the UK and all foreign countnes at current rates of exchange as follows

United Xingdom All foreign countnes Group

2012 20m 2012 2011 2012 2011

Revenue 1s based on location of sale £m £m £m £m £m £m
External revenue 139 124 15,05 15,275 15,190 15,399
United ¥sngdom All foreign countries Croup

2012 2011 2012 20N 2012 201

£m £m £m £m £m £m

Intangible assets 306 173 11,404 11,819 11,710 11,992
Property, plant and equipment 375 188 2,826 2,859 3,201 3,047
Investments in associates and joint ventures - - 2,330 2,613 2,330 2,613

Included in the extemal revenue from foreign countres 1s £1,607 million (2011 £1,732 million) attnbutable to Braztl, being the only
subsicdiary contnbuting more than 109 of the Group’s external revenue in 2012 and 2011 The main acquisitions compnsing the goodwill
balance of £10,793 mithon (2011 £11,120 million} in intangible assets are provided in note 9 Included in investments In asscciates and
Jjont ventures are amounts of £1,496 million {2011 £1,831 million) attnbutable to the investment in Reynolds Amencan inc and £793
million (2011 £735 mullion) attnbutable to the mvestment in ITC Ltd Further information can be found in note 11
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3 Profit from operations
(a) Employee benefit costs

2012 20m
£m £m
Wages and salaries 1,907 2,059
Social secunty costs 257 247
Other pension and retirement benefit costs (note 12) 131 98
Share-based payments — equity-settled (note 27) 73 76
Share-based payments — cash-settled {note 27) 18 21
2,386 2,500

{b) Depreciation, amortisation and impairment costs
2012 20Mm
£m £m
Intangibles — amortisation of trademarks and similar intangibles (note 3(f) 63 58
— amortisation of other intangibles 53 92
— imparrment — 273
Property, plant and equipment — depreciation 347 366
— impatrment 12 28
475 817

Impairment of intangibles 1s explained in note 3(g} Impairment in respect of certain other intangibles and property, plant and equipment is

shown as part of restructuring costs (see note 3(e))

{c) Other operating income

This represents operating income ansing from the Group’s activities which falls outside the definiion of revenue and includes gains as a

result of property disposals, service fees and other shared costs charged to third parties, manufacturing fees and trademark income
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(d) Other operating expenses include

2012 20N
£m £m
Research and development expenses (excluding employee benefit costs and depreciation) 93 81
Exchange differences 50 38
Rent of plant and equipment (operating leases)
— mimmum lease payments M 42
Rent of property (operating leases)
- minimum lease payments 74 85
— sublease payments 1 2
Fees payable for audit services pursuant to legisfation
- fees payable to PnicewaterhouseCoopers LLP for parent company and Group audit 18 17
—fees payable to other PricewaterhouseCoopers firms and associates for local statutory and Group
reporting audits 77 80
Audit fees payable to PncewaterhouseCoopers firms and associates 95 97
Audit fees payable to other firms 05 04
Total audit fees payable 100 101
Fees payable to PricewaterhouseCoopers firms and associates for other services
— audit-related assurance services 10 02
— other assurance services 02 -
— tax adwvisory services 25 38
— tax compliance 09 13
— other non-audit services 05 06
51 59

The total fees payable to PncewaterhouseCoopers firms and associates Included above are £14 6 milhen (2011 £15 6 millon)
Total research and development costs including employee benefit costs and depreciation were £171 milion (2011 £166 mulhion)
In 2011, other operating expenses also include the Fox River provision which was made in that year and is explained in note 30

{e) Restructuring and integration costs

Restructunng costs reflect the costs incurred as a result of Iniiatives to improve the effectiveness and the efficiency of the Group as a
globally integrated enterpnse, including the relevant operating costs of implementing the new operaung model The new operating model
includes revised organisation struclures, standardised processes and shared back office services underpinned by a global single instance of
SAP The new orgamisation structures and processes are currently being implemented and the deployment of the new SAP system started in
the third quarter of 2012 and will take around four years to fully roll out. Other inibatives include a review of the Group's manufactunng
operations, supply chain, overheads and indirect costs The costs of these imtiatives together with the casts of integrating acquired
businesses into existing eperations, ncluding acquisition costs, are included in profit from operations under the following headings

2012 2011

£m £m

Employee benefit costs o6 100

Depreciation and imparrment costs 26 39

Other operating expenses 100 72
Other operating income (16) (8)

206 193
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3 Profit from operations (continued)

Restructunng and integration costs in 2012 prncrpally relate to the implementation of the new operating model, the continuation of the
factory closure and downsizing activities in Australia and the restructunng m Argentina The costs also cover the social plan and other
activiies relating to the Bremen factory closure in Germany, the integration of Productora Tabacalera de Colombia, S AS (Protabaco) mto
existing operations, as well as the wnte-off of non-compliant proeducts and matenals related to the implementation of plain packaging in
Austraha Inaddition, they also include separation packages in respect of permanent headcount reductions and permanent employee
benefit reductions in the Group

Restructunng and integration costs in 2011 pnncipally related to factory closure and downsizing activities in Denmark and Austraha
respectively, a voluntary separation scheme and closure of the printing unit in Argentina, the closure of the Jawornik factory in Poland, the
Tire factory in Turkey and the Lecce factory in ltaly The costs also cover the social plan and other closure actmvties relating to the Bremen
factory closure in Germany and the integration of Productora Tabacalera de Colomina, SA S (Protabaco) into existing operations, including
acquisition costs, as well as other restructuning initiatives directly related to improving the effictency and effectiveness of the Group as a
globally integrated enterprise In addition, they ako nclude separation packages in respect of permanent headcount reductions and
permanent employee benefit reductions in the Group

Other operating income in 2012 includes gains from the sale of land and builldings in the UK and South Afnca and the release of deferred
income from a disposalin 2007 In 2011, other operating income also includes gains from sale of surplus land and buildings in Argentina
and the release of deferred income from a disposal in 2007

(F) Amortisation of trademarks and similar intangibles

The acquisitions of Protabaco, Bentoel, Tekel, ST and CN Creative Limited (see note 26{a}) resulted in the capitalisation of trademarks and
similar intangibles which are amortised over their expected useful lives, which do not exceed 20 years The amartisation charge of £63
milion (2011 £58 million) s included i depreciation, amortisation and impairment costs in profit from operations

(g) Goodwill impairment

In 2011, the Group impatred the remaining balance of the goodwill in respect of the Tekel acquisiuon in 2008, amounting to £273 million
Although cost saving initiatives in the acquisihion plan have been delivered successfully, the impairment charge arose as a result of further
Increases In excise announced by the Turkish government effective from October 2011 and an additional increase effective from January
2013 The excise increases to date have resulted in the growth of it trade and a loss of volumes and market share Turkey remans an
important strategic market for the Group The basis for determining the recoverable amounts of goodwill 1s explained in note 9

(h) Fox Rwver
In 2011, a prowsion of £274 million was made for a potential claim under a 1998 settlement agreement entered into by a Group subsichary
in respect of the clean up of sediment in the lower Fox River This is explained in more detall in note 30
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4 Net finance costs

. 2092 2011
£m £m

Finance costs

— Interest payable

— bank borrowings 83 82

—finance leases 1 1

—facility fees 10 8

— other 486 476

580 567

— fair value changes on dervative finanoal instruments N 12
— exchange differences on financial labiities {4) 2)

505 577

Fsnance Income
—interest and dividend income

—gans In respect of available-for-safe investments {m ()
- dividend income in respect of available-for-sale investments (2) (2}
— other interest income (81) (79)
(84) (82}
— exchange differences on financial assets 35 (35)
(49) 117)

Net finance costs 456 460

The Group manages foreign exchange gains and losses and fair value changes on a net basis, as shown below The derivatives that
generate the farr value changes are detailed in note 16

Fair value changes

- cash flow hedges transferred from equity 35 9
— fair value hedging instruments — exchange related movements 3 4
— fair value hedging instruments — net interest Income (66) (62)
—fair value hedging instruments — interest related movements (see note (1)) (29) (51}
— fair value changes on hedged items — interest related movements (see note (1)) 31 39
— instruments held-for-trading (see rnote (1)} (45) 73

1) 12
Finance costs — exchange differences on financial habilites (4) (2}
Finance income — exchange differences on financial assets 35 (35)

(40) (25)
Notes

{i} Hedge ineffectiveness in respect of farr value hedges 1s a £2 millon loss (2011 £12 million gain) being the difference between the two items above

{n}IFRS requires denvatives which do not meet the tasts for hedge accounting under WAS 39 to be classified as instruments held for-trading with fair value changes
included 1n the income statement These denvatves principally consist of other denvatives shown in note 16(d) and farward foreign currency contracts which have
not been designated as hedges due to their fair value changes offsetting with other components of net finance costs relaung to financial assets and habilitres

Other interest payable includes interest on the bonds and notes detaled tn note 21 Facility fees pnncipally relate to the Group’s central
undrawn banking facilities of £2 bilhon and US$150 millien and the Group's €450 mullion term loan facility which was repard dunng 2012
(2011 £2 billion and the Group’s €450 million term loan tacility)

Exchange differences n respect of hedged items subject to fair value hedges and cash flow hedges were a gan of £3 million (2011 £4
milhon gain} and a gain of £28 million (2011 £9 million gain) respectively and are included in ‘Finance costs — exchange differences’ in the
table above
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5 Associates and joint ventures

2012 2011
Group’s Group’s
Total share Total share
£m £m £m £m
Gross turnover (including duty, excise and other taxes) 12,733 4,798 12,841 4,864
Duty, excise and other taxes (3,927) {1,488) (4,053) (1,541)
Revenue 8,806 3,310 8,788 3,323
Profit from operations 2,980 1,113 2,861 1,066
Net finance costs (160) (66) (149) (62)
Profit on ordinary activities before taxation 2,820 1,047 2,712 1,004
Taxation on ordinary activities (936) (352) (881) (331)
Profit on ordinary activities after taxation 1,884 695 1,831 673
Attnbutable to
Owners of parent company 692 670
Non-controlling interests 3 3
695 673
Analysed as
— ad]usted share of post-tax results of asscaates and joint ventures 697 659
—1ssue of shares and change in shareholding 66 20 el 28
- smoking cessation programme - - (55 23
—gain on disposal of business - - 51 22
— restructuring and integration costs (57) (24) (9) (4
— change in post-retirement obligations 58 24 - -
—other (59) (25) (28) 12)
692 670
Dividends
- listed investments 476 479
— unlisted investments 1 7
487 486

The share of post-tax results of associates and joint ventures s after the following adjusting items which are excluded from the calculation of
adjusted earnings per share as set out in note 7

In 2012, the Group’s interest in ITC decreased from 31 049% to 30 729 as a result of ITC 1ssuing ordinary shares under the company’s
employee stock option scheme The issue of shares and change in the Group's share of [TC resulted i a gain of £20 mulhon, which s
treated as a deemed partial disposal and included in the income statement

Dunng the year, Reynolds Amencan recogrised restructunng charges of US3142 million in respect of its overall actvities The Group’s share
of these charges 1s £24 million (net of tax)

In addition, Reynolds Amencan amended a post-retirement medical plan that resufted in a gain of U3$157 million and the Group’s share of
this gain 15 £24 million (net of tax)

Reynolds American has also recogmsed amounts which have been combined in the table of adjusting items and reported in other These
mainly consist of a charge of US$37 million in respect of a number of Engle progeny lawsuits, the Group's share of these costs is £6 milhon {net
of tax) and trademark amortisabion and impairment of US386 million, the Group's share of these charges amounts to £16 million {net of tax)
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5 Associates and joint ventures (continued)

In 2011, the Group's interest in ITC decreased from 31 439 to 31 049 as a result of ITC issuing ordinary shares under the company’s
employee stock option scheme This resulted in a gain of £28 million, which was treated as a deemed partial disposal and included in the
Income statement

Dunng 2011, Reynolds Amencan, along with other tobacco companies, was refused by the US Supreme Court a request to revoke a 2009
order requinng them to finance a US$278 milhon smoking cessation programme in Lowsiana (Scott case) The Group's share of this charge
amounted to £23 milion (net of tax)

In March 2011, Reynolds Amencan sold Lane Limited for US3205 million in cash The Group’s share of the gain on the disposal of this
business amounted to £22 million (net of tax)

In addition, during 2011, Reynolds Amencan recogrised restructunng charges of US$23 million and the Group's share of these charges
amounted to £4 million (net of tax)

In the year ended 31 December 2011, Reynolds American recognised amounts which have been combined in the table of adjusting items
and reported in other These mainly consist of a charge of US$64 million in respect of four Engle progeny lawsuits that have proceeded
through the appellate process in the state of Flonda, the Group’s share of this charge amounted to £10 millkon (net of tax), trademark
amortisation and impairment of US3$47 million, the Group’s share of these charges amounted to £8 million (net of tax} and U5316 milhon
and US3$11 mullion of tax credits and interest, respectively, the Group's share of these credits amounted to £6 million {net of tax)

6 Taxation on ordinary activities
(2) Summary of taxation on ordinary activities

2012 2011
£m £m
UK corporation tax - -
Compnsing
-~ current year tax expense 13 14
~ double taxation relief (13) (14)
QOverseas tax 1,538 1,470
Compnsing
= current year tax expense 1,556 1,449
— adjustments in respect of prior pericds (18) 21
Total current tax 1,538 1,470
Deferred tax (12) 86
Compnsing
— deferred tax relating to ongination and reversal of temporary differences (12) 84
- deferred tax relating to changes in tax rates - 2
1,526 1,556

(b} Franked Investment Income Group Litigation Order

British Amencan Tobacco is the pnnaipal test claimant in an action in the United Kingdom against HM Revenue and Customs i the Franked
Investment Income Group Lirgation Order (FIl GLO) There are 25 corporate groups in the FIl GLO The case concerns the treatment for UK
corporate tax purposes of profits earned overseas and distnbuted to the UK The claim was filed in 2003 and the case was heard in the
European Court of justice (ECJ) in 2005 and a decision of the EC| recetved in December 2006 In July 2008, the case reverted to a tnaln the
UK High Court for the UK Court to determine how the pnnaiples of the EC| decision should be applied in a UK context

The High Court judgment in Naovember 2008 concluded, amongst many other things, that dvidends received from EU subsidianies should
have been exempt from UK taxation It also concluded that certain dividends received 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 income with the consequence that advance
corporation tax (ACT) need not have been paid Claims for the repayment of UK tax incurred where the dwvidends were from the EU were
allowed back to 1973 The tentative conclusion reached by the High Court would, if upheld, produce an estimated recewvable of about

£1 2 tillion for Brtish Amencan Tobacco
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6 Taxation on ordinary activities (continued)

The case was heard by the Court of Appeal 1n October 2009 and the judgment handed down on 23 February 2010 The Court of Appeal
determined that various questions, including which companies in the corporate tree can be included in a claim, should be referred back to
the EC] for further clanfication In addition, the Court determined that the claim should be restncted to six years and not cover claims dating
back to 1973 The 1ssue of tme imits was heard by the Supreme Court in February 2012 and in May 2012 the Supreme Court decided in
Bntish Amencan Tobacco Group's favour, that claims submitted before 8 September 2003 can go back to 1973 A heanng took place in
February 2012 at the EC] on the questions referred from the Court of Appeal

The EC) judgment of 13 November 2012 confirms that the UK treatment of EU dividends was discnminatory and produces the same
outcome for third country dividends from 1994 in certain circumstances The judgment also confirms that the claim can cover dvidends
from all indirect as well as direct EU subsidianes and also ACT paid by a supencr holding company

The case will now revert to the UK High Court to apply the EC| judgment and the date of the tnal 1s awaited
No potential receipt has been recognised in the current year or the prior year, in the results of the Group, due to the uncertainty of the
amounts and eventual outcome

(c) Factors affecting the taxation charge
The taxation charge differs from the standard 249 (2011 26%) rate of corporation tax in the UK The major causes of this difference are
hsted below

2012 0mn
£m % m %
Profit before tax 5,648 4,931
Less share of post-lax results of associates and joint ventures {692) (670)
4,956 4,261
Tax at 24% (2011 2696) on the above 1,189 240 1,108 26 0
Factors affecting the tax rate
Tax at standard rates other than UK corporation tax rate 129 26 80 18
Other national tax charges 76 15 67 16
Permanent differences 24 05 155 36
Overseas withholding taxes 172 35 143 34
Double taxation rehef on UK profits (13) (0 3) (14) (0 3)
Adjustments in respect of pnor periods (18) (03) 21 05
Net deferred tax credits at other tax rates (33) {c7) (4) (01)
1,526 308 1,556 36 5

In 2012, the merger of the Group’s Colombian companies led to a £11 miilion reduction in a deferred tax Lability that was set up on the
acquisition of Protabaco in 2011

Following the goodwill impairment in Turkey in 2011 as explained in note 3{g) and the uncertainty of future taxable profits, the Group
wrote off deferred tax assets of £43 mullion m 2011

The above have been treated as adjusting items in the adjusted earmngs per share calculation as set out in note 7

(d) Tax on items recognised directly in other comprehensive income

2012 20m

£m £m

Current tax (2) 15
Deferred tax 30 5
Credited to other comprehensive income 28 20

The tax relating to each component of other comprehensive income 1s disclosed in note 20
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7 Earnings per share

Basic earnings per share are based on profit for the year attnbutable to ordinary shareholders of £3,841 milhon (2011 £3,095 million) and
1,939 milhion (2011 1,970 million) ordinary shares of 25p each, being the weighted average number of shares in 1ssue durning the year
(excluding shares held as treasury shares)

For the calculation of diluted earnings per share, the weighted average number of shares in 1ssue 15 1ncreased to 1,949 milhon (2011 1,982
mithon) to reflect the potential dilutive effect of employee share schemes

2012 20Mm
Weighted Weighted
average average
number of Earnings number of Earnings
Earnings shares per share Earnings shares per share
£m m pence £m m pence
Basic earnings per share 3,841 1,939 1981 3,095 1,970 1571
Share options - 10 (10 - 12 (09)
Diluted earnings per share 3,841 1,949 197 1 3,095 1,982 156 2

Earnings have been affected by a number of adjusting items, which are descnbed in notes 3, 5 and 6 To llustrate the impact of these items,
an adjusted earnings per share calculation 15 shown below

Adjusted earnings per share calculation

Diluted Basic
2012 2011 2012 2011
Earmnings Earrings Earnings Earnings
Earnings  per share Earnings per share Earnings per share Earnings  per share
Notes £m pence £m pence £m pence £m pence
Unadjusted earnings per share 3,841 197 1 3,095 156 2 3,81 1981 3,095 1571
Effect of restructuring and
integration costs 3(e) 206 106 193 97 206 106 193 98
Tax and non-contrelling
interests on restructunng
and Integration costs (45) (z3) (45) (2 3) (45) (23) (45) (23)
Effect of goodwill impairment 3{g) - - 273 138 - - 273 139
Tax on goodwill impairment - - (10) (05) - - (10) (0 5)
Effect of deferred tax liability credit 6{c) {(11) {0 6) - - (1) (0 8) - -
tffect of deferred tax asset wntten off  6{c) - - 43 22 - - 43 22
Effect of amortisation of trademarks
and similar intangibles 3(H 63 32 58 29 63 33 58 29
Tax on amortisation of trademarks
and similar intangibles (15) (O 8) (13) 7 (15) (0 8) (13) 0N
Effect of Fox River 3h) - - 274 138 - - 274 139
Effect of associates’ adjusting items 5 5 03 {11) (05) 5 03 an (0 5)
Adjusted earnings per share 4,044 2075 3,857 1946 4,044 208 6 3,857 1958
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7 Earnings per share {(continued)

Headline earnings per share as required by the )SE Limited

The presentation of headline earnings per share, as an alternative measure of earnings per share, 15 mandated under the |SE Listing

Requirements It s calculated in accordance with Circular 3/201 2 ‘Headline Earmings’, as issued by the South Afnican Institute of Chartered
Accountants Circular 3/201 2 superceded Circular 3/2009 for penods ending on or after 31 July 2012 and requrres the comparative figures
to be restated The comparative head!line earmings per share for 2011, however, remains unchanged when calculated in accordance with

the new Circutar Headline earnings per share are calculated as shown below

Diluted Basic
2012 201 2012 20m
Earnings Earmungs Eamings Earnings
Earnings pershare Earmings pershare  Earnings pershare Earnings  per share
£m pence £m pence £im pence £m pence
Unadjusted earnings per share 3,841 1971 3,095 1562 3,841 1981 3,095 1571
Effect of impairment of intangibles, and property,
plant and equipment 12 06 301 152 2 06 301 153
Tax and non-controlling interests on iImpairment
of intangibles, and property, plant and equipment (4) oxn (15} {0 8) (4) (0 2) (15) (0 8)
Effect of gains on disposal of property, plant and
equipment and held-for-sale assets (15) (0 8) (15) (0 8) {15) (0 8) 15 (0 8)
Tax and non-controlling interests on disposal of
property, plant and equipment and held-for-sale assets - - 5 03 - - 5 03
Effect of gains reclassified from the available-for-
sale reserve (1) {01) (1) 11 1) [((* I B] M {01
Share of associates’ trademark and other asset
imparments net of tax 15 o8 7 04 15 08 7 04
Share of associates’ gains on disposal of assets
held-for-sale net of tax - — (26) (13} - - (26) {13
Issue of shares and change in shareholding in associate (20) (1 0) (28) {1 4) (20) (1 0) (28) (14)
Headline earnings per share 3,828 1964 3,323 167 7 3,828 1974 3,323 1687
An alternative measure of headline earnings per share
has been presented below to take account of the effect
of Fox River {note 3(h)), this measure 1s n addition to
that mandated by the |5E Listing Requirements
Headline eamings per share amended for Fox River 3,828 196 4 3,597 1815 3,828 1974 3,597 1826
8 Dividends and other appropniations
2012 2011
Pence Pence
per share £m  pershare £m
Ordinary shares
Intenim
2012 paid 26 September 2012 422 815 - -
2011 pad 28 September 2011 - - 381 738
Final
2011 paid 3 May 2012 884 1,723 - -
2010 paid 5 May 2011 - - 810 1,620
1306 2,538 1191 2,358

The Directors have recommended to shareholders a final dnadend of 92 7 pence per share for the year ended 31 December 2012 if
approved, this dvidend will be paid to shareholders on 8 May 2013 This dividend 1s subject to approval by shareholders at the Annual
General Meeting and therefore, In accordance with JAS 10, it has not been included as a liability in these financial statements The total
estimated dwidend to be paid 1s £1,78%2 million, which takes the total dwvidends declared in respect of 2012 to £2,604 milhon (2011 £2,461

million) representing 134 9 pence per share (2011 126 5 pence per share)
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Trademarks
and Assels in
Caomputer simiar  the course of
Geodwill software intangibles  development Total
£m £m £fm £m £m

1 January 2012
Cost 11,120 617 383 108 12,728
Accumulated amortisation and impairment - (478) (258) - (736)
Net book value at 1 January 2012 11,120 139 625 108 11,992
Differences on exchange (325) (2) {13) (2) (342)
Additions
—internal development - 1 - 116 117
— acquisition of subsidiaries (note 26) (2) - 40 - 33
- separately acquired - 10 5 5 20
Reallocations - 54 - (54) -
Amortisation charge - (52) (63) - (115)
31 December 2012
Cost 10,793 659 904 173 12,529
Accumulated amortisation and impairment - (509) (310) - (819)
Net book value at 31 December 2012 10,793 150 594 173 11,710
1 January 2011
Cost 11,656 551 802 83 13,092
Accumulated amortisation and impairment - M7) (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
= acquisition of subsidiaries (note 26} 134 - 121 - 255
— separately acquired - 16 6 - 22
Reallocations - 68 1 (69) -
Amortisation charge - (88} (58) - (146)
Imparrment (273) - - - (273)
31 December 2011
Cost 11,120 617 883 108 12,728
Accumulated amortisation and impairment - (478) (258) - (736)
Net book value at 31 December 2011 11,120 139 625 108 11,992

Included in computer software and assets in the course of development are internally developed assets with a carrying value of £296
milhion {2011 £203 milhien) The costs of internally developed assets include capitalised expenses of employees working full time on
software development projects, third party consultants, as well as software licence fees from third-party suppliers

Acquisitions of subsidianes in 2012 relates to the acquisition of CN Creative Limited and in 2011 relates to the acquisiuon of Protabaco

as explained in note 26

Included in the net book value of trademarks and simular iIntangibles are trademarks relating to the acquisition of ST £322 mullion
(2011 £367 million), Tekel £41 million (2011 £45 million), Bentoel £60 million {2011 £80 mullion) and Protabaco £112 million

(2011 £119 milhon) and intellectual property of £40 million related to the acquisition of CN Creative Limsted in 2012 (see note 26{a))
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9 Intangible assets (continued)

Impairment testing for intangible assets with indefinite lives including goodwaill

Goodwill of £10,793 million (2011 £11,120 milkion) 15 included in imtangible assets in the balance sheet of which the following are the
significant acquisiions Rothmans Group £4,796 million (2011 £4,947 million), Impenal Tobacco Canada £2,477 millon (2011 £2,533
rmithon), ETI (ltaly) £1,337 million (2011 £1,377 million) and ST (panapally Scandinavia) £1,004 million (2011 £1,038 miflion) The prncipal
allocations of goodwill in the Rothmans’ acquisition are to the cash-generating units of Eastern Europe, Western Furope and South Afnca, with
the remainder mainly relating to operations in the domestic and export markets in the United Kingdom and operations in Asia-Pacific

In 2012 goodwill was allocated for impairment testing purposes to 14 indmdual cash-generating units (2011 15 indvidual cash-
generating umits)— five In Asia-Pacific, five in the Americas, two in Western Europe and two in EEMEA In 2011, the goodwill in respect
of Turkey was allocated for imparment testing purposes to a third cash-generating unit in EEMEA but was fully impaired dunng that
year {see note 3(g))

The carrying amounts of goodwilt allocated to the cash-generating units of Canada £2,477 million {2011 £2,533 million), Western Europe
{includes Rothmans and other acquisitions) £3,539 million (2011 £3,646 million), Eastern Europe (includes Rothmans and other
acquisitions} £889 mullion (2011 £914 mullicn), South Afnca £803 million (2011 £883 million), Australia (includes Rothmans and other
acquisions) £856 million (2011 £884 million), Singapore £538 million (2011 £530 million) and Malaysia £474 million (2011 £478
million) are considered significant in companson with the total camying amount of gocdwill

The recoverable amount of all cash-generating units has been determined on a value-in-use basis The key assumptions for the recoverable
amount of all units are the jong-term growth rate and the discount rate The long-term growth rate used 1s purely for the imparrment
tesuing of goodwill under IAS 36 Impairment of Assets and does not reflect iong-term planning assumptions used by the Group for
investment proposals or for any other assessments The discount rate is based on the Group’s weighted average cost of capital, taking into
account the cost of capital and borrowings, to which specific market-related premium adjustments are made These adjustments are
denved from external sources and are based on the spread between bonds {or credit default swaps, or similar indicators) 1ssued by the US
or comparable governments and by the local government, adjusted for the Group’s own credit market nsk For ease of use and consistency
in application, these results are penodically calibrated inlo bands based on internationally recognised credit ratings These assumptions
have been appled to the indvidual cash flows of each unit as compiled by local management in the different markets

The valuations use cash flows based on detailed financial budgets prepared by management covenng a one-year penod, with growth

tn year 2 of 6% Cash flows for the years 3 to 10 are extrapolated from year 2 cash flows at 5% per annum, including 2% inflation,
whereafter a total growth rate of 2% per annum (including 29 inflation) has been assumed The extrapolated growth rates are considered
conservative given the Group’s history of profit and cash growth, its well balanced portfolio of brands and the industry in which 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 recent acquisitians or start-up ventures, the valuation 1s expanded to reflect the
medium-term plan of management, spanning five years or beyond

Pre-tax discount rates of between 7 2% and 13 9% (2011 7 2% to 18 09%6) were used, based on the Group's weighted average cost of
capital, together with any premium applhicable for econormic and political nsks

The pre-tax discount rates used for the cash-generating units which are significant in companson with the total carrying amount of goodwall
are 8 6% for Canada (2011 8 8%), 9 3% for Western Europe (2011 8 69%), 8 9% for Eastern Europe (2011 10 09%), 9 3% for South Afnca
(2011 10 8%), 8 69 for Australia (2011 8 6%), 7 29 for Singapore (2011 7 29%) and 8 7% for Malaysia (2011 9 3%)

If discounted cash flows for cash-generating urits should fall by 1096, or the discount rate was increased at a post-tax rate of 1%, there
would be no impairment
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Assets in the

Freehold Leasehold Plant and course of
property property equipment  construction Total
£m £m £m £m £m

1 January 2012
Cost 1,069 256 4,588 380 6,293
Accumulated depreciation and impairment (433) {116) (2,697) — (3,246)
Net book value at 1 january 2012 636 140 1,891 380 3,047
Differences on exchange {25) - (64) (15) (104)
Additions
— separately acquired 201 3 106 361 671
Reallocations 22 5 216 (243) -
Deprecration (25) (10} (304) - (339}
Impairment M - {12) - (13)
Disposals (3) - (27) - (30)
Net reclassifications as held-for-sale (29) - (¢3)] - (31)
31 December 2012
Cost 1,138 261 4,453 483 6,335
Accumulated depreciation and impairment (362) {123) {2,649) - (3,134)
Net book value at 31 December 2012 776 138 1,804 483 3,201
1 January 2011
Cost 1,144 250 4,820 369 6,583
Accumulated depreciation and impairment (467) (109) {2,890) — (3,466)
Net book value at 1 January 2011 677 141 1,230 369 3,117
Differences on exchange (35) (5) (120) (23) (183)
Additions
- separately acquired 16 6 132 348 502
—acquisition of subsidiaries (note 26 (b)) 22 — 32 - 54
Reailocations 16 1 287 (314) -
Depreciation (26) (12) (316) - (354)
Impairment (8) - {(19) - (27)
Disposals (8) a) (32) - (41)
Net reclassifications as held-for-sale (18) - (3) - (21)
31 December 2011
Cost 1,069 256 4,588 380 6,293
Accumulated depreciation and impairment (433) (116) (2,697) - (3,246)
Net book value at 31 December 2011 636 140 1,891 380 3,047
Assets held under finance leases
31 December 2012
Cost 18 18
Accumulated depreciation and impairment (15) (15)
Net book value at 31 December 2012 3 3
31 December 2011
Cost 35 35
Accumulated depreciation and impairment (28) (28)
Net book value at 31 December 2011 7 7
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10 Property, plant and equipment (continued)

The Group's finance lease arrangements relate pnncipally to the lease of vehicles by the Group’s Chilean subsidiary Assets held under

finance leases are secured under finance Jease obligations included 1n note 21

20712 2011
£m £m
Cost of freehold land within freehold property on which no depreciation is provided 226 84
Leasehold property comprises
— net book value of long leasehold 105 106
- net book value of short leasehold 33 34
138 140
Contracts placed for future expenditure 38 1
Bank borrowings are secured by property, plant and equipment to the value of £ml (2011 £6 mullion)
11 Investments in associates and joint ventures
2012 2011
£m £m
1 January 2,613 2,666
Differences on exchange (145) {109)
Differences on exchange reclassified and reported tn share of profit after taxatton - (4)
Share of profit after taxation (note 5) 692 670
Dividends {note 5) (487) (486)
Actuanal losses relating to pensions and other post-retirement benefits (note 20) (55) (67)
Share buy-backs {note 25) (262) 1)
Other equity movements (26) 14
31 December 2,330 2,613
Non-current assets 3,815 4,119
Current assets 1,957 1,705
Non-current habilities (2,090) (1,656)
Current labilities (1,352) (1,555)
2,330 2,613
Reynolds American Inc {Group’s share of market value £5,925 million (2011 £6,456 mitlion)) 1,496 1,831
ITC Ltd (Group’s share of market value £7,771 milhon (2011 £5,886 million)) 793 735
Other listed associates (Group's share of market value £109 million (2011 £65 million)) 13 12
Unlisted 28 35
2,330 2,613

The Group’s share of non-current assets above include £1,437 million (2011 £1,503 mullion) of goodwill and £46% mulion (2011 £493
mithon) of trademarks ansing from the Reynclds Amencan transaction in 2004 In addition, the non-current assets above include £640
muthon (2011 £669 mullion) of goodwill and £296 million (2011 £310 mullion) of trademarks ansing from the acquisition of Conwood by
Reynolds Amencan in 2006 In 2011, as a result of the disposal of the Lane business, £17 million of goodwill ansing from the Reynolds

transaction in 2004 was accounted for as part of the gain on disposal reported in the income statement

Detalls of the Group’s contingent habihiies are set out in note 30 In addition to US hiigation mvelving Group companies, which is covered
by the R} Reynolds Tobacco Company (R[RT) ndemnity referred to i note 30, Reynolds Amencan Inc (RAI) group companies are named
in Iitigation which does notinvolve Group companies While it 1s impossible to be certain of the outcome of any particular case or of the
amount of any possible adverse verdict, it 1s not impossible that the results of operations or cash flows of RAI, in particular quarterly or
annual penods, could be matenally affected by this and by the final outcome of any particular litigation However, having reqard to the
contingent hability disclosures on litigation made by RALn its pubhic financial reports, the Directors are satisfied with the carrying value

included above for RAI
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11 Investments in associates and joint ventures {continued)
The Group’s share of the RAI results for the year to 31 December 2012 includes £41 million {2011 £42 million) in respect of external legal
fees and other external product labilty defence costs

Additional information on associates is provided in the principal assocrate undertaking sections to the Annual Report

12 Retirement benefit schemes

The Group’s subsidiary undertakings operate around 180 retiremnent benefit arrangements warldwide These arrangements have been
developed in accordance with local practices in the countries concerned The majonty of scheme members belong to defined benefit
schemes, most of which are funded externally and many of which are closed to new entrants The Group also operates a number of defined
contnbution schemes

The habilites ansing i the defined benefit schemes are determined 1n accordance with the advice of independent, professionally qualified
actuanies, using the projected unit crechit method All schemes are formally valued at least every three years

The pnncipal pension schemes are in the UK, Germany, Canada, the Netherlands and Switzerland Together these schemes account for
over 859 of the total obligations of the Group’s defined benefit schemes

fn addition, the Group operates significant schemes in Canada which provide employees with certain cther retirement benefits, such as
healthcare The habilities in respect of these benefits are also assessed by qualified independent actuanes, applying the projected unit
credit method

The amounts recognised in the balance sheet are determined as follows

fension schemes Healthcare schemes Total

2012 201 2012 2011 2012 201

£m £fm £m £m £m £m
Present value of funded scheme habilities (6,196) (5,652) (21) (23) (6,217) (5,675)
Fair vatue of funded scheme assets 5,547 5,184 16 16 5,563 5,200
(649) {468} (5) (7 {654) (475)
Mirimum funding obhgations - (2) - - - (2)
Unrecogmsed funded scheme surpluses {(15) (75) - - {15) (75)
(664) (545) (5) N {669) (552)
Present value of unfunded scheme habilities (224) (197} (154) (149) {378) (346)
(888) (742) (159) (1586) (1,047) (898)

The above net llability 1s recogrised in the balance sheet as follows

- retirement benefit scheme habilities (993) {847) (159) (156) (1152) (1,003)
— retirement benefit scheme assets 105 105 - - 105 105
(888) (742) (159) (156) (1,047) (898)

The total accumulated net actuanal losses taken through other comprehensive income at 31 December 2012 were £1,570 milfion (2011
£1,155 million) for subsidiaries, and £472 milhon (2011 £417 million) net of tax for associates and joint ventures

In Jamaica, the pension schemes hold shares in Carreras Group Ltd (a Group subsidiary} with a fair value of £3 million (2011 £6 mibion)
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12 Retirement benefit schemes {continued)
The amounts recognised in the income staternent are as follows

Pension schermes Heaithcare schemes Total
2012 2011 2012 2011 2012 2011
£fm £m £m £m £m £m
Defined benefit schemes
— current service cost 80 71 2 1 82 72
—interest cost 271 285 8 1 279 296
— expected return on scheme assets (283) (316) (1) (2) (284) (318)
— past service cost 13 9 - - 13 9
— settlements and curtalments 2 3) - - 2 {3)
83 46 9 10 92 56
Defined contnibution schemes 39 42 - - 9 42
Total amount recogrised in the iIncome
statement (note 3(a)) 122 88 9 10 3 98

The above charges are recognised within employee benefit costs in 2012 and 2011 in note 3(a) and include a charge of £14 million in 2012
(2011 £7 milhon charge) in respect of pension costs reported as part of the restructunng costs charged i arnving at profit from operations
(see note 3(e))

The movements in scheme habilities are as follows

Pension schemes Healthcare schemes Total
2012 20 2012 2011 2012 201
£m £m £m £m £m £m
Present value at 1 January 5,849 5,512 172 190 6,021 5,702
Differences on exchange (120) (89) (5) (7} {(125) {96}
Current service Cost 81 72 1 1 82 73
Interest cost 268 281 8 10 276 29
Past service costs — vested 13 8 - - 13 8
Contrnbutions by scheme members 3 3 - - 3 3
Benefits paid {339) {336) (8) 4] (347) {345)
Settlements and curtailments {(3) (5) - - (3) (5}
Acquisition of subsidiaries - 1 - - - 1
Actuanal {osses/(gains) 668 402 7 (13) 675 389
Present value at 31 December 6,420 5,849 175 172 6,595 6,021
Funded schemes 6,196 5,652 21 23 6,217 5,675
Unfunded schemes 224 197 154 149 378 346
6,420 5,849 175 172 6,595 6,021

The actuanal fosses and gains in 2012 principally relate to changes in assurnptions regarding discount rates The actuanal fosses and gains
in 2011 pnnapally relate to changes in assumptions regarding discount rates and mortality
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12 Retirement benefit schemes (continued)
The movements in funded scheme assets are as follows

Pension schemes Healthcare schemes Total

2012 2011 2012 2011 2012 201

£m £m £m Em £m £m

Fair value of scheme assets at 1 January 5,184 5114 16 20 5,200 5,134
Differences on exchange {121) {90) - (5) (121) 95
Expected return on scheme assets 279 3N 1 280 313
Company contnbutions net of rembursements 270 242 6 7 276 249
Contnbutions by scheme members 5 5 - - 5 5
Benefits paid (326) (323) (7) (8) (333) (331)
Settlements (4) (2) - - (4) (2)
Actuarnal gains/(losses) 260 73 - - 260 (73)
Fair value of scheme assets at 31 December 5,547 5184 16 16 5,563 5,200

The actuanal gains and losses in both years principally relate to movements in the market value of scheme assets

Contnbutions to defined benefit schemes are deterrrined after consultation with the respective trustees and actuanes of the ndividual
externally funded schemes and taking into account regulatory requirements Contributions in 2013 are expected to be £318 million for

pension schemes and £8 million for healthcare schemes, compared to £296 million and £6 million, respectively, n 2012 Company

contnbutions for 2012 in the table above are shown net of a reimbursement of £26 million from a Jamaican pensian scheme in the course

of being wound up Coempany contributions to pension schernes inctude £190 million (201} £140 milion) over and above normal

contnbutions in respect of a funding shortfall relating to the main UK pension scheme

Penston schemes Healthcare schemes Total
2012 2011 2012 201 2012 2011
im £m £m £m £m £m
Actual return on scheme assets 539 238 1 2 540 240
The movements in the unrecognised funded scheme surpluses are as follows
Pension schemes Healthcare schemes Total
2012 201 2012 201 2012 2011
£m £m £m £m £m £m
Unrecognised funded scheme surpluses at 1 January (75) {51) - - (75) (51)
Differences on exchange 8 1 - - 8 1
Movement in year 52 (25) - - 52 (25)
Unrecognised funded scheme surpluses at 31
December (15) {75) - - {15) (75)
The movement in minimum funding obligations are as fallows
Pension schemes Healthcare schemes Total
2012 201 2012 20m 2012 2011
£m £m £m £m £m £m
Minimum funding obligations at 1 January (2) (29) - - (2) 29)
Movement in year 2 27 - - 2 27
Minimum funding obligations at 31 December - (2) - - - (2)

Movements in unrecognised scheme surpluses and mimimum funding obligations are recogmised in other comprehensive income
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12 Retirement benefit schemes (continued)

The pnnapal actuanal assumptions (weighted to reflect Indmidual scheme differences) used in the following pnncipal countnes are
as follows

UK Germany Canada HNetherlands Switzerand

% % % % %
31 December 2012
Rate of increase in salanes 44 25 33 27 15
Rate of increase in pensions in payment 29 20 Nil 15 Nil
Rate of increase in deferred pensions 24 Nil Nil 15 -
Discount rate 41 32 35 41 20
General inflation 29 20 23 15 Nl

For healthcare inflatron 1n Canada, the assumption 1s 8 09 reducing to 5 0% by 2018 For the remaining pension schemes, typical
assumptions are that real salary increases will be from 0 5% to 3 6% per annum and discount rates will be from 096 to 4 1% above
inflaton Pension increases, where allowed for, are generally assumed to be in ine with inflation

UK Germany Canada  Netherlands Switzerland

9% % S0 9% %
31 December 2011
Rate of increase in salaries 45 25 35 31 15
Rate of Increase in pensions in payment 30 17 Nil 15 Nil
Rate of increase in deferred pensions 25 Nil Nil 15 -
Discount rate 47 50 40 47 30
General inflation 30 17 25 15 Ml

For healthcare inflahion in Canada, the assumption i1s 8 5% reducing to 5 096 by 2018 For the remaining pension schemes, typical
assumptions were that real salary increases would be from 0% to 4 59 per annum and discount rates would be from 0% to 5 25%
above inflation Pension increases, where allowed for, were generally assumed to be in line with inflation

Discount rates in both years are determined by reference to normal yields on high quality corporate bonds at the balance sheet date For
countnes where there 1s not a deep market m such corporate bonds, the yield on government bonds is used

Mortality assumptions are subject to regular review In Canada, Germany and the UK the same tables were used for both years In Canada
LIP94 tables, n Germany Heubeck tables 2005G and in the UK the STNA (year of birth) table with the Continuous Mortality Investigation
(2009} model with a 1 5% long-term improvement rate, have been used In Switzerland LPP 2010 tables (2011 EVK 2000) and in the
Netherfands AG Prognosetafe| 2012-2062 tables (2011 AG Prognosetafel 2010-2060) have been used

Based on the above, the weighted average life expectancy, i years, for mortality tables used to determine benefit obligations s as follows

UK Germany Canada Netherlands Switzerfand

Male Female Male Female Male Female Male Female Male Female

31 December 2012

Member age 65 {current life expectancy) 227 249 186 227 197 221 203 248 197 220
Member age 45 (lIife expectancy at age 65) 249 273 213 253 212 229 222 250 222 245
31 December 2011

Member age 65 {current life expectancy) 225 247 185 226 197 221 199 246 189 214
Member age 45 (hfe expectancy at age 65) 247 2721 212 251 212 229 213 248 217 239
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12 Retirement benefit schemes (continued)

The expected rates of return on scheme assets in the following principal countnes are as follows

UK Germany Canada Netherlands  Switzerland

% % % % %
31 December 2012
Equities 60 80 85 70 51
Bonds 36 50 38 i 135
Property - 55 - 57 44
Other assets 60 - Nil 40 47
For the remamning pension schemes, expected leng-term real rates of return range from 0% to 9%

UK Cermany Canada  Netherlands  Switzedand

9% % % % %
31 December 2071
Equities 60 80 90 72 65
Bonds 38 50 40 37 24
Property - 55 - 56 54
Other assets 690 - N1 40 52

For the remaining pension schemes, expected long-term real rates of return ranged from 0% to 11%

Expected rates of return are determined taking into account the current level of expected returns on nsk-free investments, the historical level
of nsk premium associated with other invested assets, and the expectations for future retums on such assets

The mayor categones of assets as a percentage of the total fair value of scheme assets are as follows

UK GCermany Canada  HNetherlands  Switzerland Others Total
% % % % % % %
31 December 2012
Equities 44 3 281 415 27 5 37 247 368
Bonds 49 5 282 520 635 41 4 596 49 5
Property - 437 - 23 17 9 15 71
Other assets 62 - 65 67 90 14 2 66
31 December 2011
Equities 44 8 275 405 262 299 241 361
Bonds 509 290 533 646 44 2 562 501
Property - 435 - 45 183 17 76
Other assets 43 - 62 47 76 180 62

The categones of equities and bonds predominately represent assets which are quoted in an active market Property assets include
investrnent properties, direct Investments in property investment companies and real estate trusts, as well as indirect investments in real
estate funds, with the majonty of these investments by value quoted in an active market Other assets nclude cash and other deposits,

recoverable taxes, reinsurance contracts and hedge funds
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12 Retirement benefit schemes (continued)

Valuation of post-retirement schemes involves judgments about uncertain future events Sensitivities in respect of the key assumptions used
to measure the prncipal pension schemes as at 31 December 2012 are set out below These sensitivities show the hypothetical impact of a
change in each of the listed assumptions in isolation, with the exception of the sensitivity to inflation which incorporates the impact of
certain correlating assumptions such as salary increases While each of these sensitivities holds all other assumptiens constant, in practice
such assumptions rarely change in isolation, while asset values also change, and the impacts may offset to some extent

025 025
1 year 1 year percentage percentage
increase decrease  point increase  point decrease
£m £m im £m
Average life expectancy — increase/{decrease) of scheme habilities 158 (158)
Rate of inflation = increase/(decrease) of scheme liabilities 159 (149)
Discount rate - (decrease)/increase of scheme liabihties (182) 193

A one percentage point increase in healthcare inflation would increase healthcare scheme habilities by £24 mullion, and a one percentage
point decrease would decrease liabilities by £19 millon The income statement effect of this change in assumption s not matenal

The history of the present value of the scheme habilities, fair value of the scheme assets, the scheme net deficits and expenence gains and
losses are as follows

2012 2011 2010 2009 2008
£m £fm £m £m £m

Historical information
Scheme habilities 6,595 6,021 5,702 5,532 4,895
Scheme assets 5,563 5,200 5,134 4,634 4,182
Scheme net deficits (1,032) (821) (568) (898) (713)
Expenence losses/{gains) on scheme habihiies 23 6 {191} 75 156
Expenence (gains)/iosses on scheme assets (260) 73 (194) (358) B57

Expernence losses and gains on scheme habilities 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 Retirement Fair value temporary
refief  allowances losses benefits losses/{gains} ditferences Total
£m [4)]] £m £m £m £m £m
At 1 January 2012 32 27 16 128 5 259 467
Chfferences on exchange - {2) (2) (4) - (18) (26)
Credited/{charged) to the income statement 33 12 22 (20) 9 (45) 11
Credited/(charged) to other comprehensive income - - - 66 (10) (5) 51
At 31 December 2012 65 37 36 170 4 191 503
At 1 January 2011 31 70 42 117 4 313 577
Differences on exchange (1) (7) {5) (3) ) (9) (26)
{Charged)/credited to the income statement 1 (36) {20} (7 9 (49) (102)
Credited/(charged) to other comprehensive iIncome - - (1) 19 (7) 3 14
Subsidianes acquired (note 26(b)) 1 - - 2 - - 3
Other - - - - - 1 1
At 31 December 2011 32 27 16 128 5 259 467
Deferred tax habilitres compnse
Excess of Undistnbuted
capital  earmings of
allowances assoctates Other
Stock aver and Retirement Farr value  temporary
rehef deprecration  subsidiartes benefits (losses)/gains  differences Total
£m £m £m £m £m £m £fm
At 1 January 2012 21 193 158 117 2 189 680
Differences on exchange (1) {8} (8) (3) - 4) (24)
{Credited)/charged to the income statement (4) {3) 18 3 3 (18) N
Charged to other comprehensive iIncome - — - 2 19 - 21
At 31 December 2012 16 182 168 11¢ 24 167 676
At 1 January 2011 12 195 166 17 2 183 675
Differences on exchange - (13) (16) [C)] - 1 (32)
{Credited)/charged to the Income statement 10 6 8 {3) - (37} (16)
Charged to other comprehensive mcome - - - 7 - 2 9
Subsidianies acquired (note 26{b)} - 5 - - - 40 45
Other Q)] - - - - - m
At 31 December 2011 21 193 158 17 2 189 680
2012 2011
£m £m
Net deferred tax habilities 173 213
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13 Deferred tax (continued)
The net deferred tax habilities are reflected in the Group balance sheet as follows, after offsetting assets and liabiliues where there 1s a legally
enforceable nght to offset current tax assets and habilities and where the deferred income taxes relate to the same fiscal authonty

2012 2011
£m £m
Deferred tax assets (327) (343)
Deferred tax labilities 500 556
173 213
Deferred tax expected to be recovered within 12 months
2012 2011
fm £m
Deferred tax assets (117) {136)
Deferred tax habdities 169 136
52 -

At the balance sheet date, the Group has unused tax losses of £289 milkon (2011 £360 million) which have no expiry date and unused tax
losses of £632 milhon (2011 £561 million) which will expire within 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 £1,221 million
(2011 £1,184 million), which have no expiry date and £177 million (2011 £128 million), which will expire within the next 10 years

At the balance sheet date, the Group has unused tax credits of £80 millon (2011 £80 mullion) which have no expiry date Ne amount of
deferred tax has been recognised in respect of these unused tax credits

At the balance sheet date, the aggregate amount of undistnbuted earnings of subsidiaries which would be subject to dvidend withholding
tax was £2 billon (2011 £2 billion) No hability has been recognised in respect of this withholding tax because the Croup is 1n a position to
control the timing of these distnbutions and it 1s probable that these distnbutions will not be made in the foreseeable future

14 Trade and other recevables

2012 201
£Em £m
Trade recervables 2,088 1,857
Loans and other recevables 712 690
Prepayments and accrued income 165 181
2,965 2,728
Current 2,741 2,423
Non-current 224 305
2,965 2,728
Amounts recevable from related parties including associated undertakings are shown in note 29
Trade and other receivables have been reported in the balance sheet net of allowances as follows
2092 2an
Em £m
Gross trade and other receivables 3,017 2,777
Allowance account (52) (49}
Net trade and other receivables per balance sheet 2,965 2,728
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14 Trade and other receivables {continued}
The movements in the allowance account are as follows

2012 201
£m Lm
1 January 49 60
Differences on exchange 3) (53
Provided in the year 14 11
Amounts reversed during the year (8) 3
Amounts in respect of receivables wntten-off - (4
31 December 52 49

Impairment of trade receivables, including wnte-offs and allowances, charged dunng the year s included as part of other operating
expenses For 2012, the net impairment charged was £2 million (2011 £11 million) of which £6 miullion (2011 £8 mdlion), 1s refiected in
the above table

As at 31 December 2012, trade and other recevables of £41 million (2011 £42 million) were past therr contractual payment date but not
impaired These relate to a number of external parties where there Is no expectation of default The aged analysis of these trade recevables
15 as follows

2012 2011

£m £m

Less than three months 36 34

Between three and six months 2 3

Between six months and one year 1 3
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 currencies of subsichary undertakings apart from the following

2012 20m

£m £m

US dollar 76 127
UK sterling 136 112
Euro 33 32
Other currenctes 62 36

Trade and other recervables also include certain interest beanng amounts and therr effective interest rates are as follows

2012 20N 2012 2011

£m £m % %

Euro 5 3 40 40
Other currencies 12 11 59 57

There 1s no matenal difference between the above amounts for trade and other recewvables and their far value due to the short-term
duration of the majonty of trade and other receivables There is no concentration of credit nsk with respect to trade receivables as the Group
has a large number of internationally dispersed customers
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15 Available-for-sale investments

2012 2011

£m £m

1 January 97 87
Differences on exchange (4 m
Additions and advances 1 55
Revaluations - 13
Disposals and repayments (31) (57)
31 December 63 97
Current 26 57
Non-current 37 40
63 97

The classification of these investments under the IFRS 7 fair value hierarchy 1s given in note 24

Investments have the following matunities

As per balance sheet

2012 2011

£m £m

Equity investments 37 40
Non-equity investments

— wathin one year 24 46

- beyond one year and within two years - 10

- beyond four years and within five years 2 -

- beyond five years - 1

63 97

There i1s 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 alt

investments which are due for alt or part of that year
Investments are denominated in the functional currency of the subsidiary undertaking or other currencies as shown below

2012 2011

£m £m

Functional currencies 62 82
Us dollar 1 1
Other currencies - 14
63 97

Non-equity investments of £26 milhon (2011 £57 mullion) are prncipally denominated in UK sterding and have an effective interest rate of

11% (2011 5 1%)
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16 Derivative financial instruments

The fair values of denvatives are determmed based on market data (pnmarily yield curves, implied volatilities and exchange rates) to
calculate the present value of all estimated flows associated with each denvative at the balance sheet date In the absence of sufficient
market data, fair values would be based on the quoted market price of similar derivatives The classification of these denvative assets and

habilities under the IFRS 7 fair value lierarchy is given in note 24

2012 2011
Assets Liabilities Assets Liabilities
£m £m £m £m
Fair value hedges
—interest rate swaps 209 55 186 22
— CrOSS-CUrTency swaps 10 12 6 42
Cash flow hedges
— CrOss-CUrrency swaps - 18 - 4
—forward foreign currency contracts 70 n 44 85
Net investment hedges
~forward foreign currency contracts 59 12 59 34
Held-for-trading*
—forward foreign currency contracts 25 22 34 63
-- others - 1 9 14
Total 373 151 338 264
Current 166 65 159 177
Non-current 207 86 179 87
373 151 338 264
Dervatives
—1n respect of net debt 234 95 223 126
— other 139 56 115 138
373 151 338 264
* As explained in note 4, some derivative financial instruments are not designated as hedges and so are required to be classfied as held-for-trading
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16 Denivative financial instruments (continued)

for cash flow hedges, including bifurcated dernvatives, the iming of expected cash flows is as follows

2012 2011

Assets tlabilities Assels Liabihties

£m Em Em £m

Within one year 49 31 4 82
Between one and two years 2 18 3 11
Between two and three years - — - 4
70 49 44 97
Less bifurcated derivatives designated as net investment hedges - - - (8)
70 49 44 89

The Group’s cash flow hedges are prncpally in respect of sales or purchases of inventory and centain debt instruments  The tirming of
expected cash flows in respect of dervatives designated as cash flow hedges 1s broadly expected to be comparable to the time penods

when the hedged item will affect profit or foss

In 2011, the Group had a receve €467 million, pay DKK 3,470 million foreign exchange forward contract which was bifurcated into a
recewve €467 million, pay £398 milhon foreign exchange forward contract designated as a cash flow hedge and a recerve £398 million, pay
DKK 3,470 millon foreign exchange forward contract designated as a net investment hedge Ths structure was collapsed duning 2012 The
above table includes the tiring of expected cash flows on the bifurcated foreign exchange forward contract designated as a cash flow

hedge for 2011
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16 Derivative financial instruments (continued)

The tables below set out the matunties of the Group's denvative financial instruments on an undiscounted contractual basis, based

on spot rates

The maturity dates of all gross-settled dervative finanaial instruments are as follows

2012 2011
Assets Liabilities Assets Liabilities
Inflow Qutflow Inflow Outflow Inflow Qutflow Inflow Outilow
£m £m Em £m £m £m £m £m
Within one year
— torward foreign currency contracts 5,997 (5,873) 2,881 (2,956) 4,297 4,177} 6,626 (6,788)
— cross-currency swaps 18 1) 47 (43) 1 - 39 (26)
— other - - - - 1,188  (1,175) 174 (1,189
Between cne and two years
— forward foreign currency contracts 503 (479) 118 (1186) 293 (277} 348 {358)
= Cross-currency swaps 18 an 158 (163) 1 - 68 (56)
Between two and three years
— forward foreign currency contracts - - - - 6 (6) 55 (54)
— Cross-Currency swaps 18 (13) 18 (6) 1 - 183 (77
Between three and four years
— CrOSS-CUrFency swaps 18 (14) 343 (389) 1 - 36 27)
Between four and five years
— CrOss-CUrrency swaps 18 (16) - - 1 - 361 (422)
Beyond five years
— Cross-Currency swaps 575 (616) - - 19 (15) 592 (634)
7,165  (7,033) 3,562 (3,673) 3,808 (5,650) 3,482 (9,731)
The maturity dates of net-settled dervative financial instruments are as follows
2012 201
Assets  Liabllitles Assets Liabilties
Inflow/  (Inflow}/ Inflow/ (Inflow)/
(Outflow) Qutflow (Outflow) Outflow
£m £m £m £m
Within one year 64 12 59 15
Between one and two years 63 n 58 10
Between two and three years 3 6 35 6
Between three and four years 24 15 14 3
Between four and five years 20 12 12 1
Beyond five years 14 - 18 (1}
216 56 196 34
The above analysis of denvatives settled on a net basis prmanly relates to the Group's interest rate swaps
The farr value of denvative financial instruments 1s summansed as follows
2012 201
Assets  Liabititles Assets Liabihties
£m £m £m £m
Interest rate swaps 209 55 186 22
Cross-currency swaps 10 30 6 46
Forward foreign currency contracts 154 65 137 182
Others - 1 9 14
373 151 338 264
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Notes on the accounts (continued)

16 Dervative financial instruments (continued)

{a) Interest rate swaps

2012
Interest rate %
Matunity Principal Assets Liabilities
date currency m £m Onginal Swapped £m £m
Fixed to floating 2013 EUR 400 324 51 note (a) 14 -
2013 GBP 150 150 58 note(a) 6 -
2014 GBP 500 500 60 note(a) 26 —
2014 GBP 250 250 60 note(a) 18 -
2017 usD 600 369 21 note (a) 4 -
2019 GBP 250 250 64 note(a) 68 -
2020 EUR 600 487 40 note(a) 65 —
2023 EUR 750 608 24 note(a) 8 -
Floating to fixed 2017 EUR 600 487 note(a) 37 _ 45
2023~ EUR 750 608 note (a) 28 — 10
209 55
* The €750 million interest rate swap matunng in 2023 has a start date of 2015
2011
Interest rate %
Matunty Principal Assets Lsabilities
date currency m £m Cnginal Swapped £m £m
Fixed to floating 2012 EUR 3137 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) 37 - 22
186 22

Note (a) The floating rate interest rates are based on LIBOR {or local equivalent) plus a margin ranging between 67 and 268 basis points (2011 between 35 and 268

basis points)

These swaps have been used to manage the interest rate profile of external borrewings and are reflected in the repricing table in note 21
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16 Dernivative financial instruments {continued)

(b) Cross-currency swaps

2012
Principal Principal
Interest original Interest  swapped
Maturity  Orlginal rate currency Swapped rate currency Assets  Liabilitles
date currency % m £m  currency % m Em £m £m
Fixed to floating 2016 GBP 55 325 325 EUR note (b) 473 384 - 12
2019 EUR 46 20 16 USD note (b) 22 13 7 -
2021 EUR 36 600 487 GBP note (b) 518 518 3 -
Floating to fixed 2014 UsSD note (b) 261 161 copP 72 504,158 176 - 18
10 30
201
Prncipal Prinapal
Interest onginal Interest swapped
Matunty  Onginal rate currency Swapped rate currency Assets  Liabilites
date  currency % m £m  currency % m £m £m £m
Fixed to floating 2016 GBP 55 3125 325 EUR note(b) 473 395 - 30
2019 EUR 46 20 17 USD note{b) 22 14 6 -
2021 EUR 36 600 501 GBP  note(b) 518 518 - 12
Floating to fixed 2014 USD note (b) 261 168 cop 72 504,158 167 - 4
& 46

Mote (b} The floating rate interest rates are based on LIBOR (or tocal equivalent) phus a margin ranging between 82 and 250 basis points (2011 between 82 and 250

basis points)
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Financial Statements

16 Denivative financaial instruments (continued)
(¢} Forward foretgn currency contracts

Forward foreign currency contracts have been used to hedge both internal and external forecast transactions as well as the hedging of

Internal and external assets and habilities

2012 2011
Assets Liabilities Assets Liabihties
£m Em £m £m

Purchase/Sell
GBP/EUR 12 5 38 2
GBP/AUD 9 2 - 28
GBP/ZAR 2 - 19 3
GBP/CHF 10 - 12 2
GBP/USD 28 - 2 41
EUR/USD 7 — - 7
USD/EUR 2 16 21 -
USD/GBP - 4 9 1
usp/)py 56 - - 1
BRL/USD 1 - - 1
Other 27 38 36 46
154 65 137 182

Certain of these contracts were used to manage the currency profile of external borrowings and are reflected in the currency table in note

21 The nominal values of these contracts are as follows

2012 2011
Purchase Sell Purchase Sell
£m £m £m £m

Purchase/Sell
GBP/CHF (221) 221 (89) 86
GBP/CAD (292) 287 (290) 294
GBP/AUD - - 1,092) 1,121
GBP/USD - - (268) 272
GBP/EUR (362) 362 - —
EUR/DKK (344) 344 (390) 390
EUR/SEK (131) 131 (126) 130
EUR/NOK (166) 166 (160} 162
EUR/CBP - - (75) 77

{d) Others

2012 201
Assets Liabllities Assets Liabilities
£m £m £m £m
Others Bund forwards (see note (1)) - - 9 11
Interest derivative (see note (1)) - 1 - 3
- 1 9 14

Motes

() Forward contracts to purchase and sell German government secunties with a nominal value of il (2011 €1 4 tillion) taken out to manage nternal inanang

arrangements
() Remasning impact of an interest denvative with a nominal value of €1 billon matenng in 2013
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17 Inventories

2012 2011
£m Lm
Raw matenals and consumables 1,725 1,797 |
Finished goods and work in progress 2,079 1,477 |
Goods purchased for resale 222 224
4,026 3,498

Inventortes pledged as securtty for habilities amount to £8 milhon (2011 £13 milllon) Whnte-offs taken to other operating expenses in the
Group income statement compnse £57 million (2011 £38 million), including amounts relating to restructunng costs

18 Income tax receivable and payable

Income tax balances shown on the Group balance sheet as current assets and current habilities, while subject to some uncertainty as
to the extent and timing of cash flows, are largely expected to be received or paid within 12 months at the balance sheet date for both
2012 and 2011

19 Cash and cash equivalents

2012 2011

£m £m

Cash and bank balances 977 970
Cash equivalents 1,104 1,224
2,081 2,194

Cash equivalents matnly compnse short-term deposits and investments (n money market funds with an onginal matunty of three months
or less The carrying value of cash and cash equivalents approximates thesr fair value

Cash and cash equivalents are denominated in the functional currency of the subsidiary undertaking or other currencies as shown below

2012 2011

£m £m

Functional currency 1,383 1,404
Us dollar 532 678
UK sterling 5 14
Euro 63 30
Other currencies 98 68
2,081 2,194

At 31 December 2012, cash and cash equivalents of £1 million (2011 £1 million) were pledged as ¢ollateral

In the Group cash flow statement, net cash and cash equivalents are shown after deducting bank overdrafts and accrued interest where

applicable, as follows

2012 2011

£m £m

Cash and cash equivalents as above 2,081 2,194
Less overdrafts {242) (252)

Net cash and cash equivalents 1,839 1,942

Cash and cash equivalents include restncted amounts of £151 mihon (2011 £146 million), pnncipally due to exchange control regulations
In certain countnes

British American Tobaccoe Annual Report 2012 151




Financial Statements

Notes on the accounts (continued)

20 Capital and reserves — reconciliation of movement In total equity

Attributable to owners of the parent

Share
premium,
capital Total
redemption attributable Non-
Share and merger Other Retained to ownersof contrelling Total
capital reserves reserves earnings the parent interests equity
£m im £m £m £m £m Em
1 January 2012 506 3,913 1,112 2,636 8,167 307 8,474
Comprehensive iIncome and expense
Profit for the year - - - 3,841 3,841 281 4,122
Differences on exchange
—subsidiaries - - (355) — (355) (24) (379)
— assoclates - - {145) - (145) - (145)
Cash flow hedges
— net fair value (losses)/gains - - (14) - (14) 3 {(an
— reclassified and reported in profit for the year - - 71 - n - 7
—reclassified and reported in net assets - - 12 - 12 - 12
Availlable-for-sale investments
- net fair value losses - - (3 - (3) - (3)
~ reclassified and reported in profit for the year - - (1) - ) - (1)
Net investment hedges
- net fair value gains - - 106 - 106 - 106
- differences on exchange on borrowings - - 49 - 49 - 49
Retirement benefit schemes
— actuanal losses in respect of subsidianes
{note 12) - - - (410) (410) (5) (415)
— surplus recognition and minimum funding
obligations in respect of subsidianes {note 12} - - - 35 35 19 54
= actuanal fosses 1n respect of associates net of
tax (note 11) - - - (55) (55) - (55)
Tax on other items recogrsed directly in other
comprehensive income (note 6(d}) - - (36) 68 32 (4) 28
Other changes (n equity
Employee share options
- value of employee services - - - 73 73 - 73
— proceeds from shares 1ssued 1 3 - 1 5 - 5
Dvidends and other appropnations
— ordinary shares - - - {2,538) (2,538) - (2,538)
- to non-controlling interests - - - - - (267) (267)
Purchase of own shares
- held in employee share ownership trusts - - - (121) a1 - (121)
— share buy-back programme - - - {1,258) {1,258) - (1,258)
Non-controlling interests — acquisitions
(note 29) - - - (21) 21) (3) {24)
Other movements - - — 2 2 — 2
37 December 2012 507 3,916 796 2,253 7,472 307 7,779
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20 Capatal and reserves — reconcihiation of movement in total equity (continued)

Attributable to owners of the parent

Share
premium,
capial Total
redemption attnbutable to Non-
Share and merger Cther Retatned owners of the controlling Total
(apltal feserves resarves earmngs parent interests equity
£m Em £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
— subsidiaries - - (377} - (377) (34) (411)
— assocCiates — - (109) - {109) - (109)
Differences on exchange reclassified and
reported in profit for the year - - (4) - {4) - (4)
Cash flow hedges
— net fair value losses - - {(19) - (19) (2) (21}
—reclassified and reported in profit for the year - - 38 - 38 - 38
— reclassified and reported In net assets - - (5} - 5 - (5)
Available-for-sale investments
— net fair value gains - - 26 - 26 - 26
— reclassified and repaorted in profit for the year - - m - m - )
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 subsidiaries
{note 12) - - - (461) {461) )] {462)
= surplus recognitton and minimum funding
obligations in respect of subsicianes {note 12} - - - 3 3 1) 2
— actuanal losses in respect of assocates net of
tax {note 11) - - - (67 67 - (67)
Tax on ather items recogmised 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
Dwvidends 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-contralhing interests — acquisitions {note 29) - - - (10} {(10) - (10)
Other movements - - - 32 32 (1) 31
31 December 2011 506 3,913 1,112 2,636 8,167 307 8,474

Details relating to the allotted share capital, and movements therein, are included in note 4 of the Parent Company Financizl Statements
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Financial Staternents

20 Capital and reserves — reconciliation of movement in total equity (continued)

Share prerium account, capital redemption reserves and merger reserves comprise

Share Capital
premium redemplion Merger
account reserves reserves Total
£m £m £m £m
1 lanuary 2011 61 101 3,748 3,910
31 December 2011 64 101 3,748 3,913
31 December 2012 67 101 3,748 3,916

The share premium account includes the difference between the value of shares 1ssued and therr nominal value The increase of £3 mallion
(2011 £3 milhon) relates solely to ordinary shares 1ssued under the Company’s share option schemes These schemes are described 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 1s 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 attributable to owners of the parent is stated after deducting the cost of treasury shares which include £2,536 million (2011
£1,278 million) for shares repurchased and not cancelled and £288 million (2011 £261miilion} in respect of the cost of own shares held In

employee share ownership trusts

Dunng 2012, 39 milhon shares were bought back at a cost of £1,250 milkon (2011 28 million shares at a cost of £750 million) excluding

transaction costs of £8 mullion (2011 £5 mutlion)

In 1999, shares were 1ssued for the acquisition of the Rothmans Interational B V Group, and the difference between the fair value of shares

1ssued and their nominal value was credited to merger reserves
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20 Capital and reserves — reconciliation of movement in total equity (continued)
Movemenits in other reserves and retained earmings (which 1s after deducting treasury shares) shown above compnse

Retained earnings

Available- Total
Translation Hedging for-sale Revaluation other  Treasury
reserve reserve reserve reserve Other reserves shares Other
£m £m £m £m im £m £m £m
1 jJanuary 2012 349 (29) 40 179 573 L1112 (1,539 4,175
Comprehensive income and expense
Profit for the year - - - - - - - 3,841
Differences on exchange
— subsidiaries (355) - - - - {355) - -
— assoclates (145) - - - - {145) - -
Cash flow hedges
- net fair value losses - (14) - - - (14) - -
— reclassified and reported in profit for the year - 71 - - - 7 - -
— reclassified and reported in net assets - 12 - - - 12 - -
Available-for-sale investments
— net fair value losses - - (3) - - (3) - -
—reclassified and reported in profit for the year - - (1) - - (1) - —
Net investment hedges
— net fair value gains 106 - - - - 106 - -
— differences on exchange on borrowings 49 - - - - 49 - -
Retirement benefit schemes
—actuanal losses in respect of subsidianes
(nhote 12) - - - - - - - (410)
— surplus recogmition and minimum funding
obligations in respect of subsidianes (note 12} - - - - - - - 35
— actuaral losses in respect of associates net of
tax (note 11) - - - - - - - {55)
Tax on items recogmised directly in other
comprehensive ncome {note 6(d)) (N {29) - - - (36) - 68
Other changes 1n equity
Employee share options
~ value of employee services - - - - - - - 73
— proceeds from shares issued - - - - - - 1 -
Dividends and other appropnations
— ardinary shares - - - - - - - (2,538)
Purchase of own shares
— held in employee share ownership trusts - - - - - - (121 -
— share buy-back programme - - - - - - (1,258) -
Non-controlling interests — acquisitions
{note 29) - - - - - - - (21)
Other movements - - - - - - 93 (91}
31 December 2012 (3 11 36 179 573 796 (2,824) 5,077
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Notes on the accounts (continued)

20 Capital and reserves — reconciliation of movement in total equity {continued)

Retained earmings

Available- Total
Transtation  Hedging forsate Revaluation other  Treasury
reserve reserve reserve reserve Other  reserves shares Other
£m £m im £m £m Em £m £m
1 January 2011 868 (35) 15 179 573 1,600 (750 3,940
Comprehensive iIncome and expense
Profit for the year - - - - - - - 3,095
Oifferences on exchange
— subsidianes (377) - - - - (377 - -
— associates (109) - - - - (109) - -
Differences on exchange reclassified and
reportedn profit for the year 4 - - - - 1) - -
Cash flow hedges
— net fair value losses - 4333 - - - (19) - -
— reclassified and reported in profit for the year - 38 - - - 38 - -
= reclassified and reported in net assets - {5) - - - {5) - -
Available-for-sale investments
= net fair value gains - - 26 - - 26 - -
— reclassified and reported in profit for the year - - ) - - () - -
Net investment hedges
- net fair value gains 62 - - - - 62 - -
— differences on exchange on borrowings (104) - - - — (104) — —
Retirement benefit schemes
—actuanal losses in respect of subsidianes (note 12) - - - - - - - (461)
— surplus recogmtion and mimmum funding
obhgations in respect of subsidianes {note 12) - - - - - - - 3
— actuaria! losses in respect of associates net of
tax (note 11) - - - - - - - (67)
Tax on items recognised directly in other
comprehensive income (note 6{d)) 13 (8) - - - 5 - 12
Other changes in equity
Employee share options
- value of employee services - - - - - - - 76
— proceeds from shares 1ssued - - - - - - 2 -

Dmdends and other approprations
- ordinary shares - - - - - - - (2,358)
Purchase of own shares

— held in employee share ownership trusts - - - - - - (123) -
— share buy-back programme - - - - - - (755) -
Non-controlling interests — acquisiions (note 29) - - - - - - - qly]
Qther movements - - - - - - 87 (55)
31 December 2011 349 (29) 40 179 573 1,112 (1,539) 4,175

The translation reserve 1s as explained in the accounting policy on foreign currencies in note 1
The hedging reserve and the available-for-sale reserve are as explaned in the accounting policy on financial instruments in note 1
The revaluation reserve relates to the acquisition of the cigarette and snus business of ST n 2008

Of the amounts released from the hedging reserve dunng the year, losses of £5 million (2011 £5 million) and lesses of £26 million
(2011 £26 milkon) were reported within revenue and raw matenats and consumables respectively, together with a loss of £5 rmilhion
(2011 £2 million gain) reported in other operating expenses and a loss of £35 million (2011 £9 million) reported within net finance costs
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20 Capital and reserves — reconcibation of movement in total equity (continued)

Other reserves comprise

(2) £483 million which arose in 1998 from merger accounting in a Scheme of Arrangement and Reconstruction whereby Bntish Amencan
Tobacco p | ¢ acquired the entire share caprtal of B.AA T Industnes p | ¢ and the share capital of that company’s pnnaipal financial services

subsidiaries was distnbuted, so effectively demerging them, and

(b) In the Rothmans transaction, converhble redeemable preference shares were issued as part of the consideration The discount on these
shares was amortised by crediing other reserves and charging retained earnings The £90 million balance in other reserves comprises the

accumulated balance in respect of the preference shares converted dunng 2004
The tax attnbutable to components of other comprehensive iIncome s as follows

2012 2011
£m m
Translation reserve
Differences on exchange (2) 7
Net investment hedges
— difference on exchange on borrowings (5) 6
{7) 13
Hedging reserve
Cash flow hedges
— net farr valie (gains)/losses (7) 8
— reclassified and reported in profit for the year (12) (16)
(29) 8
Retained earnings
— actuarnal gains in respect of subsidianies 76 13
= surplus recognition and minimum funding cbligations in respect of subsidiarnies (8) (1)
68 12
Owners of the parent 32 17
Non-controlling interests (4) 3
Total tax recognised in other comprehensive income for the period {note 6{d)) 28 20
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Notes on the accounts (continued)

21 Borrowings

2012 2011
Currency Matunty dates Interest rates £m £m
Eurobonds Euro 2012to 2023 2 4%to 5 9% 5,208 4 985
UKstering 2013102040 55%to7 3% 2,670 2,675

Bonds i1ssued pursuant to Rule 144A and Reg$
under the US Securities Act (as amended) USdollar 2013t02022 14%1lo9 5% 1,840 643
Other notes Malaysian nnggit 2012 t0 2014 4 1% to 4 5% )| 134
Indonesian rupiah 2012 10 5% - 96
Other currencies - - 25 26
Syndicated bank loans US dollar 2012 floating rate - 444
Euro 2013 floating rate - 374
Commeraial paper - 85
Bank loans 543 497
Other loans 138 57
Finance leases 5 8
Overdrafts 242 252
10,719 10,276

The floating interest rates referred to in the table above are based on EURIBOR or USD LIBOR plus a margin ranging between 28 and 105
basis points (2011 28 and 105 basis points)

2012 201

£m £m

Current 1,636 1,766
Non-current 9,083 8,510
10,719 10,276

Current borrowings include mterest payable of £222 million at 31 December 2012 (2011 £230 mullion} Inctuded within borrowings are
£3,731 million (2011 £3,066 million) of borrowings subject to far value hedges where their amortised cost has been increased by £220
mulhion (2011 £189 million) in the table above

The farr value of borrowings s estimated to be £12,041 million (2011 £11,263 mullion) and has been determened using quoted market
prices or discounted cash flow analysis

2012 2011
£m £m
Amounts secured on Group assets 13 27

In both years amounts secured on Group assets include finance leases of £5 million (2011 £8 milion) and amounts secured on certain
mventory of the Group (see note 17) In 2011 certain borrowings were also secured on property of the Group (see note 10)

Borrowings are repayabile as follows

Per balance sheet Contractual grass matunties

2012 2011 2012 2011

im £m £m £m

Within one year 1,636 1,766 1,783 1,922
Between one and two years 666 1,228 1,099 1,602
Between two and three years 1,319 665 1,730 1,086
Between three and four years 369 1,042 672 1,417
Between four and five years 1,508 454 1,862 767
Beyond five years 5,221 5121 6,874 6,978
10,719 10,276 14,020 13,772

The contractual gross matunttes in each year include the borrowings matunng in that year together with forecast interest payments on all
borrowings which are outstanding for all or part of that year
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21 Borrowings (continued)

Borrowings are denominated in the functional currency of the subsidiary undertaking or other currencies as shown below

Functional us UK Canadian  Australian Other
currency dollar stering Furo dollar dollar  currencees Total
£m £m £m £fm im £m fm £m
31 December 2012
Total borrowings 5,710 1,962 329 2,688 - - 30 10,719
Effect of denvative financial instruments
— Cross-currency swaps 1,078 (148) (325) (503) - - - 102
— torward foresgn currency contracts (B75) — - (279) 287 - B&2 (5)
5,913 1,814 4 1,906 287 - 892 10,816
31 December 2011
Total borrowings 5,213 1,264 329 3,431 1 - 38 10,276
Effect of denvative financial instruments
— CTOSs-CUrrency swaps 1,080 (154) (325) {(518) - - - 83
— forward foreign currency contracts (1,662) 272 - {751) 294 1121 768 42
4,631 1,382 4 2,162 295 1,121 806 10,401
Details of the dervative financial instruments included in these tables are given 1n note 16
The exposure to interest rate changes when borrowings are repnced 15 as follows
Within  Between Between Between Between Beyond
1year 1-2years 2-3years 34years 4-5years 5 years Total
im £Em £m im £m £m £m
31 December 2012
Total borrowings 1,667 665 1,318 368 1,508 5193 10,7219
Effect of dervative financial instruments
— interest rate swaps 1,977 (750) (608) - 18 (737) -
— Cross-currency swaps 781 149 - (325) - (503) 102
4,425 64 710 43 1,626 3,953 10,821
31 December 2011
Total borrowings 2,373 848 598 1,042 324 5,091 10,276
Effect of denvative financial instruments
— interest rate swaps 1,484 (484) (750} - - (250) -
— Cross-CUrrency swaps 759 - 167 - (325) (518) 83
4,616 364 15 1,042 (1) 4,323 10,359

Details of the denvatrve financial instruments included in these tables are given in note 16
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Notes on the accounts (continued)

21 Borrowings (continued)
Finance lease habilities per the balance sheet and on a contractual gross matunty basis are payable as follows

2012 2011
Total Total
£m £m
Within one year 2 4
Between one and two years 2 1
Between two and three years 1 1
Between three and four years - 1
Between four and five years - 1
5 8
There 1s no matenal difference between the repayable principal and the total gross cash flows shown above
Borrowings faciliies — undrawn committed facilities expire as follows
2012 2011
£m £m
Within one year 13 194
Between one and two years - 10
Between two and three years 2,000 -
Between three and four years - 2,000
Between four and five years 92 -
2,223 2,204
The Group defines net debt as follows
2012 201
£m £m
Borrowings {note 21) 10,719 10,276
Derivatives in respect of net debt
— assets {note 16) (234) (223)
— habihties {note 16) 95 126
Cash and cash equivalents (note 19) (2,081) (2,194)
Current available-for-sale investments (note 15) (26) (57}
8,473 7,928
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22 Other provisions for habilities and charges

Restructuring Employee
of existing related Other
businesses beneflts Fox River provisions Total
£m £m £m £m £m
1 January 2012 149 50 274 221 694
Differences on exchange (6) (2) - a9) (27)
Provided in respect of the year 6 9 - 71 86
Utilised during the year 57 (12) (3) {52) (124}
31 December 2012 92 45 271 221 629
Analysed on the balance sheet as
— current 47 17 - 146 210
— non-current 45 28 271 75 419
92 45 271 221 629

The restructunng provisions relate to the restructunng and integration costs incurred and reported as adjusting items in the income
statement The principal restructuning activities in 2012 and 2011 are as descrbed in note 3(e) While some elements of the non-current
provisions of £45 million will unwind over several years, as termination payments are macde over extended penods in some countries, it1s
estimated that approxmately 44% will unwind in 2014 and over 1% 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 ‘jubilee’ payments due after a certain service penod, they will unwind over several years Itis
estimated that approximately 39% of the non-current provisions of £28 million will unwind within five years

A provision of £274 million was made in 2011 for a potential claim under a 1998 settlement agreement entered into by a Group subsidiary
in respect of the clean-up of sediment in the lower Fox River This 1s explained in more detal in note 30

Other provisions compnse balances set up in the ordinary course of general business that cannot be classified within the other categones,
such as sales returns, onerous contracts, together with amounts in respect of supplier, excise and other disputes The nature of the amounts
provided in respect of disputes is such that the extent and iming of cash flows 1s difficult to estimate, and the ulimate liability may vary
from the amounts prowded

Amounts provided above are shown net of reversals of unused prowisions which include £13 million for restructunng of existing businesses,
£1 millon for employee benefits and £52 mullion for other provisions
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Notes on the accounts (continued)

23 Trade and other payables

2012 2011

£m £m

Trade payables 679 668
Duty, excise and other taxes 3,736 3,085
Accrued charges and deferred income 1,156 1,168
Soaial secunty and other taxation 15 8
Sundry payables 407 429
5,993 5,358

Current 5,827 5,174
Non-current 166 184
5,993 5,358

Accrued charges and deferred income include £5 million 2011 £8 million) in respect of interest payable Amounts payable to related
parties including associated undertakings are shown in note 29

There s no matenal difference between the above amounts for trade and other payables and their 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 currencies of subsidiary undertakings with less than 3% in other
currencies (2011 5%)

24 Financral instruments and risk management

Management of financial risks

©One of the pnncipal responsibilities of Treasury 15 to manage the financial nsks ansing from the Group’s underlying operations Spectfically,
Treasury manages, within an overall pohcy framewark set by the Group's Main Board and Corporate Finance Committee (CFC), the
Group’s exposure to funding and hiquidity, interest rate, foreign exchange and counterparty nsks The Group's treasury position 1s
monitored by the CFC which meets regularly throughout the year and is chaired by the Croup Finance Director The approach 1s one of nsk
reduction within an overall framework of delivenng total sharebolder return

The Group defines capital as net debt (see note 21) and equity (see note 20) The only externally imposed capital requirement for the
Group 1s interest cover as descnbed under Interest rate nsk below The Group assesses its financial capacity by reference to cash flow, net
debt and interest cover Group pohicies include a set of financing principles and key performance indicators including the monitonng of
credht ratings, interest cover and hiuidity These provide a framework within which the Group’s capital base 1s managed and, in particular,
the policies on dividends (as a percentage of long-term sustainable earnings) and share buy-back are decided The key objective of the
financing prnciples 1s to appropnately balance the interests of equity and debt holders in drwving an efficient financing mix for the Group

The Group manages its financial nsks in ine with the classification of its finanaial assets and habilities in the Group’s balance sheet and
related notes

The Group's management of specific nsks 1s dealt with as follows

Liquidity nsk

Itis the policy of the Group to maximise financial flexibility and mimimise refinancing nsk by issuing debt with a range of matunties,
generally matching the projected cash flows of the Group and obtaining this financing from a wide range of providers The Group has a
target average centrally managed debt matunty of at least five years with no more than 20% of centrally managed debt matunng in a single
rofhing year As at 31 December 2012, the average centrally managed debt matunty was 7 2 years (2011 7 0 years) and the highest
proportion of centrally managed debt matunng in a single rolling year was 19 3% (2011 18 3%)

In November 2012, the Group 1ssued a new €750 million bond with a matunty of [anuary 2023

In July 2012, the Group prepaid and cancelled a €450 million syndicated facility due October 2013 This repayment was financed from
Group cash balances

In June 2012, the Group repaid a €337 million bond due in June 2012, and prepaid and cancelled a US3$690 million syndicated facility due
October 2012, a Mexican Peso 1,444 miflion borrowing due September 2014 and a Mexican Peso 1,025 million borrowing due November
2014 These payments were financed from Group cash balances

In June 2012, the Group 1ssued new US32 billion bonds, US$500 millon with a matunty of june 2015, US$600 million with a matunty of
June 2017 and US$900 mullion with a matunty of june 2022

In June 2011, the Group established an US$2 bilhon commercial paper programme It 1s Group policy that short-term sources of funds
(including drawings under both the US$ programme and the existing Group £1 bilion euro commercial paper (ECP) programme) are
backed by undrawn committed lines of credit and cash At 31 December 2012 no commercial paper was outstanding (2011 £85 mullion)
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24 Financial instruments and risk management (continued)
In Novernber 2011, the Group issued a new €600 rmillion bond with a matunty of November 2021

In September 2011, the Group repaid a Mexican Peso 1,444 million borrowing which was due in September 20171 with a new Mexican
Peso 1,444 million borrowing due 2014

In August 2011, the Group extended the matunty date of a US3200 million facility from 2011 to 2016, and simultaneously increased the
size of the facility to US$240 millkan This facility 1s drawable in Chilean peso and was drawn to the value of US$225 million at 31 Deecember
20712 (31 December 2011 US$225 million) The undrawn element of US$15 million 1s available for drawing until February 2013

In June 2011, the Group repaid a €530 million bond with the repayment financed from Group cash balances

Durning the year, the Group’s subsichary in Brazil receved proceeds of £356 million (2011 £401 million) from short-term borrowings in
respect of advance payments on leaf export contracts and repaid £350 milhon (2011 £519 million)

Dunng the year the Group's subsidiary in Japan entered into an agreement with an affiliate of Sumitomo Mitsus Banking Corporation to
assign part of its monthly trade recevables, without recourse, in return for cash Since the bank has acquired the nsks associated wath the
assigned receivables, in accordance with IAS 39 this portion of the recevables has been derecognised from trade and other receivables,
leading to an increase of £75 million in cash generated from operations

The Group uhlises cash pooling and zero balancing bank account structures in addition to inter-company loans and borrowings to ensure
that there 1s the maximum mobilisation of cash within the Group  The key objectives of Treasury in respect of cash and cash eguivalents are
to protect the pnncipal value of cash and cash equivalents, to concentrate cash at the centre to mirimise the required Jong-term debt
1ssuance, and to optinuse the yield earned The amaunt of debt issued by the Group 15 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 201 2 the ratings from Moody's and S&P were Baal
(positive outlook) / A- (stable outlook) (2011 Baal/BBB+) The S&P rating was upgraded from BBB+ to A- on 9 November 2012 The
strength of the ratings has underpinned the debt issuance during 2012 and 2011 and, despite the impact of the turbulence in financial
markets, the Group 1s confident of its ability to successfully access the debt capital markets, as demonstrated with the issue of bonds in the
euro, US dollar and sterling markets in 2012 and 2011

As part of its short-term cash management, the Group invests in a range of cash and cash equivalents, including money market funds,
which are regarded as highly hquid and are not exposed to significant changes in fair value These are kept under continuous review as
descnbed in the credit nsk secion below At 31 December 2012, cash and cash equivalents include £434 million mvested in money market
funds (2011 £558 million)

Subsidiary companies are funded by share capital and retained earmings, loans from the central finance companies on commercial terms, or
through local borrowings by the subsidiaries in appropriate currencies All contractuat borrowing covenants have been met and none of
them is expected to inhibit the Group’s operations or funding plans

Currency nisk

The Group s subject to exposure on the translation of the net assets of foreign currency subsidianes and associates into its reporting
currency, stetling The Group's pnmary balance sheet translation exposures are to the US dollar, Canadian dollar, euro, Danish krone, Swiss
franc, South Afncan rand, Russian rouble, Brazilian real, Austrahan dollar, Malaysian nnggit and Singapore dollar These exposures are kept
under continuous review The Group's policy on borrowings is to broadly match the currency of these borrowings with the currency of
cash flows ansing from the Group’s underlying operations Within this overall policy, the Group aims to mimimise alf balance sheet
translation exposure where it 18 practicable and cost-effective to do so through matching currency assets with currency borrowings The
matn objective of these policies Is to protect shareholder value by increasing certainty and minimising volatihty in earnings per share At 31
December 2012, the currency profile of the Group's gross debt, after taking into account denvative contracts, was 17% (2011 149%) US
dollar, 459 (2011 439%) euro, 3% (2011 3%) Canadian dollar, 18% (2011 12%) sterling, i {20711 11%) Australian dollar and 17%
(2011 17%) other currencies

The Group faces currency exposures ansing from the translation of profits earned in foreign currency subsidianes and associates and joint
ventures, these exposures are not normally hedged Exposures also anse from

(1) foreign currency denorminated trading transactions undertaken by subsidianes These exposures compnse commutted and highty
probable forecast sales and purchases, which are offset wherever possible The remaining expasures are hedged within the Treasury policies
and procedures with forward foreign exchange contracts and options, which are designated as hedges of the foreign exchange nsk of the
identified future transactions, and

(i) forecast dvidend flows from subsichanes to the centre To ensure cash flow certainty, the Group hedges such flows using forward foreign
exchange contracts designated as net investment hedges of the foreign exchange nsk ansing from the investments in these subsidianies

IFRS 7 requires a sensitivity analysis that shows the impact on the income statement and on tems recognised directly in other
comprehensive income of hypothetical changes of exchange rates in respect of non-functional currency financeal assets and liabilities held
across the Group All other vanables are held constant although, in practice, market rates rarely change in isolation Financial assets and
labihities held in the functional currency of the Group’s subsidianes, as well as non-financial assets and habilities and translation nsk, are not
included in the analysis The Group considers a 109 strengthening or weakenung of the functional currency against the non-functional
currency of its subsidianes as a reasonably possible change The impact is calculated with reference to the financial asset or hability held as at
the year-end, unfess this 1s unrepresentative of the position duning the year
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24 Financial instruments and risk management (continued)

A 109 strengthening of functional currencies against non-functional currencies would result in pre-tax profit being £1 million higher
(2011 £16 milhon higher} and items recogrised directly in other comprehensive income being £5 mullion lower (2011 £227 million
higher) A 10% weakening of functional currencies against non-functional currencies would result In pre-tax profit being £1 million
lower (2011 £23 rullion lower) and items recognised directly in other comprehensive inceme being £5 million hegher (2011 £277
million lower)

The exchange sensilivities on items recogrused directly in other comprehensive income relate to hedging of certan net asset currency
positions in the Group as well as on cash flow hedges m respect of future transactions, but does not include sensitvities in respect of
exchange on non-financial assets or habtlities

Interest rate risk

The objectives of the Group’s interest rate nsk management policy are to lessen the impact of adverse interest rate movemnents on the
earnings, cash flow and economic value of the Group and to safeguard against any possible breach of its financial covenants Additional
objectives are to minimise the cost of hedging and the associated counterparty nsk

The Group targets an interest cover ratio, as calculated under its key central banking faciliies, of greater than 5 and for 2012 1t15 12 6 times
(2011 12 5 times) The only externally imposed capital requirement the Group has 1s in respect of its centrally managed banking facifities,
which require a gross interest coverof 4 5

In order to manage its interest rate nsk, the Group maintains both floating rate and fixed rate debt The Group sets targets (within overall
guidelines) for the desired ratio of floating to fixed rate debt on both a gross and net basis (at least 50% fixed on a net basis in the short to
the medium-term) as a result of regular reviews of market conditions and strategy by the Corporate Finance Committee and the board of
the main central finance company At 31 December 2012, the relevant ratios of floating to fixed rate borrowings were 35 65 (2011 38 62)
on a gross basis and 16 84 (2011 17 83)on a net basis Underlying borrowings are arranged on bath afixed rate and a floating rate basis
and, where appropriate, the Group uses denvatives, pnmanly interest rate swaps, to vary the fixed and floating mix The interest rate profile
of hiquid assets 1s taken into account in determirung the net interest rate exposutre

IFRS 7 requires a sensitivity analys:s that shows the iImpact on the Income statement and on items recognised directly in other
comprehensive income of hypothetical changes of interest rates in respect of financial assets and liabiliues of the Group All other vanables
are held constant although, in practice, market rates rarely change inisolation For the purposes of this sensitivity analysis, financial assets
and habiliies with fixed mterest rates are not mcluded The Group considers a 100 basis point change in interest rates a reasonably passible
change except where rates are less than 100 basis points In these instances it 1s assumed that the interest rates increase by 100 basis points
and decrease to zero for the purpose of performing the sensitivity analysis The impact 1s calculated with reference to the financial asset or
hability held as at the year-end, unless this is unrepresentative of the positian dunng the year

A 100 basis pont increase In interest rates would result in pre-tax profit being £16 million lower (2011 £18 millien lower) A 100 basis
point decrease in interest rates, or less where applicable, would result n pre-tax profit being £1 milhien higher (2011 £21 mullion higher)
The effect of these interest rate changes on items recognised directly in other comprehensive income 1s not matenal in either year

Credit risk

The Group has no significant concentrations of custormer credit nsk Subsidianes have policies in place requinng appropnate credit checks
on potential customers before sales commence The process for monitoring and managing credit nsk once sales to customers have been
made vanes depending on local practice in the countnes concerned

Certain territories have bank guarantees, other guarantees and credit insurance provided in the Group’s favour in respect of Group trade
recetvables, the issuance and terms of which are dependent on local practices in the countries concerned

All denvatives are subject to ISDA agreements or equivalent documentation

Cash deposits and other financial instruments give nise to credit nisk on the amounts due from the related counterparties Generally the
Group targets a long-term counterparty credit rating of at least A/A2 However, the Group recogruses that due to the need to operate over a
large geographic footprnt, sovereign nsk can be the determining factor on the sutability of a counterparty From time to tme the Group
may invest in short-dated corporate commercial paper and for this, the Group identifies specfic counterparties with a minimum short-term
rating of A1/P1

Counterparty crechit nsk 1s managed on a global basis by hmiting the aggregate amount and duration of exposure to any one counterparty,
taking into account its credit rating  The credit ratings of all counterparties are reviewed regularly

The Group ensures that it has sufficient counterparty credit capaaty of requisite quality to undertake all anticipated transactions throughout
its gecgraphic footpnnt, while at the same time ensunng that there 1s ne geographic concentration in the lacation of counterparties

The maxamum exposure to the credit nsk of finanaal assets at the balance sheet date 1s reflected by the carrying values included m the
Group’s batance sheet In addition, the Group has issued guarantees to third partres, part of which has been recognised on the balance
sheet in accordance with 1AS 39 The unrecogrused portion of these guarantees amounts to £26 million (2011 £28 rmillion)
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Price nisk

The Group 15 exposed to equity pnce nsk on equity investments held by the Group, which are included in available-for-sale investments on
the consohdated balance sheet, but the quantum of such 15 not matenal

Hedge accounting

In order to qualify for hedge accounting, the Group 15 required to document prospectively the relationship between the item being hedged
and the hedging instrument The Group 15 also required to demanstrate an assessment of the relationship between the hedged item and
the hedging instrument, which shows that the hedge will be highly effective on an engoing basis This effectiveness testing 1s reperformed
perodically to ensure that the hedge has remained, and 1s expected to remain highly effective

Fair value estimation
The fair values of financial assets and habilitres with maturnities of less than one year, other than denvatives, are assumed tc approximate ther
book values For other financial instruments which are measured at farr value in the balance sheet, the basis for fair values 1s descrnibed below

Fair value hierarchy
The following table presents the Group’s financial assets and habilties that are measured at fair value in accordance with the IFRS 7
classification hierarchy

2012
Level 1 Level 2 Level 3 Total
£m £m £m £m
Assets at fair value
Available-for-sale investments (note 15) 26 - 37 63
Derivatives relating to
— interest rate swaps {note 16) - 209 - 209
— cross-currency swaps {note i6) - 10 - 10
—forward foreign currency contracts (note 16) - 154 - 154
Assets at fair value 26 373 37 436
Liabihities at fair value
Denvatives relating to
— interest rate swaps (note 16) - 55 - 55
— cross-currency swaps (note 16) - 30 - 30
— forward foreign currency contracts (note 16) - 65 - 65
— others (note 16) - 1 - 1
Liabilsties at fair value - 151 - 151
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2011
Level 1 Level 2 Level 3 Total
£m £m £m £m
Assets at fair value
Available-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
Derivatives relating to
— Interest rate swaps (note 16) - 22 - 22
— cross-currency swaps (note 16) - 46 - 46
- forward foreign currency ¢ontracts (note 16) - 182 - 182
— others {note 16) - 14 - 14
Liabthties at fair value - 264 - 264

Level 1 financial instruments are traded in an active market and fair value is based on quoted pnces at the year-end This category includes
hsted equity shares of £ml (2011 £2 rmullion)

Level 2 financial Instruments are not traded in an active market, but the fair values are based on quoted market pnces, broker/dealer
quotations, or alternative pricing sources with reasonable levels of price transparency The Group’s level 2 financial instruments include
certain money market secunties and most OTC dervatives

The fair values of level 3 financial instruments have been determined using a valuation techmque where at feast one input (which could
have a significant effect on the instrument’s valuation} is not based on observable market data The Group's level 3 financial instruments
prmanly consist of an equity tnvestment in an unquoted entity which is valued using the discounted cash flows of estmated future
dwvidends The valuation assumes the following

- future dividends grow by 20% (2011 1 7%} and a 100 basis points decrease in the growth rate would result i the valuation being £7
milhon lower (2011 £6 million lower), and

— discount rate of 6 59 (2011 7 09) and a 100 basis points decrease in the discount rate would result in the valuation being £11 mulhion
higher (2017 £9 million higher)

The following table presents the changes in level 3 financial instruments

2012 2011

Available- Available

for-sale far-sale

Investments investments

£m £m

1 January 38 26
Gains included in other comprehensive ncome - 13
Differences on exchange m )
31 December i7 38
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25 Cash flow
Cash generated from operations

2012 2011

£m £m

Profit from operations 5412 4,721
Adjustments for
—amorbisation and impairment of trademarks 63 58
— amortisation and impairment of intangible assets 53 365
- depreciation and impairment of property, plant and equipment 359 394
— Increase In Inventories {755) 47
— increase in trade and other receivables {329) (87)
—Increase in trade and other payables 840 46
— decrease in net retirement beneht habilities {200) (208)
—{decrease)/increase in provisions for habilities and charges {45) 232
— other non-cash items 39 63
Cash generated from operations 5,437 5,537

Profit from operations includes charges in respect of Group restructunng and integration costs referred to in note 3(e) These are also reflected in
the movements in depreciation, amortisation, impairment, inventones, recervables, 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 £201 mulhon (2011 £207 milkon), of which £228 mullion (2011 £217 raillion) s included in 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 available-for-sale investments and loans and recevables) compnses a net cash
nflow n respect of current investments of £24 milhon (2011 £3 millon inflow)

(b) Property, plant and equipment

Purchases of property, plant and equipment include £195 midlion in respect of the Group’s acquisition of the freehold interest in Globe
House (the Group's headquarters in London) The Group had leased the property on a 25-year lease which was due to expire In 2024 The
purchase price has been allocated to Freehold property in note 10

{¢) Proceeds from associates’ share buy-backs
The proceeds from associates’ share buy-backs reflect proceeds of £262 million (2011 £71 million) in respect of the Group’s participation
in the share buy-back programme conducted by Reynolds Amencan Inc

(d) Purchases of subsidiaries
In 2012, the cash outflow relates to the cash consideration paid on the purchase of CN Creative Limited of £14 mullion offset by a £2 million
nflow relating to the adjustment of the purchase price for Protabacoe

In 2011, net cash outflows of £295 million arose on the purchase of Protabaco reflecting the settlement of the onginal purchase
consideration of £298 million less the acquired net cash and cash equivalents of £3 rmillion

Cash flows from financing activities
(a) Cash flows from borrowings
In November 2012, the Group 1ssued a new €750 mdlon bond with a matunty of January 2023

In July 2012, the Group prepaid and cancelled a €450 million syndicated facility due October 2013 This repayment was financed from
Group cash balances

In June 2012, the Group repaid a €337 million bond due in June 2012 and prepaid and cancelled a US$690 millon syndicated facility due
October 2012, a Mexican Peso 1,444 million borrowing due September 2014 and a Mextcan Peso 1,025 milhon borrowing due November
2014 These payments were financed from Group cash balances

in June 2012, the Group issued new US$2 billion bonds, US$500 million with a matunty of June 2015, US$600 milon with a maturity of
June 2017 and US$900C milhion with a matunty of June 2022

During the year the Group's subsidiary In Brazil received proceeds of £356 milien (2011 £401 million) from short-term borrowings in
respect of advance payments on leaf export contracts and repaid £350 milhon (2011 £519 milkon)

In June 2071, the Group estabhshed an U532 billon commercial paper programme [t is Group policy that short-term sources of funds
(including drawings under both the US$ programme and the existing Group £1 biflion euro commercial paper (ECP) prograrmme) are
backed by undrawn committed hines of crecht and cash At 31 December 2012 no commercial paper was outstanding (2011 £85 million)

In November 2011, the Group 1ssued a new €600 million bond with a matunty of November 2021
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25 Cash flow {continued)

In September 2011, the Group repaid a Mexican Peso 1,444 millien borrowing which was due in September 2011 with a new Mexican
Peso 1,444 milion borrowing due 2014

In June 2011, the Group repaid a €530 million bond The repayment was financed from Group cash balances

{b) Movements relating to denvative financial instruments

The movement relating to denvative financal Instruments is in respect of denvatives taken out to hedge cash and cash equivalents and
external borrowings, denvatives taken aut to hedge inter~company loans and borrowings and denvatives treated as net investment hedges
Denvatives taken out as cash flow hedges in respect of financing activities are also included in the movement relating to denvative financial
instruments, while other such denvatives in respect of operating and investing actvities are reflected along with the underiying
transactions

{<) Purchases of non-controlling interests
In 2012, the purchase of non-controlling interest of £24 million relates to the acquisitton of part of the non-contreling interests in British
Amencan Tobacco Bangladesh For 2011, the cash outflow of £10 milhion relates to the acquisition of non-contrelling nterests in Chile
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26 Business combinations and disposals

(a) CN Creative Limited

©n 18 December 2012, the Group acquired CN Creative Limited, a UK-based cormpany specialising in the development of e-cigarette
technologes intended to offer smokers a less nsky alternative to agarettes The company’s entire share capital was acquired from povate
investors for £40 million, of which £14 million has been paid The company, which has its own research and development facilities,
currently has several e-cigarette products on the market as well as new, innovatve e-cigarette technologies in the development pipeline
The acquisition of CN Creatrve Limited is a natural extension of the Group’s approach to tobacco harm reduction that has been evolving
over a number of years

The only material asset acquired was the company’s intellectual property There was no difference between the book value and fair value of
the assets acquired

Part of the consideration payable 1s contingent upon the achievement of certain post-acquisition events The Group regards the successful
outcome of these events as being more likely than not and anticipates making full payment within two years of the acquisition

The impact of the acquired bustness upon actual results for 2012 was immatenal Had the acquisition taken place on 1 |anuary 20121t 1s
estimated that Group revenue would have been £15,192 million and the Group profit from operations would have been £5,398 milhion for
the 12 months to 31 December 2012, after charging £13 rullion for the amortisation of acquired intangibles

(b} Productora Tabacalera de Cotombia, S A S (Protabaco)

On 11 Cctober 2011, the Group acquired from Flentex Holdings Limited and Tnourmvir Enterpnises Limited, both private investor
shareholders, a 100% stake in Productora Tabacalera de Colombia, S AS {Protabaco) The purchase price was subject to the final
agreement of adjustments for working capital and net debt with the vendors This was finalised in July 2012 with a reduction of £2 mullion
to the previously reported purchase pnce and goodwill

The goodwill of £132 mullion on the acquisition of the cigarette business of Protabaco, stated at the exchange rates ruling at the date of the
transaction, anses as follows

Final fair value

im
Net assets acquired 164
Goodwill 132
Total consideration {(U$$458 million) 296

The goodwiil of £132 million an the acquisition of the business represents a strategic premium to strengthen the Group’s position in Latin
America’s fourth largest market, building on the Group’s existing business and antiapated synergies, that will anse from combirung the
businesses i Colombia, post-acquisition

(c) ltems classified as held-for-sale

At 31 December 201 2, held-for-sale assets compnse mainly land and builldings in Russia and Denmark which are being actively marketed
for sale At 31 December 2011, the held-for-sale assets included an amount of £6 million which has been reclassified to property, plant and
equipment dunng the current year

{d) Termination of distributor arrangement

With effect from 1 July 2017, the arrangement by which the Group acted as a distrbutor for a third party in Norway, was termiated This
arrangement contnbuted £24 million to revenue and less than £1 million to profit from operations in the Western Europe region 1n the six
months ended 30 June 2011
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27 Share-based payments
The Group operates a number of share-based payment arrangements of which the two principal ones are

Long-Term incentive Plan (LTIP)

Nil-cost options exercisable after three years frem date of grant with a contractual life of ten years Payout is subject to performance
conditons based on earnings per share relative to inflation {509 of grant) and total shareholder return, combining the share price and
drvidend performance of the Company by reference to two comparator groups (509 of grant) Participants are not entitled to dividends
prior to the exerase of the options A cash equivalent dvidend accrues 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 be subject to forfeit f participant leaves employment before the end of
the three-year holding penod Participants receive a separate payment equivalent to a proportion of the dividend payment duning 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 (ESOS)
Options exercsable three years from date of grant with a contractual Iife of ten years, subject to earnings per share performance condition
relative to inflatton Participants are not entitled to receive dividends in the period prior to the exercise of the options

The granting of options under this scheme ceased with the last grant made in March 2004 and final outstanding awards must be exercised
by March 2014 The awards were both equity and cash-settled

Sharesave Scheme (SAYE)

Opuaons granted in March each year from 2017 onwards (previously November until 2009 and no oplions wese granted duning 2010) by
invitation at a 20% discount to the market price Options to this equity-settled scheme are exercisable at the end of a three-year or five-year
savings contract Participants are not entitled to dmidends prior to the exercise of the options The maximum amount that can be saved by a
participant in this way 1s £3,000 in any tax year

Share Reward S5cheme (SRS) and International Share Reward Scheme {ISRS)
Free shares granted in Apnil each year (maximum £3,000 in any year) under the equity-settled scheme are subject to a three-year halding
penod Participants receive dividends dunng the holding penod which are reinvested to buy further shares

Partnership Share Scheme

Open to all ehgible employees, where employees can allocate part of their pre-tax salary to purchase shares in Bntish Amencan Tobacco

p I ¢ The maximum amount that can be allocated in this way to any indmdual is £1,500 1n any tax year The shares purchased are held in a
UK-based trust and are normally capable of transfer to parhicipants tax free after a five-year holding penod

Further details on the operation of share-based payment arrangements can be found in the remuneration report

Share-based payment expense
The amounts recognised in the Income statement in respect of share-based payments were as follows

2012 2011

Equity settled Cash-settled Equity-settled Cash-settfed

£m £m £m im

LTIP {note (a)) 22 5 28 9
DSBS (note (b)) 46 13 43 12
SAYE (note {c)) 1 - 1 -
SRS {note (c)) 4 - 4 -
Total recognised in the iIncome statement (note 3(a)) 73 18 76 21
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Share-based payment habihty

The Group issues to certam employees cash-settled share-based payments that require the Group to pay the intrinsic value of these share-
based payments to the employee at the date of exercise The Group has recorded lrabilities in respect of vested and unvested grants at the
end of 2012 and 2011

2012 2011

Vested Unvested Vested Unvested

£m £m £m £m

LTIP 30 36 37 114
DSBS a1 14 6 - 171
ESOS 02 - 06 -
Total hability 33 232 43 285

(a) Long-Term Incentive Plan
Details of the movements for the equity and cash-settled LTIP scheme dunng the years ended 31 December 2012 and 31 December 2011,
were as follows

2012 2011

Equity-settled Cash-settled Equity-settled Cash-settled

Numnber Number Number Number

of options of options of aptions of options

in thousands n thousands in thousands In thousands

Qutstanding at start of year 6,589 B29 7,292 960
Granted dunng the period 1,834 303 2,256 252
Exercised during the penod (2,129) 317 (2,335) (299)
Forfeited duning the penod (345) (36) (624) (84)
Qutstanding at end of year 5,949 779 6,589 829
Exercisable at end of year 751 102 374 135

The wesghted average Bnish American Tobacco p | ¢ share price at the date of exercrse for share options exercised during the penod was
£31 96 (2011 £235 52) for equity-settled and £31 88 (2011 £25 86) for cash-settled options

The outstanding shares for the year ended 31 December 2012 had a weighted average contractual life of 8 0 years (2011 8 O years) for the
equity-settled scheme, and 7 9 years (2011 7 5 years) for the cash-settled 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 scheme duning the years ended 31 December 2012 and 31 December 2011,
were as follows

2012 201

Equity-settled Cash-settled Equity-setiled Cash-settled

Number Number Number Number

of options of options of options of options

in thousands in thousands in thousands. in thousands

Outstanding at start of year 6,109 954 5,482 911
Granted dunng the penod 2,025 368 2,474 388
Exercised dunng the penod (2,667) (431) (1,780} (295)
Forfeited during the peried {99) 3 {(67) {50)
Qutstanding at end of year 5,368 878 6,109 954
Exercisable at end of year 45 2 3 -

The weighted average Bntish Amenican Tobacco p | ¢ share price at the date of exerase for share options exercised dunng the penod was
£3202 (2011 £25 08) for equity-settled and £32 01 (2011 £25 65) for cash-settled options

The outstanding shares for the year ended 31 December 2012 had a weighted average contractual life of 1 3 years (2011 1 3 years) for the
equity-settled scheme, and 1 3 years (2011 1 2 years) for the cash-settled scheme

{c) Other schemes

ESOS

The number of outstanding equity-settled options at the end of the year were 204,002 (2011 385,451) and cash-settled options were
9,150 (2011 24,870)

SAYE
The number of outstanding options at the end of the year for the three-year scheme were 280,383 (2011 317,484) and for the five-year
scheme were 526,023 (2011 564,484)

SRS and ISRS
The number of outstanding shares at the end of the year for the Share Reward Scheme were 565,312 (2011 591,204) and for the
International Share Reward Scheme were 49,318 (2011 76,213}

Valuation assumptions
Assumptions used in the Black-Schales modefs to determine the fair value of share options at grant date were as follows

2012 2011

LTIP D5BS LTIP DSBS

Expected volatility (36) 26 26 25 25
Average expected term to exercise (years) 35 30 35 30
Risk-free rate (36)* o7 06 20N 6 18
Expected dividend yield (%6)* 39 39 48/42 48
Share price at date of grant (£} 3208 3208 23772715 2377
Fair value at grant date (£)* 21 79/21 68 28 50 15 60/18 60 20 58

* Where two figures have been quoted for the Long-Term Incentive Plan, the first number represants the awards made to employess below Management Board level
and the secand number to awards made 1o the members of the Management Board as at the date of award

Market condition features were incorporated into the Monte-Carlo models for the total shareholder return elements of the LTIP, in
determining fair value at grant date Assumptions used in these models were as follows

2002 201

% 9%

Average share price volatility FTSE 100 comparator group* i9 40/39
Average share price volatiity FMCG comparator group* 26 26/26
Average correlation FTSE 100 comparator group* 38 39/21
Average correlation FMCG comparator group* 36 35/35

* Where two figures have been quoted for Lhe Long-Term Incentive Plan, the first number represents the awards made to employees below Management Board tevel
and the second number to awards made to the members of the Management Board as at the date of award
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Fair values determined from the Black-Scholes and Monte-Carlo models use assumptions 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 pnice index
plus the dividend reinvested) over afive-year penod The respective FMCG and FTSE 100 share price volatiity and correlations were also
determined over the same periods The average expected term to exercise used in the models has been adjusted, based on management’s
best estimate, for the effects of non-transferabulity, exercise restnictions and behavioural conditions, forfeiture and histoncal expenence

The nsk-free rate has been determmed from market yield curves for government gilts with outstanding terms equal to the average expected
term to exercise for each relevant grant The expected dividend yield was determined by calculating the yield from the last two declared

drvdends divided by the grant share price

In addition to these valuation assumptions, LTIP awards contain earnings per share performance conditions As these are non-rmarket
performance conditions they are not included in the determination of fair value of share opuions at the grant date, however they are
used to esimate the number of awards expected to vest. This payout calculation is based on expectations published in analysts' forecasts

28 Group employees

The average number of persons employed by the Group and its assocates duning the year, including Directors, was 87,485 (2011 87,813)

2012 on

Number Number

Asia-Pacific 15,307 15,351
Amencas 17,336 16,661
Western Europe 11,703 12,138
EEMEA 12,017 12,115
Subsichary undertakings 56,363 56,265
Associates 31,122 31,548
87,485 87,813

Details of Directors” remuneration, share options and retirement benefits are given in the remuneration report

Included within 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
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29 Related party disclosures

The Group has a number of transactions and relationships with related parties, as defined in 1AS 24 Related Party Disclosures, all of which are
undertaken in the normal course of business

Transactions and balances with associates relate mainly to the sale and purchase of cigarettes and tobacco leaf Amounts recewable from
associates in respect of diadends included in the table below were £84 milion (2011 £87 million) The Group’s share of dividends from
associates, included in other net iIncome in the table below, was £487 million (2011 £486 million)

2012 2011
£m £m

Transactions

— revenue 32 28
— purchases (330) (342)
— other net iIncome 481 487
Amounts receivable at 31 December 92 97
Amounts payable at 31 December (34) (40)

On 17 December 2012, a wholly owned subsidiary of the Group, BATUS Japan Inc (BATUS)), entered into an Amendment and Extension
Agreement (referred to as the Amendment) with a wholly owned subsidiary of Reynolds Amencan, R Reynolds Tobacco Company
(referred to as RIRTC) The Amendment modifies the Amencan blend Cigarette Manufactunng Agreement (referred to as the 2010
Agreement), effective as of 1 January 2010

Pnor to the Amendment, the term of the 2010 Agreement was scheduled to expire on 31 December 2014, subject to early termination and
extension provisions Pursuant to the Amendment, the Manufactunng Agreement will remam in effect beyond 31 December 2014,
provided that either RJRTC or BATUS| may terminate the Manufacturing Agreement by furmishing three years’ notice to the other party, with
any such notice to be given no earlier than 1 |anuary 2016

In 201 2, the Group acquired non-cantrolling interests of shareholders in Bntish Amencan Tobacco Bangladesh for £24 million This
transaction 1s shown as a £21 million reduction to reserves attnbutable to the owners of the parent and a £3 million reduction in reserves
attributable to non—controfling interests in note 20 In 2011, the Group acquired non-controling interests of shareholders in Chile for
£10 million This transaction is shown as a £10 million reduction to reserves attributable to the owners of the parent in note 20

Durnng the year, the Group received proceeds of £262 million (2011 £71 million) in respect of its participation in the share buy-back
proegramme conducted by Reynolds Amenican Inc

The key management personnel of British Amencan Tobacco consist of the members of the Board of Directors of British American Tobacco
p | ¢ and the members of the Management 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 persennel in this context includes
the respective members of their households

2012 2011
£m £m

The total compensation for key management personnel, including Directors, was
— salaries and other short-term employee benefits 22 21
— post-employment benefits 3 3
= share-based payments 10 8
35 32

There were no other long-term benefits applicable in respect of key personnel other than those disclosed in the remuneration report 0 the
Annual Report
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The Group 15 subject to contingencies pursuant to requirements
that it comphies with relevant laws, regulations and standards

Failure to comply could result in restrictions in operations,
damages, fines, increased tax, increased cost of comphance,
interest charges, reputational damage or ather sanctions These
matters are inherently diffrcult to quantify In cases where the
Group has an obligation as a result of a past event existing at the
balance sheet date, it 15 probable that an outflow of economic
resources will be required to settle the cbligation and the amount
of the obligation can be reliably estimated, a provision will be
recognised based on best estimates and management judgment

There are, however, contingent habilities in respect of litigation,
taxes 1n some countrtes and guarantees for which no provisions
have been made

General htigation

Product liability htigation

Group companies, notably Brown & Williamson Heldings, Inc
(formerly Brown & Willamson Tebacce Corporaton) (“B&W™) as
well as other leading aigarette manufacturers, are defendants in a
number of product hability cases In a number of these cases, the
amounts of compensatory and punitive damages sought are significant.

US Indemnity

In 2004, B&W completed the combination of the assets, habilihies
and operations of its US tobacco business with R | Reynolds
Tobacco Company (“RIRT"), a wholly-owned subsidiary of R |
Reynolds Tobacco Holdings, Inc, pursuant to which Reynolds
Amencan Inc was formed (the “Business Combination”) As part
of the Business Combination, B&W contributed to RJRT all of the
assets and habiliies of its US cigarette and tobacco business,
subject to specified exceptions, In exchange for a 42% equity
ownership interest in Reynolds American Inc

As a result of the Business Combination, RIRT assumed alt liabilities
of B&W (except habilities to the extent relating to businesses and
assets not contributed by B&W to RJRT and other imited
categornies of habilities) and contnibuted subsidianies or otherwise
to the extent related to B&W's tobacco business as conducted in
the United States on or prior to 30 July 2004 In addition, RIRT
agreed to indermnnify B&W and each of its associates (other than
Reynolds Amencan Inc and its subsidianes) against, among other
matters, all losses, liabilites, damages, expenses, judgments,
attorneys’ fees, etc , to the extent relating to or ansing from such
assurmed habilities or the assets contributed by B&W to RIRT (the
“RIRT indemmification™)

The scope of the RIRT Indemnificatron includes all expenses and
contingent habthities n connection with lihgation to the extent
relaung to or ansing from B&W?'s US tebacco business as
conducted on or prior to 30 July 2004, including smoking and
health tobacco htigatron, whether the litigation 15 commenced
before or after 30 |uly 2004 (the “Tobacco Liigation™)

Pursuant to the terms of the RJRT Indemnification, R|RT is hable for
any possible Judgments, the posting of appeal bonds or secunty,
and all other expenses of and responsibility for managing the

defence of the Tobacco Lingation RJRT has assumed control of the
defence of the Tebacco Litigation involving B&W, to which RIRT 1s
also a party in most (but not all} of the same cases

included in the US Litigation section below are all sigruficant 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 to B&W
(the “RIRT Successor Cases” The RJRT Successor Cases are covered
by the RJRT indemnification Of the RIRT Successor Cases, the
section below includes details of all cases where there has been an
adverse judgment and also notes favourable jJudgments

US litigation

The total number of US product liability cases pending at

31 December 2012 naming B&W was approximately 7,918 (2011
approximately 8,688) Of these, 4,837 cases are RJRT Successor
Cases For all of these cases, Bntish Amernican Tobacco Group
companies have the protection of the RJRT Indemnificatton Bntish
American Tobacco (Investments) Limited (“Investments”) has
been served as a co-defendant in one of those cases (2011 three)
No other UK based Group company has been served as a
co-defendant in any US product habtlity case pending as at

31 December 2012 Since many of these pending cases seek
unspecified damages, it1s not possible to quantify the total
amounts being claimed, but the aggregate amounts invelved in
such htigation are significant, possibly totalling bithons of US
dollars The cases fall into three broad categories medical
reimbursement cases, class actions, and individual cases

(a) Medical reimbursement cases

These civil actions seek to recaver amounts spent by government
entities and other third-party providers on healthcare and welfare
costs claimed to result from itinesses associated with smoking

At 31 December 2012, one US medical rembursement suit was
pending against B&EW (2011 one) This suit has been brought by
an Indian tribe in the Indian Tribal Court in South Dakota No other
suits are pending against B&W by county or other political
subdivisions of the states

{b) Class actions

At 31 December 2012, B&W was named as a defendant in some six
(2011 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
certified If the classes are or remain certified and the possibity of
class-based Lability 15 eventually established, it 1s likely that
indeidual tnals will be necessary to resolve any claims by individual
plaintiffs Class action suits have been filed in a number of states
againstindividual aigarette manufacturers and ther parent
corporations, alleging that the use of the terms ‘lghts’ and
‘ultrahights’ constitutes unfair and deceptive trade practices

The Cleary putative class action complaint was filed in state court
in Chicago, lllinos on 3 June 1998 against several defendants,
alleging that all defendants fraudulently concealed facts regarding
the addictrve nature of nicotine, and that defendant Philip Morris
fraudulently marketed Marlboro Lights cigarettes, and sought
disgorgement of profits The defendants” motion to dismiss the

British American Tobacco Annual Report 2012 175




Financial Statements

Notes on the accounts (continued)

30 Contingent habilities and financial
commitments (continued)

Fourth Amended Cemplaint was granted on 22 June 2010 and
later affirmed by the Seventh Circuit The plaintiffs’ petition for
rehearing was denied by the Seventh Circuit and the time for
plaintiffs to seek further review to the US Supreme Court expired
in February 2012 As no review was sought, the case 1s now over

In a medical monitoring 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 plantiffs’ claim for medical montonng and
found that agarettes were not defectively designed However, the Jury
also made certain findings against the defendants on clasms relating
to fraud, conspiracy, marketing te minors and smoking cessation

On 21 May 2004, the jury returned a verdict In the amount of
US$591 million, requirng the defendants to fund a cessation
programme to help eligible class members stop smoking After the
intermediate court of appeal’s deaision affirming in part the jJudgment
below, the tnal court entered an amended judgment in the case This
was later amended but largely affirmed by the Louisiana Court of
Appeals Pursuant to the Judgment, the defendants were required

to deposit US$242 million with the court, wath interest from 21 July
2008 untl paid The defendants” application for writ of certiorarn by
the Supreme Court of Louisiana along with the defendants’ motion
to stay execution of the jJudgment was denied, as was defendants’
subsequent petition for witt of certtorar in the US Supreme Court In
August 2011, RJRT paid US$139 midiion (the portion of the judgment
allocated to R|RT and B&W) into the trust for the funding of the
programme On 10 May 2012, the parties entered into an agreement
wherein the plaintiffs will request attorneys’ fees and costs of
approximately US$114 million be paid from the mones deposited

in the trust, the plaintiffs will release their claims that the defendants
were iable to pay their attorneys’ fees and costs, and the defendants
will warve the nght to assert claims to 509% of any unspent or surplus
money in the trust at the termination of the ten-year smoking
cessation programme

Black 1s a ‘lights” class actron filed in November 2000 in the Circuit
Court, City of St Louss, Missouri B&W removed the case to the US
District Court for the Eastern Distnct of Missoun on 23 September
2005 On 25 October 2005, the plaintiffs filed 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 Altria
Group, Inc On 28 June 2011, the court 1ssued an crder removing
the case from the trial docket A status conference is currently
scheduled for 3 February 2014

Brown s a case filed in June 1997 in the Supenor Court, San Dego
County, Calfornia On 11 April 2001, the court granted in part the
plaintiffs’ motion for certfication of a class composed of California
residents who smoked at least one of the defendants’ cigarettes from
10 June 1993 through 23 Apnl 2001, and who were exposed to the
defendants’ marketing and advertising actvittes in Calfornia On

7 March 2005, the court granted the defendants’ motion to decertify
the class, but this decision was later reversed by the California
Supreme Court to the extent that it was based upon the conclusion
that all class members were required to demonstrate standing, and
remanded the case The defendants filed a motion on 9 January 2012

with the Calforria Superior Court requesting that the class be
decertfied On 23 May 2012, the court ssued a “Tentative Ruling”
that, among other things, denied the defendants” motion to deceritfy
the class and, as a result, the case will go forward as a “hghts”

class action At the plaintiffs’ request, the court entered an order on
26 September 2012, dismissing with prejudice from the case defendants
B&W, RJRT, Lonllard Tobacco Company, Liggett Group and Liggett &
Meyers Philip Morns USA Inc 1s the sole defendant remaiing in

the case

Howard s a ‘hghts’ class action filed in February 2000 in the Circuit
Court, Madisen County, llinois A judge certified a class on 18
December 2001 On 6 june 2003, the tnal judge 1ssued an order
staying all proceedings pending resolution of Price v Phiiip Morris,
Inc, a ‘ights’ class actien against Philip Morris, Inc in the litinois
state court The plaintiffs appealed this stay order to the llinots Fifth
Dhstrict Court of Appeals, which affirmed the Circuit Court’s stay
order on 19 August 2005 There 1s currently no activity In the case

Jones is a case filed in December 1998 in the Circuit Court, Jackson
County, Missoun The defendants removed the case to the US
District Court for the Western Distnct of Missourn on 16 February
1999 The action was brought by tobacco product users and
purchasers on behalf of all similarly situated Missourn consumers
The plaintiffs allege that their use of the defendants’ tobacco
products has caused them to become addicted to nicotine The
plaintffs seek to recover an unspecified amount of compensatory
and punitive damages The case was remanded to the Gircurt Court
on 17 February 1999 There has been imited activity In this case

Farsons s a case filed in February 1998 in the Circuit Court, Chio
County, West Virginia The plaintiff sued asbestos manufacturers and
US aigarette manufacturers, including B&W, seeking compensatory
and punitive damages (US$1 millson individually and an unspecified
sum for the class) for alleged personak injunes ansing from their
exposure to respirable asbestos fibres and cigarette smoke The case
has been stayed pending a final resolution of the plaintffs’ motion to
refer tobacco liugation to the judictal panel on multidistrict hugation
filed in in Re Tobacco Litigation in the Supreme Court of Appeals of
West Virginka Moreover, Parsons has been stayed pursuant to the
Bankruptcy Code because three defendants filed bankruptcy
petitons on 26 December 2000

Young 1s a case filed in November 1997 in the Circuit Court,
Orleans Pansh, Louisiana The plaintiffs brought an Environmental
Tobacco Smoke (“ETS"} class action on behalf of all residents of
Lowsiana wheo, though not themselves cigarette 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
unspecified 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 i Louisiana
(discussed above)

In Engle (a case Iin Flonda), a jury awarded a total of US$12 7
milhon to three class representatives, and in a later stage of the
three-phase tnial procedure adopted in this case, a jury assessed
US$17 6 billion in punitive damages against B&W On 21 May
2003, the intermedsate appellate court reversed the trial court’s
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Judgment and remanded the case to the tnal court with
nstructions to de-cerufy the class - this was upheld on 6 July 2006
Further, the Flonda Supreme Court permitted the judgments

Engle progeny cases, as at 31 December 2012

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 permitted
putative Engle class members to file individual lawsuits against the
Engle defendants within one year of the court’s decision
(subsequently extended to 11 January 2008)

Engle progeny

cases In which  Engle progen

B&W has been cases 1n whic|
served (Doth stata R[RT1s named as

and federal courts a successor

n Flonda) to B&W
Number of cases 42 4,821
Number of plainufts 76 5,714

Phase three trnials of indwvidual Engle class members, as at 31 December 2012

Additional Phase 3 Engle
Tnals namung RIRT as successor to

B&W proceeding to verdict
Total number of trials 37
Number of trials resulting in plaintiffs’ verdicts 22
Total damages awarded in final judgments agamnst RIRT as successor to B&W (approximately) US$73,248,732
Amount of averall damages comprising ‘compensatory damages’ (approximately) US$48,150,000

(of overall US$73,248,732)

Amount of overall damages comprising ‘punitive damages’ (approximately) U5$150,000

{of overall US$248,732)

Number of adverse judgments appealed by RJRT

17

Number of adverse judgments (not yet appealed), in which RJRT still has time to file an appeal 5

In ane of the appeals that was decided, the Flornida intermediate appellate court affirmed the liability finding but vacated the damages award and remanded

the matter to the tral coust In three of the appeals that were decided, the Flonda intermediate appellate courts affirmed final judgments in favour of plainufis
In the other two appeals that were decided, the Flonda intermediate appellate courts reversed the final jJudgment and remanded the matter te the tral court
for a new tnal on all issues One of these remanded cases has since been retned, and resulted in 2 plantiff’s verdict The ume to file an appeal from this adverse

Judgment kas not yet expired

In June 2009, the Florida legistature amended its existing bond cap
statute by adding a US$200 milhien bond cap that applies to all
phase three £ngle progeny cases in the aggregate and establishing
individual bond caps for individual cases in amounts that vary
depending on the number of jJudgments in effect at a given time
in May 2011, Flornda removed the provision in this legislation that
would have permitted this bond cap to expire on 31 December
2012 Plaintiffs in several Engle progeny cases have unsuccessfully
challenged the constitubionality of the bond cap 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 Suprerme Court accepted junsdiction over the issue of
the constitutionality of the bond cap on 23 January 2012 On

31 August 2012, the Flonda Supreme Court entered an order
disrmissing this case Plaintff subsequently moved for a reheanng,
but this was denmied Plaintiff had until 10 January 2013 to file a
petiton for writ of certiorari to the United States Supreme Court
Plaintiff did not file a petition for writ of certiorarr
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Individual actions

As at Total number
of cases

v c 31 December 2011 3,091
$2SE.
SRR
£ T893
32358
=TE= & g
2 E S g g_ 31 December 2012 3,074 2,574 ETS cases brought by flight attendants who were members of a class
28 -E’ 8% action (“Broin”) that was settled on terms that allow compensatory
g“;; S5 but not pumitive damages clatrns by class members
oS ‘g _§ 5 396 Cases brought in consohdated proceedings in West Virginia, where
S5 g the first phase of the tral began on 19 October 2011 but ended in a
S5 = g x mustnal on 8 November 2011 (tnal 1s scheduled for 15 Aprl 2013)
o255t 42 Engle progeny cases that have been filed directly aganst B&w
- 2 s (please see earlier table on page 177}
- = 62 Cases filed by other individuals

In addition, there are 16 cases filed by other individuals naming
RIRT as successor to B&W These cases are subject to the RJRT
Indemnification and are not detailled here

Of the indmidual cases that remain pending as of 31 December
2012, two resulted in verdicts against B&RW In December 2003, a
New York jury (in Frankson) awarded US$$350,000 in compensatory
damages aganst B&W and two industry organssations In |anuary
2004, the same jury awarded US$20 million in punitive damages
©On 22 June 2004, the tnal judge granted a new tnal unless the
parties agreed to an increase In compensatory damages to
US5$500,000 and a decrease in puritive damages to US$5 mithon,
of which US$4 mullion weuld be awarded against B&W The
plaintff agreed to a decrease in punstive damages but B&W did not
agree to an ncrease in compensatory damages ©On 25 January
2005, B&W appealed to an intermediate New York State appellate
court, which affirmed the judgment on 5 July 2006, except insofar
as it disrmissed the plaintiff's design defect claims The court dermied
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 plaintiff’s application
for entry of judgment in the amounts of US$5 rmillion 0 punitive
damages and US$175,000 in compensatery damages The trial
court also granted the plantff’'s motion to vacate that part of the
2004 order granting a new trial unless the partes agreed to an
Increase In compensatory damages to US$500,000 RJRT posted a
bond in the approximate amount of US$8 mullion on 3 july 2007
Foliowing B&W's appeal, the intermedate appellate court modified
the final judgment on 29 September 2009 by reversing the award
of punitive damages, and remanding the case for a new puritive
damages trial On 15 January 2010, the appeilate court denied the
plaintiff’s motien for addibonal time to seek feave to appeal to the
New York Court of Appeals, but granted the plaintff more time to
file a motion for leave to reargue to the appellate court, which was
demed on 12 March 2010 On 17 July 2012, defendants filed a
motion for summary judgment dismissing plaintiff’s claims for

punitive damages The motion was fully briefed, and oral argument
was held on 28 August 2012 A decision remains pending

tn February 2005, a Missourt jury (in Lincoln Smith) awarded
US5$500,000 1in compensatory damages and US$20 miliion in
punitive damages against B&W Following B&W's appeal, on

31 July 2007, an intermediate appellate court affirmed the
compensatory damages award and reversed the punitive damages
award, reasoning that the plaintiffs falled to produce sufficient
evidence to justify the verdict Following a transfer to the Missoun
Supreme Court and a subsequent remand by that court, the
intermediate appellate court on 16 December 2008 again upheld
the award of compensatory damages, reversed the jury’s award
of US$20 million i punitive damages, and ordered a new tnal

on pumitive damages On 20 August 2009, a Missourt jury
awarded US$1 5 millien in punitive damages agamnst B&W On

24 September 2009, B&W filed a motion for a new tnal and a
mation for judgment notwithstanding the verdict On the same
date, the plaintifis filed 2 motion to increase the punitive

damages award to US$20 million, and a motion to vacate, modify
or set aside judgment, or in the alternative, for a new trial On

21 December 2009, the court denied the plaintiffs’ and B&W's
post-trial motions  After an initial oral argument on both parties”
appeals in September 20113, the intermediate appellate court
ordered the parties to reargue the case en barnc On 2 October
2012, the intermediate appellate court reversed the jury’s award of
punitive damages on the grounds that the tral court’s conduct in
the 2009 tnal had exceeded the scope of its mandate, and
remanded for a new trial solely to determine the amount of
puritive damages On 30 October 2012, the intermediate appellate
court demed B&W's application for transfer to the Missoun
Supreme Court, and overruled B&W's motion for rehearing B&W
filed in the Missoun Supreme Court an application for transfer to
that court on 14 November 2012, and plaintiffs filed opposition on
26 November 2012 On 18 December 2012, the Missour Supreme
Court granted B&W's application for transfer
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UK-based Group companies

Investments has been served in the fallowing US cases pending as of
31 December 2012 one class action alleging violations of Kansas
antitrust and consumer protection laws, the Daric Saith case
mentioned below and one indmdual action (“Perry™) The Company
and Investments have been served in one indvidual action alleging
misappropnation of novel ideas and breach of contract (Gero),
although on 7 November 2011, the tnal court disrissed the Company
and Investments from the case, which orders the plaintiff appealed
on 7 December 2011 Appeals remain pending

Conduct-based claims

In the Dartc Smith case, purchasers of cigarettes in the state of
Kansas brought a class actton in 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 in a conspiracy to fix or
maintain the price of cigarettes sold in the US, including i the
state of Kansas, in violation of the Kansas Restraint of Trade Act

After the close of discovery, all defendants, including Investments,
moved for summary jJudgmentn late October and early November
2010 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 Actto a
non-resident (such as Investments) that did not purchase, sell or
manufacture goods In the state of Kansas

On 26 March 2012, the court entered an order granting all of the
defendants’ summary jJudgment motions and dismissing the
plaintiff’s first amended petition with prejudice On 18 July 2012,
plaintff filed a notice of appeal on various points On or about

1 August 2012, all defendants filed notices of cross-appeal, with
Investments filing its own separate notice of cross-appeal to address,
amongst other issues, vanous orders denying the defendants’ claims
of privilege over certain categones of documents dunng discovery
Plaintff-appellant’s moving bnef is currently due no later than

25 January 2013

Product liability outside the United States

As at 31 Decernber 2012, active claims against the Group’s companies
existed tn 17 markets outside the US (2011 17) The only markets with
more than frve claims were Argenting, Brazil, Canada, ltaly, and
Nigena There are medical rembursernent actions in Canada,
Argenuna, Brazil, Nigena, and Spain

(a) Medical reimbursement cases

Argentina

In 2007, the Argentina Tort Law Association (“ATLA"), a non-
governmental organization, filed a reimbuirsement action against
Nobleza Piccardo § A) Cy F ("Nobteza”) and Massalin
Particulares Nobleza filed its defence on 1 October 2009
Prehminary objections from Nobleza and the federal government
{a third party) were considered by the Civil Court in late 2009
and, on 23 December 2009, the Ciwil Court declared its lack of
Jjunsdiction to hear the claim On 11 March 2010, the case was
sent to the Contentious-Administrative Court, which deterrmined

that 1t had junsdiction over the case On 24 june 2011, the
Contentious-Adrministrative Court issued an Order stating that it
would decide defendants’ outstanding procedural objections
together with the merits of the case The case wili now enter the
evidentiary stage

Brazil

tn August 2007, the Sao Paulo Publhic Prosecutor’s office filed a
medical relmbursement claim on behalf of all states against Souza
Cruz S A Andentical claim wes filed against Philip Morns Souza
Cruz’s motion to consolidate the two claims was rejected and the
two cases were ordered to progress independently On 4 October
2011, the court dismissed the action against Souza Cruz, with
judgment on the ments The plantiff filed an appeal on 9 January
2012 and Souza Cruz filed its counter arguments on 17 February
2012 The case records were remitted to the Sao Paulo Court of
Appeals in September 2012

Canada

tn Canada there are nine active statutory actions for recovery of
healthcare costs ansing from the treatment of smoking and health-
related diseases These proceedings name various Group companies
as defendants, incdluding the Company, Investments, B.A T Industnes
p | ¢ {“Industnies™), Carreras Rothmans Lirnited {collectively the “UK
Companies”} and Impenal Tobacco Canada Limited (“impenal™, the
Croup’s operating company inCanada Legislaton enabling
provincial governments to recover the healthcare costs has been
enacted in all 10 provinces and two of three terntones in Canada and
has been proclaimed in force in nine provinces The Acts have
recerved Royal Assent in Nova Scoba, Northwest Terntones and
Nunavut but have yet to be prociarmed into force Actions have
begun aganst vanous Group companies, including Impenal, In
British Columbia, New Brunswick, Newfoundland and Labrador,
Ontano, Quebec, Manitoba, Alberta, Saskatchewan and Prince
Edward Island (“PE/™) In Quebec, three Canadian manufacturers,
ncluding Impenal, are challenging the enabling legislation, the
Quebec government has commended an action
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Act pursuant to which claim
Canadian province  was brought

Compames named as
defendants and date served

Current stage

Briish Columbia  Tobacco Damages and Health
Care Costs Recovery Act 2000

Imperial
Investments
Industries

Other former Rothmans
Group companies

This case remains at a preliminary case management
stage The next step will be hearings on discovery
motions relating to the plantiff’s damages model m
July, 2013 Damages have not been quantified No
trial date has been set

New Brunswick  Tobacco Damages and Health
Care Costs Recovery Act 2006

The UK Companies have all
been named as defendants

Impenal and the UK Companies
have all been served

Both Imperial and the UK Companies have now filed
their defences and document production is
underway A motion to set a case schedule is set for
May 2013 Damages have been quantified at
CAD$19 billion No trial date has been set

Ontario Tobacco Damages and Health
Care Costs Recovery Act 2009

The UK Companies have all
been named as defendants

Impertal and the UK Companies
have all been served

On 5-7 November 2012, appeals by the BAT defendants
of both the junsdictional and costs orders were heard by
the Court of Appeal and taken under advisement.

impenal filed a third-party notice against several
native manufacturers claiming contnbution and
indemnity as well as damages in the amount of
CAD$1 5 bithon

Impenal also filed a third-party claim against the
Federal government claiming malfeasance in pubiic
office due to the government’s failure to enforce the
law againstillict manufacturers The Attorney
General has indicated its intention to file a Motion to
Strike the Claim, but no date has been set for this
preliminary motion

Pending the outcome of the Court of Appeal’s
decision on jurisdiction, the case will then be under
case management Damages have been quantified at
CAD$50 illion No trial date has been set

Newfoundland  Tobacco Health Care Costs
and Labrador Recovery Act 2006

The UK Companies have all
been named as defendants

Imperial and the UK
Companues have all
been served

The UK Companies have filed junsdictional motions
but as yet there 1s no scheduled date for the motions to
be heard due to a pending 1ssue on the adrmssibility of
the plaintiff's evidence for the junsdictional motions
Damages have not been quantified by the province
No tnal date has been set

Saskatchewan Tobacco Damages and Health
Care Costs Recovery Act 2012

The UK Companies have all
been named as defendants

Impenal and the UK
Comparues have ali
been served

Thus case 15 at a preliminary case management stage
The UK Companies have filed junsdictional motions,
and the hearing on these motions 1s scheduled to
commence 29 Apnl 2013 A case management judge
has been appointed Damages have not been
quantified by the province No tnal date has been set

{mpenal has served a motion to defer filtng defences
until pending jurssdictional challenges have been
resolved There are no discovery motions to date

in this junisdiction
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Act pursuant to which clam

Canadan province  was brought

Companies named as
defendants and date served

Current stage

Manitoba Tobacco Damages Health impenal Impenal has served a motion to deferfiling defences
Care Costs Recovery ACt 2006 | until pending junsdictional challenges have been
nts
resolved The province has not quantified damages
Industres No tnal date has been set
Other former Rothmans
Group companies
Alberta Crown's Right of Recovery Imperal and the UK On 8 August, 2012, Imperial was served with the
Act 2009 Compares have ali been Alberta Medicaid suit Damages have been quantified
named as defendants at CAD3$10 bilhon This case 15 at a preliminary stage
No tnal date has been set
Quebec Tobacco Related Damages Investments, Industnes, On 25 August 2009, Impeniat and the other Canadian

and Health Care Costs
Recovery Act 2005

and Carreras Rothmans
Limited have been named
as defendants Imperial
and the UK Companies
have been served

manufacturers filed a constitutional challenge of the
Quebec Medicaid Legislation The Quebec Attorney-
General (AG) filed a motion to dismuiss the
constitutionat challenge and following a hearing, the
Quebec Supenor Court dismissed the motoen

On 28 January 2011, the Court of Appeal denied the
AG's leave application, permitting Imperial's
challenge to proceed

On 8 June, 2012, the Quebec Medicaid suit was
served upon Impenal The government s seeking
CAD3$60 billion On 14 December 2012, Impenal’s
Motion to stay the Medicaid suit pending the
resclution of the constitutional chatlenge, was heard
by the Court and taken under advisement

A case management judge has been appointed, a
motion to stay pending the constitutional challenge
was dismissed but atherwise no further steps will be
required by Impenal pending a resolution of certain
jurisdictional challenges by other defendants incfuding
other group compames No trial date has been set

Prince Edward
Island

Tobacco Damages and
Health Care Costs
Recovery Act 2009

Companies

Impenal and the UK

On 15 November, 2012, Impenal was served with the
PEl Medicaid suit. This case 1s at a preliminary case
rmanagement stage Damages have not been quantified
by the province Acase management judge has been
appointed and the defendants must file jJunsdiczonal
motions by 15 March 2013 No tnial date has been set.

Nigeria

As of 31 December 2012, six medical reimbursement actions filed
by the federal government and five Nigenan states (Lagos, Kano,
Gombe, Oyo, Ogun) were pending in the Nigerian courts British
American Tobacco (Nigena) Limrted, the Company and
Investments have been named as defendants in each of the cases
The plaintiffs in the six cases seek a tota! of approximately £44 8
btllion 1n damages, including special, anticipatory and punitive
damages, reststution and disgorgement of profits, as well as
declaratory and imjunctive relief On 13 and 25 May 2010,
respectively, the plaintiffs in the Kano and Ogun state cases filed

motions for preliminary injunctve relief, seeking, inter alia, orders
to restrain the defendants from vanous alleged marketing and
distribution practices including the sale of tobacco products within
1,000 meters of any public places that are predominantly locations
for minors

The Campany and Investments have filed preliminary objections
challenging the junsdiction of the Nigerian courts over them On
22 |une 2010, the Oyo High Court partially granted the Company's
and Investments’ preliminary objections and set aside the service
of the writ of summons The Company and Investments appealed
the court’s order Insofar as it denied the remainder of the relief
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requested, and the Court of Appeal has yet to set a date for hearing
of the appeals In the federal government's action, the Federal High
Court has yet to hear the preliminary objections filed by the
Company and Investments, which remain pending as of 31
December 2012

The High Courts of Lagos, Kano, Gombe and Ogun states derved
the preliminary objections filed by the Company and Investments,
and the companies have appealed High Court proceedings in the
Lagos and Kano state cases have been stayed pending the appeals
filed by the Company and Investments In the Gombe and Ogun
cases, the High Courts have adjourned proceedings without date
As of 31 December 2012, the appeals filed by the Company and
Investments remain pending in the Lagos, Kano, Goembe, and
Ogun cases, and have yet to be heard by the Court of Appeal

A hearning before the Court of Appealis currently scheduled for

25 February 2013 in the Cgun appeals filed by the Company,
Investments and British Amernican Tobacco {Nigena) Limited

Spain

In early 2006, the Junta de Andalucia (the “funta™), \n Spain, filed
a medical rermbursemment action against the State and tobacco
companies {including BAT Espafia S A ) before the contentious-
adminustrative courts The State filed preliminary objections to
the Junta’s claim, wath tokacco companies filing supporting briefs
The court upheld these preliminary objections and dismissed the
claim in November 2007 The Junta’s appeal of this ruling to the
Supreme Court was disrmssed in September 2009 However, in
May 2009, the Junta filed a new contentious-administrative

claim with simalar allegations The defendants filed procedural
objections, which were rejected by the court The next procedural
step s for the court to provide the defendants wiath copies of the
exhibits to the claim which were not attached to the claim when
onginally filed Cnce the defendants receive copies of the exhibits,
the term to file their answers (20 business days) will resume

(b) Class actions

Brazil

There are currently three class actions being brought in Brazil
One 15 also a medical reimbursement claim (Sao Paulo Public
Prosecutor’s Office), and 1s therefore discussed above A fourth
class action recently ended in the affirmance on appeal of a
defence jJudgment, as descnbed below

In 1995, the Associagao de Defesa da Saude do Fumante {“ADESF")
class action was filed against Souza Cruz and Philip Morns in the
Sao Paulo Lower Civil Court alleging that the defendants are hable
to a class of smokers and former smokers for faing to warn of
cigarette addiction The case was stayed in 2004 pending the
defendants’ appeal from a decision issued by the lower civil court
that held that the defendants had not met their burden of proving
that cigarette smoking was not addictive or harmful to health,
notwithstanding an earlier interlocutery order that the Sao Paulo
Court of Appeals had issued, which directed the tnal court to
allow more evidence to be taken before rendenng its decision

On 12 Novernber 2008, the Sao Paulo Court of Appeals overturned
the lower court’s unfavourable decision 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 Cwvil Court on 19 March 2009, who ordered designation

of court-appointed medical and advertising experts The parties
submitted questions to these court-appeinted experts who
subsequently delivered their reports Each party also prowvided
expert reports commenting on the court-appointed experts’
conclusions On 16 May 2011, the court granted Souza Cruz's
motien to dismuss the action in its entirety on the ments Plaintffs
filed an appeal of the dismussal on 22 july 2011 Souza Cruz filled

its response on 5 October 2011 On 10 November 2011, the

case records were sent to the Public Prosecutor’s Office On

20 December 2011, the Public Prosecutor’s Office presented a
nan-binding, advisory opinion that rejected most of Souza Cruz's
legal defence arguments The case records were sent to the Sao
Paulo State Court of Appeals and were mmediately sent to the
Public Prosecutor’s office for General Public and Collective Interest
On 1 March 2012, the case files returned with an unfavourable
opinton given by the Public Prosecutor, who adwised that the Court
should find in favour of the appeal brought by ADESF and thereby
fully reverse the appealed jJudgment On 6 September 2012, the
case was assigned to a new temporary Reporting Justice in the 7th
Chamber of Private Law of the Sdo Paulo Court of Appeals, pending
reference to a permanent Reporting |ustice of the case

The Brazilian Association for the Defense of Consumers’ Health
(“Saudecon”) filed a class action against Souza Cruz and Philip
Marrs in the City of Porto Alegre, Brazil on 3 November 2008

The plaintff purports to represent all Braziian smokers whom, it
alleges, are unable to quit smoking and lack access to cessation
treatments The plamtiff i1s seeking an order requinng the named
defendants to fund, according to their market share, the purchase
of cessation treatments for these smokers over a mimimum pencd
of two years Souza Cruz was served with this complaint on

19 November 2008 On 18 May 2009, the case was dismissed with
judgment on the merits The plaintfts appealed in August 2009
and Souza Cruz and Philip Morns both responded On 22 July
2011, the Publhc Prosecutor's Office issued a non-binding opinion
saying that the favourable first nstance ruling should be vacated
based on procedural 1ssues On 25 August 2011, the reporting
justice of the appellate court rejected the Public Prosecutor’s
Office’s opinion, finding that the trial court ruling should not be
nullified On 1 November 2011, the 9th Chamber of the Rio Grande
do Su! State Court of Appeals granted the Public Prosecutor’s Office
special appeal, ordenng the remittance of the case records in

the first instance to complete proper notification to the Public
Prosecutor’s Office of the sentence On 14 December 2011, the
Public Prosecutor’s Cffice filed a special appeal Souza Cruz's
counter arguments were submitted on 10 February 2012 On

28 March 2012, the Rio Grande do Sul State Court of Appeals
recognized the applicability of the special appeal and ordered it
sent up to the Supenor Court of Justice On 26 September 2012,

a new Reporting Justice of the Supencr Court of Justice was
designated for the case The parties await judgment of the

special appeal at the Supernior Court of Justice
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In 2004, the State of Sergipe instigated a class action seeking
compensation for smokers in Sergipe State who purportedly tried
to quit smoking The lower court dered the plaintiffs’ request for
early relief 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 dismissed 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
deasion by the Supenor Court on which court has junsdiction On
26 March 2010 the Supenor Court determined that the cvil court
had junsdiction of the matter On 19 October 2011, the court
dismissed the action with judgment on the merits The plantiff
filed an appeal on 9 January 2012 Souza Cruz’s counter-
arguments were submitted on @ February 2012 The case records
were sent to the 1st Chamber of the Sergipe State Court of
Appeals, as well as to the Public Prosecutor’s Office for it to
consider an advisory opinion On 9 [uly 2012, the 1st Chamber of
the Sergipe State Court of Appeals by unanimous decision upheld
the lawer court ruling that dismissed the case Plaintiffs did not file
a Special Appeal from this jJudgment and the case 15 now closed

Canada
There are 10 class actions being brought in Canada against
Group companies

Knight 1s a “lights’ class actton in which the plaintff alleges that the
marketing of hght and mild cigarettes is deceptive because it
conveys a false and misleading message that those cigarettes are
less harmful than regular cgarettes Although the claim arises from
health concerns, it does not seek cormpensation for personal Injury
but for amounts spent on “hght and mild’ products and a
disgorgement of profits from Imperal The Supreme Court of
Bnitish Columbna certfied a class of all consumers of cigarettes
bearing ‘ght’ or ‘mild’ descriptors since 1974 manufactured in
British Columbia by Impenial Impenal filed an appeal against the
certification which was heard in February 2006 The appellate
court confirmed the certification of the class but has imited any
financial habiity, if proven, to the penod from 1937

The federal government’s motion to strike out the third-party
notice 1ssued aganst it by imperial was upheld by the Supreme
Court which dismissed the third-party claim on the basis that the
federal government’s impugned conduct constituted vahd policy
benefiting public health and 1s therefore not subject to cvit habulity

In 2009, Impental was served with a class action filed by Ontano
tobacco farmers and the Ontarno Flue-Cured Tobacco Growers’
Marketing Board (“Growers’ claim”} The plantiffs allege that
Impenal improperly paid lower prices for tobacco leaf destined for
duty-free products that was smuggled back into Canada and sald
in the domestic market, as opposed to the higher domestic leaf
price Impenal deposited the amount owing to the government of
Ontano pursuant to the Comprehensive Agreement {the “CA™) into
an escrow account, claiming that the Growers Claim was a
Released Claim under the CA and the CA permitted Impenal to
set-off that amount against costs incurred as a result of the claim
(including damages, f any) In response, the Ontaro government

commenced an action agamnst Impenal, seeking the release of the
funds and a declaration that the Growers’ Claim 1s not a Released
Claim (“Ontario claim”) Impenal successfully argued its
prelminary motion in the Ontane claim in July 2010 and the court
ordered that the claim be stayed in favour of the arbitration
provisions stipulated in the CA and ratsed by tmpenal in its Notice
of Arbitration The Court of Appeal denied the Ontario government’s
appeal i July 2011, and also ruled that the question of whether the
Growers’ Claim constitutes a ‘Released Claim’ under the CA must
be determined by the courts, thereby splitting the 1ssues

Impenal was recently served with certification materials in the
underlying Growers’ claim On 25 January 2012, the case
management judge ruled that Impenial’s prescnption challenge
will proceed prior to certification hearings in the class action The
Judge also ruled that the question of whether or not the Growers’
claim s a “Released Claim” under the CA should proceed as part
of the Ontano ¢laim rather than the class acton Growers” Clarm,
and should proceed as the first order of business The Released
Claim challenge was heard on 19 September 2012 and dismissed
on 2 January 2013 Impertal has appealed that decision The date
for the appeal has not yet been set

There are currentiy twa class actions 1n Quebec On 21 February
2005, the Quebec Supencr Court granted certification in two class
actions against mperial and two other domestic manufacturers,
which have a combined value of CAD327 billion plus iterest and
costs The court certified two classes, which include residents of
Quebec who suffered from lung, throat and laryngeal cancer or
emphysema as of November 1998 or developed these diseases
thereafter and who smoked a minimum of fifteen aigarettes a day
for at least five years, and residents who were addicted to nicotine
at the time the proceedings were filed and who have since remained
addicted In Quebec, there 15 no nght of appeal for a defendant
upon certification The plaintiffs have served a Statement of

Claim The tnal in this matter commenced on 12 March 2012

and remains ongoing

In June 2009, four new smokeng and health class actions were filed in
Nova Scotia, Manitoba, Saskatchewan and Alberta, against Canadian
manufacturers and foreign companies, including the UK Companies
and Impenal in Saskatchewan, anumber of the UK companies have
been released from the action No date has been set for the certification
motion heaning In Nova Scotia the proceedings have not progressed
There are service issues In refation to the UK Companies 1n Alberta
and Manitoba A suitidentical incontent and parties was filed in
June 2012 1n Ontario, and the UK Companies and imperial have
been served In this action

In July 2010, two further smoking and health class actions in British
Columbra were served on Impenal and the UK companies The
Bourassa claim s allegedly on behalf of all indwiduals 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
minimum of 25,000 cigarettes " The UK Companies and Imperial
objected to junsdiction Subsequently a number of the UX
Companies were released from the action No certification

motion hearning date has been set
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Italy

In or about June 2010, Brinsh Amernican Tobacco Italia S p A (“BAT
Italia”) was served with a class action filed in the Civil Court of
Rome by the consumer association, Codacens, and three class
representatives Plaintiffs primanly asserted addiction-related
claims The class action lawsuit was rejected at the first instance
(Cwtl Court of Rome) and appellate (Rome Court of Appeal) court
levels In july 2012, Codacons filed an appeal before the ttahan
Supreme Court BAT ltaha’s response brief, which for the most part
addressed procedural issues, was filed on 13 November 2012 The
Supreme Court has yet to set a date for hearing of the appeal

Venezuela

The Venezuelan Federation of Associations of Lsers and
Consumers filed a class action aganst the Venezuelan government
seeking regulatory controls on tobacco and recovery of medical
expenses for future expenses of treating smoking-related dinesses
in Venezuela On 19 January 2009, C A Cigarrera Bigott Sucs
("Cigarrera Bigott”) notified the court of its intention to appear as
a third party The court adjourned a public hearing scheduled for
July 2009 in which Qigarrera Bigott's status as a third party would
be determined and parties would make submisstons On 12 April
20M, the Constitutional Chamber of the Supreme Court of Justice
1ssued decision number 494, which established the rules for class
action procedures On 5 December 2012 Cigarrera Bigott was
admitted as third party, and defenses are due on 28 February 2013

(c) Individual personal injury claims

Aside from the United States, there were approximately 329

(2011 353) indwidual smaking cases pending wortd-wide as

of 31 December 2012 against Group companies Approximately
three-quarters of these cases are in Brazil and are not detalled here

As at 31 December 2012, in ltaly there were 28 {2011 30) smoking
and health cases filed agamst BAT ltalia by or on behalf of indnduals
n which 1itss contended that diseases or deaths have been caused by
cigarette smoking, including rine {2011 10) cases pending appeal
and two labour cases for alleged occupational exposure pending
before the first instance labour courts In addition, there were three
(2011 three) indmadual ‘ights’ cases pending before justices of the
peace and 28 (2011 26} ‘hghts’ cases on appeal

On 23 June 2003, an indwidual action was brought in the Danish
High Court against House of Pnince A/S and Skandinavisk
Tobakskompagn: A/S seeking DKK485,450 for alleged smoking-
related diseases and loss of earnings On 8 December 2011, the
Court issued judgment in favour of the defendants and ordered
costs against the plaintiff On 31 January 2012, the plaintiff filed an
appeal to the Supreme Court The appeal 1s ongoing

Other Non-Tobacco Related Claims

Flintkote

The Flintkote Company {“Flintkote™), a US asbestos production and
sales company, was included in the acqussition of Genstar
Corporation by Imasco Limited in 1986 and became a Group
subsidiary following the restructunng of Imasco imited (now

Impenal) in 2000 Soon after this acquisition, and as part of the
acquisitton plan, Genstar Corporation began to sell most of s
assets, including the non-asbestoes related operations and
subsidianes of Flintkote The liquidation of Flintkote assets
produced cash proceeds and, having obtained advice from the law
firm of Sullivan & Cromwell LLP {“S&C") and other consultants
that suffictent assets would remain to satisfy reasonably foreseeable
labilities, Flintkote’s Board of Directors authonsed the payment of a
dividend of US$170 2 mullion in 1986 and a further dividend of
U53355 million in 1987 In 2003, Impenal divested Flintkote and
then, in 2004, Flintkate filed for bankruptcy in the United States
Bankruptcy Court for the District of Delaware In 2006, Flintkote,
representatives of both the present and future ashestos claimants,
and mdividual asbestos clasimants were permitted by the
bankruptcy court to file a complaint in California state court
against Imperial and numerous other defendants including S&C,
for the recovery of the dividends and other compensabion under
various legal and equitable theories

The Califormia case remains in the discovery phase, but the court
has resolved multple 1ssues that will narrow the case Firstly,
following a mult-day bench tral, the court 1ssued a preliminary
decsion dismussing 5&C Fintkote then settled with S&C for a
nominal sum before the decision was made final All claims and
cross claims 1n the itigation asserted by or against 3&C have now
been disrmussed Secondly, after a series of bench tnals, on 5
October 2011, the court issued preliminary orders deading
multiple prelirminary 1ssues regarding Flintkote’s claims to recover
the dvidends and Flintkote's claim that Impertal 1s its “alter ego”
for purposes of asbestos lizbilities Among other things, the court
has concluded that Fiintkote 15 barred from seeking to recover,
under any theory, transfers that cccurred after 31 December 1986
This ruling should preclude Flintkote’s efforts to recover the 1987
dividend of US$355 millkon The court also concluded that
Flintkote has no standing to pursue its claim that Impenal 1s its
alter ego for purposes of asbestos habiity, helding that any such
claims must instead be pursued by individual asbestos plaintiffs
These rulings were made final on 6 January 2012 The remaining
preliminary 1ssue pending 1s whether Fintkote is estopped from
pursuing certain fraudulent conveyance remedies as a result of
contrary statements it made early in the iigation

Discovery 1s ongoing and will likely continue through mid to late
2013 The Court has not set a tnial date, but a tnal could occurin
late 2013 orin 2014 The alter ego claims of the indvidual asbestos
claimants (known 1n this lawsutt as the “Hopkins Plaintiffs”) will
not proceed to trial unbl after the Flintkote claims are concluded

Fox River

In Wisconsin, the authonties have identifled potentially responsible
parties {“PRPs "} to fund the clean-up of river sediments in the
lower Fox River The pollution was caused by discharges of
Polychlonnated Biphenyls ("PCBs ™) from paper mills and other
facilibes operating close to the river The cost of the clean-up work
has been esumated to be in excess of US$900 milhon Among the
PRPs 15 NCR Corporation (“NCR ™ which 1s liable for the clean-up
costs in a large portion of the nver under the terms of a consent
decree and a unitateral administrative order 1ssued by the United
States Environmental Protection Agency
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in 1978, a subsidiary of Industres, later known as Appleton Papers
Inc (“Appleton”), purchased what was then NCR’s Appleton Papers
Dwvision from NCR In 1978, Industries also incorporated a US
entity by the name of BATUS, Inc {“BATUS™), which in 1980
became the holding company for all of Industnes’ US subsidianes,
including Appleton As the holding company, BATUS obtained
insurance policies for tself and its subsidiaries that included
coverage for certain environmental habilities Industries/BATUS
spun off the Appleton business in 1990 via a Demerger Agreement
with Wiggins Teape Appleton p | ¢, now known as Windward
Prospects Ltd ("Windwaord”), and Wiggins Teape Appleton
{Holdings) p | ¢, now known as Arjo Wiggins US Holdings Ltd
(collectively, the “AWA Entities”), obtaining what Industnes believes
were full indemmities from the AWA Entities and Appleton for past
and future environmental claims

Disputes between NCR, Appleton, and tndustries as to the
indemmities given and receved under the original purchase
agreement in 1978 have been the subject of higation that was
commenced n 1995, a settlement agreement executed in 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 ctaims with NCR, but
Industries has never been required to pay any sums in this regard
because Appleton and the AWA Entities have paid the non NCR
{60%) share of the clean-up costs to date, and the authonbies have
not identified Industries or BATUS as PRPs Windward also
separately, and indirectly, indemnified Appleton in respect of the
clean-up costs

A tnal took place in Wisconsin in February 2012 to determine
whether NCR 15 hable for the clean-up costs In the upper portion of
the Fox River This tnal addressed 1ssues as to whether NCR is liabfe
as a result of the sale, by a predecessor of NCR's Appleton Papers
Division, of scrap paper, or “broke”, to other PRPs which, in turn,
discharged PCBs into the nver in the course of recycling the broke
A Judgment issued in July 2012 found NCR was not hable on this
basis Itis envisaged that the other PRPs may seek to appeal this
decision in the future

As regards the mid and lower portions of the Fox River, in March
2012, the US Government filed 2 motion in Wisconsin for a
prelimunary injunction against NCR and Appleton, seeking to
establish the scope of the clean-up operations to be carried out
on the Fox River in 2012 In ight of a subsequent ruling by the
same court that Appleton 1s not a PRP, the injunction was granted
agamst NCR alone on 27 Apnl 2012 NCR appealed this decision
and it was affirmed on 3 August 2012 Full tnal of the ments of the
US Government’s action took place in December 2012, and a
deaision (s awaited

Subsequent to the injunction, and by letters dated 3 May 2012,
NCR made demands on bath Appleton and Industnes for payment
of the sum of US$6 6 million, and stated to be due on a joint and
several basts pursuant to the terms of the Settlement Agreement
Appleton refused to pay this sum, whereupon NCR filed a motion
In Wisconsin in order to enforce the terms of the Settlement
Agreement and arbitration award against Appleton In a ruling

handed down in September 2012 the court dechined to do so,
holding that the amount of which Appleton is liable to pay 60%
must be ascertained via the dispute resolution prowvisions of the
Settlement Agreement As a result, Industrnes understands that
NCR has now invoked the dispute resolution provisions contained
in the Settlement Agreement as against Appleton NCR has also
made further demands on Appleton

industries has become aware that Windward settled the majority of
Appleton’s insurance claims (ever which it had control) at what
industries 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$70 million of net assets
Accordingly, there may be a greater nsk that the asseis of
Windward are insufficient to meet its obligations under the
indemnities Industries believes it has been granted Appleton’s
own accounts indicate imited financial rescurces

In December 2011, Windward asserted that it did not indemnify
Industries pursuant te the terms of the 1990 Demerger Agreement |
in respect of Industnes’ obligations under the Settlement i
Agreement Industnes disputes Windward's position and has |
commenced proceedings against both Windward and Appleton
{which has also denied owing Industries an indemnity)

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 clean-up, taking into
account court decisions and the possibility of appeals, sums paid
to date on the clean-up and other available information, Industries
believes it may have an exposure of some £271 mitlion in clean-up
related costs Accordingly, Industnes has made a provision for that
amount, which was treated as an adjusting item 1n the 2011
income statement The previously recognised provision was £274
million, with £3 million utilised in respect of legal costs This figure
15 necessarly subject to uncertainty

Industries has become aware that NCR 1s also being pursued by
Georgia-Pacfic LLC (“Georgia-Pacific”), the owner of a facility on
the Kalamazoo River in South-West Michigan which released PCBs
Into that river Georgia-Pacific has been designated as a PRP in respect
of the nver Georgia-Pacific contends that NCR is responsible for, or
should contribute to, the clean-up costs, because (1} a predecessor to
NCR'’s Appleton Paper Division sold “broke” contaiming PCBs to
Georgia Pacsfic or others for recycling, () NCR itself sold paper
containing PCBs to Georgia Pacdic or others for recycling, and/for (1)
NCR 15 hable for sales to Georgia Pacific or others of PCB contatning
broke by Mead Corporation, which, like the predecessor to NCR’s
Appleton Papers Diviston, coated paper with the PCB containing
emulsion manufactured by NCR A full trial on hability s scheduled to
take place in February 2013 Industnes understands that NCR does
not beheve that NCR has any liability in relation to the Kalamazoo
fiver and that it will vigorously contest Georgra-Pacific’s claim
industries itself believes that Industries only has potential exposure
under the Settlement Agreement or arbitration award it NCR 15
unsuccessful in its defence of the claim and it s found that PCB
contamination of the Kalamazoo River 1s due to “broke” supplied by
a predecessor of NCR's Appleton Papers Division
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Financial Statements

30 Contingent habilities and financial
commitments (continued)

Industnes is taking active steps to protect its interests, including
seeking to confirm its iIndemntties and to procure the repayment of
the Windward dividends, with a view to restoring value to
Windward and, accordingly, the iIndemmities it believes were
granted to industnes

General lingation conclusion

While it 1s impossible to be certain of the outcome of any partcular
case or of the amount of any possible adverse verdict, the Group
believes that the defences of the Group’s companies to all these
various claims are meritorious on both the law and the facts, and a
vigorous defence is being made everywhere If an adverse
Judgment is entered against any of the Group’s comparues in any
case, an appeal will be made Such appeals could require the
appellants to post appeal bonds or substitute security in amounts
which could in some cases equal or exceed the amount of the
Judgment In any event, with regard to US litigation, the Group
has the benefit of the RJRT Indemnification At least in the
aggregate, and despite the quality of defences available to the
Group, it 1s notimpossible that the Group’s results of operations or
cash flows in any particular pened could be materially affected by
this and by the final outcome of any particular itigation

Having regard to all these matters, with the exception of Fox River,
the Group (1) does not cansider it appropriate to make any
provision in respect of any pending liigation as set out in this note
and (1) does not beheve that the ultimate outcorne of this iigation
will significantly impair the Group’s financial condition

Tax hitigation

The Group has exposures in respect of the payment or recovery of a
number of taxes The Group 15 and has been subject to a number of
tax audits covening, amongst others, excise 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 1IN accordance with the Group's accounting
policies In some countnes, 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
estimated obligation, they would not be recognised as an expense
In some cases disputes are proceeding to litigation

While the amounts that may be payable or recevable could be
matenal to the results or cash flows of the Group in the period in
which they are recognised, the Board does not expect these amounts
to have a matenal effect on the Group's financal condition
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30 Contingent hiabilities and financial commitments {continued)
Operating leases
Total future murimum lease payments under non-cancellable operating leases comprse leases where payments fall due

2012 2011
£m £m
Property
Within one year 56 70
Between one and five years 126 183
Beyond five years 49 129
231 382
Plant and equipment
Within one year 26 31
Between one and five years 37 47
63 78
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Five-Year Summary

2012 2011 2010 2009 2008
For the years ended 31 December £m £m £ £m £m
Income statement
Gross turnover (iIncluding duty, excise and other taxes) 45,872 46,123 43,855 40,713 33,921
Revenue (after deducting duty, excise and other taxes) 15,190 15,399 14,883 14,208 12,122
Profit from operations 5,412 4,721 4,318 4,101 3,572
Adjusted profit from operations 5,681 5,519 4,984 4,461 3,17
Profit before taxation 5,648 4,931 4,388 4,080 3,684
Profit for the year 4,122 3,375 3,140 2,956 2,659
2012 201 2010 2009 2008
pence pence pence pence pence
Earnings per share
— basic unadjusted 1981 1571 145 2 1370 1233
— diluted unadjusted 1971 156 2 144 4 1363 1225
— diluted adjusted 207 5 194 6 1757 1530 1288
Dividends declared per share 134 9 126 5 114 2 99 5 837
2012 2011 2010 2009 2008
At 31 Decernber £m £m £m £m £m
Balance sheet
Non-current assets 18,141 18,624 19,203 18,508 18,812
Current assets 2,186 8,495 8,657 8,106 8,739
Total assets 27,327 27,119 27,860 26,614 27,551
Owners of the parent 7,472 8,167 9,206 7,613 6,944
Non-controlling interests 307 307 342 299 271
Total equity 7,779 8,474 9,548 7,912 7,215
Non-current habilities 11,406 10,798 10,667 11,786 11,458
Current liabilities 8,142 7,847 7,645 6,916 8,878
Total iabilitses 19,548 18,645 18,312 18,702 20,336
Total equity and habilities 27,327 27,119 27,860 26,614 27,551
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Half-Yearly Analysis 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 movernents in foreign exchange rates durng the year, which are

reflected in the results for the subsequent half year to 31 December

6 months to Year lo
30Jun2012  31Dec2012 31 Dec 2012
£m £m £Em
Proht from operations 2,740 2,672 5,412
Analysed as
— adjusted profit from operations 2,839 2,842 5,681
— restructuring and integration costs (68) (138) (206}
— amortisation of trademarks (31) (32) (63)
2,740 2,672 5,412
Net finance costs 211) (245) (456)
Share of post-tax results of associates and joint ventures 344 348 692
Analysed as
— adjusted share of post-tax results of associates and jaint ventures 347 350 697
—ssue of shares and change in shareholding 24 4 20
— restructuring and integration costs (25) 1 (24)
— change in post-retirement oblhigations - 24 24
— other (2) (23) {25)
344 348 692
Prohit before taxation 2,873 2,775 5,648
Earnings per share
Basic 98 9p 99 2p 198 1p_
Adjusted diluted 1024p 1053 1p 207 5p_
6 months to Year to
30 Jun 2011 31 Dec 2011 31 Dec 2011
£m £m £m
Profit from operations 2,691 2,030 4,721
Analysed as
- ad|usted profit from operations 2,760 2,759 5,519
= restructuring and integration costs {40) {(153) (193}
— amortisation of trademarks (29) {29) (58)
- goadwill impairment - (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 329 341 670
Analysed as
— adjusted share of post-tax results of associates and joint ventures 315 344 659
- issue of shares and change in shareholding 34 (6) 28
- smoking cessabion programme (23) - (23)
- gain on disposal of business - 22 22
— restructuning and integration costs (2) (2) 4)
- change in post-retirement obligations - - -
— other 5 (17) (12)
329 341 670
Profit before taxation 2,787 2,144 4,937
Earnings per share
Basic 94 5p 62 6p 157 1p
Adyusted diluted 96 1p 98 5p 194 6p
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Principal subsidiary undertakings

The Company has taken advantage of the exemphion under Section 410 (2) of the Companies Act 2006 by providing information only
In relation to subsidiary undertakings whose results or financial position, in the opinion of the Directors, prinaipally affected the financial
statements The subsidiary undertakings listed below are therefore the main corporate entities in those countries which, in aggregate,
contnbuted over 80% of Group revenue and operating profit

% equily shares held % equity shares held

Centre Corporate Companies Brazd
BAT (UK. and Export) Ltd 100 Souza Cruz, S.A 75
B AT Capital Corporation 100*  Canada

(incorporated in the United States of America) Impenal Tobacco Canada Ltd 100
BAT International Financep | ¢ 100* Chile
BATMark Ltd 100*  Bntish American Tobacco Chile Operaciones, S A 98
Briish-American Tobacco (Holdings) Ltd 100 Colombia
Bnuish Amencan Tobacco Holdings 100 Brirsh Amencan Tobacco Colombia S A S 100

(The Netherlands) B V Mexico

(tncorporated in The Netherlands) Bntish American Tobacco Mexico, S A deCV 100
British American Tobacco International Ltd 100 Venezuela

(incorporated in Switzerland) C A Cigarrera Bigott Sucs 100
British American Tobacco (Brands) Inc 100 Western Europe

(incorporated in the United States of Amernca) Belgium
Bnitaish American Tobacco (Brands) Ltd 100 Bntish American Tobacco Belgium S A 100
Bntish Amencan Tobacco (GLP) Ltd 100 Czech Republic
British American Tobacco (Investments) Ltd 100 Briash American Tobacco (Czech Republic), sro 100
Asia-Pacific Denmark
Austraha Bntish American Tobacco Denmark A/S 100
Bntish Amencan Tobacco Austraha Ltd 100 (House of Pnnce A/S)
Bangladesh France
British American Tobacco Bangladesh Company Ltd 72 Bntish American Tobacco Frarce SAS 100
Indonesia Germany
PT Bentoel Internasional Investama Tk 85#  Bnush-Amencan Tobacco {Germany) CmbH 100
Japan Bntish American Tobacco (Industne) GmbH 100
Bntish American Tobacco Japan, Ltd 100 Hungary
Malaysia BAT Pecsi Dohnygyr Kft 100
Bntish American Tobacco (Malaysia) Berhad 50 Italy
New Zealand Bniish American Tobacco ltalia S p A 100
Bntish American Tobacco (New Zealand) Ltd 100 Netheriands
Pakistan Bnish Amenican Tobacco Nederland B V 100
Pakistan Tobacco Co Ltd 94 Bntish American Tobacco Western Europe Region B 100
South Korea Poland
Bntish American Tobacco Korea Ltd 100 Briish-Amencan Tobacco Polska S A 100
British American Tobacco Korea Manufactuning Ltd 100 Bntsh American Tobacco Polska Trading sp zo o 100
Taiwan Romania
B AT Services 1td 100 Britsh-American Tobacco {Romania) Trading SRL 100

(incorporated in the United Kingdom) Spain
Vietnam British American Tobacco Espafia, 5 A 100
Brush-Amenican Tobacco Marketing (Singapore) 100 Sweden

Private Limited Bnush American Tobacco Sweden AB 100

{incorporated In Singapore) Fiedier & Lundgren AB 100
Americas Switzerland
Argentina Briish American Tobacco Switzerland 5 A 100
Nobleza-Piccardo 5AIC Y F 99  Umnited Kingdom

Bnush American Tobacco UK Lid 100
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% equity shares held % equity shares held
Eastern Europe, Middle East and Africa Russia
Algena QJ5C Briish Amencan Tobacco — STF 100
Bntish Amencan Tobacco {Algerie) SPA 51 OJ5C British Amencan Tobacco - Yava 99t
Egypt C|SC Bntish American Tobacco - 5Pb 100f
Bntish Amencan Tobacco Egypt LLC 100 CJSC “Internatronal Tobacco Marketing Services” 100
Iran South Africa
B AT Pars Company (Private joint Stock) 100 Bntush American Tobacce Holdings 100
Kazakhstan South Afnca (Pty) Ltd
Briish American Tobacco Kazakhstan Trading LLP 100 Turkey
Morocco Britsish American Tobacco Tutun Mamullen Sanay: ve 100
British American Tobacco Exports B V 100 TicaretA S

(incorporated in the Netherlands) Ukraine

Nigeria ATBAT —Pnlucky Tobacco Co 99
Briish Amenican Tobacco (Nigeria) Ltd 100

Those subsidiary undertakings listed 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 country of incorporation and operation of regional subsichary undertakengs (s that under which the company 1s listed All
identrfied subsidiary undertakings are involved in activities related to the manufacture, distnibution or sale of tobacco products All companies’
shares are ordinary shares or common stock except for those indicated thus +, which include preference shares

* Dunng 2011, the Group sold 984 million shares, representing approximately 14% of PT Bentoel Internasional Investama Thk’s share capital, for
the purposes of fulfiling certain obligations 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 Group continuing to recognise an effective interest in 99%
of PT Bentoel Internasional Investama Tbk’s net assets and results

A complete hst of Group subsidhary and associate undertakings will be attached to the next Briish Amencan Tobacco p | ¢ annual return to the
Registrar of Companies A broader description of the Group's operations and sphere of activities can be found online at www bat com

Principal associate undertakings

Total issued
Latest published captal
information £m 96 shares held
Americas
United States of America
Reynolds Armencan Inc ¥ Common Stock 311212 * 420
tobacco ¥ Preferred Stock bl
Asia-Pacific
India
ITC itd ¥ Ordinary 311212 88 307
FMCG including tobacco
agn-business
paperboard, paper and packaging
hotels

¥ Listed overseas
* Asat 31 Decernber 2012, Reynolds Amencan Inc had 1ssued 552,940,767 shares (US$0 0001 Common Stock), of which the Group held 232,480,049
** Asat 31 December 2012, Reynolds Amencan Inc. had issued 1,000,000 shares (US$0 01 Preferred Stock), 1n 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 finanaal statements of Bntish
Amenican Tobacco p | ¢ for the year ended 31 December 2012
which compnse the Parent Comipany Balance Sheet, and the Notes
on the accounts The financial reporting framework that has been
applied in their preparation 1s applicable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted
Accounting Practice)

Respective responsibihities of Directors and auditors

As explained more fully in the Directors’ responsibility staterment set
out on page 106, the Directors are responsible for the preparation
of the Parent Company financial statements and for beng 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 apphcable law and International $tandards on
Auditing (UK and Ireland) Those standards require us to comply
with the Auditing Practices Board's Ethical Standards for Auditors

Thus report, including the opintons, has been prepared for and only
for the company’s members as a body in accordance with Chapter
3 of Part 16 of the Companies Act 2006 and for no other purpose
We do not, in giving these opinions, accept or assume responsibility
for any other purpose or to any other person to whom this report s
shown or Into whose hands it may come save where expressly
agreed by our prior consent in writing

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
musstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to
the Parent Company’s circumstances and have been consistently
applied and adequately disclosed, the reasonableness of significant
accounting eshmates 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
misstatemnents or inconsistencies we consider the implicatians for
our report

Opinion on financial statements
in our opinion the Parent Company financial statements

~ gwve a true and fair view of the state of the Company’s affairs as at
31 December 2012,

— have been propery prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, and

— have been prepared in accordance with the requirements of the
Companies Act 2006

Opinion on other matters prescribed by the Companies
Act 2006
In Gur opinion

— the part of the Remuneration report to be audited has been
property prepared in accordance with the Companes Act
2006, and

- the information given in the Directors’ report for the financial year
for which the Parent Company financial statements are prepared
1s 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 to you If,

IN GUr OpINIonN

- adequate accounting records have not been kept by the Parent
Company, or returns adequate for our audit have not been
recewed from branches not visited by us, or

~ the Parent Company financial statements and the part of the
Remuneration report to be audited are not in agreement with
the accounting records and returns, or

~ certain disclosures of Directors’ remuneration specified by law
are not made, or

— we have not received all the information and explanations we
require for our audit

Other matter
We have reported separately on the Group financial

st of British American Tobacco p | ¢ for the
yéar ended J1 December 2012

Paul Cragqg {Senior Statutory Audito :
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, Umted Kingdom

27 February 2013
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Balance Sheet — British American Tobacco p.l.c.
At 31 December

2012 2011

Notes £m £m
Assets
Fixed assets
Investments in Group companies 2 4,333 4,305

4,333 4,305
Current assets
Debtors 3 8,042 7,894
8,042 7,894

Total assets 12,375 12,199
Equity
Capital and reserves
Called up share capital 507 506
Share premium account 67 64
Capital redemption reserves 101 101
Other reserves 90 90
Profit and loss account 7.575 6,669
after deducting
— cost of treasury shares (2,810) (1,527)
Shareholders’ funds 4 8,340 7,430
Liabilities
Creditors 5 4,035 4,769
Total equity and habilities 12,375 12,199

The accompanying notes are an integral part of the Parent Company Financial Statements

On behalf of the Boprd

Richard Burrows ( @m

Chairman

27 February 2013
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Notes on the accounts

1 Accounting policies

Basis of accounting

The Parent Company financial statements have been prepared
on the going concern basis under the histoncal cost convention
except as descnbed in the accounting policy below on financial
instruments and in accordance with the Comparues Act 2006
and UK Generally Accepted Accounting Principles

The Company s a public bmited company which is hsted on the
London Stock Exchange and the Johannesburg Stock Exchange
and 1s incorporated and domiciled in the UK

Cash Flow Statement

The cash flows of the Company are included in the consoldated
cash flow statement of Brtish Amenican Tobacco pl ¢ whichis
mcluded in this Annual Report Consequently, the Company 1s
exempt under the terms of FRS 1 (Rewised) from publishing a
cash flow statement

Foretgn currencies

Transactions ansing In currencies other than sterling are
translated at the rate of exchange ruling on the date of the
transaction Assets and habiities expressed in currencies other
than sterling are translated at rates of exchange ruling at the end
of the financial year All exchange differences are taken to the
profit and foss account in the year

Accounting for income

Income 15 included in the profit and loss account when all
contractual or other applicabie conditions for recognition
have been met Provisions are made for bad and doubtful
debts, as appropnate

Taxatton

Taxation provided is that chargeable on the profits of the year,
together with deferred taxation Deferred taxation is provided in
full on timing differences between the recognition of gains and
losses 1n the financal statements and their recognition in tax
computations However, the Company does not discount
deferred tax assets and habilities

Fixed asset Investments

Fixed asset investments are stated at cost, together with
subsequent capital contnbutions, less provistons for any
impairment in value

Dividends

Final dividend distnbutions to the Company’s shareholders are
recognised as a liability in the financial statements in the penod
in which the dividends are approved by the Company’s
sharehaolders, while the intenm diidend distnbutions are
recognised in the perrod in which the dividends are

declared and paid

Similarly, dividend income 1s recognised at the same time as the
paying company recognises the hability to pay a dvidend

Repurchase of share capital

When share capital s repurchased, the amount of consideration
paid, including directly attrbutable costs, 1s recognised as a
deduction 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 deductson from total equity

Related parties

The Company has taken advartage of the exemption under
paragraph 3(c} of FRS 8 from disclosing transactions with related
parties that are wholly owned subsidianes of Bntish American
Tebacco p | ¢ Group

Financial instruments

The financial instrument disclosures of the Company are
ncluded in the Group financial statements which are included in
this Annual Report Consequently, the Company 1s exempt
under paragraph 2D (b} of FRS 29 from publishing these
financial instruments disclosures

Finanoial guarantees are initially recorded at fair value,
and subsequently carred at this fair value less accumulated
amorbsation

Future changes to accounting policies

On 22 November 2012, the Financial Reporting Counci 1ssued
FRS 100 Application of Financial Reporting Requirernents and FRS
101 Reduced Disclosure Framework These standards will be
apphcable to all companies and entittes in the UK and Republic
of Irefand, other than listed groups, effective from 1 january
2015 Early adoption 1s permussible

FRS 100 sets out the overall financial reporting framework
whereas FRS 101 applies to the individual financial statements of
subsidiaries and ultimate parents, allowing them to apply the
same accounting pohcies as in therr isted group accounts, but
with fewer disclostres

The Company is evaluating the impact of these requirements
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2 investments in Group companies
The Company's directly wholly owned subsidianes are British American Tobacco {1998) Limited, B A T International Finance pl c,
B AT Capital Corporation and BATMark Limited

The Directors are of the opinion that the iIndmidual ivestments in the subsidiary undertakings have a value not less than the amount at
which they are shown in the balance sheet

2012 2011 ‘
£m £m
1 January 4,305 4,302
Additions 28 3
31 December 4,333 4,305
3 Debtors
2012 2001
£m £m
Amounts due from Group undertakings 8,042 7,894

Included within amcunts due from Group undertakings 1s an amount of £7,750 mullion (2011 £6,348 million) which 15 unsecured, interest
beanng and repayable on demand The interest rate is based on LIBOR

Amounts totaling £216 milhon (2011 £1,485 mithon} due from Group undertakings are unsecured, interest free and repayable on demand
included n debtors are amaounts of £76 mullion {2011 £61 medlion) falling due after one year, all of which :s unsecured and interest free

4 Shareholders’ funds

Share Capital Profit and |

Share premium redemption Other loss !
capital account reserves reserves account Total
im £m £m £m £m £m
1 January 2012 506 64 101 90 6,669 7,430
Increase In share capital — share options 1 3 - - - 4
Profit for the year - - - - 4,727 4,727

Dividends and other approprations ordinary shares — - - (2,538) (2,538)
Consideration paid for share buy-back pregramme - - - (1,258) (1,258)
Consideration paid for purchase of own shares |

held in employee share ownership trusts - - - - (118) (118)
Consideration received on the exercise of options over own

shares held in employee share ownership trusts - - — - 1 1
Other mavements - - — — 92 92
31 December 2012 507 67 101 90 7,575 8,340

Dividends paid are recogrised in the year in which they are approved by shareholders, and dividends received are recogrised in the year in
which they are recerved The final dividend which has been declared for the year ended 31 December 2012 1s shown in note 8 to the Group
financial statements and will be recogmised in the financial statements for the year ended 31 December 2013

As permitted by Section 408 of the Companies Act 2006, the profit and loss of the Company has not been presented in these finanaal
statements The profit for the year ended 31 December 2012 was £4,727 million {2011 £6,167 mullion)

Details of Directors’ remuneration, share opttons and retirement benefits are given i the remuneration report Details of key management
compensation are included in note 29 of the Group financial statements The Company had three employees at 31 Decernber 2012 (2011
three) The cost of these employees are borne by another Group company

Shareholders” funds are stated after deducting the cost of treasury shares which include £2,536 milhion (2011 £1,278 mullion) for shares
repurchased and not cancelled and £274 million (2011 £249 milion) in respect of the cost of own shares held in employee share
ownership trusts

During 2012, 39 nullion shares were bought back at a cost of £1,250 million (2011 28 mullion shares at a cost of £750 million), excluding
transaction costs of £8 mithon (2011 £5 milion} As at 31 December 201 2 treasury shares include 1,520,098 of shares held in trust and
95,892,487 of shares repurchased and not cancelled as part of the Company’s share buy-back programme
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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 paid
1 January 2012 2,025,986,670 506 50
Changes duning the year
- share option schemes 280,953 0 07
31 December 2012 2,026,267,623 506 57
Ordnary
shares of 25p each
Called up share capital Number of shares £m
Allotted and fully paid
1 January 2011 2,025,756,358 506 44
Changes durning the year
— share option schemes 230,312 006
31 December 2011 2,025,986,670 506 50

Share premium
The increase of £3 milkon (2011 £3 mullion) relates solely to ordinary shares issued under the Company’s share option schemes These
schemes are described in the remuneration report

5 Creditors
2012 201
£m £m
Amounts due to Group undertakings 250 991
Loans due to Group undertakings 3617 3,617
Sundry creditors 168 161
4,035 4,769

Amounts due to Group undertakings of £250 million (2011 £991 mullion) are unsecured, interest free and repayable on demand

Loans due to Group undertakings of £3,617 million (2011 £3,617 million) are unsecured, bear interest at rates between 1 87% and 2 14%
(2011 1 429 and 2 23%) and are repayable in 2017

Inciuded in sundry creditors i1s an amount of £41 mullion (2011 £54 million) which 1s unsecured, interest free and due within one year and
the remaiming balance of £127 mullion (2011 £107 million) 15 unsecured, interest free and due after one year

6 Audit fees

2012 2011
Fees payable to PricewaterhouseCoopers LLP
— Audit fees £30,000 £30,000
— Fees paid for other services £ml £l

7 Contingent habilities and financial commitments

Bntish Amencan Tobacco p | ¢ has guaranteed borrowings by subsidiary undertakings of £9 6 billion (2011 £9 3 billien) and total
botrowing facilties of £17 4 bilhion (2011 £17 7 llion)

There are contingent liabilities n respect of iigation in vanous countnes (note 30 to the Group financial statements) In addition, the
Company has cross-guaranteed the labiliies of the British Amencan Tobacco UK Pension Fund which had a defiat according to the last
formal tn-annual actuanal valuation in March 2011 of £516 milkon and which had a defiait on an 1AS 19 basis at 31 December 2012 of
£341 million (2011 £400 milkon)
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Shareholder and contact information

Listings and shareholder services

Premium listing
London Stock Exchange (Share Code BATS, iSIN GB0002875804)

United Kingdom Regsstrar

Computershare Investor Services PLC

The Pavilions, Bridgwater Road, Bnistol BS99 622

tel 0800 408 0094, +44 870 889 3159

web-based enquiries www investorcentre ¢o uk/contactus

www computershare com/uk/investor/bn

Access the web-based enquiry service of Computershare Investor
Services PLC for holders of shares on the UK share reqister, view
details of your British American Tobacco shareholding and recent
dividend payments and register for shareholder electronic
communications to receve notification of British Amencan
Tobacco shareholder mailings by email

www computershare com/dealing/uk

Go online or telephone 0870 703 0084 {UK) to buy or sell British
Amernican Tobacco shares traded on the tondon Stock Exchange
The internet share dealing service Is only available to shareholders
resident in countries in the European Economic Area

Secondary listing
JSE {Share Code BTI)

Shares are traded in electronic form only and transactions settled
electronically through Strate

South Africa Registrar

Computershare Investor Services (Pty} Ltd

PO Box 61051, Marshalltown 2107, South Africa

tel 0861 100925, +27 11 8708222

email enquiries web quertes@computershare co za

American Depositary Receipts
NYSE MKT (Symbol BTI, CUSIP No 110448107)

British Amencan Tobacco sponsors an American Depositary
Receipt (ADR) programme in the United States Each ADR
represents two of the Company’s ordinary shares

Enquiries regarding ADR holder accounts and payment of
dividends should be directed to

Ciubank Shareholder Services

PO Box 43077, Providence, Rhode Island 02940-3077, USA
tel 1-888 985-2055 (toll-free} or +1 781 575 4555

email enquines clbbank@shareholders-online com
website www citt comy/dr

Publications

Copues of current and past Annual Reports are available on
request Copies of the Group corporate descriptive booklet About
Us are also avallable Highlights from these publications can be
produced In alternative formats such as Braille, audio tape and
large pnnt Contact

British American Tobacco Publications

Unit 80, London Industnal Park, Roding Road, London E6 6LS
tel +44 20 7511 7797, facsimile +44 20 7540 4326

email bat@team365 co uk

Holders of shares held on the South Africa register can contact
Computershare Investor Services (Pty) Ltd using the contact details
shown above

Qur website — www bat com

Access comprehensive information about British American Tobacco
and download shareholder publications at the corporate website,
visit the Investor Centre for valuation and charting tools and
dividend and share price data and subscribe to the email and SMS
alert services for key financial events In the British Amencan
Tobacco financial calendar, download the new British American
Tobacco Investor Relations Pad app via the 1Tunes store to access
all the latest financial infermation

Dividend Remnvestment Plan

Available to the majority of shareholders on the UK register, this 1s a
strarghtforward and economic way of utiising your dividends to
build up your shareholding in Bnbish American Tobacco Contact
Computershare Investor Services PLC in the UK for details

Individual Savings Accounts (ISAs)
A British American Tobacco sponsored ISA

Contact

The Share Centre

PO Box 2000, Aylesbury, Bucks HP21 8ZB
tel 0800 BOO 008, +44 1296 414 141
email enguirtes service@share co uk
website www share co uk

(The tax advantages of 15As depend on your ndvidual crcumstances
and the benefits of I1SAs could change in the future You should
note that investments, therr value and the iIncome they provide

can go down as well a5 up and you might not get back what you
ongmnally invested )

Capital gains tax

Fact sheet for British American Tobacco historical UK capital gains
tax information, contact the British American Tobacco Company
Secretarial Department, tel +44 20 7845 1000 or access the
Investor Centre at www bat com/investorcentre/cgt
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information (continued)

Final dividend 2012 — dates 1n 2013
Please see ‘Other statutory and regulatory information’ for
further details

28 February Dwvidend announced {including
amount of dwvidend per share in both
sterling and rand, applicable exchange
rate and conversion date - 26 February
2013, plus additional applicable
information as required in respect of
South African Dividend Tax)

28 February to 15 March  From the commencement of trading
on 28 February to 15 March 2013
(inclusive), no removal requests in
either direction between the UK main
register and the South Africa branch
register will be permitted

8 March Last day to trade (JSE)

11 March to 15 March No transfers between the UK main
register and the South Africa branch
register, no shares may be
dematerialised or rematenahised

11 March Ex-dividend date (JSE)

13 March Ex-dvidend date (LSE)

15 March Record date (LSE and |SE)

8 May Payment date (sterling and rand)
Financial calendar 2013

25 Apnl Inteim Management Statement
25 April Annual General Meeting

The Banqueting House, Whitehall,
London SW1A 2ER

31 July Half-Yearly Report
23 October Interim Management Statement

Analyses of shareholders

The high and low prices at which the Company’s shares are
recorded as having traded dunng the year on each of the LSE and
the |SE are as follows

High Low
LSE £34 88 £28 975
JSE R473 00 R356 35

At 31 December 2012 there was a total of 2,026,267,623 ordinary
shares in 1ssue held by 113,809 shareholders These shareholdings
are analysed as follows

(a) by lisbng as at 31 December 2012

Percentage
Total number of 1ssued Number of
Regster of shares share captal holders
UK 1,755,459,022 86 64 50,128
South Africa 270,808,601 13 36 63,681

(b) by category of shareholder and size of sharehalding as at

31 December 2012 (UK register) and 28 December 2012 (South
Afnica register), being the latest practicable dates on which
equivalent information was available on both registers

UK Register

Category Percentage of Number of  Percentage of
of UK Number of total UK UK ordinary UK ordinary
shareholder UK holders hotders shares  share capital
tndwviduals 41,210 8221 48,703,192 277
Financial

institutions/

Pension funds 286 057 11,444,495 065
Nominee

companies 8,314 16 591,589,149,i27 20 53
Other

corporate

holders 317 063 10,269,721 059
Treasury

Shares (UK) 1 <001 95,892,487 546
South Africa Register

Category Percentage Number of Percentage of
of 5A Number of of total SA SAordinary  SA ordinary
sharehotder SA holders holders shares  share capital
Individuals 46,436 7292 29,022,416 1072
Finanaal

nstitutions/

Pension funds 1,634 256 192,952,724 7125
Nominee

companies 12,970 2037 135,027,097 12 93
Other

corporate

holders 2,641 415 13,806,364 510
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Combuned Registers

Category of Number of

Percentage of

Percentage of

Number of 1ssued ordinary

shareholder holders  total holders ordinary shares  share capital
Individuals 87,646 770 77,725,608 383
Financial
institutions/
Pension
funds 1,920 169 204,397,219 1009
Nominee
companies 21,284 18701,624,176,224 8016
Other
corporate
holders 2,958 260 24,076,085 119
Treasury
Shares (UK) 1 <001 95892487 473
UK Register
Percentage of UK
Number of ordinary share
halders captal
1-1,999 41,668 116
2,000 9,999 6,487 139
10,000 - 199,99¢ 1,437 376
200,000 - 499,999 216 390
500,000 and over 319 84 33
Treasury shares (UK) 1 546
South Africa Register
Percentage of 5A
Number of ordinary share
helders capital
1-1,999 56,824 73
2,000-9,999 5,005 737
10,000 - 199,999 1,687 2393
200,000 — 499,999 a5 1063
500,000 and over 70 5076
Combined Registers
Percentage of
Number of 1ssued ordinary
holders share capital
1-1,999 98,492 199
2,000-9,999 11,492 219
10,000 — 199,999 3,124 6 45
200,000 - 499,999 n 4 80
500,000 and over 389 79 84
Treasury shares (UK} 1 473

Registered office
Clobe House, 4 Temple Place, London WC2R 2P
tel +44 20 7845 1000, facsimile +44 20 7240 0555

Incorporated in England and Wales No 3407696

Representative Office 1n South Africa

34 Alexander Street, Stellenbosch 7600, South Africa
PO Box 631, Cape Town B0OOU, South Africa

tel +27 21 883 3722

Secretary
Nicola Snook

General Counsel
Neil Withington

Investor relations
Enquines should be directed to Mike Nightingale or Rachael Brierley
tel +44 20 7845 1180

Press office

Enquiries should be directed to Will Hill or Jem Maidment
tel +44 20 7845 2888

emall press_office@bat com

Auditors
PricewaterhouseCoopers LLP
1 Embankment Place, London WC2M 6RH
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