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This Annual Report outlines how our vision,
strategy, business model and governance enable
us to create value over the short, medium and
long term — both for our shareholders and a wide
group of stakeholders.

We describe our global operations for the year
ended 31 December 2013, lay out our full financial
statements and report in detail on the performance
of the Group.

Our risks and opportunities are presented in a
broad economic, social and environmental context
and we make links between our financial and
non-financial performance where appropriate.

We focus on those topics that British American
Tobacco, in consultation with our stakeholders,
deems to be most material to the sustainability
of our business.

Go online 6 view Our Year i Review 2013,

+ featuring downloadable versions of this Report,
along with a video review, our Sustainability
Summary Report and other content - all
accesstble on desktop, tablet and mobile

www.bat.com/review2013

British American Tobacco p lc (No 3407695)

Annual Report 2013

This 15 the Annual Report of 8ntish Amenican Tobacco p I ¢

({the Company) and the British Amencan Tobacco Group,
comprising the Strategic Report Directors’ Report and the
audited Financial Statements, for the year ended 31 December
2013 It bas been drawn up and 15 presented in accerdance
with, and reliance upon apphcable English company law The
labilities of the Durectors in connection with this repert shall be
subject to the imitations and restnctions provided by such daw

The Annual Report is published on www bat com A printed
<opy 1s maled to shareholders on the UK main register who
have elected to recerve it Otherwise shareholders are notified
that the Annual Report s available on the webute and will,

at the time of that notfication recewve a shart Perfermance
Summary (which sets out an averview of the Group s
performance headline facts and figures and key dates in the
Company's financial calendar) as well as a Natice of Annual
Ceneral Meeting and Proxy form

Specific local mathing and/or notfication requirements will
apply 1o shareholders on the South Afnca branch register

Cautlonary statement

The Strategic Report and certain other sections of the Annual
Report contain forward looking statements that are subject to
sk {actors associated with, among other things, the economic
and business circumstances occurning from time to time in
the countries and markets in which the Group operates Itis
beheved that the expectations reflected in these statements
arereasonable but they may be affected by a wide range of
vanables that could cause actual results to differ materially
from those currently anticipated

References in this publication to British Amencan Tobacco’
BAT', we, us, and our when denoting apinign refer to British
Amencan Tabacco p | ¢ and when denoting tobacco business
aclvity refer to Briush Amenican Tebacco Group operating
companies collectively or ndividually as the case may be

Financials
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What you will
find in this report

Strateg Repont Govemance Financials

Delivering today.
Investing in tomorrow.

“Our ambition remains to lead our

industry. We will do this by keeping
the consumer at the heart of our
business and focusing on delivering
today’s results as well as investing in
our long-term success.”

Nicandro Durante
Chief Executive

+ Read Nicandro’s overview of our
2013 performance and outlook on page 06
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Our year in numbers

Group cigaretie volumes, Profit from operations (£milhon)’ Basic earnings per share (pence)’
excluding associates (billion}

676 5,526 205.4

—2.7% +3% +5%

2012 694 2012 5,372 2012 1958
Revenue at constant exchange rates? Adusted profit from operations? at constant Adjusted diluted earnings
(£mullion) exchange rates? (£million}) per share? (pence)

15,822 6,041 216.6

+4% +7% +6%

212 15,190 2012 5,641 2012 2052
Revenue (£Emillion} Free cash flow Didends per share
(Erillion) (pence)

15,200 3,371 142.4

+0% +3% +6%

2012 15,190 2012 3,259 2012 1349

Notes
1 2012 figures have been restated See Note 1 on the accounts

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

3 Adjusted profit from operations 1s derived after excluding the acjusting items from the profit from operations These items include restructuring and integration costs, amortisation and impairment
of trademarks and stmilar intangibles ang a gain on deemed partial disposal of a trademark
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Chairman’s introduction

“I am confident that the Group is

positioned to continue to deliver strong
profit and dividend growth for many

years to come.”

Rechard Burrows
Chairman

Strong growth

The Group has achieved another year of strong earnings and market
share growth, despite difficult trading conditions in some parts of
the world and unfavourable currency headwinds Industry volumes
continued to decline but the pnaing environment remained strong
Cood profit growth and a focus on asset management have also
contnbuted to a continued improvement in return on capital
ermmployed, as detalled in our Financial Review

It1s to the great credit of our people, our management team and
our Chief Executive, Nicandro Durante, that the business continues
to dehver such strong results The Group adopted a new vision and
refocused strategy in 2013 and this has been embedded across the
orgamsation, further sharpening our global alignment We remain
focused on nvesting tn our tobacco business but recognise

that beyond tobacco there are opportunities in the emerging
next-generation product category

Nicandro’s overview of bustness performance in this Report describes
how our strategy guides our global commercial operations and

the roles new markets and new product categories will play in

our future

Thus success conttnues to deliver for our shareholders and 1s reflected
in an increase of adjusted diluted eamings per share for 2013 to
216 6p, an increase of 69 on last year, or 10% on a constant
currency basis

The Board has recommended a final dvidend of 97 4p per share,
which will be paid on 8 May 2014 to shareholders on the register
at 14 March 2014 Ths takes the total dividend for 2013 to 142 4p,
an increase of 6% on 2012

Our share buy-back programme continued in 2013 Between
the beginning of March and the end of December 2013, almost
44 rrullion shares were repurchased at a value of £1 5 billion,
excluding transaction costs The Board has agreed a further

£1 5 billien share buy-back programme for 2014

External recognition

I'm very pleased to report that, for the 12th successive year,
Briash American Tobacco was selected in the 2013 Dow
Jones Sustainability Index, where we remain industry leader
This recognises our continued achievements in our social and
environmental performance

As part of the refocusing of our Group strategy, we put an even
greater emphasis on sustainability this year We recogrise that
as a major international business we have responsibilities, from
developing a new range of less harmful products and helping
indmduals make more informed choces, to supporting rural
communities in the developing world

Strategec Report Govemnance Financials

Image removed

Our efforts in these areas are discussed within this Strategic Report
and elsewhere n our Annual Report, but we have also published

a separate Sustainability Summary report called ‘Value Shared’

This sits alongside the two Sustainability Focus reports we published
in 2013, covering harm reduction and acting with integnty You can
download all three of these reparts from our corporate website at
www bat com/sustainability

What guides us

Our Guiding Pninciples have long been at the core of our culture
They guide our behaviour and in this Strategic Report we describe
how they align with our new viston The Principles also underpin
our approach to good corporate governance, as | have set out

In my introduction to this year’s Covernance section in the
Directors’ Report

Board changes

May | thank all of cur Board members for their contributions
dunng 2013 | am pleased to report that we mantain our strong
record on Board diversity, both in gender and in the wide range
of backgrounds and nationalities represented among our Directors

My thanks go to Anthony Ruys, who will stand down as a
Non-Executive Director at the conclusion of this year’s ACM
having served for eight years on your Board

Also to John Daly, who stepped down as Chief Operating Officer

at the end of December to focus on the transitioning of key projects
and iniatives n earty 2014 He wall retire from the Board in Apn
2014 John has held many senior managemenit roles dunng his

19 year career with Bntish Amernican Tobacco He will be rissed by
colleagues throughout the organisation and | join them n wishing
hum well for his retirement

I am also delighted to welcome Savio Kwan, who joined our Board
as a Non-Executive Director 1n January 2014 Savio brings us his
profound commercial approach, a clear international orentation and
his significant business experience of Greater China and Asia, further
strengthening Bntish American Tobacco and the Board

Strong position

While 2013 has been a successful year, it has been a tough one
too As for 2014 and beyond, | know our management team and
our people are ready to meet the challenges ahead and to take
advantage of new and existing opportunities | am confident that
the Group 15 posttoned to continue to deliver strong profit and
dividend growth for many years to come

Richard Burrows
Charrman
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Our global business

British Amencan Tobacco is a global tobacco group,
with brands sold in more than 200 markets We employ
more than 57,000 people and, with over 200 brands

in our portfolio, we make the cigarette chosen by one
in eight of the world’s one bifhon adult smokers

With our geographic diversity, strong brands, talented
people and proven strategy, the Group is well placed to
achieve further success In particular, we are confident
that our investments in both high growth markets and

Strategic Report Govemance Financials

Our heritage

Founded in 1902, our Group of companies traded through
the turbulence of the 20th century, incdluding wars, revolutions
and nationalisations

The Group was first isted in 1912, and in 2013 the Company was
one of the top 10 listed on the London Stock Exchange We also
have a secondary hsting on the JSE Limited in South Africa

new product categories will help us drive growth and
burld shareholder value in the years ahead

+ Qur business model
page 12

QOur international brands

Dunhill, Kent, Lucky Strke and Pall Mall are
our Global Dnive Brands (GDBs) They are
recognised as our leading brands globally

We review our brands from time to time to
assess performance and increase focus for
investment As a result, from 2014 we have
added Rothmans to our GDBs

We have many other famous international
brands, including State Express 555,
Vogue, Viceroy, Kool, Peter Stuyvesant,
Craven A, Benson & Hedges and John
Player Gold Leaf

Rothmans

Rothmans dates back to 1890, when it was
established in London by its founder, Louss
Rothman It has now been repositioned

as a contemporary brand with a strong
hentage, and 1s finding ncreasing appeal
with consumers around the world

Number of markets
where Rothmans is sold

60+

Logo removed

Growth
page 15

Dunhill

Dunhill’'s roots date back to 1907, when
Dunhill Tobacco of Londen Limited

was establshed on Gentlernen’s Row
More than a century later, Dunhill1s our
prermium international brand, embodying
the perfect taste, always

Number of markets
where Dunhill is sold

110+

Lego removed

Lucky Strike

Based on its rich legacy dating back
ta 1871 when the brand was created
by its founder RA Patterson, Lucky
Strike stands for the true and onginal
Amencan cigarette

Number of markets

where Lucky Strike 15 sold

70+

Logo
removed

Kent

Kent symbolises progress through
technolegy in the agarette category and
stands out as the most innovative and
forward-looking brand in the industry

A pioneening brand, leading the way
since 1952

Number of markets
where Kent is sold

80+

Logo removed

Pall Mali

Pall Mall is the third biggest cigarette
brand in the world For more than 110
years its core propositon has been centred
on rewarding smokers globally with real,
high-quality value offers

Number of markets
where Pall Mall 1s sold

100+

Logo removed
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Our sustainable approach to business

We manage our supply chain and the environment responsibly,
leading In product expertise and working directly with over 100,000
independent farmers worldwide Our approach to marketing

leads our industry, in brand bullding, innovation and responsibility
Our companies adhere strictly to the high standards of our
voluntary marketing principles We are also proud of our Research

& Developrment faciities, where our people are endeavounng to
reduce the harm associated with tobacco products

We play a significant role in local communities around the world

In many countries we are a top employer and the company

of choice for people in all areas of our business In 2013, our
subsidiaries enabled governments worldwide to gather more than
£33 bilhon in duty, exase and other taxes on our products, which is
eight times the Group's profit after tax

+ Sustainabuity
page 22

Strategx Report Governance
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Our products
Traditional tobacco products

We continue to deliver good growth across our core tobacco
product range This includes cigarettes, Fine Cut (roll-your-own and
make-your-own) tobacco, cigars, aganllos, pipe tobacco and snus

Next-generation products

We are also investing in building a portfolio of innovative new
tobacco and micotine-based products alongside aur traditional
tobacco business These next-generation product knes include
nicotine inhalation, heat-not-burn dewvices and electronic cigarettes

Quality assured

Our market-leading iInnovatrons help to differentiate our products
We rely on a fully integrated global supply chain and use our
expertise i leaf to secure supply and improve product quality

+ Productivity
page 18

Geographm d|vers|ty Asia-Pacific Amencas
, Key markets Key markets
We're a diverse business and our peoPIE Austral Malaysia South Korea Argenuina Colombi
ustralia " olombia
operate in a huge range of environments, Bangladesh New Zealand  Tawan Brgzﬂ Mexico
from aity offices to remote farms Indonesia Pakistan Vietnam Canada Venezuela
Japan Ptulippines Chile

We have strong market positions in each of

our four regions Our key markets, shown
here, account for around 80% of our total
volume and around 85% of Group profit

We also have two principal asscCiate
companes — Reynolds Amencan Inc 1n the
USand ITC Ltd tn India - and have a joint
operation, CTBAT, with subsidiaries of
China Natonal Tobacco Corporation

Image removed

Image removed

+ Regional Review Western Europe

Eastern Europe, Middle East and Africa

page 30 Key markets Key markets
Belgiem Italy Sweden Algena Morocco South Afrca
Czech Republic  Netherlands  Switzerland Eqypt Nigenia Turkey
Denmark Paland UK The GCC Russia Ukraine
France Romania Kazakhstan
4+ Winning organisation Germany Spain

page 20

62

Markets where we
are leader

46

Ciwgarette factones
in 41 countnes

Image removed

Image removed
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Chief Executive’s overview

“Our strategy is delivering today and
I firmly believe it will continue to deliver
long-term value to shareholders and

a wide group of stakeholders.”

Nicandro Durante
Chief Executive

We're delivering today and investing in tomorrow

British Armenican Tobacco had another very good year in 2013, again
meeting or exceeding our financial metncs

Revenue and market share continued to grow Together our Global
Dnve Brands (GDBs) - Dunhill, Kent, Lucky Strke and Pall Mall -
increased share and volume

it was a challenging year for our people globally, but they
responded with the enterpnise and commitment | have come to
expect We adapted to changes in our business environment, faced
some tough trading conditions and embraced a range of new
opporturuties, n both new product categones and new markets
We invested further in our existing key hugh growth markets, too

We also adopted a new vision 1n 2013, along with an enhanced
strategy that better reflects the evolving needs of our consumers
This strategy 15 enabling us to respond even more rapidly to the
opporturities and challenges we believe are important to a 21st
century tobacco company committed to investng n s future

We're committed to delivenng value

Our new vision is to be the “world’s best at satisfying consumer
moments in tobacco and beyond ” Our ambition remains to
lead the global tobacco industry We will do this by keeping the
consumer at the heart of our business and focusing on delivenng
today's results as well as investing 1n our long-term success

I am as confident as ever in the growth of our tobacco business
Pricing remans good and despite the industry volume decline,
the global aigarette market 1s growing in value New investments
will also contnibute to future growth, such as our joint operation
with subsicianes of China National Tebacco Corporation, which
commenced operations dunng 2013

There are also opporturuties in nicotine-based products

We launched Vype, our first electronic aigarette, in the UK in 2013,
making us the first international tobacco business to enter this
new market

Our strategy is delivering today and | firmly beheve it will continue
to deliver long-term value to shareholders and a wide group
of stakeholders

Strategic Report Governance hinancials

Image removed

We've achieved another year of strong results

The Group's strong performance in 2013 was achieved against a
backdrop of adverse exchange rate movements, lower industry
volume and mstability in some parts of the world

At constant rates of exchange, revenue was up by 4% and adjusted
profit from operations was up by 7% Adjusted diluted earmings
per share was up by 6% at current rates or 1096 at constant rates
of exchange

Qur adjusted operaung margin improved sigmificantly by

100 basis points, at the top end of our guidance of an increase

of 50 to 100 basis points each year This was achieved thanks to
efforts nght across our global orgarusation to address our cost
base, to standardise our systerns and deliver productmty savings
year on year A strong pnce mix of 79 has also contributed to this
excellent result

Our return on capital employed (ROCE) has also improved
considerably over the past few years We have seen a steady increase
in ROCE from 23% in 2009 to 31% in 201 3, demonstrating that
our nvestments are delivering growth

We're growing market share

In 2013 we successfully grew our market share in our key markets
by 20 basis points, driven by the success of our GDBs, which were
up by 60 basis ponts Our share of the premium segment also grew
by 80 basis points However, cigarette volume from subsidianes was
lower by 2 7%, manly as a result of industry declines

Our international brands grew volume by 2 1%, of which our GDBs
grew by 1 9% Dunhill volume was up by 9 7% and Pall Mall grew
by 4 4% Kent's was 2 9% lower while Lucky Strike volume was
down by 6 5% Collectvely, our GDBs now account for 35% of

our total volume

From 2014, we have added Rothmans to our portfolio of GDBs,
recognising the brand’s strategic value to the Group

Other tobacco products also performed very well, particularly Fine
Cut tobacco, which was up 1 3% in Western Europe, driven by the
continued success of Pall Mall and Lucky Strke in this category
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We're focusing on the consumer

Qur sticcess 15 down to our deterrmination that the consumer should
be at the centre of everything we do We have greatly improved our
understanding of consurners in the past few years, building on what
was already a great strength of our business This 1s vital in helping
us address consumers’ evolving needs and concemns

We wanit to do this in “tobacco and beyond”, addressing the
emerging category we see in mcotine products Tobacco remains
our core business and will continue to drive growth in the future
However, the consumer demand for next-generation products offers
us new growth opportunities in which to flex the organisation’s
capabiliies and global reach

We support sound regulation based on robust evidence

We support sound regulation backed by robust evidence and
thorough research that shows it will help achieve the objective of
reducing the harm resulting from tobacco use However, measures
such as excessive excise increases on tobacco products and plain
packaging do more to disrupt orderly markets and hittle to further
their intended aims

In fact, they create ideal conditions for counterferters and smugglers
to thrive We are committed to leading our industry and providing a
template for others by engaging openly on regulatory 1ssues, while
also working with global partners to fight the illegal tobacco trade

Strategrc Report Govemance Financials

We look to the future with confidence

Challenges persist in 2014 Economic recovery is still fragile,
particularly across southern Europe However, we have shown a
consistent abihty to improve cur operating margin and grow market
share The pricing environment also remains good

We have a great brand portfolio, market-leading innovattons and
an outstanding range of high-quality products We mamntamn our
firm commitrment to invest in key growth markets and new product
categories Our scientific research into harm reduction, for instance,
15 helping us develop next-generation tobacco products, such as
heat-not-burn, and mcotine products, hke e-Qigarettes

In short, we have the expertise, the talented people and the global
reach to succeed Consumers have always been core to our success
We will continue to meet thewr needs by providing them with the
supenor and innovative products they want We have a compelling
strategy and proven capabihities in place to make this happen | look
forward to a gradually improving economic environment and BAT 1s
well positioned to take advantage of this when it comes

Nicandro Durante
Chief Executive

Global Drive Brand 2013 performance

Dunhill cigarettes sold Kent cigarettes sold

(bilhons) (billions)
+9.7% —2.9%

Logo removed Logo removed
Rothmans

From 2014, we have added Rothmans to our portfolio of GDBs
In 2013, we sold 26 billion Rothmans cigarettes

Lucky Strike agarettes sold Pall Mall cigarettes sold
(billions) (billions)
-6.5% +4.4%
Logo
removed
Logo removed
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Industry trends

Global agarette market

Globally, around 6,000 billen’ cigarettes are sold each year

The four biggest international tobacco compantes — Brtish American
Tobacco, Impenal Tobacco, Japan Tobacco and Philip Moms
International — account for some 45% of the global market, which 1s
around 75% of the market outside China

China 1s the biggest single tobacco market, with some 350 million
smokers who account for more than 40% of global consumption
The state-owned China National Tobacco Corporation (CNTC) 1s the
world’s largest tobacco company

Growth in tobacco and beyond

The value of the global tobacco market 1s estmated at

£450-500 bhion' While cigarette volumes in developed countnes
contnue to decline year on year, the overall value of the tobacco
market continues to grow

Longer-term trends will see fewer smokers as a percentage of the
population, but we believe that global population growth, consumer
demand for prermium and innovative tobacco products, and
emerging next-generation product categones will provide strong
growth opportunities i the years to come

Tobacco’s economic contnbution

The global tobacco industry contnbutes substantially to the
econormies of more than 100 countnes, and millions of people
worldwide depend on it for employment Even in countnes that do
not have tobacco manufactunng or leaf growing, tobacco retail and
distnbution 15 an important source of economic activity

Tobacco taxes are a major source of revenue for almost every
government in the world and have been an especialty important
source of funds dunng difficult economic conditions in recent
years It 1s estmated that governments worldwide collect around
£150 bilhon in excise on the sale of tobacco products each year

British Amencan Tobacco alone contnbuted more than £33 billion to
governments In excise and other taxes in 2013 - that's eight times
the Croup’s profit after tax

The choice to grow tobacco

Less than 1% of the world's agncultural land s used for tobacco
farming and only for part of the year, yet it 1s an important
contributor to the agnicultural economy In many countries
Farmers choose to grow tobacco because it's hardy, does well
In poorer solls, can cope wath volatile weather and 1s known for
fetching stable prices

To help farmers make better use of their land and to help ensure

the long-term sustainability of our leaf supply, at British American
Tobacco we've built up a skilled network of local field techmcians
They wisit farmers and show them how to improve therr tobacco
yields frorm small plots, while using the rest of thetr land to grow

other crops such as maize, cereals, fruit and vegetables

Strategw Report Govemance Financials

Tobacco litigation

There are a number of different types of claim that have been
brought against the tobacco industry over the past few decades
The three most common are third-party reimbursement cases,
cfass actions and mndivdual lawsuits In some cases, the plaintiff or
plaintffs may seek to recaover what are known as punitive damages
in addition to compensatory damages

In the US and Canada, several special factors lead to htigation that
are not replicated in other countries, which 1s why large volume
and hugh value iigation has largely not spread to other parts of
the world

Tobacco companies worldwide continue to defend themselves
against liigation, drawing confidence from the industry’s
exceptionally good record

The global tobacco industry
contributes substantially to
the economies of more than
100 countries, and millions
of people worldwide depend
on it for employment.

Regulating the tobacco market

Much of the tobacco requlation being proposed and introduced
around the world 15 driven by the World Health Organizatron’s
Framework Convention on Tobacco Contral However, excessive
regulation can have unintended consequences

Measures such as sudden increases in excise can distort competition
among tobacco companies and often result in consumers switching
to cheaper, legally trafficked products Where evidence-based
regulation of the tobacco industry 1s developed with all stakeholders
involved — including the iIndustry itself - it can help to ensure an
orderly marketplace that serves the interests of both consumers

and governments

Australia is the only country to have introduced plain packaging
Since 1t was introduced in December 2012 there has been no

real enidence that plain packaging has achieved its aims of
reducing consumption or been effective in preventing youth
smoking What we have seen 15 an increase in the illegal market
Plain packaging also breaches intellectual property nghts and
international trade agreements The governments of Ukraine, Cuba,
Honduras, the Dorminican Republic and Indonesia are challenging
Australias plan packaging laws at the World Trade Organization
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Tobacco trafficking

The illegal market in tobacco products accounts for up to

660 billon? agarettes every year globally, deprving gevernments of
around £30 billon in legitmate taxes This illegal trade 15 also a huge
competitor for the legal tobacco industry stself, and takes away a
significant amount of legiimate business each year The profits often
end up in the hands of cnminals who don’t pay tax and sell their
products to anyone, including children

Tobacco trafficking also has a negative impact on consumers,
retallers and regulators Counterfeit cigarettes mean no quality
controls and no health warnings, while smuggled genuine
products are unlikely to carry health warnings that meet local
government regulations

The industry has worked together on imitiatives across the whole
supply chain that are designed to stop cnminals These include
technological developments such as digital coding and tax
verification, which help governments ensure taxes and duties are
paid, and a track and trace system, which means we can monitor
the movement of our products

These measures will be maost effective if the industry, regulators and
enforcement authonties work together, supported by appropriate
excise policies, sound regulation and effectve enforcement

Strategic Report Govermnance Financials

The case for next-generation products

Saentists widely agree that it 1s the toxicants in tobacco smoke,
not the nicotine, that causes the overwhelrming majonty of
smoking-related diseases Conventional aigarettes carry the
most nsks to health, while some forms of low-toxicant smokeless
tobacco products, although not risk-free, are much less risky
Regulatory-approved nicotine products that contan no tobacco
or smoke toxicants are almost risk-free

The development and bringing to market of a range of products
that meet the needs of adult smokers seeking safer alternatives to
agarettes, would help to meet the objectives of many leading public
health professionals It would also make good commercial sense to

a business like ours

At Bntish American Tobacco, our aim 15 to improve e-cigarettes

and other nicotine products to make them maore satisfying for
consumers Our experience and capabilities also mean we can make
improvernents in areas such as product quality While for regulators
and governmenits, endorsing less nsky, alternative products could
be a positive move towards making tobacco harm reduction a key
public health policy objective

The choice between the legal tobacco industry and the illegal market

Harm reduction

Farr treatment of

Our world -
responsible, open
and transparent

The world of the
illegal tobacco market

Notes

is core to our
business strategy
and we invested
£161 milionin
2013 in research
and development

Responsible
marketing aimed
only at existing
adult smokers and
a global approach
to youth smoking
prevention

Products highly
regulated and
we have strict
quality and
safety standards

We paid more
than £33 billion
to governments
globally in excise
and other taxes
n 2013

farmers, suppliers
and employees
We also provide
direct agronomy
support to over
100,000 farmers
worldwide

image removed

No contribution to
harm reduction

1 Seurce Euromonitor international and our internal estimates

2 Source furomonmitor Internatcnal

Active marketing
and selling of
tobacco products
to children

Poor quality
products with

ne regulation or
standards and
potentially higher
health nsks than
legal cigarettes

Large-scale
tax evasion

Poor working
standards,
financial secunty
and negotiating
powers for farmers
and workers
throughout the
supply chain
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Our vision and strategy

Delivering shareholder value

We adopted a new vision in 2013 and enhanced our strategy to better
reflect the evolving needs of consumers These have been embedded

across our business and they help us create long-term value for our
shareholders and a wide group of stakeholders

Our strategy

Our strategy enables our business
to deliver growth today, while
ensunng we generate the funds

to invest In our future Tobacco
remains at the core of our business
and will continue to provide us with
opportunities for growth

Our vision lies at the heart of
our strategy and underhnes the
importance of grasping new
opportunities in tobacco

and beyond

Our strategy defines our mission
and, through our Guiding Principles,
it also guides our behaviours and
activiies, helping us to maintain

a sustainable approach that wall
guarantee our future as a 21st
century tobacco business

Our vision

World’s best at satisfying
consumer moments in
tobacco and beyond

Strategc Report Govemance Financialy

WORLD'S BEST
AT SATISFYING
CONSUMER

MOMENTS IN
TOBACCO
AND BEYOND

Satisfying consumer moments

We believe that by being the world’s
best at satisfying consumer moments,
we'll become the leader in our industry
Consumers are at the core of everything
we do and our success depends on
addressing their evolving concerns,
needs and behaviours

In tobacco and beyond

The second part of our vision - tobacco
and beyond - recognises the strength

of our traditional tobacco business and
addresses the emerging opportunities we
see In next-generation products There is a
great potential business opportunity here
with emerging product categones in which
we are uniquely placed to succeed
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Our mission

Delivering our comrmutments
to society, while championing
informed consumer choice

Strategic focus areas

The foundations upon which our strategy
1s built have been in place for many years,
but we continue to refocus our activities
in all four areas and constanty review

our ways of working

+ See Delivenng our strategy on pages 15-23

Guiding Principles

Our Guiding Pnnciples prowide clanty
about what we stand for They form the
core of our culture and guide the delivery
of our strategy

Champion informed consumer choice

We need to continue to ensure that

our consumers are fully informed about
the choices they are making when

they purchase our tabacco products

We recogruse that we have a responsibility
to offer a choice of products across

the nsk spectrum, but we will also defend
their nghts to choose and provide them
with the products they want

Growth

Understanding and delivenng
enjoyable consumer morments

Productivity

Effectvely deploying resources to
increase profits and generate funds

Enterpnsing spint

We value enterpnse from all of our
employees across the world, gmng us a
great breadth of ideas and wiewpoints to
enhance the way we do business We have
the confidence to passionately pursue
growth and new opportunities while
accepting the considered entrepreneurial
nsk that comes wath it We are bold and
strive to overcome challenges This s the
comerstone of our success

Open minded

Qur carporate culture 1s a great strength
of the business and one of the reasons
we have been and will continue to be
successful We are forward looking and
anticipate consumer needs, winning
with innovative, high-quahty products
We listen to and genuinely consider
other perspectives and changing social
expectations We are open to new ways
of doing things

Strategkc Report
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Deliver our commitments to society

As society changes, and people’s prorities
and needs shift, we need to be ready to
meet new challenges and take advantage
of new opporturities We are a major
internationa! business and with this

status comes responsibilities, from being
open about the nsks of our products,

to supporting rural communities in the
developing world

Winning organisation

Great people, great teams,
great place to work

Sustainability

Ensunng a sustainable business that
meets stakeholders’ expectations

Freedom through responsibiity

We give our people the freedom to operate
in their local environment, providing them
with the benefits of our scale but the atxiity
to succeed locally We always strve to do
the nght thing, exercising our responsibility
to society and other stakeholders We use
our freedom to take decisions and act In
the best mterest of consumers

Strength from diversity

We employ people from more than

150 nations, gving us unique insights into
local markets and enhancing our ability

to compete across the world We respect
and celebrate each others’ differences
and enjoy working together We harness
diversity — of our people, cultures,
viewpoints, brands, markets and rdeas

— to strengthen our business We value
what makes each of us unigue
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Our business model
Creating value over the long term

Our business model and strategy delivering value

Strategx Report
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Our business model descnbes what we do and, more importantly, how we use our

unique strengths and employ our resources and relationships to deliver sustainable growth

in earrings for our shareholders It 1s built around meeting our consumers’ evolving needs
and 1s driven by our strategy to ensure that we are delivering great results today and investing

in our long-term future

What we do

Essentially, we make and market
aigarettes globally, but there’s
a lot more to it than that.

Our sustainable approach

to souraing, production and
distributton helps us to create
value for a wide group of
stakeholders from crop to

consumer These include farmers
and therr communities, other
suppliers, retail and wholesale

trade partners, NGOs,

governments and regulators.

Source

We have a significant interest
in tobacco growing and we
have expert technicans out

in the field who support over
100,000 directly contracted
farmers We manage our whole
supply chain responsibly,
induding the sourang of leaf
and other matenals, and work
wath suppliers to create a long-
term shared understanding of
our soaal, ervironmental and
€CoNOMIC IMpacts

+ Waorlang with farmers
pages 18-19

Without tobacco leaf and other
raw matenals we would have
no products We aim 1o secure
our long-term supply chain

and bnng real benefits to local
communities, from promoting
good agncultural pracces to
Investing i commumty projects

Produce

Mamufactunng tobacce
products is a large-scale
operation and we have state-of-
the-art manufactunng facilities
all over the world We work to
ensure that our costs are globally
competiive and that we use

our resources as effectvely

as possible Qur production
factities are designed to meet
the needs of an agle and flexible
supply chain — prowiding a
world-dass operational base that
15 fit for the future

+ Global scale
pages 04-035
Ensunng leaf and products are
n the nght place at the nght
tme i our manufactunng
process is a formidable logistscal
exerase The nature of our
business allows us to pool
resources on a global scale and
maximise effiaency

Productivity

Markets

P

VAT AT

Source

Consumers -« ;

Aljigeweisng

Distnbute

People and relationships

Winning organisation

Distribute

QOur well-developed distnbution
channels are cntical enablers of
our growth strategy, allowing
us to roll out nnovations on a
global scale We continuously
review our route to market,
including our relationships with
wholesalers, distnbutors and
logustics providers Around half
of our global volume 15 sold by
retallers supplied through our
direct distnbution capability or
exdusive distnbutors

+ Raising standards
pages 22-23

We are helping to rase
standards by supporting
regulation of conventonal
agarettes and a new generauon
of products That means fighting
the illegal tobacco market and
supporting legiumate retalers
and wholesalers

Consumers

We place consumers at the
heart of our business We nvest
in world—class research to
understand changing consumer
needs and buying behaviour
Thus drves our supply chain,
product development,
innovations, brands and trade
actvites We aim to sausfy
consumers while addressing
stakeholder expectations

about how we should market
our products

+ Developing solutions
pages 15-17

We are developing nnovative
solubons to evolve our brand
portfoho and create more
differentiated products

Thus supports our aim to
champion consumer choice

and provide a range of products
across the nsk spectrum
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What makes us different

Our business operates on a set of core strengths and qualities
that makes us urique and ensures we can generate value over
the long term The quality of our people is a crucial factor in
delivening this and our global presence enables us to leverage
the value they create on a worldwide scale

Markets

Brands

We have a successful brand marketing strategy
based on sound consumer insights ILis drven
by our Global Drive Brands — Dunhill, Kent,
Lucky Strke and Pall Mall - which account for
more than a third of the total agarettes we sell
Our portfolo of more than 200 international,
regional and local brands 15 designed to meet a
broad array of consumer preferences around the
waorld We also launched Vype in 2013, our first
brand in the emerging e-agarette market

Products

We offer adult consumers a range of products
to choose from, induding traditional agarettes,
cigars and aganllos, Fine Cut tobacco, as used
in roll-your-own and make-your-own agarettes,
Swedish-style snus, and e-agarettes Qur range
of ligh-quality products covers all segments,
from value-for-money to premium We are also
developing other next-generabion tobacco and
nicobne products

Global presence

With over 110 years of operating globally
behind us, today we are one of the world's
leading tobacco groups Our brands are sold
n around 180 markets and our geographic
diversity and strong posttions (n emerging
markets are key strengths and continue to
provide opportunities for growth We hold
robust market positions in each of our regions
and are leaders in more than 60 markets

+ Fighting the illegal trade in tobacco
pages 0% and 25

We work wath other tobacco compares and
enforcement agenaes to combat the threat that
trafficking faked or smuggted tobacco goods
presents to our business, to governments and to
our consumers

Investment

Innovation

We make significant nvestment in research
and development to deliver innovations that
sausfy or anbiaipate consumer needs and
generate growth for the business This involves
innovations such as capsule products, “ali
natural’ products and Reloc, our resealable pack
technology We also look outside the trachibonal
agarette markel and research, develop

and test new products to meet changing
consumer needs

Selected investments

Strategically and financially attractive
acquisiions and specific targeted mvestments
n new ventures, R&D, projects, equipment
and services all play a role in our short-term
success and in the long-term development of
our grganisation  They support our strategic
ambitons of achieving sustamable growth and
working more productively by opening up new
ways of working, helping to define new product
areas and prowding new opporturities for

our pecple

World-dass science

We have an extensive saientific research
programme We have been focusing research
on innovative less nsky tobacco and nicoune
products for adult smekers who want a safer
altemative to aigarettes Our work with scientists
and public health professionals aims to secure
widespread support for tobacco harm reduction,
ncluding the regulatory changes needed to
bnng reduced-nsk products to market.

+ Investing i our long term future
pages 36-43

Access to cash and other sources of finance s
essential for funding our tocal operations We have
the conitrols i place and manage our cash
resources effectively to ensure that we can also
invest in our long-term future
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What gwides us

Our Guiding Pnnciples define how we
behave and how we govem our business

Enterpnsing spint

Open minded

Freedom through responsibility
Strength from diversity

+ Read about our Guicding Principles in
Qurwvision and strategy pages 10-1

People and relationships

Our people

We employ more than 57,000 people
worldwide — from secunng our leaf supply
through production and distnbution, to our
efforts to develop reduced-nsk products

Our workforce 1s strongly multicultural 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 Therr diverse
perspectives help us o succeed and we
recogmise their cntical role in achieving the
goals we set for our business

Our suppliers

We don’'t own tobacco farrns, but we provide
agronomy support through our extension
services Qur Social Responsibility in Tobacco
Production pregramme encourages continual
improvement of the social and environmental
performance of the supphers we buy tobacco
leaf from Through our relatronshup with leaf
suppliers and tobacco farmers we are mitigating
the negative social and environmental impacts
that tobacco growing can have and helping to
provide a rehable source of mcome that can help
support food secunty

Our wholesalers,
distributors and retailers
Trade marketing 1s a large part of our actwity
- managing business-to-business relationships
with the retallers our consumers buy from
We place a strong emphasis on being a
tugh-quality supplier to the trade We work
to operate in the most efficent and effective
way 50 that retallers can offer the products
our consumers want to buy, where they want
them, when they want.

+ Supporting people and commurities
pages 20-21

We are commutted to safeguarding the health,
safety and welfare of the people who work for the
Group or alongside 1t as contractors of partners

In our operations We also play a full role in the
communities we work in
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Our KPIs and business measures

We have a wide range of measures and indicators by which we assess
performance To ensure management’s focus 1s aligned with the interests
of our shareholders, our KPIs (key performance indicators) are reflected in
our management incentive schermnes

Although our other financial and sustainability measures are not directly
included in these Incentives, we believe these business measures reflect

our performance, improve the quality of our business and contnbute to
shareholder value, particularly over the long term

We review these measures penodically and update them to ensure they
remain relevant and reflect the needs and pnionties of the business

Strategic Report Covemance Financials

Relevant strateqic

Key performance

in dicators (KPIS) Group share of key subsichary markets

focus area Page
Crawth + Pagelg
Clobal Dnve Brand (GDB) volumes Growth + Page 16
Adjusted diluted earnings per share (EPS) Growth + Pagels
Total shareholder return Growth + Page 17
Adjusted profit from operations Productivity + Page i
Cash generated from operations Productivity + Page 19

3 Relevant strategic

Business focus area Page

m e a Sl,lI‘ e S Net turnover (NTO) Growth =+ Page 17
Operating margin Productivty + Page 19
Free cash flow as a percentage + Page 19
of adjusted earrungs Productity i
Employee engagement index Winning + Page21

Y organisation

Carbon dioxide equivalent (CO.e) Sustamnabality + Page 23
Group energy use Sustainability + Page23
Wiater use Sustainability + Page 23
Recychng Sustainability + Page 23
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Delivering our strategy

Growth

We provide tugh qualty, relevant tobacco
and nicotine-based products that meet
consumer needs We do this by being
brand focused and excelling at bringing
superior, differentiated offers to market

Image
removed

What we do

Understanding consumers is at the core of Group strategy and our
success depends on delivenng high-quality tobacco and nicotine
products that meet their evolving needs We aim to achieve
respensible leadership in consumer and trade partner engagernent,
including through new retail channels

We delivered in 2013

Our well-balanced brand portfolio delivered good profit growth

in 2013, led by another great contribution from our Global

Dnive Brands (GDBs) — Dunhill, Kent, Lucky Strike and Pall Mall
Priang rermamned strong despite a challenging trading environment

We saw volume growth 1n many markets, including Bangladesh,
Pakistan, Indonesia, the Middle East, Vietnam and the Philipptnes
However, volume was lower i Braal, Russia, Turkey, Ukraine, Egypt
and Western Europe Overall aigarette volume from subsichanes was
676 billon, down by 2 7%, largely as a result of industry volume
declines Total tobacco volume (including cigarettes and other
tobacco products) was also 2 6% lower than last year

Our GDBs and innovations are delivering growth

The investrnents we have made in our GDBs have seen therr

share of our global volume more than double to 35% since 2003
CDB volume growth of 1 9% 1n 2013 was driven by consurmer-
relevant Innovations and our GDB market share grew strongly in the
Group’s key markets GDB Fine Cut preducts performed well, too,
with volume increasing by 7 5% in 2013

Innovations, such as capsules, resealable packaging and new filter
technologes, accounted for almost one-fifth of our total aigarette
volume and grew by 19 7% in 2013 We continue to be the market
leader for capsule products, with a segment share of 46% in our
key markets

Dunhill, our most prestigious brand, delivered volume growth of

9 7% to 54 bilhon cigarettes n 2013 This excellent result was driven
by very strong performances in Indonesia, South Korea and the Gulf
Cooperation Councit (GCC) countries, partially offset by declines

in Malaysia and West Afnca Innovattons accounted for 819% of
Dunhill’'s 201 3 volume, with 7636 of ail Dunhill agarettes now sold
in our innovative resealable Reloc packaging

Strategx: Report Covemance Financials

Kent 1s our most innovative and forward-looking brand, and
innovations now account for 77% of the brand’s global volume
Qverall volume i 2013 was 65 billion, down by 2 9% due to
dechines in Russia, Japan and Romania, partially offset by growth in
the Middle East and Uzbekistan However, we cantinue to expand
our offerings in Kent Convertibles and 2014 has already seen more
launches in the Kent HD range, featuring new filter technology that
will further enhance the brand

Lucky Strke, our onginal Amenican brand, saw volume fall by 6 5%
ta 31 billlon cigarettes The fall was dniven by an industry dechne

in Spam, although the brand grew significantly in the Philippines
and Russiain 2013 Innovations now account for 29% of this
volume, including our ‘all natural’ offer, which continues to provide
opporturities for growth Lucky Strike Fine Cut also had a successfut
year, with volume up by 7 3%, driven by gains in Italy, Belgium,
Spain and France

Pall Mall, our leading brand in terms of volume, grew by 4 4%

in 2013, delivening a record volume of 87 billion cigarettes, due
to increases in Chile, Pakistan and Argentina This was partially
offset by lower volumes in Russia, Serbia, ltaly and Hungary
Innovations accounted for 16% of Pall Mall’s cigarette volume,
while Pall Mall Fine Cut volume was up by 7 5% in Western
Europe, mainly dnven by growth in Germany, Belgium, Spain, the
Netherands and France Pall Mall is the biggest Fine Cut brand in
Western Europe

We are investing in our brand portfolio

In addition to our extsting GDBs, we continue to Invest in a strong
portfolio of internattional brands such as Rothmans, Peter Stuyvesant,
State Express 555, Kool, Benson & Hedges, Craven A and John
Player Gold Leaf

Rothmans volume was up by 21 7% in 2013, reaching a total of
26 bilhon crgarettes — adding 3 9 bilhon cigarettes in Russia alone
and bulding on the brand’s very successful launch there in 2012
The brand also ncreased its footprint with volume growth in
Ukraine, Algeria and ltaly Rothmans became part of our portfolio of
GDBs at the start of 2014, recogrising the brand’s strategic value to
the Croup

Gains in Vietnam helped drive volume growth of 26 8% to 6 tullion
cigarettes for State Express 555 This brand was further boosted in
2013 when CTBAT International Limited, our joint operation with
subsidiaries of Chma National Tabacce Corporation, commenced
business operations CTBAT now owns and manages the worldwide
intemational nghts to State Express 555 1t also owns the worldwide
nghts outside China to the leading Chinese brand Shuang Xi

John Player Gold Leaf continues to be a very impaortant regional
brand in Asia-Pacific and the Middle East, growing by 7 4% ints
key markets of Pakistan, Bangladesh and the GCC However, Kool
volume fell In Japan and Peter Stuyvesant volume was down in
South Africa and Greece

Benson & Hedges grew in several markets, but overall volume
fell sightly due to market declines in Bangladesh and Australia
Craven A, another important brand in our Asia-Pacific and Eastern
Europe, Middle East and Africa (EEMEA) regions, grew by 1%

In 2013, the Group launched its first next-generation product, an
e-cigarette called Vype, which is intended to offer smokers a less risky
alternative to tradiional cigarettes A rechargeable version of Vype
has already been launched to enhance the range
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Delivering our strategy
Growth continued

We're building partnerships

Bullding partnerships with retailers s a key part of our trade
marketing actvites Globally, we have around 20,000 Trade
Marketing & Distnbution (TM&D) employees responsible for the
seling and delivery of our products, managing our brands at the
point of sale and developing mutually beneficial partnerships with
our trade customers

We work closely with our retail partners to provide support and
ensure that at all bmes they can profitably meet the expectations of
adult smokers with regards to avalabihty, pncing and brand quality
This includes the development of effective trading terms, which are
a key foundation of a successful partnership

It also involves engagement in the prevention of youth smoking and
tobacco trafficking We expect retailers and wholesalers to take therr
responsibilities very serously in these areas and work hard with them
to try and eradicate both of these problems

Where approprnate, we use direct-to-store sales (D5S) in our
distrbution network DSS gives us visibility and control over the
sales and distnbution process, allowing us access to both the market
and consumer information It also provides a direct commeraial

link to our most strategic retail accounts We also work with
exclusive distributors to ensure our products are effectively sold

and delivered to retailers, and almost half of our global volume 15
sold to retailers through these distributors and through our own
distnbution capability

Group share of key
subsidiary markets*
(increase in 9 share)

Key performance
indicators (KPIs)
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We're investing in our future

Qur well-balanced brand portfolio, clear consumer understanding
and strong trade marketing capabilities have provided us with a
firm foundation for growth for many years We are committed to
investing further in our brands and capabiliies, n new and exisbing
markets in tobacco and beyond

We continue to invest in cur high growth markets, while supporting
our GDBs and focusing on innovations, and we see a very strong
future for our tobacco business

Itis alse our intention to bnng to market a much wider selection
of next-generation tobacco and nicotine-based products to
complement our existing tobacco brands, broadening consumer
choice with a range of high-quality products that they can trust

Supporting our brands and innovations in a fast-paced and
rapidly changing retall environment continues to be a key focus
A programme we rolled out in 2013 called ‘Positive’ provides
traiming for our people, better equipping them to meet the needs
of therr trade customers and our consumers

Global Drive Brand
{GDB} volumes

+0.2% 237bn

+1.9%

Defimion Ths 15 our retad market share in the
Group’s key markets, which caver around 809
of the volumes of subsidianes.

Target. To continue to grow market share

Note *Share figures are rebased annually to reflect
market and segment size changes We do not
show comparators here, as previous years' figures
are not calculated on the same basis.

Adjusted diluted eammgs.

Definiion GDB volumes are calculated as the totat
volumes of the four GDBs - Dunhull, Kent, Lucky
Stnke and Pall Mall — sold by our subsidianes

Target. To wncrease our GDB share faster than the
rest of our portfolio

per share (pence) + 6 %
2013 216.6
2042 2052
2011 199

Definiion This 15 our adjusted diluted earmings per
share (EPS) — the detail of the calculaton and the
adjustments made are explained in Note 7 on the

Financial Statements.

Target. To grow adjusted diluted EPS at the rate
of hugh single figures per annum, on average, over

the medium to leng term
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Key performance
indicators (KPIs)

Business
measures
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Total shareholder retumn — annual %
{compound annual growth rate — CAGR)

Definiion Total shareholder return (TSR}

15 measured according to the retum index
calculated by Datastream, on the bass of all
companies’ dvidends being reinvested in ther
shares The return is the perceﬂtage increase in
each company’s index over a three-year penod
Objecuve The Group 1s focused on increasing
shareholder value, which 1s measured using
TSR compared to the FTSE 100 Index and also
1o a fast-moving consumer goods (FMCG) peer
group The FMCG comparater group is reviewed
annually to ensure it remains both relevant

and representative

FMCG group -1 Jan 2011 to 31 Dec 2013
The FMCG group comparmon s based on
three months’ average values (annual %)

Financals

Medan 13 2% Bntish Amencan Tobao 15 6%

FTSE 100 -1 Jan 2011 to 37 Dec 2013
The FTSE 100 companson ts based on
three months’ average values {annual %)

Upper quartile
BLower quartile

Median 11 3% Bnirsh Amencan Tobacco 15 6%

40 4

20
10

Net turnover

oo £15,822m

exchange rates

+4%

15,822
e _ 15,190

Definibon Gross turnover net of duty, excise and
other taxes

Objective To grow NTO by 2-5% per year

Upper quartile
ELower quartile
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Delivering our strategy

Productivity

By effectively deploying our resources we
can increase profits, Improve our operating
margm and generate funds to nvest in our
business, helping us to grow market share
and achieve higher returns for shareholders

Image
removed

What we do

We rely on a highly integrated global supply chain and use our
expertise in leaf to secure supply, improve product quality and
differentiate our products Qur environmental management
systemns and business controls help us and our suppliers to increase
effectiveness and efficiency We are also implementing a new
global operating model with common systems, processes and
ways of working

We made further progress in 2013

Productmvity 1s a vital enabler in our business and remains a very
important aspect of our strategy Our integrated supply chan
enables the group to deliver growth Improving efficiency and
effectiveness in 2013 has also allowed us to roll out INnnovations faster
and implement machine technology standards ~ enhancing our
sourcing flexibility, contingency planning and capital effectiveness

The transparency of demand and supply at a global level through
sales and operational planning ensures we are able to move quicker
and make better decisions when allocating resources

We're better, faster and more effective

The Group’s ambitious programme to implemnent a new operating
model globally began in 2012 The programme includes revised
organisational structures, standarchsed processes and shared back-
office services, underpinned by a global SAP system

New structures and processes are being mplemented in phases
throughout the organisation and the deployment of the new SAP
system, which began in late 2012, was ongoing throughout 2013
The first market implementation was in Malaysia, followed by
Australasia, while South Asia — Sn Lanka, Bangladesh and Pakistan -
went live with the new systemn on 1 January 2014

The programme will take a further three years to fully roll out
worldwide, but the new model 1s already delivering benefits,
bnnging with it a clear focus on how to do things better, faster
and more effectively The next big milestone in the programme
15 planned for mid-2014 when the new operating model will be
implemented across the rest of our Asia-Pacific region, with the
exception of Indonesia
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We're delivering operating margin improvements

Better cost management helped to deliver an improved

operating margin of 38 1% n 2013 We continue to iImprove our
marketing efficiency and caprtal effectiveness, mcluding reducing
unnecessary complexity to save costs and using our cash and assets
more effectively

We're investing in our supply chain

Our proven expertise In tobacco leaf means we are ideally placed to
address evohing consumer needs, while factonng in the implications
of changes in preduct-based regulation By managing our leaf
footpnnt carefully, we can ensure sustainabiity of supply and
guarantee our access to quality sources of leaf

We invest In the quahity of our leaf, through our people on the
ground and therr relationships with local farmers However, our
above-market planning and the global visibility of our leaf pool
further dnves cost efficiencies and helps to provide us with a
competitive advantage

We support farmers

We don't own tobacco farms or directly employ farmers, instead,
we work as partners with aver 100,000 smallholder farmers
worldwide, who supply over 60% of the tobacco leaf we buy

Our leaf technicians work in the field with them, agreeing contracts,
supplying seed and offering advice on propagation, the safe use of
agrochernicals and integrated pest management

We're also helping farmers to farm maore sustanably by developing
new methods that suit them and therr environments For example,
the farmers we work with have reduced their use of natural farest
for cunng fuels down to only 1 3% of total wood used We aim

to reduce this further To compensate for those trees that have
been felled, we have planted over 170 million trees through our
afforestation programmes in the last six years

Our Socal Responsibibty in Tobacco Production (SRTP) programme
sets out the mirumum standards we expect of our leaf suppliers

It covers good agncultural practices, occupational health and other
social issues such as human nghts, labour standards and eliminating
child labour, as well as the protection of biodiversity it has proved
so successful that it's now been adopted as the industry standard

We're driving efficiency in our manufacturing

We continue to optimise our manufactunng footpnnt and now

run 46 cigarette factones in 41 countnes This compares to the 87
factones we operated around a decade ago, If you include those we
have taken over due to acquisitions

Consolidation and restructuning of factories around the Group
continues to be undertaken responsibly and with care for affected
employees and local communities Our leading factories now
serve multiple markets and produce wider ranges of products
across our brand portfolio They are managed through our
above-market operations

We're senous about supply chain security

Working alongside other international tobacco companues, we are
developing new ndustry-wide supply chan secunty systems to
quard agamst theft and the nsk of our products falling into the hands
of tobacco traffickers Digital coding technology helps governments
ensure that all taxes and duties are pard on our products, while
sophisticated idenuifiers on packs allow consumers and authonties

to vahidate a product’s authenticsty
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Track and trace technology allows us to track the forward movement
of our products through our supply chain If a product 1s seized

by customs or enquired about by the authonties, we can trace it
backwards and determine the point at which the product may have
left the legiimate supply chain The successful implementation

of track and trace technology means that we can comply with a
Cooperation Agreement to fight illicit trade that the Group signed

with the European Union in July 2010

Track and trace was implemented by our comparues in Germany
and Romania n 2013 The system has now been implemented
across our global travel retail business, five markets and four factones
in three other countnes We have a well-structured plan in place to
deploy the system further, with the support and cooperation of our

logstics supphers

Key performance
indicators (KPIs)

Business
measures

work globafly
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Investing in productivity

Stll ints inibal phase in 2013, our new global operating model
has already started to deliver benefits around cash and cost
efficiencies As the roll-out continues in 2014 and 2015, we expect
to see Improvements in the way our people and business units

By realsing further productmty savings from cur supply chain,

including indirect matenat procurement and overhead savings,
we can continue to release funds that the Group can invest in
our brands, our product innovations and our key growth markets
We can also invest in our people and therr capabiliies to ensure
they can drive growth by enhanang the consumer experience

Adjusted profit Cash generated
from operations O 1m from operations 2 2m
at constant b 9
exchange rates
+7%
2013 _ 6041 2013 2982
P B 7 -2 . _ 2,739
oL o 7 299

Definition This is the adjusted profit from
operations of the Group’s subsidianes — profit from
operations at constant rates adjusted for the tems
shown as memorandum informabon on the Group
Income Statement.

Target. The Group's medium to long-term target is
to grow adjusted profit from operations on average
by 5-7% per year

Note Comparator has been restated

Definibon Cash generated from operations

1s defined as the free cash flow excluding
restructunng costs and dividends and other
appropnations from associates, per the alternative
cash flow on page 41

Target. A specific target is set each year for the

flow from operations The target for 2013
was exceeded

Operating margm 8 0 Free cash flow as a percentage 0
1 / of adjusted earmings 2 /
30.170 0
2013 38 1% 2013 B2%
] S VA L [ B . ] 819%
k2l 1 7

Defimton This is the percentage of adjusted
profit from operauons dwided by revenue

Objective To increase operating margin by
50-100 basis points per annum

Note Comparators have been restated

Definibon This measures our free cash flow per
share as a ratio of the adjusted diluted eamings
per share

Obyective To convert around 80% of our
adjusted eamings per share to free cash flow




Bntish American Tobacco
Annual Report 2013

20

Delivering our strategy

Winning organisation

Qur reputation as a leading business helps
us stand out 1n an increasingly competitive
international employment market

We value the dversity of our employees
and encourage enterpnsing behaviour

Image
removed

What we do

QOur am 1s to mamntain a high-performing organisation that

can attract, develop and retain the next generation of leaders

British Amencan Tobacco 1s a great place to work, with great people
and great teams who share this view They embrace our culture of
personal ownership and value the opportunity to be entrepreneursal
In a challenging business environment

Our organisation in 2013

We ran a major programme in 2013 to embed our updated vision
and strategy and this has seen our people embrace our Guiding
Pnnciples These provide clanty about what we stand for and act
as a compass to guide our behaviour Our Guiding Principles are
Enterpnising Spint, Freedom Through Responstbility, Open Minded
and Strength From Diversity — see page 11 for more information

We're committed to diversity

For us, progress on diversity starts from the top and 1s dnven by
the Management Board Our leadership tearns are commutted
to fostenng diversity and each of our business urits Is required
to develop specific diversity plans, ahgned to their prionties
Their progress against these plans 1s then reported back to the
Management Board

Our dwersity ambition 15 to achieve by 2020 a sustainable
improvement in senior representation of women and nationalities
that are key to our success based on ment, and thereby better reflect
the diversity of our consumers and customers in our employees, our
culture and the way we operate

We are committed to providing equal opportunities We do not
discnminate when making deaisions on hinng, promotion or
retirement and we provide traiming and development for employees
with disabihties

Our dversity policies and approach are built around the following
key principles

—We make ment-based decisions — our aim 15 to narrow the gap
between the current situation and our diversity asprrations, without
compromusing on talent and capabilities

—We aim to build a diverse workforce, including but not limited to
gender and nationality diversity

—We are committed to an inclusive culture that will tackle prejudice
and promote understanding

-We ensure that there 15 a level playing field - so that our people
have equal opportunities to succeed and to advance therr careers

Strategec Report Govermnance Financials

Local staff account for around 60% of employees on top teams
around the world and diverse nationalities are widely represented
across the business

Nationalities represented Total
Board level 7
Global headquarters 69
Management level 142

Our approach to diversity 1s important to our reputation as a
business, too Societal and regulatory expectations are increasing —
especially around gender diversity

In 2013, the proportion of women in all management rotes across
the organisation was 32% The table below sets out the gender
breakdown within the British Amencan Tobacco Group as at

31 December 2013, companng numbers for all employees, our
most senior managers and the Main Board

% %

Total Male Fermale Male Femate

Main Board 11 8 3 73%  27%

Senior Managers 244 198 46 B1%  19%
Total Group

employees 57,730 43875 13855 76% 24%

“  Semar Managers are defined here as the members of the Management Board (excluding
the Executive Directors) and the directors of the Group s principal subsidiary undertakings
The principal subsidiary undertakings, as set out tn the Financial Statements fepresented
approximately 84% of the Group s employees and contributed over 80% of Group revenue
and profit from aperations as at 31 December 2013

Qur progress on diversity in 2013

We made good progress towards our diversity ambition in 2013
All of our leadership programmes now include diversity and

we piloted a diversity workshop with our Management Board
Thus workshop 1s being rolled out across our leadershup teams

We agreed diversity plans with our companies, and all functions and
regions now have diversity leads We have set expectations with
executive search firms to provide diverse candidate lists, and we
have actively sought and hired senior talent from diversity segments
to Improve senior representation

We have established a women’s network in some of our markets,
and in 2013 we also launched our Wemen in Leadership
programme, which focuses on career progression coaching

for high-potential female employees

We lead our industry on corporate behaviour

We have clear policies that set the standard for the way we do
business They cover everything including employment, health and
safety, environment, fighting child labour and tobacco trafficking
Qur Business Pninciples and our Standards of Business Conduct set
out what we require of our companies and our employees n terms
of responsible corporate behaviour and personal integnty

We engage openly on regulatory issues and supporting evidence-
based regulation, and work with global partners to fight tobacco
trafficking We support sound regulation that

15 consultative and shaped in collaboration with all stakeholders,
including the tobacco industry,

—15 based on robust ewidence and thorough research, and

—delivers its policy atms and recognises unintended consequences
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Our approach to human nghts

We recognise that we have a role in addressing human nghts
1ssues and we use our influence with our suppliers to improve
condiions in our supply chain Our approach draws on the UN
Universal Declaration of Human Rights and the Organisation for
Economic Co-operation and Development's {(OECD’s) Guidelines
for Multinational Enterprises

Human nghts cntena are incorporated mto our supply chain
management programmes, in particular our SRTP programme
Our supplers are required to meet criteria on issues including
workers’ nghts and child labour, and we incorporate human nghts
cnitena into our framework agreements wath global suppliers

We also require comphance with Group policy and local taws from
all of our companies

We've always been industry leaders when 1t comes to addressing
exploitative child labour and we're continually looking at new ways
to help our suppliers prevent unethical work practices from taking
hold We were also founding members of the Eiminating Child
Labour in Tobacco Growmng (ECLT) Foundation

We invest 1n the communities we work in

Our corporate social investment (CSI) actities include a range of
community and chantable projects providing people with training,
education and opporturities to help them develop, promoting
actvities that aim to ennch public and community Iife, and making
meaningful contnbutions to local agnculture

Our global CSI expenditure in 2013 was £8 7 millon
(2012 £11 5 mullon) as defined by the London Benchmarking
Group's critena for chantable donations

We're committed to health and safety

We're a diverse company, operating across a huge range of different
environments, from city offices to remote farms Our goal of zero
accidents reflects our commitment to providing a safe place to work
for all employees and contractors We achieved zero acadents at
72% of our reporting sites n 2013, up from 60% n 2012

We achieved a 15% reduction in the number of injunes in our
factory operations as a result of an ongoing focus on safer working
conditions and behaviour However, there was an 119% increase in
the total number of reported injures across the Group, as a result of
employing a hugher number of sales and distribution personnel who
are out on the road and so are exposed to more risks

Business
measures

Employee engagement index

Strategic Report Govemance

Fmancials

Ongomng programmes to address the nsks to our employees and
contractors in the most challenging operating environments saw
fatahties across our business reduced to six, from 12.1n 2012

We deeply regret this loss of ife and the suffenng caused to friends,
family and colleagues We have carned out detailed reviews

of each fatality to learn lessons and dentify actions to prevent
similar madents

Employee engagement

Bnush Amencan Tobacco 1s committed to employee engagement
throughout the business 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-to-face presentations
and open discussions Global, regional and local intranets,
web-based meetings and presentations also provide important
information, while feedback 1s encouraged through open forums
and Q&A sessions

We carry out an employee opinion survey every two years to
measure employee satisfaction and engagerment The latest survey,
in 2012, was translated into 48 languages and completed by
42,932 employees Our functions, regions and local companies
around the world used feedback from the survey to address areas
for improvement in 2013

The survey also allows us to determune our overall employee
engagement index score Broadly, this score combines employee
satisfaction with our employees’ attitudes towards recommending
British Amencan Tobacco as a place to wark, therr desire to stay
with the organisation and their pnde in working for us Our current
employee engagement index score of 729% 1s ahead of the FMCG
norm (68%6)

QOur Sharesave Scheme, our Partnershup Share Scheme and our
Share Reward Scheme are open to all UK employees We also
operate several similar schernes for senior management in cur
Group companies

Developing our organisation

We believe that a key factor in embedding our Guiding Pnnciples
and fostenng an inclusive culture wall be drving ownershup and
accountability across the organisation We want our people to act
like owners in everything they do and take responsibility for their
actions and for the future success of the business

Managing diversity successfully means developing an inclusive
environment, which values and hamesses the contnbubons of
people with different backgrounds, expenences and perspectives
We are committed to providing our employees with a wide range
of expenienices and skills to develop to therr full potential

72%

BAT
| o T A VL S

%
] 68

Definiion Results from our bienmial Your Voice
employee opinion survey, last carned out in
2012, enable us to calculate our employee
engagement ndex — a measure that reflects
employee satisfachion, advocacy and pnde in

the organisation

Obyective' To achieve a more positive score than
the norm for the fast meving consumer goods
comparies 1N our comparator benchmark greup
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Delivering our strategy

Sustainability

Creating shared value 15 a prionty for

us We do this by acting with integnty
throughout our supply chain and wherever
our products are sold, as well as through
our investment in harm reduction

Image
removed

What we do

Our commitment to sustainability underpins our strategy and our
operations Our prionty continues to be working towards reducing
the health rnisks posed by tobacco products and making available a
range of less nsky tobacce and nicotine-based alternatives We work
to ensure our supply chain 1s sustainable and we uphold the highest
standards of corporate conduct and integnty in everything we do

Creating shared value in 2013

In our iIndustry it 15 particularly important that we act responsibly,
demaonstrate openness and builld trust We do this by managing the
impact of our operations and products responsibly This 1s backed
up by transparent and independently assured reporting, regular
stakeholder engagement and sound governance procedures

We focus on the matenal 1ssues for our business

We decide which issues are most matenal, or most important to
the business, by talking to our many different stakeholders, from
shareholders and employees to consumers and suppliers

The issues raised are then used to develop a list of the topics that are
most important to our stakeholders and have the greatest potential
to impact the business They are grouped into three main areas

— harm reduction (e-agarettes, other nicotine inhalation dewvices,
‘safer’ cigarettes, heat-not-bum products, smokeless tobacco and
our saentific research),

—sustanable agriculture (supporting farmers, environmental
impacts, human nghts, labour standards and child labour), and

—corporate behaviour (good corporate conduct, regulatory
engagement, environment, health and safety, marketing practices,
youth smoking prevention and tobacco trafficking)

We're senous about harm reduction

Saientists agree 1t's the toxicants in tobacco smoke that cause the
overwhelming majonty of smoking-related diseases, not the nicotine
So having a range of less nsky nicotine-based alternatives for smokers
can make a major contrbution to public health

We're recogmised leaders when it comes to developing new
products and in 2013 we became the first international tobacco
company to launch an e-cigarette, Viype, in the UK We are also at
the forefront of developing a portfolio of less nsky next-generation
products, Including new types of inhaled nicotine products and
innovative heat-not-burn tobacco products

We're working with scienbsts and regulators to promote this next
generation of products and we would like to see tobacco harm
reduction accepted as an important public heath objective

Strategic Report Govemance Financials

We're investing in R&D

QOur Group Research & Development (R&D) activities are focused
on harm reduction, but they also develop new tobacco products
and innovative technologies They provide guidance on the use of
ingredients, too, to ensure our products comply with all countries’
legal requirements and our own Group standards

fn 2013 we mvested £161 milllon in Group R&D (2012 £171m),
including marketing innovations and the tests and tnals to create
a new generation of tobacco and nicotine products Our pnncipal
R&D facilities are located in Southampton and Cambridge in the
UK and at Cachoeirnha in Brazil

Over the last five years we've published more than 1060 peer
reviewed research papers covering the saence of harm reduction
We also contributed to over 28 leading scientific conferences,
workshops and events in 201 3, and have contnbuted extensively
to the work of the US Food and Drug Administration on tobacco
and nicotine product requlation We also publish details of

our scientific research programmes on our science website,
www bat-science com

We're addressing our environmental impacts

Reducing our environmental iImpacts 15 a key prionty We monitor
and reduce our direct impacts by making our operations maore
efficent We also seek to address our indect impacts by choosing
supplhers with strong environmental credentials and encouraging
our existing supphers to improve therr environmental performance

We put particular effort into minimising our energy consumption
and reduaing our carbon footprant, and we're proud that a number
of our sites in the UK, ltaly, Poland, Germany and the Netherlands,
now meet 100% of their electncity needs from renewable sources

Greenhouse gas emissions

Our long-term targets to cut gross carbon dioxide equivalent
(COse) emussions by 509 by 2030 and by 80% by 2050 from our
year 2000 baseline are in ine with UK Government targets and we
have continued to make good progress We also have a five-year
milestone to reduce our gross CO,e emissions by 46% by 2017

In 2013, we reviewed our CO,e emissions factors, n hne wath best
practice and to meet new UK statutory reporting reguirements

on greenhouse gas (GHG) emissions We also updated our 2000
baseline to take account of changes in reporting business travel

Tonnes CO;e per milion agarettes equivalent produced

T '
2008, - 088 (086)
088 (085)
084 {081)
084 (081)
083
pioves T 7] 082 ©78)
s, T 076 (063)
030 (0 28)

Note
To track performance consistently our 2000 baseline usage 0 previous years and our targets for
2017 2030 and 2050 have been restated Previously reported figures are provided in brackets
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We use the GHG Protocol Corporate Standard in defining our
COze reporting methodology, adopting an equity share approach
to defining, consolidating and reporting our Scope 1 and Scope 2

CO,e emissions

Strategec Report Govemance Fmancials

We market our products responsibly

Our International Marketing Principles reflect current thinking
in terms of marketing, technology, regulation and stakeholder

expectations They are standards that we place upon ourselves

Ermissions

Scope 1 CO,e emussions {tonnes)

Scope 2 COhe emissions (tonnes)

Scope 3 COye emissions (tonnes)

Total (tonnes)

Intensity (per milhon cigarettes equivalent)

2012 2013 underage smoking
362,779 358,723
408,290 389,242
209,332 213,711
980,401 961,677
084 083

See www bat com/sustainability/data for further detall on our

reporting scope and reporting rules

We protect biodiversity

Since 2001, we have been working in the BAT Biodiversity
Partnership with three major nternational conservation NGOs
— Fauna & Flora International, the Earthwatch Institute and the
Tropical Biology Association — to help protect the biodiversity in

the landscapes where we work

Together, we've developed a biodwersity nsk and opportunity
assessment (BROA), which we use to identify potential 1ssues and
impacts in tobacco farming landscapes, before working with other
stakeholders to find solutions The tool has been recognised by
the UN Food and Agriculture Orgamization and the World Business
Councd for Sustainable Development as an approach that s
comprehensive enough to be used by any organisation operating

n an agncultural landscape

Business
measures

and often go far beyond what local laws require, especially around

We monitor compliance with our Interational Marketing Pnnciples
through market audits and annual self-assessments, and we are
committed to 1009 comphance across the Group

Qur marketing of Vype, our e-cigarette brand, 1s aimed at adult
consumers of nicotme products only All our e-aigarette packs, inserts
and e-iquid refills have appropnate wamings, and are clearly labelled
as being for those aged 18 or over

A sustainable future

When we updated our Group strategy in 2013, we put a much
greater emphasis on sustamability It's about creating shared value
and making sure that what we do benefits not only our shareholders
but also a wide group of stakeholders

We continue to tighten and refine our policies in 2014 we will

publish our revised Standards of Business Conduct that will include
clearer statements on human nghts and anti-child labour We wall
also publsh our consolidated policy on transparent lobbying on our
website, www bat com

Our transparent approach to scientific research will continue to
help us develop new partnerships and collaborations between
saentists and the tobacco industry We hope this will fead to further

breakthroughs in the science of tobacco harm reduction

Carbon dioxide equivalent Croup energy use
(COe) {tonnes COLe {qigajoules per
per mullion aigarettes . mullion cigarettes . ;
equivalent produced) equivalent produced)
0

45% 14%

lower than 2000 baseline lower than 2007 haseline
2013 __ B o0& 2013 1017
o L - DY o4 — o 11029

T —— e e e . DEa | . . _J3

Cefiribon We track Group CGze in tonnes per
million cigarettes equivalent produced

Definition We track Group energy use nr;c?ugaloula
per million cigarettes equivalent produc

Target To reduce Group COze by 509% by 2030
from our restated 2000 baseline of 1 52 and by
80% by 2050

Note *2011 and 2012 figures have been restated,
as we reviewed our COue emissions factors in
2013 We also updated our 2000 baseline

Target. To reduce energy use to 9 82 by 2017,
1796 lower than our 2007 baseline

Note- Group energy use is the energy used by the
Group in its own operations, business travel and
freight. We do not indude energy used to produce
and deliver purchased energy

Water use (cubic metres Recyching {percentage 0
per milion (gareties of waste recycied) 1 /
equivalent produced) e . 0
25%
iower than 2007 basehine
365 891
Gy oo .3 3 EEE _ a . 3 s
e L T 3w [vaod ] 854

Defintion We track Group water use in cubic
metres per millon cigarettes equivalent produced

Objective To reduce water use to 3 6 by 2017,
26% lower than our 2007 baseline

Defirubion We track the total percentage of
Group waste re-used or recycled against total
waste generated

Objective- To reghyde more than 85% of waste
generated 1n each year
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Key Group risk factors

Overview

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

Each nisk 1s considered m the context of the Group's strategy, as set
out i the Strategic Report Following a descnption of each nsk, its
causes and potential impact on the Group are summansed We also
explan the activities we are undertaking to mitgate each risk

The Group has identified, actively monitors and 15 taking action to
mitigate many different risks This section does not include them all,
but focuses on those risks that the Directors believe to be the most
Important ones that the business faces currently Not all of these
nsks are within the control of the Group, and other factors besides
those listed rmay affect the Group's performance Some risks may be
unknown at present Others, currently regarded as immatenal, could
become matenal nsks in the future

The nisk factors listed in this section and the activities being
undertaken to mitigate them should be considered in the context
of the Group’s internal control framework Thus 15 described in the
section on nsk management and internal control in the corporate
governance statement This section should also be read in the
context of the following cauttonary staterment

Cautionary statement

The Strategic Report and certan other sections of this Annual
Report contain forward-looking statements which are subject to

risk factors associated with, amang other things, the economic and
business crrcumstances occurnng from time to time in the countries
and markets in which the Group operates It is 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 matenally from those currently anticpated

Stzategw: Report Governance Financiats

Developments in the assessment of Group risk

The Board'’s assessment of the key risks and uncertanties facing
the Group has remained broadly unchanged over the past year,
particularly regarding ilhcrit trade, excise and tax and financial nsk

However, In the course of the year, the Board decided to increase
its focus, as a key nsk, of faling to lead the development of the
non-tobacco nicotine market, in order to recogmse the importance
to the Group of its nicotine business, Nicoventures

Regulatory nsks facing the Croup have been addressed in our nsk
regster for a number of years, and reported as key risks previously
In previous years, sub-categones of nsk relating to product
ingredients regulation and advertising and packaging restrictions
were presented separately to broader regulatory sk Thus year's
report presents regulation as a single nsk, captunng its vanous
elements, reflecting the Group’s renewed focus on an integrated
approach to its regulatory nsk management programme
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Marketplace risk factors

Competition
from illicit
tobacco trade

Time frame
Long term

Strategic Impact
Growth {(organic revenue growth}

Risk owner
Legal Director

Ilcit trade in the form of counterfeit products, smuggled genuine
products and locally manufactured products on which applicable
taxes are evaded, represents a significant and growing threat to
the legiimate tobacco industry Most ilhicit products are sold at
the bottorn end of the market and in contravention of apphcable
regulatory requirernents

Excise increases can encourage more consumers to switch to cheaper
illegal tobacco products, providing greater rewards for smugglers
The risk 1s exacerbated where current economic conditions have
resulted in high unemployment and/or reduced disposable incomes

Global volume of illicit trade 15 estimated to be up to 12% of
consumption In the next decade, we believe that the problem is likely
to increase, driven by the increased regulatory and compliance burden
for legrtimate manufacturers and further significant exaise increases

Prnnapal causes

- Sudden and disproportionate excrse increases and widening excise
differentials between markets

- Unintended consequences of requlation, e g plan packaging,
display bans and ingredients restnctions

- Extra compliance costs imposed on fegiimate industry giving
competitive advantages to ilhat manufacturers

- Economic downtum
- Lack of law enforcement and weak border controls

Potential impact

- Erosion of brand value, with lower volumes and reduced profits
- Reduced ability to take price increases

- Investment in trade marketing and distnbution 1s undermmed
- Product 1s commoditised

Mitigation activities

- Dedrcated Anu-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 mult-sector cooperation on a range of AIT 1ssues

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

- AIT Inteligence Unit (including a dedicated analytical laboratory)
works with enforcement agencies in pursuit of pnonty targets

- Strong mtemal business conduct and customer approval polictes

Strategic Report Governance Financials

Failure to lead
developing non-tobacco
nicotine market

Time frame
Long term

Strategic Impact
Growth {revenue growth) and
Sustainabiity (reduced-nsk products)

Risk owner
Managing Director —
Next-Generation Products

The Group recogruses the risk of not capitalising on the opportunities
i developing and commerciahsing successful and consumer-appealing
next-generation products, ncluding those recogrised by scientific and
regulatory authonties as posing substantially reduced nsks to health

Principal causes

— Drraft EU Tobacco Products Directive imits the requlations associated
with e-cigarettes and barners to entry are low Potential advertising
restncuons, similar to tobacco, will impact brand building ability

~In other markets, regulations limit the size of the potential market
for reduced nsk products by restricting channel access, marketing
opportunities or by imposing excise levies

- Inability to understand changes in consumer habits and preferences
leading to lack of consumer-relevant product offerings

- Inability to build consumer brands
- Speed to market and speed of innovations is slower than competitors

- Inadequate financial and human resources devoted to the Group's
non-combustible business

- Inability to manufacture and supply new non-combustible products
n sufficient quantity

Potential impact

- Consumer base, market share, profitability and achieverment of
growth targets will be undermined if competitors are more successful
in establishing new categores or if advertising or access to all
channels 1s restrcted

- While considered unlikely, ahgnment of non-combustible regulatory
framework with traditonal cigarettes would reduce business
opportuniies In the non-combustible category Alignment of
e-cigarettes to medicines would increase complexity and increase
research and development costs, whilst reducing channel access

Mitigation activities

- Nicoventures, a wholly-owned subsidiary, focuses exclusively on
the development and commerciahsation of mnovative regulatory
approved nicatine products that will enable the Group to offer a
consumer-acceptable altemative to aigarettes with lower health risks

- Appointment of Managing Director of Next-Generation Products and
a strengthened senior management team for non-combushibles

- Development of a full non-combustible strategy and business case

— Market roll-out plans for icensed and unlicensed nicotine products
—Vype launched in the UK, with further market launches planned

- Constant M&A dialogue on potential non-combustible opportunities
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Key Group risk factors
continued

Excise and tax risk factors

Excise shocks from
tax rate increases or
structure changes

Time frame
Short term and long term

Strategic Impact
Growth {organic revenue growth})

Risk owner
Regional Directors

Tobacco products are subject to substantial excise and sales taxes

m most countries n which the Group operates In many of these
countnes, taxes are generally increasing, but the rate of increase vanes
between countries and between different types of tobacco products

A number of signiftcant excise increases have taken place over the past
three years, for example in Brazil, Egypt, Greece, Mexico, Romania,
Russia and Turkey To date, the Group has been able to balance these
increases with (ts geographic spread, and continues developing
effective measures to address the nisk

Pnncipal causes
— Fiscal pressures for higher government revenues
—Increases advocated within context of national health policies

—Insufficient capacity to engage with stakeholders in
meaningful dialogue

—Requirements of the WHO's Framework Convention on Tobacco
Control (FCTC), Article 6 (on Tobacco Taxation) to move to 70%
excise tax and predominantly speafic excise

Potential impact

—~Consumers reject the Group's legitimate tax-paid products for
products from ilhcit sources

- Reduced legal industry volumes
- Reduced sales volume or alteration of sales mix or portfolio ercsion

Mitigation activities

- Requirement for Group companies to have in place formal pnaing
and excise strategies including contingency plans

- Pnaing and excise committees at regional, area and market levels

- Engagement with local tax and customs authonities,
where appropnate

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

- Portfolio reviews incorporate potential impact of changes to exase
rates and structures

- Assessment of Article 6 impact for key markets undertaken and fed
back to the regions and end markets
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Onerous disputed
taxes, interest
and penalties

Time frame
Short term

Strategic Impact
Praductmty (caprtal effectiveness)

Risk owner
Finance Director

The Group may face significant financial penalties, mcluding the
payment of interest, in the event of an unfavourable ruling by a tax
authonty in a disputed area

Prinapal causes

—Unfavourable ruling by tax authonties n disputed areas and
aggressive auditing and/or pursuit of tax claims

Potential impact

- Significant fines and potential legal penalties

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

—Impact on profit and dividend

Mitigation actmties
—Tax committees

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

~ Engagement with tax authonties at Group, regional and indmdual
market level
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Finance risk factors

Translational
foreign exchange
rate exposures

Time frame
Short term

Strateqic Impact
Productiaty {capital effectiveness)

Risk owner
Finance Director

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

Principal causes

—FX rate exposures anse from exchange rate movernents against
sterling, the Group’s reporting currency

Potential impact

- Fluctuations in FX rates of key currencies aganst sterhing introduce
volatlity in reported EPS, cash flow and the balance sheet dnven by
translation into sterling of our financial results

- The dividend may be impacted if the payout ratio 15 not adjusted

- Differences in transtation between eamings and net debt may affect
key ratios used by credit rating agencies

Mitigation activities

—While translational FX exposure 1s not hedged, 1ts impact is identified
mn results presentauions and financial disclosures, earmings are restated
at constant rates for comparability

- Debt and interest are matched to assets and cash flows to mibgate
volatlity where possible

Strategic Report Covernance Financals

Access to
end market
cash resources

Time frame
Short term

Strategic Impact
Productvity (capital effectiveness)

Risk owner
Finance Director

Liquidity — access to cash and sources of finance - s essential to
maintaining the Group as a going concern and for sustainably funding
local operations Inability to access all the Group’s cash resources will
impact the Group's capital structure, cost of capital, debt and equity
quahty and shareholder returns

Prinapal causes

- End markets with economies that are closely regulated by the state,
with substantial government intervention in foreign exchange
markets and imitation on the converubility of local currency

- Insufficrent hard currency available to local operating companies to
pay for imported goods, dmvidend rermittances, royalies and fees

Potential impact

- Economic losses as a result of devaluation of assets (including cashy
valued or held in local currency

- Inability to mitigate accounting or financial exposures

- Loss of commercial opportuntties to manufacture and sell
tobacco products

- Additional costs as a result of paying prermiums te obtain
hard currency

Mitigation actvities

~ On-going monitoring of restncted cash, with established maximum
exposure imits in affected end markets

- Controls in place to ensure full compliance in the repatnation of funds
from countnes subject to sanctions regimes

- Projects designed to tackle currency conversion issues in specrfic
markets and reduce foreign currency requirements
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Key Group nisk factors
continued

Operations risk factors

Geopolitical
tensions

Time frame
Long term

Strategic Impact
Growth (organic revenue growthy)

Risk owner
Legal Director

Geopohitical tensions, including intemational sanctions, social unrest,
terronsm and organised cnme have the potential to disrupt the
Group’s business in multiple markets

Prnincipal causes
- Regionat and/or global conflicts
—Terronsm and pohucal violence

- Cnminal actmity leading to attacks on our people, supply chain or
other assets

- Intemational trade sanctions

- Economic policy changes, mcluding nationalisation of assets and
withdrawal from intermational trade agreements

Potential impact

- Potentral loss of Iife, 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 facthities or mantaining
mefficient facilities

- Reduced volumes and impact on profits as a result of not being able
to trade In a country

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

Mitigation activities

- Globally integrated sourcing strategy and contingency
sourcing arrangements

- Secunty nisk modelling, including external risk assessments
and the monitoning of geopolitical and economic policy
developments worldwide

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

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

Strategic Report Covernance Pnancials

Risk of injury,
illness or death
in the workplace

Time frame
Short term

Strategic Impact
Sustainabihty

Risk owner
Operations Director

The Group 15 committed to operating responsibly by mantaining the
necessary controls that safequard the health, safety and welfare of the
people who work for the Group and alongside 1t, as well as minimising
the impact on the natural eevironment and the local communities in
which the Group conducts bustness actvities The nisk of injury, death
or il-health to employees and those who work with the business 1s a
fundamental concern of the Group, and can have a significant affect
on Its operations

Prinaipal causes
—Faillure to assess nsk and implement appropnate control measures

— Fatlure to monitor, assess and implement the requirements of
regulations that apply to Group sites and operations resulung in non-
comphance with environment, health and safety (EHS) standards

~Insufficient nformation, instructron and training in health and safety

Potential impact

—Senous imunies, di-health, disability or loss of Iife suffered by
employees and the pecple who work with the Group

—Exposure to avil and cnmunal labihity and the nsk of prosecutton from
enforcement bodies, and the cost of associated fines and/or penalties

—interruption of Group operations if issues are not addressed quickly

- Cost of remediation work, such as replacing or upgrading plant and
equipment, rehabilitation and medical costs

- High staff turnover or difficulty recruting employees if percerved to
have a poor EHS record

Mitigation activities

- Risk control systems in place to ensure equipment and infrastructure
are provided and mantained

- An EHS strategy ensures that employees at all levels receve
appropnate EHS training and information

- Behavioural based safety programme to drive operations safety
performance and culture closer to zero accdents

- Analysis of Incidents undertaken regionally and globally to dentify
increasing incident trends or hugh potential risks 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 complance
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Regulation risk factors

Tobacco
regulation inhibits
growth strategy

Time frame
Long term

Strategic Impact
Growth (organic revenue growth)
and Sustainability (balanced regulation)

Risk owner
CORA Drrector, Operations Director and
Marketing Duwrector

The enactment of regulation that places the Group at a competitive
disadvantage, against both legal and ilhcit trade competitors, interferes
with our ability to communicate with consumers, differentiate our
products, launch future products, and increases our business costs
and complexity

Principal causes

- Pressure from interational orgarisations, governments and the
private sector to pursue regulation which 1s not evidence-based

- Adoption of dffenng regulatory regimes in different countnes/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 regulation aimed at reducing the ability to differentiate
cigarettes through severe restrictions on ingredients and design

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

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

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

Potential impact

- Erosion of brand value through inability to launch innovations,
differentiate products, bulld brand equity and leverage price

- Adverse impact on ability to compete within the legiumate tobacco
industry, and atso with increased Hllicit trade

- Reduced consumer acceptability of new product specifications,
leading to consurmers seeking alternatives in alcit trade

— Shocks to share pnce on enactment of regulation

- Reduced ability to compete in future product categones and make
new market entnes

—increased scope and sevenity of compliance regimes in new
regulation leading to tugher costs, greater complexity, and potential
reputational damage or fines for inadvertent breach

Strategic Report Govemance Financials

Mltlgatlon actwvities

- A dedicated Regulatory Futures team working to manage our global
approach to the Group's regulatory campaigns

- Engagement coordinated and ahgned across the Group to drive a
balanced global policy framework for tobacco control

- Pnontisation of key regulatory 1ssues such as retail display bans,
ingredients bans and pack space appropriation

- Stakeholder mapping and priontisation, developing robust advocacy
matenals, and regulatory engagement programmes

- Regulatory nsk assessment of marketing plans to ensure
decistons are informed by an understanding of the potential
regulatory environments

- Development of an integrated regulatory strategy, balancing the
commercial requirements of the combustible and
non-combustible businesses

- A 'Ready for Regulation’ workstream helping to ensure that
the business is ready for the effects of regulation and its impact
on consumers

- A research programme estabhshed in order to address regulatory
comphance and farmer sustainability
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Regional Review
Overview

British Amenican Tobacco performed well during the year with
strong pricing and continued growth in Global Drive Brands

We met or exceeded all our long-term finanaial strategic objectives,
on a constant currency basis These excellent business results were,
however, impacted by the weakness against sterling of some key
currencies, notably the Braziiian real, South African rand, Japanese
yen and Australian dollar This was slightly offset by a stronger euro

Financials

The business performance was delivered against a backdrop of
excise-driven price increases, Industry contraction in some parts
of the world and the fragile economic conditions in many countrtes

Dnven by a price-mix of 7%, revenue was up 4% at constant rates
of exchange At current rates, revenue was shightly igher

Reported profit from operations was 3% higher at £5,526 million
with a 3% increase in adjusted profit from operations, as explained
on page 42 Adjusted profit from operations, at constant rates of
exchange, grew by 7%

Group cigarette volume from subsidiaries was 676 billion, down

2 7% from 694 bilhon in the previous year Total tobacco volume
was 2 6% lower This was mainly the result of contracting industry
volume In Western Europe and some key Group markets, such as
Brazil, Russia, Ukraing, Turkey and South Africa, partially offset by
strong performances in Bangladesh, Pakistan, Indonesia, Vietnam
and the Middle East

The Group’s agarette market share in its key markets was higher
with growth of 20 basis points, while the share in the premium
segment grew by an excellent 80 basis points

Other tobacco products continued to perform well Fine Cut volume
1IN Western Europe grew by 1 3% to 21 billion sticks equivalent as

a result of good growth in Italy, Belgium, Germany and Poland,
partially offset by declines in the Netherlands and Creece

Qur international brands grew by 2 1%, of which the four Global
Dnive Brands achieved good volume growth of 1 9%

Dunhill ncreased volume by 9 7% with growth in Indonesia, South
Kerea and the GCC, partally offset by declines in Malaysia, due to
market contraction, and West Africa Kent volume was down 2 9%
on last year as dechines, dnven by market contractions in Russia,
Japan and Romania, were parhally offset by growth in the Middle
East and Uzbelostan

Lucky Strike volume was down by 6 5%, mainly driven by the
market contraction in Spamn, partially offset by higher volume in the
Philippines and Russia Pall Mall volume rose by 4 4% with strong
growth in Chile, Pakistan and Argentina, partially offset by lower
volume mn Russia, Serbia, Italy and Hungary

Brands are reviewed from time to time to assess performance and
increasing focus for investment  This review resulted in the decision
to include Rothmans from 2014 as one of the Global Dnive Brands
Rothmans performed well with strong growth in Russia, Ukraing,
Algena and Italy
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Our regional
performance

Strategic Report Govemnance Financals
Western Europe
24%
Share of Group
revenue
Amencas
0) Image removed
22%
Share of Group EEMEA Asia-Paafic
27%  27%
Share of Group Share of Group
revenue revenue
Asia-Pacific Amencas
Volume Revenue Volume Revenue
(bn) (£m) (bn) (£m)
197 4,203 134 3,317
+5% 0% -6% -4%
2012 188 2012 4,214 2012 142 2012 3,460
Adjusted profit Share of Group Adjusted profit Share of Group
(£m) revenue (96) {£m} revenue (%)
1,603 27 1,364 22
+2% -2%
2012 1,663 2012 27 2002 1,37 2012 23
Western Europe Eastern Europe, Middle East and Africa (EEMEA)
Volume Revenue Volume Revenue
(bn) (Em) (bn) {fm}
119 3,635 226 4,105
-8% +6% -4% +1%
2012 129 2012 3,442 2012 235 2012 4,074
Adjusted profit Share of Group Adjusted profit Share of Group
(£m) revenue (%6) (£m) revenue (%)
1,273 24 1,490 27
+8% +6%
2012 1175 2012 23 2012 1,412 2012 27

Notes

1 Adjusted profit from operations 15 derved after excluding the adjusting items from the profit from operatsons These items include restructunng
and integration Costs amorusation and impairment of tradesmarks and similar intangibles and a gan on deemed partial disposal of a trademark

2 Constant currency provides the information based on a re translation a1 prior year exchange rates, of the current year information
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Regional Review
continued

Asia-Pacific

Image removed

Jack Bowles
Dwrector, Asia Pacific

Image removed

“T am very pleased that
Asia-Pacific achieved very
strong results in 2013.

We have a positive growth
momentum, driven by
excellent performance in key
markets, successful brand
building, and productivity
savings. In 2014, we will
continue to improve the
execution of our strategy,
invest in brand innovation
and maintain our record of
delivering cost savings. We
have the right plans, proven
capabilities and passionate
people to succeed. [look
forward to another year

of good growth.”

Share of Group
revenue

27%
2012 27%

Adjusted profit from
operations (£Em}

1,603

+2%
2012 1,663

Stratequc Report  Governance Fnanciats

Adjusted profit was up £30 million to £1,693 million

as a result of strong performances in Austrahia, New
Zealand, Pakistan, Bangladesh and Taiwan, partially
offset by South Korea and Japan, as well as continued
investment in Indonesta and unfavourable exchange
rate movements At constant rates of exchange, profit
would have increased by £124 mithon or 79 Volume at
197 bilion was 5% higher than last year, with increases
in Pakistan, Bangladesh, Vietham, Indonesia and the
Philippines, partially offset by lower volumes in Japan
and Malaysia

Austraha

Profit was up strongly as a result of higher pnaing and cost saving
initiatives, partiafly offset by lower volume Illicit trade increased following
the introduction of plain packaging Market share was lower

New Zealand

Market share was higher, however, volume was impacted by the
industry contractron Profit grew strongly due to price increases and
Cost savings

Japan

Despite significant competitor activity, there was good market share
momentum exiting the year, driven by the itroduction of mnovations
Profit was adversely affected by a decrease in volume as a result of
industry contraction, as well as exchange rate movements

Malaysia

Market share grew strongly, drniven by the excellent performance of
Dunhill, strengthening the Group'’s leadership posiion Profit was higher
as the adverse impact of lower volume due to market contraction was
offset by higher pncing

Vietnam

The increase in volume and market share continued, driven by the
strong performance of State Express 555 Profit increased as a result of
growth in the premium segment, higher pnang and increased vaolume

South Korea

Volume grew despite intense competitor actvities resulting in market
share shightly lower than last year Dunhill held share and grew volume
Higher marketing investment, partially offset by cost savings, resulted in
a decrease in profit

Taiwan

Strong performances by Pall Matl and Lucky Strike contnbuted to a
record high market share An increase in volume, coupled with higher
pricing, led to a strong increase in profit

Pakistan

Impressive performances by Pall Mall and John Player Gold Leaf drove
market share to a record high, strengthening the Group’s leadership
posiion Profit increased significantly as a result of the hugher volume,
cost savings and increased pnang

Bangladesh

An outstanding growth in profit was the result of a strong increase in
markel share and higher volume

Indonesia

Significant increase in valume driven by Dunhill, the fastest
growing brand in one of the largest tobacco markets in the world
Profitability was impacted by higher marketing mvestment, lower
volume in Jow-pnced brands and higher clove pnces

Philippines

As aresult of the recent market entry fellowing the removal of the
discnminatory excise structure, Lucky Stnke made good garns in volume
and market share
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Share of Group
revenue

229%

2012 23%

Americas

Adjusted profit from
operations (£m})

1,364

-2%
2012 1,37

Image removed

Ricardo Oberander
Drrector, Amencas

Image removed

“Despite tough conditions
driven by market contraction
and an increase in ilhert
trade, we delivered another
year of strong results,
strengthening our overall
leadership position across the
Americas. We successfully
grew market share across
the region, led by strong
performances in Brazil,
Mexico and the Caribbean
& Central America. We
delivered outstanding GDB
volume growth. Challenges
remain for 2014, but I am
confident that we are well
posttioned to continue to
win in the Americas.”

Strateguc Repaort Governance Financials

Adjusted profit dechined by £27 milion to £1,364
milion, mainly due to exchange rate movements in
Brazil and Venezuela At constant rates of exchange,
profit rose by £62 milhon or 4% Good performances
from Brazil, Canada and Mexico were partally offset
by adverse exchange rate movements and lower
contributions from Chile and Colombia Volume was
down 6% at 134 bilkon, mamnly as a result of market
contractions in Brazl, Argentina and Chile, partially
offset by increases in Mexico and Venezuela

Brazil

Profit growth was drven by higher pnang and cost savings This good
result was more than offset by adverse exchange rate movements
Market share rase strongly but volume was down due to market
contraction after significant excise increases and a subsequent nise in
ihcit trade

Canada

Profit grew, benefiting from the stronger performance in the prermium
segment, price ncreases and a lower cost base Volume and rmarket
share were lower

Mexico

Impressive market share growth was led by the excellent performance
of Pall Mall and the capsules innovation A significant increase in profit
was the result of higher volume and improved prcing, while licit trade
volume reduced

Argentina

The strong performance of Lucky Strke led to a ugher market share and
also to an increased share of the premium segment Profit was lower as a
result of reduced volume and inflation-driven cost pressures which were
not fully recovered through higher pnaing

Chile

Althcugh Dunhill and Pall Mall performed very weli, profit was

lower, impacted by a decrease in volume, while market share was
shghtly down

Venezuela

Market share was higher, boosted by Viceroy and Lucky Strike, and
overall volume increased Profit was significantly down, driven by the
transactional impact of the currency devaluation

Colombia

Volume grew, however, market share was shghtly lower Profit was
adversely impacted by one-off costs




34 British American Tobacco
Annual Report 2013

Regional Review
continued

Western Europe

Image removed

Naresh Sethi
Dhrector,
Western Europe

Image removed

“European consumers
remained under pressure
in 2013. The industry has
been affected by consumers
looking for cheaper
alternatives through down-
trading and 1illicit trade.
However, strong pricing, a
focus on costs and continued
investment have delivered
strong profit and margin
growth, ahead of industry
trends. We also delivered
share growth in our GDBs
in both cigarettes and Fine
Cut tobacco. In 2014 I believe
we are set to deliver further
growth through focused
investment and innovation.”

Share of Group
revenue

24%
2012 23%

Adjusted profit from
operations {£m)

1,273

+8%
2012 1,175

Strategi Report Governance Financials

Adjusted profit was up by £98 milhon to £1,273 milion
but at constant rates of exchange, the increase would
have been £47 million or 4% Industry volume dechned
sharply, affecting profit growth There were strong
profit performances in Germany, Switzerland, Belgium,
Denmark, Sweden, the United Kingdom and Romania,
partally offset by dechnes in ltaly, the Netherlands and
Spain Cigarette volume was 8% lower at 119 billion,
following market contractions n ltaly, Spain, Poland, the
Netherlands, Germany and France Fine Cut volume at
21 bilhon sticks equivalent was up 1 3% as a result of
increases In ltaly, Germany, Poland and Belgurn, partly
offset by decreases in the Netherlands and Greece

Italy

After its successful re-launch, Rothmans had good share growth and
exited the year with continued mementurn Despite this, difficult trading
conditions persist, which resulted in a profit dechne Share and volume
in the Fine Cut segment grew

Germany

Profit was up strongly Cigarette volume was lower, in ine with industry
decline Good share growth by Lucky Strike resulted in a stable overall
market share In the Fine Cut segment, share and volume grew due to
the performance of Pall Mall

France

Market share was stable with a good performance from Lucky Strike,
although volume was lower, in line with the industry volume decline
Profit was stable, benefiing from exchange rate moverments

Switzerland

Profit grew as a result of lngher pricing and lower costs, partially offset
by volume and market share decline

The Netherlands

Significant market contraction and declining market share resulted in
lower volume, adversely impacting profit

Belgium

Profit grew due to price increases, lower costs and strong growth n Fine
Cut as a result of the good performance by Pall Mall Cigarette volurne
and market share declined despite a strong growth by Lucky Strike
Span

Industry votume continued to fall sharply Profit was adversely affected
by volume dechine and lower market share, partially offset by a fower
Cost base

Romamia

Excellent increase in market share was the result of the good
performances of Dunhill and Pall Mall, although volume was lower
Prohit was up, benefiting from price increases

Poland

Dechne in industry volume continued, adversely impacting volume and
profit Qur market share was down, however, Lucky Stnke performed
well and Fine Cut volume grew

United Kmgdom

Good performances from Pall Mall and Rothmans led to increased
market share although volume was lower Profit grew strongly due to
price increases, cost management and increased Fine Cut volume

Denmark

Significant profit and velume growth was due to higher sales in
December in anticipation of an excise duty increase in January 2014
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Eastern Europe, Middle East Share of Group

and Africa (EEMEA) 0
27%
2012 27%
Adjusted profit from

Image removed operations (£m)

1,490

+6%
2012 1,412

Andrew Gray
Dhrector,
Eastern Europe,
Middle East and
Africa (EEMEA)
Image removed

“We performed well in
2013 despite political and
economic instability in
certain markets. We grew
market share driven by
strong performances in
Russia, Ukraine, Kazakhstan
and GCC. The successful
launch of Rothmans in
Russia and Ukraine was
particularly rewarding, We
have seen very good results
in the Middle East and East
Africa where volumes grew
strongly. 2014 is set to be
very competitive but we
are well placed to deliver
continued growth.”

Strategic Report Govermance Financials

Adjusted profit increased by £78 million to £1,490
millon This was prinaipally due to strong performances
in Russia, the GCC and Ukraine and price increases,
partially offset by a decrease in profit from Nigena and
the adverse impact of exchange rate movements At
constant rates of exchange, profit would have increased
by £167 milhon or 12% Volume at 226 ithon was 4%
lower than last year with the dechines in Russia, Ukraine,
Turkey, Egypt and South Africa, partially offset by an
Increase in the GCC

Russia

Strong share growth dniven by the impressive performance of Rothmans
and the encouragng launch of Lucky Strike Kent maintaned its
leadership position of the premium segment, contrbuting to the good
profit growth Volume was down

Ukraine
A substantial profit increase was the result of pncing and an improved
product mix, while strong market share growth was dnven by excellent

performances from Kent and Rothmans  Sharp industry volume decline
and increased it trade led to lower volume

Turkey

Continued volume decline adversely impacted profit and market share,
despite growth by Viceroy and Kent

The GCC

An impressive increase in profit was due to higher volume and
pnce increases The growth in market share was mainly due to the
performance of Dunhull

Egypt

Despite a good performance from Viceroy, market mstability led to lower
volume, adversely impacting profit

Nigena

Increased instability and competitor actrvities in the north and south-

eastern parts of the country resulted in lower volume, adversely
affecting profits

South Africa

Profit grew as a result of price mncreases but this was more than offset by
the adverse exchange rate movement Volume was lower and market
share was shghtly down as a result of price competition
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Financial Review

The Group continued to perform strongly in
a difficult environment
Revenue and profit from operations

The results of the Group were impacted by the adverse movement
of a number of key currences and this 1s reflected in an adverse
translational exchange rate movemnent of around 4% As a result,
reported revenue was slightly up to £15,260 million and profit from
operations was higher by 3% to £5,526 million

To better understand the underlying performance of the husiness,
management reviews the results by adjusting for a number of items
relating to significant restructuring and integratton costs and one-
off charges, provisions and income We call the underying profit
after adjusting for these items, which are described further below,
adjusted profit from operations Adjusted profit from operations
was £5,820 million, up 3% from £5,641 milion in 2012 In order
to assess the underlying performance, we also have to view the
business results at constant rates of exchange, excluding the
translational impact of exchange rate movements This does not
adjust for the transactional effects of currency fluctuations

The Group's strong underying performance for the year 15
demonstrated by the growth of 4% In revenue and 7% In adjusted
profit from operations, at constant rates of exchange

The above non-GAAP measures are explained later in this review

Organic growth

To achieve comparability, we use a measure, organic growth,
whereby certain transactions that impacted only one year, or part
of a year, are excluded from the results However, there were no
matenal items in 2012 or 2013 that led to organic growth being
different from the reported growth

Operating margin

The Group continues to Improve its operating margin through
strong pncing, tight cost control, factory ratonalisation,

the implernentation of the new operating model, systems
standardisationt and productivity savings In 2013, adjusted profit
from operations, as a percentage of net revenue, improved to 38 1%
compared to 37 1% in 2012 Mare details of the Group’s adjusted
operating performance can be found in the regional review

Adjusting items

Duning 2013, the Group continued to incur costs which do not
relate to the day-to-day operations of the business The adjustments
made to profit from operations are separately disclosed as
memaorandum information on the face of the income statement and
in the segmental analysis

Restructuring and integration costs of £246 million in

2013 mainly relate to the restructuring initiatives directly related

to implementation of a new operating mode, the continuation of
factory closures in Australia and Russia, and restructunngs in the
Democratic Republic of the Congo, Switzerland and Germany, offset
by profits on the sale of land and buldings in Australia, Russia and
Denmark The costs also cover separation packages in respect of
permanent headcount reductions and permanent employee benefit
reductions in the Group

Strategic Report CGovemance Financiats

2013 Highhights

- Croup revenue shghtly up, impacted by exchange rate
movements, but 4% higher at constant rates of exchange

—Ad)usted profit from operations at constant rates of exchange
mncreased by 7%

- Ad)usted diluted earnings per share rose by 6% to 216 6p
per share

- At constant rates of exchange, adjusted diluted earnings per
share were 10% hugher at 224 7p

—Dividends for 2013 up by 6% to 142 4p per share

- 5Strong free cash flow of £3,371 milhien with free cash flow per
share equal to 82% of ad|usted diluted earrings per share

~Share buy-back of £1 5 hilion made in 2013, with £1 5 billion
announced for 2014

The £206 million restructunng and integration charge n 2012
principally related to the implementation of the new operating
model, the conunuation of the factory closure and downsizing
activibes in Australia and the restructunng in Argentina The costs
also cover the social plan and other activities relating to the Bremen
factory closure in Germany, the integration of Productora Tabacalera
de Colombia, SAS (Protabaco) into existing operations, as well as
the write-off of non-compliant products and matenals related to the
implementation of plain packaging m Australia In addition, 1t also
includes separation packages in respect of permanent headcount
reductions in the Group

The acgutsitions of Bentoel, Tekel, ST, Protabaco and CN Creative
Limited, as well as the creation of CTBAT international Ltd, resulted
in the capitahsation of trademarks and similar intangible assets,
which are amortised over their expected useful lives, which do not
exceed 20 years The 2013 amortisation charge of £74 milken,
compared to £63 million in 2012, 1s treated as an adjusting item

The contnbution of the State Express 555 brand to CTBAT
International Ltd 1s accounted for at fair value in the arrangement
This resulted i a £26 million gain on deemed partial disposal of a
tradernark, which has been treated as an adjusting item

Net finance costs

Net finance costs at £466 million were £10 milhion higher than
last year, reflecting the additional interest cost due on increased
borrowings taken out by the Group

Percentage increases in revenue and in profit from operations

Revenue Profit
growth growth
As reported 0% +3%
Adjusted +3%
Adjusted at constant rates +4% +7%
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Analysis of revenue, profit from operations and diluted eamings per share
Revenue 2013 2012
Organic
Reported Impact of Revenue Organic  revenue at Reported Orgaric  Orgaruc
revenue  exchange atCC'  adjustments? o« revenue  adjustments’  revenue
£m £m £m Em £m £m £m £m
Asia-Pacific 4,203 245 4,448 - 4,448 4,214 - 4,214
Amencas 3,317 262 3,579 - 3,579 3,460 - 3,460
Western Europe 3,635 (142) 3,493 - 3,493 3,442 - 3,442
EEMEA 4,105 197 4,302 — 4,302 4,074 - 4,074
Total 15,260 562 15,822 - 15822 15,190 - 15190
Profit from operations 2013 2012 Restatedt
Organic
Ad|usted adjusted Organic
Profit! Adjusting Adjusted  Impact of profit? Organic profit? Adjusted Orgaric adjusted
tems profit*  exchange at CC'  adjustments’ at CC' profit?  adstments? profit?
£m £m £m £m £m £m £m £m £m £m
Asia-Pacific 1.672 21 1,693 94 1,787 - 1,787 1,663 - 1,663
Amencas 1,303 61 1,364 89 1,453 - 1,453 1,39 - 1,39
Western Europe 1,133 140 1,273 (51) 1,222 - 1,222 1,175 - 1,75
EEMEA 1,418 72 1,490 89 1,579 — 1,579 1,412 - 1,412
Total 5,526 294 5,820 221 6,041 - 6,041 5,641 - 5641
Earmings per share 013 2012 Restated*
Adjusting Impact of Adjusted Adjusung
Reported tems Adjusted exchange at CC' Repaorted nerms Adjusted
£m Em £m £m £m £m £m £m
Profit from subsidiaries 5,526 294 5,820 221 6,041 5,372 269 5,641
Net finance costs (466) - (466) 2 (464) (456) - (456)
Associates and joint ventures 739 (16) 723 15 738 676 5 681
Profit before tax 5,799 278 6,077 238 6,315 5,592 274 5,866
Taxation (1,600) (46)  (1,646) 7N Q7N (1,516) 70 (1,586)
Non-controlling interest {295) (3) (298) (13) (311) (279) (N (280)
Profit attributable to shareholders 3,904 229 4,133 154 4,287 3,797 203 4,000
Diluted number of shares 1,908 1,908 1,908 1,949 1,949
Diluted earnings per share (pence) 2046 2166 2247 1948 2052
Notes
1 CC constant currencies
2 Organ adjustments Mo organic adjustments were required far events in 2013
3 PO Profit from operations
4 The 2012 results have been restated for the adoption of the revised IAS 19 Employes Benehts (see page 43)
Adjusted profit from operations at consiant rates Adjusted dluted EPS Operating margin
(£ million) (pence) (%)
R 5,047 2166 2013 381
ez _ 1 sen | PR . . 4 2052 |y T T
_ _ _ 99 — - - 355
+7%  +8% +10% +6% +7% +11%  +100bp +160bp +230bp
m3 02 2011 203 2012 20m 013 2012 201
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Financial Review
continued

Assocates

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 £63 million or 9% to £739 million

In 2013, the Group’s share of the adjusted post-tax results of
associates increased by 6% to £723 million (2012 £681 millon), or
8% at constant rates The adjusting items for associates amounted to
a net gain of £16 rulhon (2012 £5 million expense)

The adjusted contnbution from Reynolds Amencan increased by
2% to £441 millon At constant rates of exchange the increase
was 196 The adjusted contnbution from our associate in India,
ITC, was £265 million, up 12% At constant rates of exchange, the
contnbution would have been 219% higher than last year

The adjusting iterns for associates are explained in note 5 of the
financial statements

Tax

Profit before tax was up £207 million at £5,799 millien, reflecting
the net impact of higher profit from operations, higher net finance
costs and the increased contribution from associates

The tax rates in the income statement of 27 6% tn 2013 and 27 1%
In 2012 are affected by the inclusion of the share of associates’
post-tax profit in the Group’s pre-tax results and by adjusting items
Excluding these, the underlying tax rate for subsidianes was 30 7%
in 2013 and 30 6% n 2012 The shght increase 1s the result of a
change in the mix of profits

The Group's philosophy in respect of taxes is to

—comply with all apphcable laws and regulations in the countnes
where we operate,

Major taxes borne and collected 2013
(£bn)
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—be open and transparent with tax authonties and operate with
mature, professional relattonships,

—seek to optimise shareholder return by structuring the business in a
tax efficient manner,

~transact on an arm’s length basis for all exchanges of goods and
services between companies waithin the Group Transfer pricing
between Group companies 1s based on farr market terms and
reflects the commercial nature of the transaction, and

—to engage N proactive discussions with tax authorities on occasions
of diffening legal interpretation to bring matters to as quick a
resolution as possible Where resolution 1s not possible, tax disputes
may proceed to itigation

Qur tax footprint extends beyend corporation tax and we are
obliged to pay other significant taxes such as employment taxes and
customs and import duties Apart from the taxes borne, the Group
also collects taxes on behalf of governments, such as tobacco excise,
employee taxes, VAT and other sales taxes The total tax contribution
therefore consists of both taxes bome and taxes collected In 2013,
the total cash tax contribution by the Group amounted to

£33 6 billion (2012 £33 1 hilhon), with the contnbution by each
category as shown in the chart below

In addition to these major taxes, there are a host of other taxes
the Group bears and collects, such as transport taxes, energy
and emvironmental taxes, banking and insurance taxes and

property taxes

The corporate tax charge {current tax) for 2013 was £1 57 billion
{2012 £1 54 billion), which differs from the tax paid of £1 44 billion
(2012 £1 50 billion) due to the timing of corporation tax iNstalment
payments which often straddle different financial years

Major taxes borne and collected 2012

£33.6bn

; £33.1bn

/

T Tobacco exase (collected) 237 . Tobacco excise (collected) 233
[ Net VAT and other sales taxes {collected) 63 [ Net VAT and other sales taxes {collected) 62
Corporation tax (borne} 14 H Corporation tax (borne) 15
EJ Customs & Import duties {borne) 15 1 Customs & Import duties (berne) 14
Taxes paid by emplayees (collected) 05 H Taxes pad by employees {collected) 05
A Employment taxes {(borne} 02 A Employment taxes {borne) 02
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Underlying tax rate

Dividends per share declared
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Free cash flow per share as a ratio

{96) (pence) of adjusted diluted EPS
(%)

307 1424 820
| _ 06 [ . o 1349 L ;BN
- . __Z u3 - — ————_ —_ 1 1265 £ _ ~ __ T} sBeo

+6% +7% +11%

2013 2012 201
Earmings per share Dividends dedared/proposed
Basic earnings per share for 2013 were 205 4p, up 5% 2013 2012
(2012 195 8p) With the dhstortions that adjusting items can Pence per Pence per
cause in profit, as well as the potential dilutive effect of employee Ordinary shares share £m share £m
share schemes, earnings per share are best viewed on the basis of Interim 450 B46 422 815
adjusted diluted earnings per share The calculation of this measure ) 97 4 1,838 927 1,765

15 explained in Note 7 on the financial statements

On this basis, the adjusted diduted eamings per share were 216 6p,
a 6% increase over 2012, marnly as a result of the strong operating
performance, the increase in the share of post-tax results of
associates and joint ventures and the impact of the share buy-back
programme, partally offset by the adverse movement in exchange
rates When the impact of exchange rate movemnents are excluded,
the adjusted diluted earmings per share (at constant rates) would
have been 224 7p, a 10% increase on 2012

Dmvidends

The Group's policy 15 to pay dividends of 65% of long-term
sustainable eammings, calculated with reference to the adjusted
diluted earmings per share Intenm dwvidends are calculated as one-
third of the total dwvidends declared for the previous year In 2013,
as a result of the restatement of the 2012 numbers after a change
n accounting policy (see below), the increase in dvidends was kept
at the same rate as the increase in earnings, leading to a dwidend
growth of 6% and a pay-out ratio of 65 7%

With the recommended final dvidend of 97 4p, the total dvdends
per share for 2013 are 142 4p, compared to the total dvidend of
134 9p for 2012 Under IFRS, the recommended final dmdend

in respect of a year 1s only provided in the accounts of the
following year Therefore, the 2013 accounts reflect the 2012 final
dmdend and the 2013 nterm dividend amounting to 137 7p
(£2,611 milhionin total (2012 130 6p - £2,538 million)) The table
below shows the dividends declared in respect of 2013 and 2012

Dradends are declared/proposed and payable in stering except for
those shareholders on the branch register in South Africa, whose
dmdends are payable in rand A rate of exchange of £ R=17 89670
as at 25 February 2014, the closing rate for that day as quoted by
Bloomberg, results in an equivalent final dwidend of 1743 13858 5A
cents per ordinary share Further details of the final dwidend and key
dates {and the South Afnca branch register key dates) are set out In
the other statutory and regulatory information section

142 4 2,684 1349 2,580

Treasury operations

The Treasury function 1s responsible for raising finance for the Group,
managing the Croup’s cash resources and managing the financial
nsks ansing from undertying operations All these actmbies are camed
out under defined policies, procedures and hrmits

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 authonty,
on the type and use of financial instruments to manage the financial
nsks facing the Group Such instruments are only used If they relate
to an underlying exposure, speculative transactions are expressly
fortadden under the Group’s treasury policy The Group's treasury
posiuon 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 extemnal

The Group continues to maintain investment-grade credit ratings
and was upgraded dunng 2013 by Moody’s As at 31 December
2013, the ratings from Moody's/S&P were A3 (stable outlook)/A-
(stable outlook) (end 2012 Baal/A-) The strength of the ratings has
undempinned debt issuance and the Group 1s confident of its ability
to successtully 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
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continued

Liquidity

It1s the pohcy of the Group to maximise financial flexibility and
mirimise refinancing nsk by 1sstung debt with a range of matunties,
generally matching the projected cash flows of the Group and
abtaining this financing 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 penod As at 31 December 2013, the average
centrally managed debt maturity was 7 2 years (2012 7 2 years)
and the highest proportion of centrally managed debt maturng in a
single rolling 12-month peniod was 18 3% (2012 19 3%j)

The Group continues to have a £2 billion central banking facility with
a final matunty date of December 2015 The facility 1s provided by
22 banks and was undrawn as at 31 December 2013 (31 December
2012 undrawn)

It 1s Group polcy that short-term sources of funds (including
drawings under both the US$2 bilhon commercial paper
programme and the £1 billon euro commercial paper programme)
are backed by undrawn committed lines of credit and cash

At 31 December 2013, £521 million of commeraial paper was
outstanding (31 December 2012 £nil)

tn the year ended 31 December 2013, the Group continued with
transactions in the capital markets

in March 2013 the Group 1ssued a €650 mithon bond with a
matunty of 2025 and a U$$300 milion bond with a matunty of
2016 In July 2013 the Group repaid a maturing €519 millien bond
In September 2013 the group i1ssued a £650 million bond with a
maturity of 2026 In November 2013 a matuning US$300 million
bond was repaid and in December 2013 a maturing £152 milhon
bond was repaid These repayments were financed from Group
cash balances

In June 2012, the Group 1ssued US$2 bilhon bonds US$500 million
with a matunty of 2015, U5$600 million with a matunity of 2017,
and US$900 milhon with a maturity of 2022 Also n June 2012,
the Group repaid a matunng €337 milllon bond and prepaid and
cancelled a $690 million syndicated facility due October 2012, a
Mexican Pesa 1,444 million borrowing due 2014 and a Mexican
Peso 1,025 milhon borrowing due 2014 1n July 2012, the Group
also prepaid and cancelied a €450 million syndicated facility due
October 2013 These repayments were financed from Group cash
balances In November 2012, the Group 1ssued a €750 million bond
with a matunty of January 2023

Capital structure

The Group defines caprital as net debt and equity The only
externally imposed capital requirement the Group has s in respect
of its centrally managed banking facilities, which require a gross
interest cover of 4 5 tmes The Group targets a gross interest cover,
as calculated under 1ts key central banking facihties, of greater

than five For 2013 1t1s 12 3 times (2012 restated 12 5 times)

The Group assesses 1ts financial capacity by reference to cash flow,
net debt and interest cover Group policies include a set of financing
principles and key performance indicators including the monitoring
of credit ratings, interest cover and hquidity These provide a
framework within which the Group's capstal structure 1s managed
and, in particular, the pelicies on dividends and share buy-backs
are decided
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Return on capital employed

The Group’s return on capital employed improved from 299 in
2012 to 31% i 2013 This return is calculated as the adjusted profit
from operations, divided by the average total assets net of average
current liabiies

Cash flow

The IFRS cash flow includes all transactions affecting cash and cash
equivalents, including financing  The alternative cash flow included
here i1s presented to lllustrate the cash flows before transactions
relating to borrowings

Operating cash flow increased by £233 million, or 5%, to

£5,320 mulion, reflecting the growth in underlying operating
performance and the decrease in net caprtal expenditure, partially
offset by working capital movements The higher cash outflows in
respect of the net movements relating to pension funds, net interest
pad and higher dvdends to non-controlling interests, were offset
by lower taxation The lower appropnations from associates was
due to the Reynolds Amenican share buy-back (£189 million in 2013
and £262 million in 2012} These, combined with the increase n
restructuning costs, led to the Group's free cash flow increasing by
£112 rmullion or 3% to £3,371 millon

The ratio of free cash flow per share to adjusted diluted earnings per
share was 82% (2012 restated 81%)

Below free cash flow, the principal cash outflows for 2013 comprise
the payment of the prior year final dvidend and the 2013 interim
dividend, which was £73 million hugher at £2,611 million, as well as
a £1,509 million outflow due to the continuation of the on-market
share buy-back pragramme n 2013, up £251 million on 2012,
including transaction costs

During 2013, the cash outflow from net investing activities of

£19 millien relates mainly to the further payment on the purchase of
CN Creative In 2012, the cash outflow of £43 million relates mainly
to the cash consideration paid on the purchase of CN Creative and
for the acquisition of non-controlling interests in Bangladesh

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

These flows resulted in a net cash outflow of £847 million

(2012 £637 million outflow) After taking account of other
changes, especially exchange rate movements, total net debt was
£1,042 milhon hugher at £9,515 million at 31 December 2013
{2012 £8,473 million)
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Cash flow and net debt movements
2012
2013 Restated
£m fm
Adjusted profit from operations 5,820 5,641
Depreciation, amortisatton and impairment 392 385
Other non-cash items in operating profit 30 45
Profit from operations before depreciation and iImpairment 6,242 6,071
Increase in working capital (375) (242)
Net capital expenditure (547) (742)
Gross capital expenditure (720) (798)
Sale of fixed assets 173 56
Operating cash flow 5,320 5,087
Net of pension funds’ shortfall funding and one-off receipts (190} (164)
Net interest paid (443) (429)
Tax paid (1,440) (1,496)
Dvidends paid to non-controling interests (265) (259)
Cash generated from operations 2,982 2,739
Restructuring costs (310) (228)
Dividends and other appropriations from associates 699 748
Free cash flow 3,371 3,259
Dwvdends paid to shareholders 2611 (2,538)
Share buy-back (including transaction costs) (1,509) (1,258)
Net investment actnvities (19) (43)
Net flow from share schemes and other (79) {57)
Net cash outflow (847) {637)
External movements on net debt
Exchange rate effects** (163) 89
Change in accrued interest and other (32) 3
Change in net debt (1,042) (545)
Opening net debt (8.473) (7,928)
Closing net debt (9,515) (8,473)

* 2012 numbers have been restated for the impact of the adoption of the revised 143 19 Employee Benefits on the adjusted profi from operations and working capital movement

** Including movements in respect of debt related dervatives
9 p

Retirement benefit schemes

The Group’s subsidiaries operate around 180 retrement benefit
arrangements worldwide The majonty of the scherme 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 habilities was

£5,921 milion (2012 £6,217 million), while unfunded scheme
habilities amounted to £337 milion (2012 £378 million)

The schemes’ assets increased from £5,563 million in 2012 to
£5,780 milhon in 2013

After excludmg unrecognised scheme surpluses of £19 million
(2012 £15 milkon), the overall net Labihity for all pension and health
care schemes in Group subsichanes amounted to £497 million at the
end of 2013, compared to £1,047 million at the end of 2012

Contributions to the defined benefit schemes are determined
after consultation with the respective trustees and actuaries of
the indwidual externally funded schemes, taking into account the
regulatory environments
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Changes in the Group

On 30 August 2013 the Group announced that CTBAT International
bimited (CTBAT), a joint investment incorporated in Hong Kong
between subsichanes of China National Tobacco Corporation
{CNTC) and Bntish Amenican Tobacco, had commenced official
business operations It owns and manages the worldwide
international cigarette trademark State Express 555, and also

owns the worldwide nght outside China to the leading CNTC
brand Shuang X1 CTBAT is treated as a joint operatton as defined
under IFRS 11 Joint Arrangements, and operates as an extension

of the existing tobacco businesses of ts investors and the Group
therefore recognises its share (5096} of the assets, liabilities, income
and expenses of the arrangement on a ine-by-line basis in the
consolidated financial statements CTBAT 1s reported as part of

the Asia-Pacific Region with the majority of its international sales
(non-China domestic sales) made through existing BAT end markets
in that region

On 8 July 2013, the Group announced a joint venture in Myanmar
with | MU Enterprise Limited (IMU) to manufacture, distribute and
market the Group's brands Under the terms of the agreement, the
Group has contributed plant and machinery and cash to the venture
in return for a controlling stake

On 18 December 2012, the Group acquired CN Creative, a UK-
based company speciahsing m the development of e-cigarette
technologies The company’s entire share capital was acquired from
private investors for £40 million, payable at different stages of further
product development 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 evolving over a number of years

Share buy-back programme

The Board approved the contnuation of the on-market share
buy-back programme in 2013 with a value of up to £1 50 billion,
excluding transaction costs Dunng 2013, 44 million shares were
bought at a value of £1 50 bilhkon, excluding transaction costs
(2012 £1 25 bilion) A contnuation of the share buy-back to a
value of £1 50 billlon for 2014 has been agreed and will resume
after publication of the preliminary results

Net debt

The Group defines net debt as borrowings, ncluding related
dervatives, less cash and cash equivalents and current avarlable-for-
sale investments The matunty profile of net debt s as follows

2013 2012
£m £m
Net debt due within one year
Borrowings (1,980) {1,636}
Related denvatives 55 41
Cash and cash equivalents 2,106 2,081
Current available-for-sale investments 54 26
235 512
Net debt due beyond one year
Borrowings (9,716) (9,083)
Related denvatives (34) 98

(9.750) (8,985)

Total net debt (9,515) (8,473)
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Non-GAAP measures

In the reporting of financial nformation, the Group uses certain
measures that are not required urder IFRS, the generally accepted
accounting principles (CAAP) under which the Group reports

The Group believes that these additional 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 diuted earnings per
share, which are reconciled to profit from operations and diluted
earnings per share These measures remove the impact of adjusting
itemns from earnings

Management reviews current and pnor year segmental adjusted
profit from operations of subsidianes and jont operations 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 circumstances, this does not adjust for
the normal transactional gains and losses in operations which are
generated by exchange movements As an additional measure to
indicate the impact of exchange rate movements on the Group
results, adjusted diluted earnings per share 1s also shown at constant
rates of exchange

In the presentation of financal Information, the Group also

uses anather measure - organic growth — to analyse underlying
business perfarmance Orgaruc growth 1s the growth after
adusting for mergers and acquisitons and disconunued activities
Adjustments are made to current and pnior year numbers, based on
the current penod Croup position

The Group also prepares an alternative cash flow, which includes
a measure of ‘free cash flow’, to llustrate the cash flows before
transactions relating to borrowings A net debt summary is 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 histing of the ordinary shares of Bntish
Amernican Tobacco p I ¢ on the JSE Limited (JSE) in South Afnica,
the Group 15 required to present headline earnings per share and
headline diluted earnings per share
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Accounting poliaes

The application of the accounting standards and the accounting
polictes adapted by the Group, are set out in the Group Manual
of Accounting Policies and Procedures (GMAPP} GMAPP includes
the Group instructions in respect of the accounting and reporting
of business activibes, such as revenue recognibion, asset valuatrons
and impairment testing, adjusting 1tems, the accrual of obligations
and the appraisal of contingent hatilities, which includes taxes
and Iiigation Formal processes are in place whereby central
management and end market management confirm adherence
to the principles and the procedures and to the completeness of
reporting Centraf analyses and revision of information 1s also done
to ensure and confirm adberence

Accounting developments

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

With effect from 1 January 2013 the Group has adopted the revised
IAS 19 Employee Benefits The revised standard has not changed
the values of retrement benefit assets and habilities on the balance
sheet, but has changed the amounts recognised in the income
staternent and in other comprehensive income The expected return
on plan assets and the interest cost on habilities have been replaced
by a new component of the income statement charge — interest on
the net retirement benefit asset/labiity The rewised standard has
retrospective apphcation and has reduced the profit for the year

to 31 December 2012 by £46 million, with a compensating credit
in other comprehensive Income The 2012 numbers have been
restated accordingly

Other changes to IFRS implemented in 2013, manly affecting
disclosures, are set out in the Notes on the Accounts (Note 1 —
Accounting Policies)

FOI’EIgI’l currencies
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Gomg concern

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

The key Group nisk factors include analyses of fnancial nsk and the
Group's approach to financial nsk management Notes 21 and 24
In the notes on the accounts provide further detal on the Group’s
borrowings and management of financial nisks

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

12 months This, together with the proven ability to generate cash
from trading actvities, the performance of the Group’s Global Drive
Brands, its leading market posttions in a number of countries and

its broad geographical spread, as well as numerous contracts with
established custormers and suppliers across different geographical
areas and industnes, provides the Directors with the confidence that
the Group 15 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, 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 in prepanng the Annual Report

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

principal currencies

Average Closing

2013 2012 2013 2012

US dollar 1564 1586 1656 1626
Canadian dollar 1612 1584 1760 1619
Euro 1178 1234 1202 1233
South African rand 15099 13054 17 347 13 791
Braalian real 3381 3109 3908 3328
Australian dollar 1623 1532 1851 1 566

Russian rouble
|apanese yen
Indian rupee

49 853 49 277 54424 49 656
152 715 126 633 174 080 140 549
91 707 84 838 102 447 89 061

Ben Stevens
Finance Director and Chief Information Officer
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Governance (Drectors’ Report)
Chairman’s introduction

Dear Shareholder

This year the Board approved a re-articulation of our Group strategy,
our wision and our mission We re-emphasised the strategic pillars
and guiding panciples that will help the business achieve 1ts aims
Articulating a clear strategy 1s an important part of the Board's role
and a means by which we, the current leadership, can focus the
efforts of the many people working in cur organisation on creating
a sustamable platform for future growth and continuing to delver
outstanding shareholder retums with the highest standards in
corporate governance

My aim is to support our executive management’s agenda for
delivenng the strategy by ensuning the Board’s effectiveness

The Board 15 collectively responsible for the long-term success of the
Company and how it 15 directed and controlled, so our performance
as a team, and our indivmdual contrbution, 15 tharoughly tested in
our annual board evaluation | am pleased to report that the input
from our external facilitator of this year's exercise was positive

The detailed observations, and our 2014 action points, are set out

i this section

We are a diverse Board, in terms of both nationality and gender
Seven nationalities are represented on the Board and a quarter of
our number are wormen We believe we form a strong team, with a
broad range of professional backgrounds and styles Changes to the
Board will continue to reflect the long-term dermands of the business
as we see it developing in the corming years

As the shape of our Board and semior management structures

should reflect our strategic direction, 5o too must our governance
structures This year we approved changes to our delegated
authonties framework which, while ensunng that the Board

retains appropriate oversight, will allow our fast developing non-
combustibles business to be governed tn parallel with, but separately
from, our established tobacco business

The Board has confidence that the Group’s nsk management and
internal control processes stnke the nght balance between fostering
entrepreneurship within our business model and safeguarding our
shareholders’ investment and the Company’s assets
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Risk management links directly to strategy, and remains a significant
part of the annual agenda of our Board, Audit and CSR commuttees,
and our governance efforts across the Group We report 1o you

on our key Group risk factors up front in our Strategic Report on
pages 24 to 29 The Audit Commttee’s report in this section gives
you more detail on nsk management and internal control and, as
required under the latest UK Corporate Governance Code, sets out
the significant issues the Committee considered in relation to our
annual accounts

The Remuneration Committee’s report sees the most significant
changes this year Under new reporting requirements, we have set
out our remuneration pohicy and provided single total figures for the
pay and bonuses of each of our Executive Directors {including a full
breakdown of how each element was determined)

At the end of this section, your Directors state their belief that this
Annual Report, taken as a whole, presents a fair, balanced and
understandable assessment of the Company and its prospects, and
the key performance indicators that measure t Before making this
statement, we reconsidered and confirmed our confidence in the
long-established processes that underpin its production and the
advice of the Audit Commuttee which considered its accuracy, key
messages, and tone

Engaging with our shareholders 15 a chance to talk more about our
assessment of the bustness, and to histen to their own views | value
the opportunity to discuss many aspects of corporate governance
and strategy with our significant investors and analysts as part of
our annual investor relations programme | look forward to more
meetings with you in the run-up to, and at, our 2014 AGM

Richard Burrows

Charman

Comphance statement

Throughout the year ended 31 December 2013 and to the date of
this docurnent, we applied the Man Principles and complied with
the provisions of the UK Corporate Governance Code adopted in
June 2012 (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 compliance
report by reference to each prowision of the Code This report 1s
avallable at www bat com/govemmance The Code 1s published
by the Financral Reporting Council (FRC) and 1s available at
www frc org uk

We comply with the Disclosure Rules and Transparency Rules
requtrements for corporate governance statements by virtue of the
information included in this section, together with the information
contained in the other disclosures section
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Governance
Leadership and responsibilities

Governance framework

The Board

The Board is collectvely responsible for the Group's vision and

strategic direction, its values, and its governance  The Board 15
accountable to shareholders for the performance of the business and

the Group's long-term success It prowides the leadership necessary for

the Group to meet its performance objectives within a framework of
internal controls -

Prnnapal Board role

- Approving Group strategy
- Approving Group policies
— Approving major
corporate activities
- Approving Annual Report
- Agreeing govemance framework
- Agreeing Group budget

- Agreeing Board succession plans
- Reviewing nsk management
and internal control
- Reviewing Penodic
Finanoal Reports
~ Declanng inteam/recormnmending
final dvidend

Board Committees

The Board has established four pnnapal Board Commuttees listed

below, to which it has delegated certain responsibifities The roles,
membership and actvities of these Committees are described in detail in
ther mdiadual reports in this section Each Cormmuttee has its own terms
of reference, available at www bat.com/governance, which are

updated regularly, most recently in December 2013 >
Audit CSR Nominations Remuneration
Committee Committee Commuttee Committee

+ Seepage 54 + Seepage 58 + 3eepage 60 + See page 61

Collective decision making

The Chairman seeks a consensus at Board meetings but, if necessary,
dectsions are taken by majonty If any Director has concems on any issue
that cannot be resolved, such concems are noted in the Board minutes
Ne such concerns arose in 2013

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

Board programme

Qur annual Board programme 15 designed to enable the Board to dnve
strategy forward across all the elements of the Group’s business model,
which 1s set out n our Strategic Report on pages 12-13 The key actvities
of the Board in 20113, grouped under the Group’s four strategy pillars, 15
set out in the accompanying table on pages 48-49 The Board’s stralegic
pnonties for 2014 are identified within the key performance indicators set
out in our Strategic Report on page 14

The Board devotes considerable attention to corporate govermance
matters relating lo the Group's internal controls and compliance activities
It recerves verbal updates from the chairmen of the Audit and CSR
commuttees following each commitiee meeting, of which the Board
recerves full minutes (and the related papers are avallable to all Directors)
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Management Board

The Management Board, chared by the Chief Executive, is responsible

for overseeing the mplementation by the Group’s tobacco operating
substdiaries of the strategy and poltcies set by the Board, and for creating
the framewaork for their successiul day-to-day operation Alongside the
Finance Director, and until 31 December 2013 the Chief Operating Officer,
its other members comprnise 11 serior Group executives

Prinapal Management Board role

- Developing Group strategy for
approval by the Board

- Developing gurdelines for Group’s
regions and functions

- Ensunng regional and functional
strategies are effective and aligned

~ Managing the central functions

- Reviewing regional and
functional budgets

- Monttonng Group
operating performance

- Overseeing the management
and development of talent

Next-Generation Products (NGP) Board

The NGP Board, chared by the Chuef Executive, 1s equivalent to the
Management Board in semonty and responsibilities, but focuses exclusively
on the Group’s non-cormnbustible business Its other members are the
Finance Director and Managing Director, NGP

Principal NGP Board role

- Developing non-combusuble — Qverseeing the NGP Group's
strategy for approval by the Board  portfolio of programmes
- Monitonng the overall and projects

performance of the NGP Group
- Making recommendations to the
Board on NGP matters

- Overseeng the management
and development of talent withun
the NGP Group

Individual roles

Chairman

- Leadership of the Board

- Ensure Board effectrveness

- Facilitate contribution of Directors

— Set Board agenda

- Interfacing with shareholders

— Ensure effective shareholder engagement

Leadership

sajo PUNSIp pue ajesedas

Chief Executive

= Overall responsibility for performance

- Leadership of the Group

- Stewardship of Group assets

- Enable planning and executton of objectives and strategies
Non-Executive Birectors (NEDs)

— Help develap strategy

- Review management proposals

~ Scrutinise performance of management

- Bring an external perspective to the Board
— Monitor reporting of performance

— Avallable to meet with major shareholders
Senor Independent Director (S1D)

— Lead review of Chairman's pertormance

- Preside at Board in Chawrman’s absence

- Intermediary for other Dwectors

- Available to meet with major shareholders

wapuadapu)

Oversight
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1 Richard Burrows
Chairman (68)
Insh

Image removed

5 John Daly
Executive Director (57)
Insh

Postion Charman since November 2009, Non-Executve Director since September
2009, and Chairman of the Nommnatwons Committee

Key appointments NED and member of the Remuneration Committee of Rentokil Initial
plc, a Supervisory Board Member, member of the Audit Committee and Chairman

of the Remuneration Commuttee at Carlsherg A/S, NED of Eurastan Natural Resources
Corporation PLC until 25 October 2013, and member of the Tnlateral Comrmssion

Skills and experence Chief Executrve of Insh Distillers, Co-Chwef Executive of Pemod
Ricard, Governor of the Bank of Ireland, Fellow of the Institute of Chartered Accountants
of ireland

2 Chnistine Mornn-Postel

Senior Independent Director (67)

French

Poson Senior Independent Director since April 2013, Non Executrve Director since
2007, member of the Audit, Nominations and Remuneration Commuttees

Key appontments NLD and member of the Nominabon and Remuneration Committee
of Groupe Bruxelles Lambert 5 A

Skills and experence Chief Executive of Societé Generale de Belgique, Executive
Vice-President and member of the Executve Committee of Suez and Chairman and
CEO of Crédisuez S.A, stucied politcal saiences and graduated from the Institut de
Contréle Gestion

3 Nicandro Durante

Chuef Executive (57)

Braznhan/ltalan

Positron Chiet Executrve since March 2011

Key appointments Non Executive Director and member of the Nomination Commetiee
of Reckitt Benckiser Group plc

Skills and expenence (OO from 2008, Regional Director for Afnca and Middle East
and member of the Management Board from 2006, senior general management roles
n Braat {including President of Souza Cruz} and in the UK and Hong Kong, has wide
expenence N senior mternatonal finance and management rofes wathin the Group
Holds a degree m finance, economics and business adrministration

4 Ben Stevens

Finance Directer and Chief Information Officer (54)

British

Posiion  Finance Director since 2008, addtionally Chief Information Officer since 201¢
Key appontments No extemal appomniments

Skills and experence Serior Group finance and general management roles, Head of
Merger Integration following the merger wath Rothmans, Chairman and Managtng
Director of the Pakistan Tobacco Company and Bntish Amencan Tobacco Russia,
appanted to the Management Board in 2001 as Development Director becoming

Director, Europe in 2004 Holds a BA (Hons ) in Economics from Manchester University
and an MBA trom Manchester Business School

Position Executive Director (formerly Chuef Operating Cfficer since 2010, having
stepped down from that role on 31 December 2013} Due to retire from the Board and
the Company on 6 Apnl 2014

Key appointments Non-Executive Directar of Reynolds Amencan inc

Skilis and expenence Marketing Drector, P] Camroll & Compary (Ireland), senior
ranagement roles in Europe and Asia, and Area Director Middle East & North Africa
Appointed to the Managernent Board as Regional Director for Asia-Pacific in October
2004 Holds a Diploma in Marketing and an International MBA

6 Karen de Segundo
Non-Executive Director (67}
Dutch

Posiion Non-Executive Director since 2007, Chair of the Corporate Social Responstbility
Committee, and member of the Nomimabons Committee

Key apponiments NED and member of the Audit & Risk, Nomtnation, Remuneration
and Safety & Sustanabilty Commuttees of Lonmin ple, Supervisory Board Member and
member of the Finance & lnvesirnent and Nominaton Commuttees at E ON SE, and
Member of the Board and member of the Audit Committee of Poyry Oy

Skills and expenence Sentor executive roles before retinng as CEO Shell International
Renewabies and President Shell Hydrogen in 2005 Holds a Masters degree in Law from
Leiden University, an MBA from Michugan State Unversity and 15 a Councll Member of
the Anglo Netherlands Society

7 Ann Godbehere
Non-Executive Director (58)
Canadian/Bntish

Position: Mon-Executive Director since 2011, member of the Audit, Norminations and
Remuneration Committees

Key appaintments NED, member of the Norminations Committee and Chair of the
Audit Commuttee of Rio Tinto pke, NED, member of the Audit Committee and Chair of
the HR and Compensation Carnmittee of UBS AG, NED member of the Nerminatons
and Risk Committees and Chawr of the Audit Committee of Prudential ple, NED of Arden
Holdings Ltd, Atrium Underwnting Group Ltd and Atnum Undenwnters Ltd

Skills and expenence Chiet Financial Cificer of Swiss Re Group, Chief Financial Officer
of Nerthem Rock dunng the initial phase of its public ownershup, and Feltow of the
Certfied General Accountants of Canada
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10

Image removed

8 Dr Gerard Murphy
Non-Executrve Director (58)
Insh

12

Image removed

11 Dr Richard Tubb
Non-Executive Director (54)
us

Position Nen-Executive Director since 2009, Chairman of the Remuneration
Committee, and member of the Nominauons Comritteg

Position Non-Executive Director since january 2013, member of the Corporate Social
Responsibility and Nominations Commuttees

Key appointrments Member and Chairnan of the Executive Commuttee of The
Blackstone Group International Partriers LLP, NED of Mertin Entertainments plc, Board
member of Jack Woliskin, United Biscusts and intertrust Group

Key appontments White House Physician Ementus, member of the Board of Reference
for Project Rescue and the Travel Mediune Advisory Board of Shoreland, Inc, advisory
pasition at Lonsdale, and independent consultant for the Boston Consulting Group

Skills and expenence Chief Executve Officer of Kingfisher ple, Carlton Commurncations
ple, Exel plc, Greencore Group pk, sentor operating roles at Grand Metropolitan pk.
(now Dageo plc) Holds a BSc and PhD in food technology from University College
Cork and a MBS in Marketing from University College Dublin

9 Kieran Poynter
Non-Executive Director (63)
Bntish

Positon Non-Executive Durector since 2010, Chairman of the Audit Commuttee, and
member of the Nominabions and Remuneration Commuttees

Key appointments NED, Chairman of the Audit and Compliance Committee and
member of the Safety Commuttee of International Consobdated Airlines Group S A,
Non-Executive Chairman and Charr of the Nomination Commmittee of F&C Asset
Management plc, and Non-Executrve Chawrnan of Nomura Intemational PLC

Skills and expenence White House Physician from 1995 to 2009, including Physician 1o
the President of the United States from 2002 untd retirement m 2009, Clinical Assistant
Professor at the Undormed Seraces Unmersity; Bngadier General (retired), US Aur Force
and vanous medical posiuons in the US Arr Force Awarded his Doctor of Medicine

In 1985

12 Savio Kwan
Non-Executive Director (65)
Bnlish

Positon Non-Executve Director since 6 January 2014, member of the Corporate Socal
Responsibility and Norminations Commuttees

Key appointments Co-Founder and CEQ of A&K Consulting Co Ltd, advising
entrepreneurs and their start-up businesses in China, Visiting Prafessor at Henley
Business School

Skills and expenence Chartered Accourntant, Chairrnan and Senior Partner of
PncewaterhouseCoopers untl 2008, served on the President's Commuttee of the
Confederaton of Bntsh Industry and as member of an adwisory commuttee for the
Chancellor of the Excheguer

10 Anthony Ruys
Non-Executive Director (66)
Dutch

Position Non-Executive Dhrector since 2006, member of the Audit and Nomimations
Committees Will retire at the conclusion of the 2014 AGM

Key appointments Charrrman of the Superwsory Board of NV Luchthaven Schiphol {NL),
member of the Supenvisory Board of JANIVO Holdings BV (NL), and NED of the Group s
Inchan associate, ITC Limited

Shills and expenence Marketing Director and Chairman of various Uriulever subsidianes,
member of Executeve Board, Vice Chairman and Charrman of Hemeken Holds a degree
in Commercial Law from University of Utrecht and a Masters degree from Harvard
Business School

Skills and experience Extensive business leadership expenence in Greater China and
Asia, gained at General Electnc, BTR plc, and Alibaba Group, China's largest internet
business, where he was both Chief Operating Officer and, later, a Non-Executve
Dwrector Holds an MS¢ fromn Loughborough University and an MBA from London
Business School

Attendance at Board meetings in 2013

Adtended Eiepble Notes
Name to atteid 1 Chnsting Morin Postel missed one
fichard Burrows 717 scheduled meeting due to a family

" bereavement Karen de Seqgundo missed
Chnstine Monn-Postel 67 the ad hoc meeting in December

717 Kieran Poynter was unable to attend one
scheduled meeting due to a long standing

Nicandro Durante

Bert Stevens 77 pricr engagement
John Daly 7/7 2 SirNicholas Scheele and Robert Lerwill
retired as Non-Executive DireCtors at the
Karen de Segundo’ 6/7 AGM on 25 Apnil 2013
Ann Godbehere 717
The Board held seven meetings in 2013 Six
Dr Gerry Murphy 717 of these were scheduled One meeting was
Kieran Poynter’ 617 held off site over two days, and was devoted
to strategy Six Board meetings are scheduled
Anthony Ruys 217 for2014
Pr Richard Tubb 717 Tne Board of Directors 1s shown as at the date
Sr Nicholas Scheele? 2/2 of this Annual Repaort

Robert Lerwill® 202
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Board of Directors continued

Strategic Board activities in 2013

Growth

The Group's plans for continued
investment in high growth markets and
in non-combustibles 1s central to the
Board’s annual agenda, ensunng that
growth remains our key strategsc focus

Image removed

Activities in 2013

- Reviewing and agreeing a re-articulation of
the Group strategy,

- Sausfying itself through the year that
management was on track to dehver the
Group's strategy, and endorsing the direction
and activities proposed by management to
achweve its strategic metrics,

= Considering the Group's mnovation pipeline
for combustible products in hght of new
consumer trends and insights, and how
planned mnovattons can help strengthen s
product portfolio,

- Considering the Group's vision, strategy
and pipeline for non-combustible products
n hight of consumer research and the
regulatory landscape,

- Keeping the Group's trading and
performance under review, particularly the
performance of the Group's key markets and
its Global Drive Brands,

- Receiving updates on the Group’s Chinese
jont operation, which commenced
operations in 2013, and market initiatives in
Myanmar, the Phaippines and Morocco,

— Discussing the Group's Risk Register and how
it 15 kept under review, improving the Board's
understanding of Group-wide and regtonal
nsks, and helping it determine the Group's
nsk appetite in the context of specific growth
opportunities,

- Considenng the potential impact on the
business of specific nsk factors in consultation
with the Audit Committee (for example, this
year the chairman of the Audit Commuttee
updated the Board cn its detaled review of
the nisk to the Group of restricted cash when
operating in countries where access to foreign
exchange is more limited), and

- Considenng opportunities for growth
through future strategic acquisitions,
and scruunising management’s post-
implementation review of the acquisiion
of Protabaco in Colombia in 2011

Productivity

The Board pays close attention to the
Group’s operational efficency, and

our programmes aimed at delivering a
globally integrated enterprise with cost
and capital effectiveness

Image
removed

Actvities in 2013

- Overseeing the rolling implementation of the
Group's new Operating Model and Global IT
solution, anticipated to significantly 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,

—Monitoring progress with the Group's Global
Product Inteligence team and reviewing how
technical resources have been allocated to
support identified pnority projects,

- Regularly reviewing the Group’s iquidity,
confirming that the Company was
conforming with its financing principles, and
noting planned refinanaing activebies for the
year ahead The Board also considered the
Group's foreign exchange and counterparty
exposures, and

- Constdenng a number of options and possible
valuations of the Company’s shares in order
to assess the benefits of continuing the
Group's share buy-back and to ensure that
it would continue to be earnings accretive

Strateg:c Report Governance Financaals

Dehvering growth
In September, the Board held a two-day off-site
meeting to approve the revised Group strategy

The Board discussed new marketing insights
and explored with the Marketing Director how
these were informing brand development plans
and driving the Group's innovation pipeline

The Group’s integrated product and teaf
strategy was discussed in detail, as was our
Product Strategy Pathway process and plans
for secunng sustanable sources of high-quality
tobacco that are aligned to product portfolios

The Finance Director also led a sesston on
cost management iniliatives, investment
opportunities, and strategic drivers to enable
collaborative and effictent ways of working

Image removed

For more information on our Group Strategy
see pages 10-1% of our Strategic Report
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Sustainability

The Board places considerable emphasis
on the need for our bustness to be
sustainable for the long term, to meet
the expectations of our stakeholders and
inform our commitments to society

Image
removed

Activities in 2013

- Discussing the Group's science-based
approach to harm reduction, the differing
regulatory approaches to e-agarette
products, and recerving updates on the
Group's activities to secure regulatory
approvals for non-combustible
pipeline products,

- Considering further development plans
for the commercialisabion of Innovative,
regulatory-approved micotine products and
analysis of the potential for the Group's
pipeline products, including Vype, in a
number of key markets,

- Approving a separate governance structure
for the Group’s non-combusttbles business
to enable more dedicated, flexible and
reactive oversight in this fast-developing
area of the business,

- Reviewing planned invester relations activities
for the year ahead, ncluding miiatives to
improve targeting and engagement with
the Group’s principal shareholders,

- Reviewing the Group’s regulatory strategy
In the context of the current regulatory
landscape, including plain packaging
proposals outside Australia and, within the
EU, the Tobacco Products Directive, and their
potential mplications for the business,

- Approving new terms of reference for the
CSR Commuttee, allowing for more focused
oversight of key sustainability 1ssues and the
integrabion of the Group's sustainability
agenda within its operations, and

- Discussing external analysts perspectives
of the Group, and of the sector, presented
by one of our brokers

Strategic Report Covemance Financials
H : H Improving sustainability
Wlnnlng Organ |Sat|0n On the second day of 1ts strategy meeting, the
Setting the ‘tone from the top’ Is an Board looked at how specific elements of our

new strategy were being brought to ife and

important part of the Boards role, embedded within the orgarisation

helping to foster a culture centred
around our Gurding Pnnciples, and One of the Board's focus areas was our five
which harnesses diversity commetments to society, centred arcund

our efforts to deliver safer products, improve
consumer Information, support evidence-based
regulation, maintain transparent business
practices, and build stakeholder relationships

The Board gave clear feedback and
encouragement to Group management,

Image stressing the Board’s commitment to open
removed and informed debate on harm reduction, and
supporting initiatives that will enable the Group
to delwer its sustamnability programme

Activities in 2013

- Reviewing the development of the
Group’s Remuneration Policy to be
presented to shareholders at the 2014
Annual General Meeting,

- Considering specific action plans and
enablers to promote diversity within the
Group In terms of representation of women
and specific focus nationalities, and the
Group's 2020 aspirational targets for the
percentages of these employees in senior
management roles,

- Reviewing the progress being made in
developing the Group’s People and
Organisation strateqy In particular, the Board
focused on improved recruitment, through
the Group’s e-recruitment website and social
rmedia activities, and tools to help
performance and development,

- Reviewing the talent pipeline to the
Management Beard and confirming
proposed appointments, in consultation
with the Nominations Committee,

— Discussing the role of international
assignments in career development plans
for semor management,

- Reviewing detailed succession planming
at Board level and Non-Executive Director
appointments in ight of medium and
long-term strateqic drivers, resulting in
the appointment of Savio Kwan, and

- Discussing the results of the externally
facihtated board evaluation exercise and
action points ansing
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Balance and diversity
A balanced Board

Our Non-Executive Directors come from broad industry and
professional backgrounds, with vaned expenence and expertise
aligned to the needs of our business A quarter of our Board are
women Short biographies of the Directors, including detalls of
relevant skills and expenence, and nationalibes, are set out in the
Board of Directors pages in this section

Promoting diversity

The Board appreciates the benefit of diversity in all its forms, within
its own membershup and at all levels of the Group The Board
promotes diversity and 1s encouraging initiatives to iImprove gender
diversity in senior management roles You can read more about
our diversity policy, including the praportion of women m our total
workforce and in senior management, in the sustainability section
of our Strategic Report on page 20

Independence and conflicts of interest
Independence

The Board considers all Non-Executive Directors to be independent,
as they have not previously been employed in Group management

roles and are free from any business or other relationships that could
interfere matenally with, or appear to affect, their judgement

Confhicts of interest

The Board has formal procedures for managing conflicts of interest
in accordance with the Companies Act 2006 and may authonse
situational conflicts under the Company’s Articles of Association
Drrectors 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 timing requires 1t, at a meeting of the
Board's Conflicts Commiitee

Each year, the Board considers afresh all previously authonsed
situatronal conflicts Durectors are excluded from the quorum
and vote in respect of any matters in which they have an interest
No matenal conflicts were reported by Directors in 2013

Information and professional development
Board induction

On joining the Board, all Directors receve a full induction
Non-Executive Directors also receive a full programme of briefings
on all areas of the Company’s business from the Executive Directors,
members of the Management Board, the Company Secretary

and other serior executives The expected time commitment

from Non-Executive Directors for their induction 1s formalised

in our standard letter of appointment and visits to an overseas
factory location and the Group’s R&D facilities in Southampton

are required elements

Following his appointment as a Non-Executive Director, Savio
Kwan will be attending induction bnefings covenng the Group’s
strategy, organisational structure, business functions (including
Next-Generation Products), statutory reporung cycle, financing
pnnaples, IT strategy and legal and regulatory 1ssues He will also
attend sessions on corporate governance, internal control and nsk
management, and the role of the external auditors He will visit one
of the Group's factories, and has already wisited our R&D facilthies

Strategic Report Governance fnancials
Balance of Non-Executive Directors and Executive Directors
O Charman 1
H Executive Directors 3
H Independent Non Executive Directors 7
Length of tenure of Non Executive Directors
E30-3 years 2
3-6 years
6-9 years 3
Gender spit of Directors
& Male 8
Fernale 3

Note
The above graphics reflect the composiion of the Board as at 31 December 2013 pnor to the
appointment of Savio Kwan in [anuary 2014
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Trasming and development

Non-Executive Directors are encouraged to attend meetings of the
Group’s regional Audit and CSR commuttees, so that they have a
good sense of the Group's regional operations The Non-Executive
Drrectors are also each invited to attend a scheduled market wisit
alongside a Regional Director, so that they gain exposure to the
Group's business on the ground In 2013, Non-Executive Directors
visited Germany, Switzerland and Ukraine

The Board and its Committees recerve regular briefings on legal
and regulatary developments In 2013, these included updates
on proposed regulations that could affect our ndustry around the
world, including the EU Tobacco Products Directive The Board
was also briefed on the Narrative Reporting requirements,

and the Remuneration Committee on the new regime for
remuneration reporting

The Charrman meets each Non-Executive Director individually i
the latter part of each year to discuss therr individual training and
development plans Fulfilling the Audit Commuttee’s 2013 action
points, its mermbers receved detalled techrucal traming, details of
which are set out in the Board evaluation summary in this section

+ For the Board's access to information and advice
see ‘Information and advice’ in the other disclosures section on page 107

Shareholder engagement
Commitment to dialogue

The Board 1s committed to high-quality dialogue with shareholders
The Executive Directors lead in this respect, faclitated by the Head
of Investor Relations The Chairman also contacts major shareholders
penodically, and in advance of the AGM each year, so he can hear
ther views and ensure that they are commumicated to the Board
The Senior Independent Director and other Non-Executive Directars
are available to meet with major sharehofders on request

The Remuneration Committee chairman has also led a signmificant
shareholder engagement exercise an our remuneration policy,
details of which can be found in the Remuneration report He wrote
to 39 insbitutions, 33 of which prowvided feedback on the policy, and
he had follow-up meetings or calls with 19 of them

Annual programme

A full programme of engagement with shareholders, potential
investors and analysts, In the UK and overseas, 15 undertaken each
year by the Head of investor Relattons He 1s often accompanied by
one or more Executive Directors and Management Board members

Of these, over 420 meetings were held m 2013 with over 295 of
the Company’s institutional shareholders in 22 countnes, spanning
five continents In terms of percentage shareholding, the Company
spoke with the owners of the majonty of its shares The Chairman
had nine personal meetings with major shareholders in the year
Regular investor presentations were also given, and these together
with the results presentations are all published on www bat com
All results presentations are avalable to shareholders by webcast

In addition, there 1s a debt micro site on www bat com for debt
investors, with comprehensive bondholder information on credit
ratings, debt faciliies, outstanding bonds and matunty profiles

Strategic Report Governance Financals

The AGM 1s an opportunity for further shareholder engagement and
for the Chairman to exptain the Company’s progress and, along with
other members of the Board, to answer any questions All Directors
attend, unless lliness or pressing commitments prevents them
Details of our 2014 AGM are set out In the other disclosures section

Twice a year, the Head of Investor Relations reports to the

Board on investor relations actvities, dentifiing key issues

raised by institutional shareholders as well as a commentary on
share price performance The Board receives a report at each
meeting on any changes to the holdings of the Company’s main
nstitutional shareholders

Topics of discussion

Thus year, shareholders were keen to hear more about our strategy
for product innovation in our combustible and non-combustible
businesses, and how innovation will dnve future growth

They were also interested to discuss the latest developments in
industry regulation, including the impact that plain packaging

has had in Austraha, the potential impact of more plain packaging
regulation worldwide and, in the EU, the Tobacco Products Directive

Macro economic issues, specifically our exposure to weakness in the
Eurozone and to currency headwinds, continues to be of key interest
to institutional investors At a market level, excise increases (and the
related issue of increased illicit trade) were also regular topics

Board evaluation
Evaluation process

The effectiveness of the Board and its Committees, the Executive and
Non-Executive Directors, and the Chairman, were assessed in 2013
by an independent extemal facilitator, Dr Tracy Long of Boardroom
Review Limited The evaluation was conducted through in-depth
interviews wath each Board member and the facilitator’s attendance
at both a Board and CSR Committee meeting

A report was prepared for the Board on the results of this exercise,
and the pnncipal Committees considered reports on their own
effectiveness, drawn from the comments made in the Board report

While the Board and each of its Comruttees are considered to be
fully effective, fresh action points were identified A summary of the
findings 1s set out in the accompanying table Our progress against
2012 action points s also mcluded in the summary

Constructive feedback

In addition, the Chatrman received a verbal report from Dr Long
on the performance of each of the Executive and Non-Executive
Directors A report on the Chairman’s own performance was
prepared for the Serior Independent Director Individual feedback
was given by Dr Long to all Board members All Board members
continued to perform well, and each was considered to be making
an effective contnbution to the Board

For disclosures required by paragraph 7 2 6 of the Disclosure and
+ Transparency Rules and the Companies Act 2006
see the other disclosures section on pages 105-111
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Board effectiveness continued

Board evaluation in 2013

Culture and
dynamics

“Board dynamics are good,
with quality leadership,
and no factions. We debate
the 1ssues against a solid
background.”

Non-Executive Director

Findings

- the Board has an open and transparent
culture, encouraging active debate and a
sophisticated level of challenge and enquiry,

- there s full cooperation between the
Executive and Non-Executive Directors,

—there 15 no ‘group-think’ withun the
Board, and each director has a strong
independent mindset,

- the Chairman 1s a good listener,
managing the Board with an effective
and consensual style,

- the CEQ 15 a strong, performance cnentated
leader who knows the busmess well, and

—there 15 an even contribution by all Directors
across the vanety of topics discussed at
Board meetings

Action points for 2014

- Maintairing balance recogrusing the strength
of the Board's culture and dynamics, the
composiion matrix considered by the
Norminations Commuttee should factor in the
balance of individual approaches and stytes n
additson to speafic professtonal expertise

Progress mn 2013

- Director nducuon following Dr Richard Tubb's
appointment to the Beard in early 2013, he
was appointed as a member of the CSR
Committee and completed a full induction
programme that included wisits to the Group’s
R&D faciities In Southampton and our factary
in Bayreuth, Germany

Composition
and tenure

“The strength of the
executives’ knowledge,
and the Board’s desire for
debate, demand a high
level of Non-Executive
understanding and ability.”

Dr Tracy Long, External Facilitator

Findings

- the composition of the Board, and its
roling tenure, combines a vanety of
professional expenence,

- Board membership comibines a diverse blend
of Intuiuve and analytical perspectves,

~ Non-Executive portfolio expenience has been
useful Inimproving internal processes (such
as sk management), and

- as the business faces shifting consumer
behaviour and changing trends, the Board
would benefit from more experience of fast
changing consumer landscapes and fast
decision-making environments (which are
often present in technology dependent,
less regulated, inctustries)

Action ponts for 2014

- FMCG expenence experience in FMCG is
likely to be a sector prionty for the next
round of Board appointees, and

- Non-financial expertise as the Board 1s
strong in financial expertise, it could
accommedate more operational Ine
management experience

Progress in 2013

- Board and Committee balance and skills the
shorthsting and interviewing of candidates
with technology-based skills and/or an Asian
business background culminated in Savio
Kwan's appomtment to the Board n January
2014 His background in the intermnet business,
Albaba com, also prowides welcome technical
expenence to the Board
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Strategy and
operations

“It’s an exciting new world,
which has caught our
imagination — as the
Board, we need to
understand the drivers.”

Non-Executive Director

Findings

~ the Board’s strategic debate 1s encouraged
by the Chief Executive, and facilitated by the
annual off-site meeting dedicated to strategy,

- the underlying performance of the business 1s
closely scrutnised by executive management,

- the competitive, customer and regulatory
landscapes are clearly visible to the Board,
and a core part of the executive team’s
regular updates,

- the Board receves hugh-quality
consumer research,

—innovation and regulation are both
recogrused to be at the forefront of the
Board's agenda, and

- the Board 15 attuned to market sentiment
and feedback from shareholder road-shows
15 valued

Action points for 2014

- Stakeholder views the CSR Committee will
now incorporate an annual review of
stakeholder maps into its agenda

Progress in 2013

- CSR peer companson the CSR Commuttee
reviewed how the Company compared to
its industry peers in terms of delivery and
reporting of its CSR agenda, and

- Shareholder engagement the Chairman and
the Chairman of the Remuneration Committee
met together with instilutions and key
shareholders to discuss corporate governance
and remuneration
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Risk and
control

“Our regional Audit and CSR
committees are where the
rubber hits the road 1n terms
of our internal controls.

As Non-Executives, we see
this first hand.”

Non-Executive Director

Findings

- alt Directors commended the quality of
finanoal information, noting that it was
selective, current, rehiable and well analysed,

— the approach and contribution of the FD, and
his strong working relationship with the Audit
Committee chairman were highlighted,

- the transparency of the regional and
corperate audit programmes gave confidence
to the Board,

- the relationship with the external auditors
was described as both professional and
challenging, and

- the hugh-level review of risks at Board level
was facilitated by the comprehensive and
open executive approach to nisk, and the
Group's nsk registers were commended as
‘Inving documents’

Action pomnts for 2014

- CSR coverage on market wisits 1n addition to
gairing an overview of the Group's in-country
operations during market visits, additsional
focus on relevant CSR and sustainability
1ssues will be incorporated into the agenda
for each visit

Progressin 2013

—Training as part of its new annual training
programme, the Audit Committee receved a
techrical and governance briefing on topical
1ssues tncluding narrative reporting, updates to
the UK Corporate Govemance Code, and the
latest views of the Competiion Commission
on audit tendering,

- Induction the new Audit Carmimittee chairman
recerved an induction, which included meeting
the external audit engagement partner and
Head of Internal Audit, and

- Qversight the Audit Comnuttee receved
an in-depth global overview of internal audit
‘required actions’ and how these were tracked,
ncluding a focus on actions relevant to the
roll-out of the Group's revised Operating
Model and single IT operating system

Performance
management

“People love to work for our
company There is loyalty
and passion amongst
senior and junior people,
and a strong leadership
development programme.”

Non-Executive Director

Findings

- the strong and positive corporate culture was
nurtured by the Chief Executive,

- suCcession planning 15 seen as a particular
strength, as 1s the leadership and
development programme,

- there had been valuable consultation wath
institutional shareholders on remuneration
matters,

- the Non-Executive Directors described the
revised remuneration policies as sensthle,
disaphned and ahigned, and

~ the Board would need to retain its focus on
how management would be promoting the
Group's dwersity agenda

Action ponts for 2014

- Diversity following detaded presentations to
the Board on executive diversity in 2013, the
Board will continue to scrutinise plans to
promote gender diversity in senior
management roles and dwersity in its
broadest sense across the business

Progress in 2013

- Remuneration policy the Remuneration
Commuttee conducted a full review of the
GCroup's rermuneration policies and we have
made a number of proposed changes to
mmprove the ahgnment of Group KPis to Group
strategy, in consultation with shareholders
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Process and
use of time

“The Board, as a whole, is not
there to run the business,
but when we meet we are
100% focused.”

Non-Executive Director

Findings

~ the Board’s use of ime was commended for
the rhythm of meetings across the year and
the use of Board dinners to conlinue strategic
debate and succession planning in a less
formal setting,

-~ the Board agenda allowed Directors to
farmilianse themselves with the Group and
meet a vanety of operational management
dunng market visits,

~ the healthy spht of presentation and debate
duning Board meetings was felt to enable a
tallored approach to the vanety of topics on
the agenda,

— the Beard 1s well supported by the Company
Secretarial team, which was acknowledged
to be effective, expenenced and trusted, and

~ feedback on Directors’ market visits could
be improved

Action points for 2014

- Markel visit feedback as market visits have
been redesigned to encourage small
groups of Directors to visit a range of sites
throughout the year, those Directors will
now give a bref update to the Board on
their observations following their visits

Progressin 2013

— Charman’s brnefings the Chairman now
prowides a regular update at Board meetings
on his activities and meetings with investors
and institutions,

—Board agenda the Chairman and Company
Secretary conducted a review of the frequency
of meetngs and regular agenda items, and

- Focus on sustainability the CSR Committee
refocused 1ts forward agenda and terms of
reference to reduce overlap with the work
of the Audit Corruruttee and devote more
of its tme to the Group’s core sustainabilty
agenda {(induding youth smoking prevention,
responsible tobacco marketing, diversity,
human nghts, health and safety, and
sustainable agnculture and farmer livelihoods)
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Covernance
Audit and accountability

“Our Audit Committee receives detailed
reports and presentations throughout the
year that enable it to monitor the integrity
of our financial statements and our
management of business risks.”

Audit Committee

Current members Chnistine Monn-Postel

Kieran Poynter {Chairman) Anthony Ruys
Ann Godbehere
Image removed
Auntendance at meetings in 2013
Name Aftenced! Ebgpbre to attend
Kieran Poynter 515
Ann Godbehere 545
Anthony Ruys' 5/5
Robert Lenwll? 2/2

Notes
Anthany Ruys will cease 10 be a member upon us retiremnent as a Non Executive Director
at the AGM on 30 Apnl 2014

2 Robert Lerwill ceased to be a member upon his retirement as a Non Executive Dhrectar at
the AGM on 25 Apnl 2013 (after which Kieran Poynter became Chairman of the Committee)
The finance Dhrector attends all meetngs of the Commattee but 1s not a member Other
Directors may attend by imvitation The Head of Audit and Business Risk, the General
Counsel and the external auditors, also attend meetings an a regular basis
4 The Committee meets alone with the external auditars and separately the Group Head

of Audit and Business Risk at the end of every meeting

The Committee held five meetings in 2013 All of these were scheduled

w

o e

Chnistine Morin-Postel became a member of the Committee on 6 January 2014, upon
standing down from the CSR Comimuttee

7 Keeran Poynter and Ann Godbehere have recent and relevant financial expenentce

Role
The Audit Commuttee monitors and reviews

—the integrity of the Group’s financial statements and any formal
announcements relating to the Company’s performance,
considenng any significant issues and judgements reflected in
them, before their submission to the Board,

-~ the consistency of the Group’s accounting policies,

- the effectiveness of, and makes recommendations to the Board
on, the Group's accounting, risk and internal control systems,

-~ the effectiveness of the Company’s internal audit function, and

—the performance, independence and objectivity of the
Company’s external auditors, making recommendations as to
therr reappomntment (or for a re-tender of audit services), and
approving their terms of engagement and the level of audit fees

For the Commuttee’s terms of reference visit
www bat com/governance

+
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Key activities in 2013
Standing items of business considered by the Commuttee
—the 2014 Internal Audit Plan,

~periodic reports from the Group's regionat Audit and CSR
Committees and Corporate Audit Committee,

- periodic reports from the Group Head of Audit and Business Risk
on international audits and the rmanagement responses and action
plans being put In place to address any concems raised,

~deep dives into specific nsk topics (see further below),

—a report from the Head of Group Secunity on secunity nsks and
frauds and losses ansing dunng the preceding year,

-quarterdy reports on compliance with the Group’s Standards
of Business Conduct,

—the Group's 2012 results, 2013 half-year results, the external
auditors’ reports for these, and intenm management statements,

~the steps taken to validate the ‘Going Concern’ assessment at half-
year and year-end (see ‘Going Concern’ in the Financial review),

—the results of the annual goodwll impairment assessment,
-an annual review of the external auditors’ independence, and

-a report from the Group Chief Accountant on the infermation
flows, and drafting and approval processes for the preparation of
the annual report, facilitating the Committee’s adwvice to the Board
that the 2013 annual report is farr, balanced and understandable

Further specific matters considered by the Committee

—commissioning an external quality review of internal audit,
which will be completed and reported on in 2014

Risk topics considered by the Commuttee

—IT funchional readiness relating to the nisk of the IT function not
being fuliy enabled to support implementation, and sustain the
integnty of, the Group's single IT operating system,

- Foreign exchange and restncted cash which led to the significant
accounting judgement described further below,

~contingency sourcing processes for the Group’s manufacturing
operations, and

—changes to the status of nsk management activities in a number
of areas In the course of the year, and changes to the Group's ‘top
ten’ risks over the last three years, providing the Cammuttee with a
high-level view of the Group’s nisk assessment processes and more
focus on the Group's non-combustible business

Significant accounting judgements considered by the
Commuttee in relation to the 2013 accounts

—the continuing roll-out of the Group's revised operating model
and single IT operating system Civen the level of investment,
complexity, and strategic importance to the Group, the Commuttee
receved updates from management, intemal audit and the
external auditors on progress with the roll-out throughout the year
(including programme govemance, nsk and compliance activities)
The Commuttee examined the proposed capitalisation of intangible
assets (see Note 9 1n the Notes on the accounts), amortisation of
IT assets generated as part of the programme, and adjusting items
In relation to implementation costs (see Note 3(e) in the Notes on
the accounts), and was satisfied that the accounting treatment and
disclosure of these matters was appropnate,
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—the Group’s significant corporate tax exposures, and related
provisions The Committee was updated periodically on corporate
tax 1ssues throughout the year In December, the Commuttee
considered a report from the Group Head of Tax on the current
status of issues in various markets, including Brazil and Canada
where potential tax disputes are more significant, and agreed with
management’s proposed provisions and extended disclosures
in respect of them (see Note 30 in the Notes on the accounts),

—contingent habilities in connection with on-going hitigation
The Commuittee requested an update from management on recent
developments in on-going cases (see Note 30 in the Notes on
the accounts) and reassessed the need for provisions in respect of
them As it was too early to assess any impact the developments
may have on the Group's potential liability, the Committee
agreed with management that the current provision for the Fox
River matter remained appropriate, and no prowvision should be
recognised in respect of the Kalamazoo River matter, and

—foreign exchange and restricted cash As the Group has operations
In certain ternitones with severe currency restrictions, where foreign
currency 1s not readily available, the Committee satisfred itself that
the methodologies used to determine appropriate exchange rates
for accounting purposes remaired appropnate (for restricted cash,
see the footnote to Note 19 in the Notes on the accounits)

External auditors

PricewaterhouseCoopers LLP has been the Company’s auditors
since 1t isted on the London Stock Exchange in September 1998
The Committee considers that the refationship with the auditors 1
working well and remains satisfied with therr effectiveness

As the Group implements its revised Operating Model and single

IT operating system, consistency of approach in the audit was
considered to be of particular mportance The Company waill

not, therefore, be putting its audit out to tender in 2014, but

the Commuttee will review this position annually There are no
contractual obhgations restricting the Company’s choice of auditors

The external auditors are required to rotate the audit partner
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 four years

Auditor independence

The Committee has an established policy aimed at safeguarding and
supporting the independence and objectvity of the Group’s external
audrtors, which 1s regularly reviewed and updated The basic
principle of the policy I1s that the Group's external auditors may be
engaged to provide services only m cases where those services do
not impair their independence and objectivity, and provided that
the total annual fees for non-audit services do not exceed the sum
of annual fees for audit and audit-related services

The external auditors may not be engaged to provide services if the
prowvision of such services would result in the external auditors

—having @ mutual or conflicting interest with any Group company,
- being placed in the position of auditing thewr own work,

—acting as a manager or employee of any Group company, or
-betng placed in the position of advocate for any Group company
Subject to the above, the external auditors may prowide certam tax
and other non-audit services The Comimittee recognises that using

the external auditors to provide such services 1s often of benefit due
to their detalled knowledge of our business
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Such services must be put to tender if expected spend exceeds
specified hmits, unless a waiver of this requirement 1s agreed by the
Finance Director and notfied to the Committee

The policy also reguires the submussion to the Committee, typically
pnor to the year end, of a work plan identifying the total fees

for all audit-related services, tax services and other non-audit
services which it 1s expected will be undertaken by the external
auditors in the following year Specific ttermisation 1s required for
tax services and other non-audit services In excess of the tender
thresholds referred to above Updated work plans must then be
submuitted to the Commuttee at the mid-year and year end In this
way, the Commuittee has full visibility of the Group spend on
non-audit services throughout the year, enabling 1t to discharge
its responsibility for keeping such fees under review and ensuning
that neither therr level, nor therr nature, nisk impainng the external
auditors” independence and objectvity

A breakdown of audit, audit-related and non-audit fees paid to
PricewaterhouseCoopers firms and assocates in 2013 1s provided
in Note 3(d) in the Notes on the accounts and 1s summansed

as follows

Services provided by PricewaterhouseCoopers and associates

2013 2012

£m £m

Audit services 94 95
Audit-related assurance services 03 10
Total audit and audit-related services 97 1G5
Other assurance services 01 Q2
Tax adwisory services 29 25
Tax compliance 10 09
Other non-audit services 06 05
Total non-audit services 46 41

Nate
In 2013 non audit fees paid to PricewaterhouseCoopers amounted to 47% of the audit and audit
refated assurance fees paid to them (2012 39%)

Annual assessment

The Commuttee assesses annually the qualfication, expertise and
resources, and independence of the Group’s external auditors and
the effectiveness of the audit process The Committee’s assessment
i1s iInformed by an external audit satisfaction survey completed

by members of serior management, which st reviews in detail

94 surveys were completed this year and no matenal i1ssues were
identified In addition, the Finance Director, Legal Director, Head
of Internal Audit, Company Secretary and the Commttee chairman
all meet with the external auditors throughout the year to discuss
relevant issues as well as the progress of the audit Any significant
1ssues are mncluded on the Committee’s agenda

The Committee completed its assessment of the external auditors
for the financial penod under review It has satisfied itself as to therr
qualification, expertise and resources and remains confident that
therr objectivity and independence are not in any way impaired by
reason of the non-audit services which they provide to the Group
or by other factors

The Commuttee recogrises that certain projects on which they are
engaged necessarlly span several years and that they will continue to
provide those services for the length of the project Projects inked to
the Group’s long-term IT strategy falt into this category
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Governance
Audit and accountability continued

Risk management and internal control

Overview

The Company maintains its system of nsk management and internal
contral with a view to safeguarding shareholders’ investment

and the Company’s assets 1t 1s designed to identify, evaluate and
manage nisks that may impede the Company’s objectives it cannot,
and 1s not designed to, ehminate them entirely The system therefore
provides a reasonable, not absolute, assurance agamst material
misstatement or loss A description of the key nisk factors that may
affect the Group's business 1s provided in our Strategic Report on
pages 24-29

The main features of the nsk management processes and systermn of

internal control operated within the Group are described below, and
have been in pface throughout the year under review and remain in
place to date They do not cover the Group's associate undertakengs

Board oversight

The Board is responsible for determiming the nature and extent of
the significant nisks that the Group 1s willing to take to achieve its
strategic objectives and for maintaining sound risk management and
internal control systems With the support of the Audit Committee,
it carnes 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 rewiew covers all material controls including financial,
operational and complance controls and risk management systems
As part of its review 1n 2013, the Board noted that despite a number
of changes to the Group Risk Register, which demonstrated its
dynarmic nature, the Group's nisk profile remained stable

Audit and CSR committee framework

The Group's Audit and CSR committee framework underpins the
Board’s Audit and CSR Committees It provides a flexible channel

for the structured flow of information through the Group, with
commuttees covering locally listed Group entities in certain markets,
and covenng the Group’s regions, each refernng matters to the next
level as appropnate This framework ensures that sigruficant financial,
social, environmental and reputational risks faced by the Company
and its subsicharies are appropnately managed and that any failings
or weaknesses are identified so that remedial achion may be taken

The Group’s regional audit and CSR commuttees (which are all
chaired by an Executive Director and attended by one or more
Non-Executive Directors) focus on nisks and the control environment
within each region and are in turn supported by area and/or local
audit and CSR commuttees The Corporate Audit Committee focuses
on the Group’s nsks and control environment that falls outside

the regional committees’ remit, for example head office central
functions, global programmes and projects It compnses members
of the Management Board, 15 chaired by a Regional Director, and 1s
attended by one or more Non-Executive Directors

External and internal auditors attend meetings of these committees
and have private audiences with members of the committees after
every meeting Additionally, central, regional and individual market
managernent, along with internal audit, supports the Board in its
role of ensunng a sound control environment
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Risk management

Risk registers, based on a standarchsed methodology, are used at
Croup, regional, area and individual market level to identify, assess
and monitor the key nsks {both financial and non-financial) faced
by the business at each levet Information on prevailing trends, for
example whether a nisk 1s considered to be increasing or decreasing
over time, 15 provided In relation to each nsk and all identified nisks
are assessed at three levels (high/medium/low) by reference to therr
impact and Iikebhood Mitigation plans are required to be in place
to manage the nisks identified The nsk regsters and mitigation plans
are reviewed on a regular basis Regronal and above-market nsk
registers are reviewed regularly by the relevant regronal audit and
CSR commuttee or the Corporate Audit Commuttee, as appropriate

Al Group level, specific responsibility for managing each identified
nsk s allocated to a member of the Management Board

The responsible Management Board member 15 identified i relation
to each of the Key Group nsk factors set out in our Strategic Report
The Group fisk register 1s reviewed regularly by a committee of
seror managers, chaired by the Finance Director, and twice yearly
by the Corporate Committee In addition, it 1s reviewed annually

by the Board and twice yearly by the Audit Comnuittee The Board
and each such committee reviews changes m the status of identified
nsks, assessing the changes in impact and likelhood, and the Audit
Committee also spends time focusing on selected key risks in detail

+ For more information on nisk factors see
the Key Group nisk factors section in our Strategic Report on pages 24-29

Internal control

Group companies and other business units are required annually to
complete a checkhst, called Control Navigator, of the key controls
that they are expected to have in place Its purpose 1s to enable
them to self-assess their internal control environment, assist them in
identifying any controls which may need strengthening, and support
them in implementing and monitonng action plans to address
control weaknesses The Control Navigator checkhst 1s reviewed
annually to ensure that it remains relevant to the business and covers
all applicable key controls In addition, at each year end, Group
companies and other business units are required to

—review therr system of intemal control, confirm whether it remams
effective and report on any matenal weaknesses and the action
beng taken to address them, and

—review and confirm compliance with the Standards of Business
Conduct and denufy any material instances of non-compliance
or confhicts of mterest

The results of these reviews are reported to the relevant regional
audht and CSR commuttee or to the Corporate Audit Committee and,
where appropriate, to the Committee to ensure that appropriate
remedial action has been, or will be, taken where necessary

Internal audit functicn

The Croup’s internal audit function provides advice and guidance
to the Group's businesses on best practice in risk management and
control systems It 1s also respensible for carmying out audit checks
on Group companies and other business units, and does 5o against
an audit plan presented annually to the Audit Committee, which
focuses in particular on higher nisk areas of the Group’s business
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Finanaal reporting controls

The Group has in place a seres of policies, practices and controls in
relation to the financial reporting and consolidation process, which
are designed to address key financial reporuing risks, including

nsks anising from changes in the business or accounting standards
The Group Manual of Accounting Policies and Procedures sets out
the Group accaunting policies, its treatment of transactions and its
internal reporting requirements  The internal reporting of financial
information in order to prepare the Group's fimancial statements
quarterly, half-yearly and at the year-end 1s stgned off by the heads
of finance responsible for the Group’s markets and business units
The heads of finance responsible for the Group’s markets and all
semor managers must also confirm annually that ali information
relevant to the Group audit has been provided to the Cirectors and
that reasonable steps have been taken to ensure full disclosure in
response to requests for information from the external auditors

The effectiveness of the Group's financial reporting controls are
assessed as part of the Control Navigator exercise described above
and evaluated by internal audit in the context of the annual audit
plan The integnty of the Group’s public financial reporting 1s

further supported by a number of processes and steps to provide
assurance of the completeness and accuracy of the content,
including review by the Chairman, Executive Directors and members
of the Management Board, review and recommendation by the
Committee, and review and approval by the Board

Standards of Business Conduct

The Cormmittee 1s responsible for monitoring compliance with the
Company's Standards of Business Conduct (the ‘Standards”), which
underpin the Group’s commitment to good corperate behaviour
The Standards require all staff to act with high standards of business
integrity, comply with applicable faws and regulations, and ensure
that standards are never compromsed for the sake of results

Every Group company and all staff worldwide, induding servior
management and the Board, are expected to hve up to the
Standards Guidance on them 1s provided across the Group,
including through training and awareness programmes All Group
companies have adopted the Standards or local equivalents

Information on comphance with the Standards 1s gathered at a
regional and global level and reported to the regional audit and CSR
committees and to the Committee

The Standards, and information an the total number of iIncidents
reported under them in 2013 (including established breaches), is
avallable at www bat com/governance The number of incidents s
reviewed by Ernst & Young LLP as part of their process for providing
assurance of our annual Sustainabiity Report Their full assurance
staternent 1s avallable at www bat corn/assurance

In 2013, 22 instances of suspected improper conduct contrary to the
Standards (excluding non-matenial employee fraud and theft aganst
Group companies) were reported to the Commuttee (2012 45)

Nine were established as breaches and appropnate action taken
{2012 16) In 10 cases, an investigation found no wrongdong
{2012 24) In three cases, the nvestigation continued at the year-
end (2012 five) No instances involved sums or matters considered
material to the Group

Strategic Report Governance Financals

Whistleblowing

The Standards also set out the Group's whistleblowing policy,
enabhng staff, in confidence, to raise concerns without fear of
repnsal The policy 1s supplemented by local procedures throughout
the Group and at the Group's London headquarters, providing staif
with further guidance and enabling them to report matters in a
fanguage with which they are comfortable The Comimuttee receives
quarterly reports on whistleblowing meidents It remains satisfied
that the Group’s policy and procedures enable proportionate and
independent investigation of matters raised and ensure appropnate
follow-up action is taken

Of the total number of business conduct naidents reported i 2013, |
set out above, 18 were brought to management's attention through ;
whistleblowing reports from employees, ex-employees, third parties .
or unknown indmduals reporting anonymously (2012 39)

Political contnbutions

The Committee 1s responsible for reviewing donations made for
political purposes throughout the Group No pohtical donations
were made in 2013 1n any part of the world (2012 £5,583)

Annual review

The Turnbull Guidance (the ‘Guidance”) sets out best practice on
internal control for UK-listed campanies to assist them in assessing
the apphcation of the Code’s Pnnaples and compliance with the
Code’s Provisions wath regard to nsk management and internal
control The processes described above, and the reports that they
give nse to, enable the Board and the Committee to monitor the nsk
management and internal control framework on a continuing basis
throughout the year and to review its effectiveness at the year-end
The Board, with adwvice frorm the Committee, has completed its
annual review of the effectiveness of the systern of sk management
and internal control for 2013

No significant failings or weaknesses were identified and the Board
is satisfied that, where areas for improvement were identified,
processes are in place to ensure that remedial action 1s taken and
progress 1s monitored The Board 1s satisfied that the system of nsk
management and internal control accords with the Guidance
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Governance
Corporate social responsibility

“The CSR Committee ensures that our
sustainability programme is on track,
and that we take advantage of the many
opportunities that sustainability brings to
the business, society and our stakeholders.”

CSR Committee

Current members

Karen de Segundo (Chairman)
Dr Richard Tubb

Savip Kwan

Image removed

Attendance at meetings tn 2013

“Attenciec Ugible (o atierd

Name

Karen de Sequndo 5/5
Chnstine Monn-Postel’ 445
Dr Richard Tubb 5/5
Sir Nichotas Scheele? 22

Notes

1 Christine Monn Postel was unable to attend one of the scheduled meatings due to a
family bereavement She stood down from the Committee on 6 January 2014 to become
a member ot the Audit Committee

2 Sir Nicholas Scheele ceased to be a member upon his retirement as a Non Executive
Director at the 2013 AGM

3 The Charrman Chief Executwe and the Management Board members responsible for
Corporate and Regulatory Atfairs and Global Qperations regularly attend meetings by
nvitation but are not members

4 The Committee held five meetings in 2013 All of these were scheduled
5 Sawio Kwan became a member of the Cammittee following his appointment as a

Non Executive Director on 6 January 2014
Role
The CSR Committee monitors and reviews

—the Company’s management of CSR and the conduct of business
n accordance with our Statement of Business Principles, making
appropnate recommendations to the Board on CSR matters,

~the effectiveness of the Group's strategy for, and management of,
significant secial, environmental and reputational 1ssues,

—the Group's sustainability plans and actmities, and

—the effectiveness of CSR governance including, on an exceptional
basis, reports from the regional audit and CSR commuttees

For the Commuttee’s terms of referance visit
www bat com/governance

+
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Key activities in 2013
CSR governance and comphance

- considenng feedback from the regional audit and CSR commuttees
and considering CSR-related internal audit reports and
recommendations, including in relation to the Group’s approach
to environmental, health and safety 1ssues,

—reviewing the potential reputational impact ansing from incidents
of non-comphance with the Standards of Business Conduct,

—maonitoring adherence to the Group’s Intemational Marketing
Principles (IMP),

- considening Group risks in the countnies that are of potential
concern from a human nghts perspective, and reviewing the
measures and controls in place to mitigate those nsks,

—reviewing the Group's environmental, health and safety (EHS}
strateqy, measures, targets and performance data,

- reviewing the progress of the Group’s sustainable leaf strategy,
amed at building long-term partnershups with farmers based upon
economic viability, and environmental and social intiatives,

-rewiewing the Group’s youth smoking prevention (YSP) activibies,
and analysis of their global reach and impact,

- reviewing the Group’s corporate social Investment strategy, plans
and actvities, and

- considening proposed amendments to the Commuttee’s terms of
reference and forward agenda to enable more in-depth oversight
of core sustainability principles and how they are embedded within
the Group

Sustainability planning and reporting

-reviewing central and local stakeholder dialogue activiies in 2013
and planned dialogue actvities for 2074,

—reviewing the 2012 Sustainability Summary and two 2013
Focus Reports on harm reduction and corporate integrity,
including summaries of external feedback and endorsements,
and Ernst & Young LLP’s assurance statements in respect of each,

—considerng a review of the Company’s delivery and reporting
of its C3R agenda compared to industry and other FMCG peers,

—assessing progress against the Group's sustanability goals
and commitrents,

—considenng the Group’s 2014 sustanability reporting plans, and

—re-engaging Ernst & Young LLP to provide assurance services for
a further one-year penod

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 economic
impacts This concept of sustainable value underpins all of the
Group’s sustainability activities
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Our sustainability agenda s an integral part of delivening the Group
strategy and focuses on five key impact areas

Harm reduction Stnving to bring commercially viable, reduced-nsk
products to market,

Marketplace Upholding hugh standards of corporate conduct within
our marketplace,

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

Supply chain Working for posittve social, environmental and
econormc 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

+ For information on our greenhouse gas emissions see
the sustainabihity section of our Strategic Report on pages 22-23

Statement of Business Principles

The Group's Statement of Business Principles sets out the
expectations for responsible management of the Group’s business
It was developed in 2002 in consultation with stakeholders,
supported by the Institute of Business Ethics

The Statement comprises three pninciples — Mutual Benefit,
Responsible Product Stewardship and Good Corporate Conduct —
and 18 Core Beliefs explaining each pnnciple in more detail

+ To view our Statement of Business Piinciples visit
www bat corn/governance

Human rights

The Group recogrises its responsibilities to the countries iy which

it operates and in this context, notes the OECD Guidelines for
Multinational Enterprises in therr current form Our approach to
human nghts draws on the OECD Guidelines, n additton to the UN
Declaration of Human Rights and further information in this respect
15 provided m our Sustainabiity Summary In 2014, we plan to
review our Standards of Business Conduct to incorporate additional
provisions on human nights

+ For information on our approach to human rights see
the sustainability section of our Strategic Report on page 21

Corporate social investment

The Company recogrises the role of business as a corporate citizen
and Group companies have long supperted local commurity

and chantable projects The Group’s approach to corporate social
investment (CS1) 15 to regard 1t as a means of maintaining good
relationships with local communities, rather than as a means

of promotion

Guidance on selecting, managing and evaluating major CS{ actvities
15 provided to Group comparies However, it 1s recognised that local
community needs are diverse As a result, within the parameters

of this guidance and guidelines on focus of spend, €Sl is managed
locally to ensure the most appropnate projects are supported

At Group level, the major activities supported by the Company
are the Bntish American Tobacco Biodiversity Partnershp and the
Elirminating Child Labour in Tobacco Growing Foundation
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Sustainability reporting

The Company has produced independently assured reports since
2001 and believes this long history of reporting demonstrates a
senous commitment to corporate responsibility and sustainability

The Company was the first tobacco company to begin reporting on
social, environmental and economic perfermance From the outset,
a ngorous approach has been applied to reporting processes at both
Group and local level This includes following the AA1000 Assurance
Standard and Clobal Reporting Initiative (CRI) guidehnes and
obtaiming independent assurance of all reports and engaging with
stakeholders through independently faciitated dialogue sessions

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

In 2013, the Commuttee approved the Sustamnability Summary,
published alongside the 2012 Annuat Report, covering the
Company’s performance and key 1ssues for the business and
stakeholders 1t addition, it approved the pubhcation of two focus
reports, on harm reduction and corporate integrity, providing
stakeholders with in-depth information on these topics

+ To view our Sustamabihity Summary and Focus Reports visit
www bat com/sustainability

External recognition

in 2013, Bntish Amencan Tobacco was included in both the Dow
Jones Sustamnabilty World and Europe Indices for the 12th year
running The Indexes track the economic, environmental and social
performance of leading sustainability-driven companies worldwide
The Company’s overall score was 879%, mamntaining our place as
industry leader

We featured in the Carbon Disdlosure Project’s Carbon Disclosure
Leadership Index, with a score of 86% This index highlights
those companies in the FTSE 350 Index that have shown the most
professional approach to managing and disciosing their cimate
change impacts

For the second cansecutive year, we ranked second in the FTSE 350
for our approach to sustainability assurance in the annual Carbon
Smart ranking of assurance practices, and were highly commended
at PncewaterhouseCoopers’ annual Bullding Public Trust Awards for
‘People Reporting in the FTSE 100’

We were also listed as a component of the STOXX Global £5G
Leaders indices, an innovative series of environmental, social and
governance (ESC) equity indices owned by Deutsche Borse

(the German Stock Exchange) This index model allows investors
to understand which factors determine a company’s ESG ratng
and why these factors are important

We were recogrised by Ernst & Young South Afnca for the quality
of our integrated reporting, following their assessment of the annual
reports and sustainability reports of companies wath a listing on the
Johannesburg Stock Exchange against guidelines published by the
tntemational Integrated Reporting Council
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Governance
Appointments to the Board

“We continue to ensure the balance of skills
and experience on the Board is aligned to
our Group strategy and creates a strong
leadership team for the business.”

Nominations Committee

Ann Godbehere
Dr Gerry Murphy
Kreran Poynter
Anthony Ruys

Current members

Richard Burrows (Chairman}
Chnstine Mornin-Postel
Karen de Segundo

Dr Richard Tubb
Savio Kwan
Image removed

Attendance at meetings in 2013
Name Atenchd/ b (o attend
Richard Burrows 4/4
Karen de Sequndo’ 3/4
Ann Godbehere 4/4
Chnstine Monn-Postel! /4
Dr Gemry Murphy, 4/4
Kieran Poynter 4/4
Anthony Buys 4/4
Dr Richard Tubb 474
Sir Micholas Scheele? 2/2
Robert Lerwill? 242

Notes

1 Karen de Segundo was unable to attend one meeting as It was ad hoc and organised on
short notice (ee note 4} Christine Morin Postel was unable o attent one of the scheduled
meetings due to a famity bereavernent

2 SirNicholas Scheele and Robert Lerwill ceased 1o e members upon therr retirement as
Non-Executive Directors at the ACM on 25 Apnl 2013

3 The Chuef Executive and Group Human Resources Director regularly attend meetings by
wvitabion but are not members

4 The Committee held faur meetings in 2013 three of which were scheduled and one of
which was convened at shert notice to consider a Board appointment

5 Sawio Kwan became a member on his appointment to the Board in January 2014

Role
The Nominations Committee 1s responsible for

—reviewing the structure, size and composition of the Board and
Management Board to ensure both have an appropriate balance
of skills, expertise, knowledge and (for the Board) independence,

-reviewing the successton plans for the Executive Directors and
members of the Management Board,

—ensurnng that the procedure for appointing Directors 15 ngorous,
transparent, objective, ment-based and has regard for diversity,

-making recommendations to the Board on suitable candidates
for appointments to the Board and Management Board, and

—assessing the time needed to fulfil the roles of Chairman, Senior
Independent Director and Non-Executive Director, and ensuring
Non-Executive Directors have sufficient time to fulfil their duties

For the Committee’s terms of reference visit
wrww bat com/governance

+
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Key activities in 2013

—reviewing succession planning for the Executive Directors
and for the Management Board,

—reviewing the creation of bespoke Development Plans for high
potential canchdates for Executive Director and Management
Board roles (covenng the key expenence required for further
progression, mentonng, and education opportunities),

—considenng the reurement of John Daly from the role of COQ on
31 December 2013, and his resignation from the Board of the
Company on 6 April 20714 The Committee agreed, based upon
its review of succession planning, that it would not appoint a
replacement COQ at this stage and recommended to the Board
that the Group’s current Regional Directors and Operations
Director report directly to the CEQ, and

~the recruitment of Savio Kwan as a Non-Executive Director

Terms of appointment to the Board

The Executive Directors have rolling contracts of one year Details of
the Company’s policy on Executive Directors’ service contracts and
the terms of appointment for Non-Executive Directors are set out n
the Remuneration report on pages 76-79

The Non-Executive Directors do not have service contracts with

the Company but instead have letters of appomntment for one year
only, which include their expected time comnuitment of 25-30 days
per year, and which are considered for renewal around the time of
the Company’s AGM when each Director 1s subject to election or
re-election by the shareholders (see below) The Board takes into
account the need for 1t to refresh its membership progressively over
tume Non-Executive Directors are normally expected 1o serve for six
years They may be invited to serve for longer, but additional service
beyond six years 1s subject to ngorous review, and service beyond
nine years is unlikely

The Committee 1s responsible for identifying candidates for posibons
on the Board This process includes an evaluation of the skills and
expenence to be looked for in candidates to ensure continuing
Board balance and relevant expenience The selection process will
generally involve interviews with several candidates, using the
services of specialist external search firms to identify and shortlist
appropriate candidates A balanced list including both genders 15

a requirement of any shortlist This process was followed for the
recruitment of Savio Kwan, who was shortlisted by an independent
external consultancy, Odgers Berndtson, and interviewed by the
Chairman, Executive Directors, and members of the Commuttee,
which then recommended his appomtment to the Board

Annual General Meeting 2014

At this year's AGM on 30 Apnl 2014, the Company will be
submitting all ehgible Directors for re-election (all Directors, with the
exception of Anthony Ruys) and, in the case of Savio Kwan, election
for the first ume Anthony Ruys, having served on the Board for
eight years, will retire at the conclusion of the 2014 AGM

The Charman’s letter accompanying the AGM Notice confirms

that the performance of the Directors being proposed for re-election
continues to be effectve and that they continue to demonstrate
commitment to therr roles as Non-Executive Directors, including
commitment of the necessary tme for Board and Commuttee
meetings and other duties Biographical details are also provided
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Remuneration Report
Annual Statement

“We have listened carefully to the points
raised by shareholders and we believe
that we have achieved a fair balance
to reward Executive Directors for
delivering sustainable value.”

Dr Gerry Murphy
Chairman, Remunerabion Committee

Dear Shareholder,

This Report 15 the first in the new format following the introduction
of new UK Government regulations in respect of rernuneration
chsclosures It s spht into two distinct sections a policy report which
looks forward to the Group's proposals for remuneration for the
next three years and an annual report on remuneration, which

sets out the work of the Committee in 2013 and the payments

and awards made to Executive Directors duning the year Together,
they provide a comprehensive picture as to how the Comnuttee
seeks to link executve remuneration with the Company’s strategy
and performance

As many of you will know, the Commuttee completed a
comprehensive review of executive remuneration during the year
We came to the conclusion that the broad structure of our existing
remuneration arrangements continues to serve shareholders well
and rewards management appropriately Consequently, the changes
we have introduced are focused and hmited, remaining faithful to
our estabhished prnciples of simphaty and transparency while at the
same time ensuning closer ahgnment with the Company’s strategy
and long-term shareholder interests

The principal changes are

—The introduction of an individual performance adjustment factor
in the annual Interational Executive Incentive Scheme (IEIS) to
reward outstanding {(or penalise poor) performance of the semor
management population, Including the Executive Directors
Thss adjustment factor can, where applied, adjust the award
outcome for an mdmvdual executive upwards by erther 10% or
20% or downwards by 50% in refation to the corporate result
However, with regard to its application to any Executive Directar,
any upward adjustment wall operate within the current scheme
maximum award levels, 1 e 200% for the Chief Executive and
18096 for the other Executive Directors The new indmdual
performance element is being introduced for all of Batsh
Amenican Tobacco's 220 sentor managers (for performance in
2014, recogrised in 2015} and the assessment of an individual’s
performance will be based on an established and rabust annual
appraisal methodology

—The introduction of net turnover (NTQ) as a metnc in our
long-term incentive scherme (LTIP) Under this metric, 25% of
LTIP share awards will vest for compound annual growth in organic
sales over a three-year pertod of between 2% (6% vesting) and
5% (25% vesting)

~The reduction of the TSR component in the LTIP
The TSR-dependent weighting of the LTIP drops from
509% to 259, focusing solely on the more relevant global
consumer companies’ (FMCC) comparator group No change
n vesting conditions 1s proposed under this metric
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—Earnings per share (EPS) Thus retains its 50% weighting but moves
to an absolute growth range of 5-10% vs the current range of
UK RPI + 3 to 8% since UK inflation has ninimal relevance to our
global operations

I wrote to around 40 of our major shareholders outlining these
propasals, offening to meet to discuss them n person As a result,
| spoke with around half of those contacted between September
and November 2013 A broad range of views and opinions were
raised, but the majonty coalesced around four themes

—Why had we chosen an individual performance adjustment factor
and how would it be applied in practice?

—Why had we reduced the weight of TSR in the LTIP and introduced
NTO as a metnc?

—Had the Commuttee set a stretching target for NTO and, more
particularly, EPS performance?

- Could the long-term alignment of interests between Executive
Directors and shareholders be improved further?

In relation to the first of these, we wanted to be able to recogrise
outstanding individual performance i supporting strategic

delivery (and penalse poor individual performance) in a direct and
immediate way The mecharnism to do this ensures that indmdual
performance i1s only recognised If business performance objectives
have been met One of BAT's distnguishing features and a real
source of competitive advantage has been, and continues to be,

its strong collegiate culture and the new approach to recognising
individual as well as team performance will apply to the entire senior
management population, not just the Executive Directors We were
also mindful that while there are good reasons for rewarding
individual performance, the quantum needed to be set at a level that
acknowledged the cultural context — hence the decision to cap the
maximum adjustment factor at 20% The Commuttee has agreed
that it will provide a full raticnale for any application to an Executive
Director’s IEIS award supplemented by disclosing the distribution of
outcomes for the relevant senior management population

With regard to TSR, we had a very broad range of views with some
shareholders expressing concern about the reduction n the overall
weight of the TSR components and others saying that we should
eliminate TSR altogether In the round, | believe that retaining

the 25% TSR companent, assessed against the most relevant
competitive set of global companies, 15 justified | also believe that
the introduction of NTO as an indicator of orgaric business growth
i1s timely and appropriate The Committee believes that this organic
sales growth measure captures trends fundamental to delivering
the Company’s strategic abjectives — growth of higher margin
Clobal Dnve Brands, the impact of product innovation, geographic
shifts, developments in pricing and valume - and will serve to
strengthen the link between scheme design and business strategy
tn order to allay any concerns that incentivising NTO growth might
risk rewarding growth in sales without corresponding growth in
profit, we have decided that the NTO component will be subject
to an economic underpin No vesting will occur under this measure
unless the carresponding three-year compound annual growth rate
(CAGR) of undertying operating profit (UOP}) at constant currency
exceeds the CAGR at the mimimum threshold performance levels
for UOP as defined in the IEIS
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Remuneration Report
Annual Statement continued

Regarding the specific target and ranges for the measures used
for both the annual and long-term ncentive schemes, | would
point out that these are entirely consistent with the Company’s
long-term strategy to deliver sustainable high single digit EPS
growth while at the same time making very significant revenue
and capital investments which will underwrite that sustainability
As descnibed elsewhere in this Annual Report, British Amencan
Tobacco 1s investing in new product developments, in the
fast-growing non-combustible arena, in globally integrated
information systems — all of which will drive and sustan long-term
growth in shareholder value while at the same time delivenng

a level of financial performance consistent wath shareholders’
expectations | believe it 1s essential that the ranges agreed by
the Commuttee for the NTO and EPS are understoad in this
business context

Some shareholders wanted to see a greater emphasis on ‘returns’
In our ncentrve programmes In this regard, please refer to the
commentary from our Chief Executive on the Group’s return on
capital employed (ROCE}) in the Chief Executive’s Overview in

the Strategic Report, where we report on this for the first time

We will keep this matter under review but, for now, the Committee
15 satisfied that the 60% wetghting in the IEIS for delivery of
demanding profit and cash targets and 50% weighting for EPS
growth in the LTIP prowvides sufficient focus on hard measures of
economic output and cash disciphine

Finally, several investors wanted to see more alignment between
the interests of Executive Directors and those of shareholders

In response to these requests, the Comimuttee has incorporated
the following elements into the Pohicy

- Anincrease to the mimimum shareholding guidelines to
400% of base salary for the Chief Executve and to 2509 of
base salary for the other Executive Directors (previously 300%
and 200% respectively)

—Any long-term incentive awards made from 2014 and outstanding
at the date of departure of an Executive Director will not now vest
until the onginal vesting date Departing Executive Directors will
retain an interest In a particular LTIP award’s performance for up
to two years following therr departure

The Committee recognses its responsibiiity to exercise and explain
to shareholders its judgement in choosing and setting performance
targets and concluding on results delivered by management

agamst those targets The Committee also retains discretion to vary
outcomes In excephional arcumstances where the overall application
of the schemes produces results that are anomalous or unfarr to
either management or shareholders and wall explain dearly any

such exerase of discretion

We have listened carefully to the ponts ransed by shareholders and
the Commuttee has responded by making several key changes to
the onginal proposals | am very grateful to those shareholders who
engaged with us as we developed the Policy presented here
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Given the practical requirements for the IEIS annual award and

the LTIP to be based on full financial years, the Commuttee has
introduced these changes to the policy with effect from 1 January
2014 It will become our Future Policy if approved by shareholders at
the AGM in April 2014 1 look forward to reporting against it in detal
next year

As the Chief Executive’s overview highlights, the Group'’s
performance in 2013, in continued challenging global market
conditions, has been robust with strong sales, pnmanly through a
balanced approach to pniang and driving the higher margin Global
Drnive Brand portfolio, supplemented by a sharp focus on efficiencies
to improve margin and deliver healthy growth i operating profit
This strong operating performance has also been reflected n
excellent cash conversion to mamtain the strength of the Group’s
balance sheet and enable continuing return of cash to shareholders
in the form of dwdends and share buy-backs

This satisfying business performance during 2013 15, | believe,
appropnately and accurately reflected in the measures we have
chosen to track the Group’s performance — in terms of profit and
cash, the fundamental strategic yardsticks of market share and
Global Drive Brand growth ~ and in the outcome of the IEIS with
awards achieved for the Chief Executive and the Executive Directors
of 162 7% and 146 4% of base salary respectively

The vesting level of the 2011 LTIP at 49 2% 15 also reflective of the
tough global econormic environment and n particular currency
fluctuations In spite of achieving a CAGR of 10 7% for EPS

when measured on a constant currency basis over the three-year
performance penod, the recent appreciation of sterling has meant
that EPS measured at current rates of exchange has grown only

by a CACGR of 4 1% over this penod These substantal currency
headwinds have not only reduced reported EPS performance but
also held back TSR performance relative to companies which are far
less exposed to non-sterling earnings (n this respect, | believe that
the changes to the LTIP metncs the Commuittee has implemented for
awards for 2014 and beyond will serve to better align perfarmance
outcomes to management performance

Finally, the Commuttee agreed the terms of the retirement 1in April
of the outgoing Chief Operatng Officer, John Daly, at its February
meeting, awarding him ‘good leaver” status in respect of long-term
ncentrve plan and deferred annual share plan awards

The Commuttee beheves it has achieved a farr balance to reward
Executives for delivening sustainable value and | hope that we can
count on shareholders to support both our policy revisions as well
as our annual report on remuneration at the forthcoming AGM

Gerry Murphy
Charrman of the Remuneration Committee
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Remuneration Report
Policy Report

Policy Report
Introduction

This policy section of the Remuneration Report (the *Policy
Report’) sets out and descnibes the policy that has been apphed
by the Company from 1 |anuary 2014 and which will, subject to
shareholder approval at the AGM on 30 Apnl 2014, become the
approved policy applicable to Executive Directors for three years
from the date of that AGM If approved, it will be displayed on
the Company’s website, in the investor relations area, as soon as
practicable after the 2014 AGM

The Policy Report has been prepared in accordance with the relevant
provisions of the Companies Act 2006 and on the basis prescnbed

in The Large and Medium-sized Compantes and Groups (Accounts
and Reports) (Amendment) Regulations 2013 (the ‘Regulations’)
Where required, data has beert audited by PricewaterhouseCoopers
LLP and thus 1s Indicated appropnately

To aid understanding of this report, we have included an
explanation of how our forward-fooking policy differs from the
policy in operation for the 2013 financial year and the process by
which these changes were developed and incorporated

Principles of remuneration

The Commuttee considers the remuneration policy annually

to ensure that it remains aligned with business needs and 15
appropriately positioned refative to the market Its overniding
objective 15 to reward the delivery of the Group’s strategy in a
manner which s simiple, straightforward and understandable

The remuneration package comprises core fixed elements (base
salary, pension and other benefits) designed to recogruse the skills
and expenence of our Executive Directors and to ensure current
and future market competitiveness in attracting talent In addition,
two performance-based vanable elements (a single cash and
share incentve annual bonus plan (IEIS), and a single long-term
incentwe scheme (LTIP}) are designed to motivate and reward the
delivery of growth to shareholders on a long-term sustainable basis
The performance-based elements form an approximate range of
70% to 80% of the total remuneration package

This approach has remained largely unchanged for a number of
years and following a review in 2013 we believe this approach
continues to be generally appropriate However, a number of
revisions to the remuneration policy were proposed as a result
of the review and, following discussion with and feedback from
shareholders, further changes have been incorperated into our
2014 pohcy This 1s discussed in more detail in the section below

Policy Review 2013 — Improving Alignment of Remuneration
with Shareholders’ Interests

The policy review was based on a number of key objectives

—to ensure that remuneration rewards the delivery of British
Amenican Tobacco's strategy,
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—to remam aligned to the UK market while enabling the Company
to recruit and retain top talent internationally,

—to keep incentive plans as smple and transparent as possible, and

—to ensure that long-term shareholder interests are taken into
account in the development of policy

The Company’s strong performance, delivenng top quartile total
shareholder retums since 2003, provided additional context to the
review We believe that our pohcy has served shareholders well and
rewarded management appropnately for consistent outperformance
In previous years The review focused on the vanable compensation
components, in particular, the design, award levels, performance
metrics and therr alignment to medium and long-term strategy
The Company was keen to undertake an engagement process
with investors as part of the formulation of the revised policy

The Chairman of the Committee wrote to and offered meetings
with some 40 key shareholders and representative groups and
discussed the Committee’s proposals personally with around half
of those contacted

Summary of key changes

IEIS Introduction of an indmdual performance element

We have introduced an indvidual performance element into the IEIS
for all sewor management, including Executive Directors Such a
measure strengthens the link between indnadual performance and
reward while akigring both of these elements to Bntish American
Tobacco’s underlying strategy as reflected in the IEIS performance
metncs Qutstanding personal performance can, at the Commuttee’s
discretion, result in an Executive Director’s overall corporate IE(S
bonus being adjusted upwards by up to an additional 10% or

20% of the corporate result Poor personal performance can, at the
Committee’s discretion, result in an Executive Director’s overall IEIS
bonus being adjusted downwards by 50% of the corporate result
The adjustment factor will only apply within the current maximum
bonus potential under the IEIS, 1e 200% for the Chief Executive and
180% for the other Executive Directors

As a consequence of introducing the adjustment factor to apply for
performance 1n 2014, recogrused in 2015, the Committee expects
that future salary increases will be aligned with pay inflation in the
wader Bribish American Tobacco UK population, except in those
exceptional circumstances, such as where a recently appointed
Executive Director’s salary 1s increased to reflect hus/her growth in
the role over tme or where significant addittonal responstbilities are
added to the role
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Remuneration Report
Policy Report continued

Annual Incentrve Scheme Change to the Global Dnive

Brand (GDB) Volume Metrnic

For 2014, the GDB volume metric has been augmented to include
the Rothmans brand as an additonal GDB and also the brands State
Express 555 and Shuang Xy, being Key Strategic Brands associated
with the CNTC joint venture

Annual Incentive Scheme Introduction of a claw-back element in
respect of the Deferred Share Award component

A malus provision has been introduced into the deferred share
eferment of the IEIS to align it wath a similar provision already in
existence in our long-term incentive plan This will apply where the
Board considers there has been a material misrepresentation by any
person in relation to the performance of the Company and/or the
partictpant which the Board believes has influenced the extent to
which any pnior award vested or where any other event has anisen
which the Board considers, inits absolute discretion, justifies such

a reduction

Long-Term Incentive Plan (LTIP)
A reformulation of the LTIP performance metncs to reinforce

alignment with BAT's key strategic objective of delivening sustainable
balanced growth

Net turnover (NTO), mult-year growth in organic sales measured
on a constant currency basis, 1s introduced for the first tme

This measure provides the best indicator of business sustainabihty,
capturing elements such as volume and price development,
geographic trends, growth of higher margin Global Drive Brands, as
well as the impact of product innavation — all key in delivening the
Company’s growth objectives The new measure, weighted at 25%,
has a target range of compound annual growth (CAGR) of 2-5%,
consistent with the Company’s strategic objectives for balanced
growth in revenue, operating profits and net earmings  To alleviate
concerns expressed by some shareholders, this metnc s subject to
an economic underpin no vesting will occur for NTO unless the
corresponding three-year constant currency CAGR of underlying
operating profit exceeds the CAGR of the threshold performance
level for underlying operating profit, as defined annually in the IEIS
and which 1s approved by the Board

The new metnc for NTO replaces the total shareholder return (TSR}
measure agamst the FTSE 100 comparues TSR against the more
relevant global FMCG comparator group, with its 25% weighting,
Is retained in 2014
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The existing adjusted diluted earnings per share (EPS) measure 15
also retained wath a 50% weighting within the scheme, but moving
to an absolute growth range of 5~10%, based on current rates of
foretgn exchange, versus the previous range of UK RPI + 3-89,

as UK inflation is of littie relevance to the Company’s business which
is truly global both in terms of asset base and sources of income

Long-term shareholding by Executive Directors

Our onginal proposals did not incorperate any changes in this area
However, dunng the consultation exerase, a number of shareholders
expressed a wish to see greater ahignment between the interests of
Directors and shareholders

The Commuttee has therefore decided to increase the shareholding
guidelines to 400% of base salary for the Chief Executive (up from
3009) and to 250% of base salary (up from 2009%) for other
Executive Directors In addition, any long-term incentive awards
granted from 2014 onwards will now vest at the onginal vesting
date with no accelerated vesting if the Director retires during

the performance penod As a consequence, departing Executive
Directors will retain an interest in a particular scheme’s performance
for up to two years following ther departure
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Future Policy Table - Executive Directors

Base salary
How the element supports the Company's strategic objectives

To attract and retam high calibre indmiduals to deliver the Company’s strategic plans by offering market competitive levels of guaranteed
cash, to reflect an individual’s skills, experience and role within the Company

Operation of the element

Base salary is paid in 12 equal monthly instalments during the year

Salanes are normally reviewed annually in February (with salary changes effective from Apnl} or subject to an ad hoc review on a significant
change of responsibihties

Salanes are reviewed against general UK pay trends and a company size and complexity mode! based on UK companies, coupled with
the Pay Comparator Group (see note 1, page 72) Further reference is also made for discusston purposes only, to published salary data of
internationally listed companies of a similar size and complexity The Commuttee wall exercise its judgement to vary the constituents of the
Pay Comparator Group over the life of this remuneration policy

Base salary 1s pensionable

There are no contractual provisions for claw-back or malus in place for this element

Maximum potential value

Increases from current levels stated in the Annual Report following the 207 4 salary review will generally be in line with other UK-based
employees in the Group The salary of a recently appointed Executive Director as he or she progresses in a role may exceed the average
salary increase to reflect the accrual of experence A change in responsibilities may also be reflected in an abave average increase in salary
Promotion feading to a complete change of role would be considered in line with the Commuttee’s approach to recruitment

Year-on-year increases for Executive Directors, currently in role, will not exceed 10% per annum duning the policy penod

Performance metnics used, weighting and tume penod apphcable

None

Benefits
How the element supports the Company’s strategic objectives

To provide market competitive benefits consistent with role which
—allow the attraction and retention of high calibre individuals to deliver the Company’s strategic plans, and

-recognise that such talent 1s global in source and that the availability of certain benefits (e g reocation, repatnation, taxation comphance
adwvice) will from time to time be necessary to avoid such factors being an inhibitor to accepting the role

Operation of the element

The Company currently offers the following contractual benefits to Executive Directors a car or car allowance, the use of a driver, tax
adwice (in instances where multi-junsdictional tax authonties are involved), tax equahsation payments {where appropriate), pnvate medical
insuranke, inclucing general practitoner *walk-In” medical services, personal life and accident insurance, relocation and shipment of effects
and associated expenses on appomtment and at the end of tenure, in each case where the indvdual 1s not a long-term resident of the UK
(including housing and education allowances or similar arrangements as appropriate to family crcumstances) Qther benefits not identified
above may be offered, if in the Committee’s view, other benefits are necessary in order to remain aligned with market practice
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Remuneration Report
Policy Report continued

Other benefits, such as legal fees spent In reviewing a settlement agreement on departure may also be provided where appropriate
With the exception of the car or car allowance, 1t s also practice to pay the tax that may be due on these and any similar benefits

Further, HM Revenue & Customs may classify the provision of certain services and payments as taxable benefits These include the
nstallation and maintenance of home security systems, the rembursement of travel and related expenses, and other expenses incurred in
connection with individuat and/or accompanied attendance at certain business functions and/or corporate events it is also the Company's
practice to pay the tax that may be due on these types of benefits

Maximum potential value

The maximum potential values are based on market practice for indmduals of this level of seruority and considerations of a cost that 1s
affordable to the business together with a range of benefits consistent with market practice

The maximum annual berefit that can be offered for each element 1s
—car or car allowance £20,000 (subject to penodic inflahon-related increases),
—use of a company driver variable maxima as the actual cost 1s dependent on the miles driven in any year,

—vanable maxima will apply to the cost of pnvate medical insurance which 1s dependent on an ndwidual’s medical history and 1s provided
on a family bass,

- GP ‘walk-n’ facility £5,000 per annum,
— personal hfe and acadent insurance designed to pay out at a multiple of four and five times base salary respectvely,

~nternational tax advice as required, but not exceeding £30,000, and tax equalisation payments as agreed by the Commuttee from time
to time, and

—relocation and shipment expenses for non-UK citizens at the beginning and end of service as an Executive Director (if appropnale)
up to £200,000 together with housing and education allowances or other similar arrangerments appropnate to the individual’s
farmily circumstances

It)s the Company’s practice, in addition to prowiding the benefits to the values stated above, to also pay the tax that may be due on these
and other similar benefits

There are no contractual provisions for claw-back or malus

Performance metrics used, weighting and time pencd applicable

None

Pensions
How the element supports the Company’s strategic objectives

To provide competitive post-retirement benefit arrangements recognising beth the individual’s length of tenure with the Group and the
external environment in the context of attracting and retaining high calibre individuals to deliver the Group's strategy

Operation of the element

British Amertcan Tobacco UK Pension Fund (the ‘Pension Fund’) - non-contnbutory defimed benefit secton

The early retirement rules in the Pension Fund permit a member to draw the accrued retrement pension within five years of Fund normal
retrement 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 his 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
indwidual aircumstances but do not exceed 1/40th of pensionable salary for each year of pensionable service The defined benefit section
closed to new members wath effect from 1 Apnl 2005

The Pension Fund includes provision for spouses’ and children’s 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 as s a pension
equal to half of the member’s prospective pension at normal retirement age, shared equally between any eligible children A spouse’s
pension payable in the event of death after retirement 1s equal to half of the member’s pension, irrespective of any previous decision
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to exchange part of the benefit for a lump sum at retirement Eligible children share equally a pension equal to half of the member’s
full pension

British American Tobacco UK Pension Fund - defined contnibution section

indviduals joining the organisation since April 2005 participate I a defined contrbution arrangement On the appomtment of a new
Executive Director a contribution of up to the equivalent of 35% of base salary would be made The actual level of contnbution paid
to the Pension Fund 1s restnicted to take into account the annual allowance and lifetime allowance with any balance payable as a gross
cash allowance

Unfunded unapproved retirement benefit scheme (UURBS)

The Pension Fund retains a scherne-specific salary cap, currently £141,600 effective 1 Apnil 2013, which 15 adjusted in Apnl each year in ine
with the Retall Pnces Index as at September of the previous year Where an individual 1s entitled to benefits calculated on a base salary that
exceeds the scheme-specific cap, these are accrued in the Company’s UURBS Pension accrual m the UURBS will not exceed the accrual rate
applicable to the indvidual in respect of thesr Pension Fund entitlement (maximum 1/40th per annum) In addition, where pension accrual
in the Pension Fund exceeds the UK regulated annual and Iifetime allowances, subject to the indnadual’s consent, benefits are adjusted to
remain within these hmits with any excess being provided through the UURBS

Upon retiremenit, Executive Directors who have accrued benefits in the UURBS will have the opportunity to receive this elerment of therr
overall entitlemnent either in the form of a single lump sum or as an ongong pension payment Lump sums in lieu of a pension entitlement
in the UURBS are subject to a decrement of between 19% and 21%, depending on age In addition, a further reduction that recognises the
Company’s hability to employer’s national insurance will also be made

Pensionable pay covers base salary only and therefore bonus awards and the value of benefits in kind are not pensionable

Maximum potential value

Internal appointees as Executive Directors may have existing defined benefit or defined contribution pension entitlernents with the Group
which will erdinanly remain unchanged Pension benefits and entitlements will continue to be calculated with reference to an individual’s
base salary

Pension entitlernents for external appointees as Executive Directors will be subject to negotiation taking into account the relevant annual and
Iifetime allowances, will be defined contnbution in nature and wall not exceed 359 of base salary in value

Performance metnics used, weighting and time penod apphcable

There are no performance metncs

Pensions in payment are paid monthly or quarterly tin accardance with the rules of the relevant sectron of the Pension Fund

Short-term incentives International Executive Incentive Scheme (IEIS)
How the element supports the Company’s strategic objectives

To incentivise the attanment of corporate targets aligned to the strategic objectives of the Company on an annual basis

Performance-based award in the form of cash and deferred shares, so that the [atter element ensures alignment with shareholders long-
term nterests

Strong ahgnment and linkage between individual and corporate annual objectives via the application of an indwidual performance
adjustment factor te the corporate result

To ensure, overall, a market competitive package to attract and retamn high calibre individuals to deliver the Group's strategy

Operation of the element

IEIS comprises an annual award referenced to base salary which is normally paid approxmately three months after the end of the financial
year to which it relates 50% 1s paid immediately in cash and 50% of the total bonus amount 1s awarded in shares through the Deferred
Share Bonus Scheme — DSBS

Deferred shares attract a cash payment equivalent to the dividend on the after-tax position of all of a participant’s unvested ordinary shares
held in the DSBS at the dwvidend record date

Any indivadual performance element awarded (being an adjustment factor of either 109 or 20% of the annual corporate result) 1s paid In
cash In cases of identified poor individual performance, the corporate result will be reduced by 50%
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The Remuneration Committee sets the perforrmance targets each year and 1s able to vary the exact measures and the weighting of them
from year to year

The corporate result under the IEIS for the pnor year is based on achievernent against targets set and 1s reviewed by the Remuneration
Committee in February each year The Group's external auditors adopt specified procedures to assist the Committee’s assessment of the
calculations used to determine the IEIS corporate bonus outcomes and future targets

The total payout 15 determined by the Company’s performance under each measure relative to that measure’s performance target
The Commiltee may adjust the payout in arcumstances where, in its judgement, the overall performance of the Company warrants a
different outcome, whether higher or lower, than that determined by the apphcation of the bonus formula

A malus facility has been introduced under which part or all of a DSBS award can be recovered where there has been a matenal
misrepresentation by any person in relabion to the performance of the Company and/or the participant which the Board believes has
mfluenced the extent to which any pnor award vested or where any other event has ansen which the Board considers, 1n its absolute
dhiscretion, justifies such a reduction

Awards under the annual incentive scheme are not pensionable and no element of the bonus 15 guaranteed

Maximum potential value and payment at threshold

The maximum annual bonus opportunity for the Chief Executive (iIncluding any indimdual adjustment factor) s 200% of base salary

The equivalent bonus opportunity for the other Executive Directors 1s 180% of base salary The individual adjustment factor 1s capped so that
under no circumstances can the maximum award levels of 200% and 180% respectively be exceeded No bonus is paid at the threshold
level of performance, which must be exceeded for any element of the bonus to be paid

The annual ‘on-target” bonus opporturity for the Chief Executive 15 100% of base salary (increasing up to 120% if the Committee assesses
indmvidual performance as outstanding and apphes the individual adjustment factar at 20% to an ‘on-target’ corporate result) the maximum
award under any circumstances 1s 200% of salary

For the other Executive Directors, the ‘on-target’ bonus oppartunity 1s 90% (increasing up to 108% If the indivdual adjustment factor 15
awarded at a 20% level, based on an ‘on-target’ corporate result) with a maximum opportunity under any circumstances capped at 180%
of base salary

Performance metrics used, weaighting and time perod applicable

For 2014, the IEIS contains four corporate perfarmance measures and weightings measured over the financial year

(1} Adjusted profit from operations (40%) ~ this is the profit from operations of the Group's subsidiaries at constant rates of exchange
adjusted for the items shown as memorandum information in the Group Income Statement It s the Group’s medium to long-term aim
to grow adjusted profit from operations on average by 6% annually

(2) Increase in the Group’s share of key markets (20%) - this 1s the Group’s retall market share in its key markets, which accounts for around
80% of the volumes of the Group’s subsidiaries The aim 15 to increase the Group's share year on year The informaton used in this
calculation 1s based on information (available on subscription} on retail audit share The process is subject to rebasing as and when the
Groups’ key markets change When rebasing oceurs to reflect changes in the sample or estimated market size, the Company will also
restate history and provide fresh comparative data on the markets

(3) CGlobal Dnve Brand and Key Strategic Brands volumes (20%) - this compnses (1) the cigarette volumes of the following GDB brands sold
by the Group’s subsidianes Dunhill, Kent, Lucky Strike, Pall Mall and Rothmans (a new addition as a GDB from 2014), including volumes
of the Fine Cut vanants of the above brands sold in Western Europe, and (2) the agarette volumes of State Express 555 and Shuang X,
being Key Strategic Brands associated with the CNTC joint venture

The aim 15 to improve the quality of the Group’s portfolio by increasing the volume of GDBs faster than the rest of the brands in the
Group's portfolio

{4) Cash flow from operations (20%) — 1s defined as the free cash flow excluding restructuning costs, dividends and other appropnations
from associate undertakings as referenced to the cash flow and net debt movements The aim 1s to generate the optimal level cash flow
while continuing to invest to support the short, medium and long-term requirements of the business A speaific target s set each year




69 British American Tobacco
Annual Report 2013 Strategx Report Governance Financials

Three levels of award attainment relative to the measures are defined under the IEIS

(1) Threshold (which must be exceeded to attract any bonus pay-out in respect of that measure),

(2) Target (which amounts to the budgeted performance), and

(3) Maximum (the level of performance exceeding budget and at which the bonus pay-out for that measure 1s capped)

An award 15 pro-rated In respect of attainment between the measures set out above The specific performance targets for each measure are
considered to be commercially sensitive and are not disclosed Indicative performance agamst them wall be disclosed in the Annual Report
on Remuneration in the following year

An indwvidual performance element may also be awarded by the Remuneration Commttee based on its assessment of the Executive
Director’s performance against specific individual KPls set at the beginning of the year This element is applied to the corporate result
but 1s subject to the maximum award imit as explained above

Long-term mncentives Long-Term Incentrve Plan (LTIP}
How the element supports the Company’s strategic objectives

To incentivise long-term sustainable growth in total shareholder return (TSR), adjusted diluted earnings per share (EPS) and net turnover
(NTQ), over a three-year penod, and to attract and retain high cahbre individuals required to deliver the Company's strategic plans

To put in place a combination of measures with appropnately stretching targets around the long-term plan which provides a

balance relevant to the Company’s business and market conditions as well as pronding aignment between Executive Directors and
shareholders In setting performance cntena and thresholds/targets, the Committee takes account of the Group’s long-term plans and
market expectations

Qperation of the element

Discretionary annual awards of shares with vesting levels based on the achievement of defined and appropnately stretching targets
which for 2014 are relative TSR, EPS growth and NTO growth aligned to Group's strategic objectives over a three-year performance and
vesting period

TSR - performance 1s measured against a peer group of international FMCG companies using the return index calculated by Datastream
and reviewed by the Company’s remuneration consultants TSR 1s measured on the basis that all companies’ dividends are reirvested n
the shares of those compares The return is the percentage increase \n each company’s index over the three-year performance penod
The opening and closing indices for this calculation are respectively the average of the index numbers for the last quarter of the final year
of that performance period — this methodology 1s employed to reflect movements of the indices over that time as accurately as possible

Alocal currency basis 15 used for the purposes of TSR measurement This approach 1s considered to have the benefits of simplicity and
directness of companson with the performance of the comparator companies

EPS — growth in adjusted diluted EPS for these purposes incorporates an increase in adjusted diluted EPS between the base year and the final
year of the performance perod, expressed as an annual growth rate over the penod

NTO 15 defined for these purposes as growth in gross turnover less excise, duties and rebates and 15 considered as the most appropnate
measure of the Company’s long-term business sustainabiity No vesting will accur for NTO unless the corresponding three-year constant
currency compound annual growth rate (CAGR) of underlying operating profit exceeds the CAGR of the threshold performance level for
underlying operating profit, as defined annually in the iEIS, as approved by the Board

LTIP awards vest only to the extent that the performance conditions are satisfied at the end of the three-year performance penod
The Remuneration Commuttee may apply its discretion to vary the outcome of the formulaic performance to ensure a farr result for both the
Executive Directors and the shareholders

Participants are entitled to receve a dvidend equivalent payment to the value of the dividends that they would have receved as shareholders
on therr vesting awards Any proportion of an award that lapses does not attract the payment of the LTIP dvidend equivalent payment

A malus facility 1s 1n operation under which a part or the whole of the LTIP award can be recovered where there has been a matenal
misrepresentation by any person in relation to the performance of the Company and/or the participant which the Commuttee believes
has influenced the extent to which any pnor award vested

The Remuneration Committee 15 able to vary the exact measures and the weighting of them from year to year, but will generally only seek
to make amendments to them following consultation with shareholders

Note - the Remuneration Commttee will also assess the performance of the LTIP awards made in 2012 and 2013 against the performance
condrtions applicable to those awards and which are set out In the notes to this Future Policy Table
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Maximum potential value and payment at threshold

Maximum award of shares permitted 15 400% of salary for the Chief Executive and 3009 for other Executive Directors Proportion of vesting
1s determined by reference to achievement of defined targets over a three-year performance penod in respect of three measures

—earnings per share (50%),
- total shareholder return {25%), and
—net turnover (25%)

A maximum vesting of 100% will result in the vesting of shares to a value equivalent to 4009 of the Chief Executive's salary as at the time of
award, plus the appropriate dvdend equivalent payment For other Executive Directors, a maximum vesting 100% wall result 1n the vesting
of shares to a value of 300% of salary as at the time of award, plus the applicable dvidend equivalent payment

If the threshold performance level were ta be attained i respect of all three measures, 20% of the onginal award level In respect of the
Chief Executive - shares with a value equivalent to B0% of salary - would vest, plus the appropriate dwdend equivalent attaching to the
shares vesting A threshold performance cutcome for the other Executive Directors would result in 20% of the onginal award level vesting
This amounts to shares with a value equivalent to 60% of salary, plus the appropnate dividend equivalent payment

Performance metrics used, weighting and time penod applicable

Performance conditions must be met over a three-year period in respect of three measures

(1) 25% of an LTIP award based on the Company’s TSR performance against a peer group of International FMCG companies {see note 2,
page 72) In the event of a top quartile performance by the Company relative to this comparator group, this element of the award vests
infull 6% vests for median performance and there s a pro rata vesting between these two ponts The TSR portion of an LTIP award will
not vest for below median performance

(2) 50% of an LTIP award 1s based on adjusted diluted EPS growth measured at current rates of exchange If the Company achieves a
compound annual growth rate of 10%, this element of the award will vest in full if 5% growth 1s achieved, then 8% of the award will
vest For performance between these two paints, a pro-rated award will vest If EPS growth over the pened s less than 5%, none of the
EPS portion of an award will vest

(3) 25% of an LTIP award 15 based on the compound annual growth rate of NTQ measured at constant rates of exchange If the Company
achieves a growth rate of 5%, this element of the award relating to NTO will vest in full If the Company achieves a compound annual
growth rate over the three-year period of 2%, then 6% of the award will vest n full There s a pro rata vesting between these points
The NTO portion of the LTIP award will not vest for growth below 2%

There 1s an underpin to the NTO measure whereby the corresponding three-year constant currency CAGR of underlying operating profit
must exceed the CAGR of the threshold performance levet for undertying operating profit (as defined annually in the IEIS and approved by
the Board) in order for an LTIP vesting payment in respect of the NTO measure to become payable

All-employee share schemes
How the element supports the Company’s strategic objectives

Executive Directors are ehgible to participate in the Company’s all-employee share schemes which are designed to ncentivise employees by
gmng thern an opportunity to builld shareholdings in the Company

Operation of the element

Sharesave Scheme — an HM Revenue & Customs (HMRC) approved scheme where eligible employees are granted savings-related share
options to subscribe for ordinary shares in the Company Options are granted to be exeraisable in conjunction with erther a three-year or
five-year savings contract with a monthly savings hmit of £250 Options are normally granted at a discount of 209% to market pnce at the
time of invitation Further to recent changes in legislation, the monthly savings imit will increase to £500, the Company intends to apply
this new savings mit duning the lifetime of this palicy
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Share Incentive Plan (SIP) — an HMRC-approved plan incorporating

(1) Partnershup Scherne — eligible employees can allocate part of their pre-tax salary up to a rmaximum of £1,500 in any year to purchase
shares in Company Shares purchased are held 1n a UK-based trust, normally capable of transfer to participants tax-free after a five-year
holding penod Further to recent changes in legislation, the annual value of ‘partnership shares’ that can be purchased will increase to
£1,800, the Company intends to apply this new limit dunng the lifetme of this policy

(2) Share Reward Scheme — eligible employees receive an award of shares in Apnl of each year in which the Scheme operates in respect
of performance 1n the previous finanaial year The performance conditions are aligned to those set for the IEIS in respect of the same
performance period The plan shares are held in a UK-based trust for a rmrimum period of three years and dunng that ttme the trust
will exercise its voting nights as directed by the plan’s participants The maximum individual award under the Share Reward Scheme
15 £3,000 Further to recent changes in legislation, the annual value of ‘free shares’ that can be awarded to employees will increase to
£3,600, the Company intends to apply this new limit dunng the lifetime of this policy

Maximum potential value

Sharesave Scheme the market value of the shares under option at the date of maturity of the Sharesave savings contract, less the grant pnce
of the option at the contract start date

SIP - Partnership Scheme the value of the shares purchased out of the potentral maximum annual purchase value of £1,800 at the end of
the five-year holding penod

SIP — Share Reward Scherne the value of the shares awarded out of the potential maximum annual award value of £3,600 at the end of the
three-year holding peniod

Performance metrics used, weighting and time perniod applicable

See above

Shareholding guidelines
How the element supports the Company’s strategic objectives

To strengthen the alignment between the interests of the Executive Directors and those of the shareholders by requinng Executive Directors
to build up a tugh level of personal sharehaolding in the Company

Operation of the element

Executive Dhrectors are required to hold shares in the Company equal to the value of a multiple of salary Arrangements apply to those
Executive Directors who do not, at any point, meet the requirements of the shareholding guidelines indwiduals may sell a maximum of up
to 50% of any shares vesting (after tax} under the Company’s share plans until the threshold for the shareholding gurdelines has been met
Shares earned but not yet vested under the Company’s share incentive plans are not taken into account when assessing comphance

Maximum potenbal value

Chief Executive 4009 of salary

Other Executive Directors 250% of salary

Performance metncs used, weighting and tme penod apphcable

None
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External Board appointments
How the element supports the Company’s strategic objectives

The Company recogruses the opportunities and benefits that accrue to both the Company and its Executive Directors who serve as Non-
Executive Durectors on the Boards of comparable comparnies

Operation of the element

Each Executive Director 1s imited to one external appointment, with the permission of the Board

Maximum potental value

Any fees from such appointments are retained by the individual in recogmition of the increased level of personal commitment required
Executive Directors may also serve as nominated directors on the Boards of the Company’s assoaate undertakings In such instances, the fees
will be paid to the Group and are not for the Individual’s account

Performance metrics used, weighting and time pencd applicable

None

Notes
1 The constituents of the Pay Comparator Group used in the review of base salary at the date of this report are as follows

AstraZeneca Reckitt Benckiser
BP Reed Elsevier

BT Group Royal Dutch Shell
Diageo SABMiller
GlaxoSmithKline Tesco

Impenal Tobacco Group Untlever

Pearson Vodafone

Philip Mornis International WPP Group

2 The current constituents of the FMCG peer group used to assess the Company’s TSR performance in respect of an LTIP award and as at
the date of this report are as follows

Anheuser-Busch InBev Impenial Tobacco Group PepsiCo

Campbell Soup |apan Tobacco Pernod Ricard

Carlsberg Johnson & Johnson Philip Morris International
Coca-Cola Kellogg Procter & Gamble
Colgate-Patmolive Kimberley-Clark Reclatt Benckiser

Danone LVMH SABMiller

Diageo Mondeléz International Unilever

Heineken Nestlé
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3 Dunng the year ended 31 December 2013, the Company undertock an extensive programme of communication with its key
shareholders on changes to its remuneration policy Thisis described in more detail earhier in this Pakcy Report section of the
Remuneration Report The following sets out the key changes to the previous remuneration policy of the Company which was in place
during the year ended 31 December 2013

Short term incentives [EIS

The definiion of brands constituting the Global Drive Brand performance measure has been extended For 2014, it compnses (1) the
agarette volumes of the following GDB brands sold by the Group’s substdianes DBunhill, Kent, Lucky Strike, Pall Mall and Rothmans (a new
addition as a GDB from 2014), including volumes of the Fine Cut vanants of the above brands sold 1n Western Europe, and (2) the cigarette
volumes of State Express 555 and Shuang Xi, beng Key Strategic Brands associated with the CNTC joint venture

For the deferred share element of awards made from 2014 onwards, a malus provision has been introduced under which part or all of this
deferred share bonus can be recovered where there has been a matenial misrepresentation by any person in relation to the performance of
the Company and/or the participant which the Board believes has influenced the extent to which any pnor award vested or where any other
event has ansen which the Board considers, in its absolute discretion, justifies such a reductron

An individual performance element has been introduced for performance in 2014, recognised 1in 2015, to further align indmdual
performance and reward outcomes to those of the Company An indmdual can recerve an additional 10% or 20% of the corporate result
for outstanding performance However, the application of this performance adjustment 1s capped so that the maximum bonus opportunity
available to the Chief Executive and the other Directors of 200% and 180% respectively cannot be exceeded Poor personal performance by
an individual can result in an overall IEIS bonus being adjusted downwards by 50% of the corporate result

Long-term incentives LTIP
For performance perods and awards commencing in 2014, the LTIP metrics will move from two to three measures The measures existing at

the time of the awards apply to the following LTIP awards May 2011 LTIP awards (vesting 13 May 2014), March 2012 LTIP awards (vesting
28 March 2015} and March 2013 LTIP awards (vesting 22 March 2016)

Measures applying from 2014 (vesting m 2017) Measures applying for 2011, 2012 and 2013 awards

EPS compound annual growth of 5% (threshold) to 10% EPS compound annual growth of 3% (measured at current rates of

{maximum), measured at current rates of exchange exchange) in excess of UK nflation tnggers threshold performance
Growth of 8% in excess of inflation would tngger maximurn vesting

Component weighting 50% under this measure Component weighting - 509%

Details of the calculations supporting this measure are set out in the
Annual Report on Remuneration

TSR relative to and measured against a group of international FMCG TSR relative to and measured against two groups of companies

comparues {consistent with previous years) To achieve threshold 1) a group of nternational FMCG companies (weighting 25%) and
vesting, median performance must be achieved versus this group i) the constituents of the London Stock Exchange’s FTSE 100 Index
if top quartile or above performance 1s achieved, maximum vesting {(weighting 25%)

under this metnc 1s triggered
Details of the calculahons supporting this measure are set out in the

Component weighting 25% Annual Report on Remuneration

NTO compound annual growth of 2% (threshold) to 5% N/A
{maximum), measured at constant rates of exchange There 15 an
underpin to this measure whereby vesting will only be tnggered if
fassuming threshold or above 1s achieved 1n respect of the measure)

the corresponding three-year constant currency CAGR of underlying
operating profit exceeds the CAGR of the threshold performance

level for underlying operating profit, as defined annually in the IEIS

and which 1s approved by the Board

Component weighting 25%

In respect of LTIP awards made from 2014 and beyond, departing Executive Directors will recerve vesting shares, conditional upon plan
performance, based upon the final vesting percentage measured over the full three-penod of the award There will be no application of
an early vesting percentage m respect of long-term incentive plan awards made in or after 2014 As a consequence, departing Executive
Directors will continue to have an interest in a particular LTIP award’s performance for periods of approximately two years following therr
departure from therr role

Shareholding guidelines

With effect from 1 January 2074, the mimimum shareholding requirements of the Chuef Executive and the other Executive Directors are
increased from 300% to 400% and from 200% to 250% of base salary respectively

4 The Remuneration Committee reserves the nght to make any remuneration payments where the terms were agreed prior to an
individual being appointed an Executive Director of the Company or prior to the approval and implementation of the Remuneration
Policy This includes the achievement of the applicable performance conditions, for Executive Directors who are eligible to receve
payment from any award made prior to the approval and implementation of the Remuneration Policy
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5 The policy in relation to the remuneration of the Executive
Drrectors applies in a similar form, with appropnate eligibility
cntena and gradations of salary, benefits and incentive awards
to the members of the Management Board and sentor
management The seruor management population (below
Management Board) operates wathin a job grading structure and
its most senmor members may participate in both the LTIP and
{EIS incentive arrangements  Award levels vary with senionty up
to the appropriate maxima expressed wathin the relevant scheme
rules Performance measures in both LTIP and IEIS are aligned
across the Group and for the IEIS locally relevant targets are set
as appropnate More junior members of the seruor management
population participate in the IEIS only

For UK employees of the Group, remuneration will cover annual
base salary, retirement plus other benefits and participation in
the Company’s annual short-term incentive scheme, including
ekgibility to participate in all-ermployee share plans

For employees employed cutside of the UK, remuneration policy
15 set in accordance with conditions in the local market place
Local policy 1s established wath reference to Group guidelines
concerning annual base salary relative to the local market,

the provision of retirement and other benefits (where locally
relevant) and participation in short-term incentive plans where
the incentive opportunity s established with reference to the
local market conditions

lllustrations of the application of the remuneration pohcy

The levels of rermuneration receved by Nicandro Durante and Ben
Stevens as Executive Directors for the first complete year in which
the policy applies are shown as the hypothetcal values of their
remuneration packages under different performance scenarios in the
charts below No share pnce growth has been assumed and benefits
from all-employee share schemes (Sharesave Schemme and Share
Incentrve Plan) have been excluded

The Regulations do not mandate the measurement basis for the

components of the bar charts The Company has made reference
to the GC100 and tnvestor Group Guidance (October 201 3) and
for the purposes of the bar charts the description ‘at expectation’
means (1) IEIS outcomne at ‘on-target’ performance, and (2) LTIP
outcome at threshold performance for each specific LTIP measure

Remuneration outcomes for varying levels of performance

Chief Executive

v [ £ 620

s expectanon EE S 25% | £ 69

Mo [ % ) 8 550k
Finance Director

momom (TR £ 552

At expectation 503 B 2814

Maomom B a5k . £5 597k

WFixed remuneration  WIEIS OLTIP
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The remuneration outcomes charts have been prepared on the basis

of the following assumptions

Maximum award opportunittey

(% of salary) Chief Executive Finance Director
{EIS 200% 180%

LTIP 400% 300%
Minimum Fixed pay only —No bonus payout

—No vesting under the LTIP

At expectation  Fixed pay plus

-50% payout of the IEIS

—20% vesting under the LTIP
Maximum Fixed pay plus - 100% payout of the JEIS
—-100% vesting under the LTIP
Salary Benefits Pension
effective value value Total
1 Apnl 2014 for 2013' for 2013 fixed pay
£000 £000 £000 £000
Chief Executive
{Nicandro Durante) 1,155 158 307 1,620
Finance Director
(Ben Stevens) 842 103 607 1,552

HNote

1 Henefits vatue for 2013 excludes (1) any non-recurnng payments, and (2} other expenses
wncured in connection with individuat andfor accompanied attendance at certain business

functions and/or corporate events

John Daly will retire as an Executive Director in Apnl 2014 and has
therefore not been included in the above scenanos Details of his
remuneration and entitements upon departure will be released
on the relevant regulatory news services and disclosed on the
Group's website as soon as practicable They will also be reported
in the Annual Report on Remuneration for the year ending

31 December 2014

Other policy provisions in relation to Directors’ pay

The Remuneration Committee makes the following additional
disclosures in respect of Directors’ pay

Flexibility, judgement and discretion

The Company’s remuneration policy needs to be capable of
operating over a three-year period As such, the Commuittee has
taken care to prepare and explain how the policy will operate
and has built in a degree of flexibility to enable the practical
implementation of the policy over that prospective lfetme

(1) Flexibihty

Areas of the policy which include a degree of flexibility are around

—pay and benefits, allowing the Commuttee to set pay either on
appointment or following an annual salary review, and to review
and change the pay comparator groups to ensure they remain
appropnate The degree of flexsbility to operate 15 constraned by

the policy maximum,

—the IEIS bonus plan, for example, allowing the Committee to
design performance measures, agree their relative weighting and
set annual targets to incentvse business outcomes aligned to the
Group's short-term strategic objectives Thisis to ensure that these
remain relevant and aligned to the Group strategy, and

~the LTIP, allowing the Committee to make revisions to the
performance measures, ther respective weightings, threshold and
target levels as permitted under the scheme rules
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(2) Judgement

The Commuttee will be required to exercise its jJudgement in

many ways throughout the year, specifically in those areas of the
policy where there 1s some flexibility This may oceur, for example,
when considering an individual’s remuneration award or the
spearfic benefits applying to an appointment, or i varying the
measures and their weightings, as well as setting specific targets,

for example, in the IEIS in any year to ensure that all elements
continue to rernain aligned to Group strategy and drive the

nght behaviours Judgerment is also applied in determiring the
percentage of salary {up to the maximum set out n the policy
table) which can be earned as a bonus in excess of threshold, target
and up to the maximum, or the percentage salary levet (again up
to the maximum in the policy table) in respect of an LTIP award
Judgement s also required in assessing the performance of each
indmdual Executive Director in delivering against his or her personal
performance objectives

(3) Discretion

The Committee may also, on more mited occasions, exercise its
discretion either upwards or downwards to ensure fair outcomes for
both Directors and shareholders notwithstanding the application of
the policy

The Committee has reserved its ability to exercise its discretion
as fallows

Short-term tncentives (IEIS)

—to assess whether a personal performance adjustment factor should
be applied to an Executive Director’s bonus outcome and at what
level (+10% or +20% for outstanding personal performance or
-50% for poor personal performance), subject to the overall cap as
provided in the policy;

—1n relation to leavers as to whether deferred shares will be released
and whether any bonus (in whole or i part) 1s payable dunng the
year of departure,

—whether circumstances have ansen which should result in the
application of the malus provisions to deferred shares held by
an Executive Director

Long-term incentives {LTIP}

—to assess and overnde the formulaic outcomes of the LTIP
performance outcome to ensure that the resuling LTIP pay-out
reflects faily the underlying performance of the business and
serves the interest of shareholders,

—-in relation to leavers as to whether shares will vest, the terms on
which such shares will vest and the percentage level of the award
which vests as well as whether any LTIP (in whole or in part} 1s
payable during the year of departure,

—whether crcumstances have ansen which should result in the
applicaton of the malus prowisions to unvested LTIP awards

Other

-on appointment of a new Executive Director, to agree a contract,
for an imbal penod only, longer than the normat one-year rolling
contract, and

-where the shareholding requirements are not yet met to determine
and vary the terms which apply to ensure complance andfor
the retention of deferred shares or vesting LTIP shares to meet
the requirement

Strategic Repont Governance Financials.

In each case, wherever the Committee exercises its discretion in
relation to an Executive Director, 1t will disclose the rationale for
doing so in its annual report on remuneration the following year

Approach to remuneration of Directors on recruitment

Bntish Amencan Tobacco seeks to appoint ligh calibre managers
and many of its competitors for talent are outside the UK

In appointing a new Executive Director (an internal or external
appointee) or promoting an existing Executive Director, the
Commuttee will, within the maxima set out in the Future Policy
Table, apply the following principles

-To offer a package (both fixed and performance-related
remuneration) which is sufficiently compettive (but not excessively
s0) to attract, retain and motivate appropnate candidates for the
role it will consicler the market, as defined by the remuneration
comparator group, and by reference to other compantes of
equivalent size and complexity to ensure that it does not overpay,

—Consideration will be gven to relevant factors, such as the
candidate’s skills, knowledge and expenence and his or her
current location in determining the overall package,

- Internal pay relatwities and the terms and conditions of
employment of the new and existing Executive Directors will be
considered to ensure farness as between Executive Directors

Where an external appointment 1s made to the role of Executive
Director and that individual has vanable remuneration arrangements
wth his or her previous employer that will be lost on joining the
Company, the Committee will also consider matching up to the
maximum of the expected value of the lost awards in order to
faciitate the recruitment of that mdmdual This may take the
form of a one-off long-term incentive award with performance
conditions and vesting penod, similar to those for the awards
gven up In additron, a sign-on award may be made on a like-for-
Iike basis to compensate for any short-term ncentives which may
be forgone Any cash-based awards wili normally only be used

to replace a bonus that 1s within three months of the end of the
financial year and where the outcome 15 reasonably foreseeable
Where appropriate, such awards will also be made subject to
malus provisions

In the event that an appointee would need to relocate to the UK
from overseas, the Company would provide appropnate relocation
support, which would include the shipment of personal goods to
the UK, the provision of relocation support to find accommodation,
the provision of tax support services provided by the Company’s
external advisers, the payment by the Company of the cost of
spouse or partner career counseling, and the prowsion of housing
and schooling support for up to four years as appropnate for the
indiwvidual’s fanmily arcumstances

Executive Directors’ service contracts

All of the current Executive Directors are ernployed on a one-year
rolling contract, executed at the time of the onginal appointment
The contracts are governed by English law and may be vaned from
time to time to take account of changes in terms and conditions
as well as to incorporate best practice Each contract includes

a provision for a termination or compensation payment in heu

of notice

Twao or three-year contracts may be agreed (at the discretion of the
Remuneration Committee) in the event that an Executive Director
15 recruited externally or from overseas Contracts with an instial
penod of longer than one year will then reduce to a one-year rolling
contract after the expiry of the initial penod
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These contracts place the following obligations on the Company
which could give nse to, or impact upon, the remuneration or
payments for loss of office of the Executive Directors

-To provide pay, contnbutions to applicable pension arrangements
and benefits (whether in cash or kind} as specified in the contract,
and to remburse expenses incurred by the Executive Director in
performing their duties

- To give the Executive Directar eligibility to participate in
(1) short-term (IEIS} and long-term {LTIP} incentive plans, and
(2) all employee share plans, subject to the rules of those schemes

—To provide for the use of (1) a company car for private and
business use, subject to the terms of the Company’s car policy
or to provide a monthly car allowance, and {2) the personal use
of a car and driver

—To provide 25 working days’ (plus public holidays) pard holiday
per annum and to provide pay in lieu of any accrued but untaken
holiday on termination of employrment

-To provide sick pay as specified in the contract

-To give the Executive Director eligibility to partcipate n the
following benefit schemes private medical expenses scheme,
personal accident scheme, and life assurance scheme, subject
to the terms and conditions of such schermes from time to tme
n force

—Subject to the termination, garden leave and suspension provisions
of the service contract, to prowide continued employment in the
role to which the Executive Director has been apponted

- To terminate the contract only on the expiry of 12 months’ written
notice, or to make a payment in lieu of notice equal to the value
of (1) 12 months’ salary at his or her then current base pay, and
(2} a cash payment in respect of benefits under the contract
such as medical nsurance, or the Company may, at its option,
continue those benefits for a 12 month perod, see below for the
treatment of short-term and long-term share incentive awards
on termination

- In addition to the contractual nghts to a payment on loss of office,
Executive Directors will have statutory and/or common law nghts
to certain additional payments, (for example, in a redundancy
situation) available to all employees

Itis not currently intended that future service contracts for Executve
Directors would contain terms differing matenially from those
summarised above and in the Future Policy Table

Strategic Report Govemance Financials

Copies of the Executive Directors’ service contracts are available for
inspection at the Company’s registered office These contracts are
amended annually following the salary review and the dates of the
latest service contracts are shown below

Executrve Directors Execution date of current service contract

Nicandre Durante 10 Dec 2010
Ben Stevens! 26 Mar 2008
John Daly 24 Oct 2010

Note
1 Ben Stevens as amended by a side letter dated 23 July 2010 to take account of additional
responsibilties upon appointment as Chiet Information Officer from 1 September 2010

Policy on payment for loss of office

The service contracts of the current Executive Directors are
terminable on the expiry of 12 months’ notice from either the
Drrector or the Company — which means that, where an internal
successor has not been identified the Company would have
sufficient time to replace the Executive Director through an orderly
external recruitment process and tdeally have a period of handover

The principles on which the determination for payments on
termination will be approached are as follows

—Compensation for loss of office in service contracts is limited to
no more than 12 menths’ salary and benefits excluding pension
This amount would be payable where the requisite 12 months’
notice is not grven to the Executive Director or when the Executive
Director terminates by giving 12 months’ notice and the Company
does not wish the Executive Director to serve the notice

—if an Executive Director 1s required to serve a penod of notice, the
compensation payment is reduced pro rata In the event that the
contract 1s termunated for cause {such as gross misconduct), the
Company may terminate the contract wath immediate effect and
no compensation would be payable

—In cases of underperformance, termination payments will not
exceed 12 months’ salary and benefits

Awards under share incentive schemes Executive Directors do not
have contractual nghts to the value inherent n any awards held
under the share incentive schemes, whose rules make provision for
vesting i different leaver scemanos The next table illustrates how
entitlements under these plans are managed on termination
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Plan ‘Good leaver’ (being death, disability, ! health, redundancy

‘Other’ leaver scenanos

and other eircumnstances at the Commuttee’s discretion)

International Executive The Company’s policy 1s that, as provided for in the rules of
Incentive Scheme (IEIS) the IEIS, ‘gocd leavers’ are entitled to a bonus pro-rated to the
penicd of service dunng the year, payments are cash only

Awards made under the Deferred Share Bonus Scheme (DSBS}

No entitlement to a bonus under the IEIS but
the Committee has the discretion to treat
other leavers in the same manner as ‘good
leavers” Thus discretion wall not be exercised
in the case of summary disrmissal

component of IEIS will vest or transfer to an individual upon
termination of their contract in accordance with the specific
crcumistances set out in the rules of the scherme

Long-Term Incentive
Plan (LTIP)
penod employed

Under current plan rules ‘good leavers’, vesting is dependent
on performance to date of leaving and pro-rated for

In afl other circumstances, the awards will
lapse immediately unless the Committee, in
its absolute discretion, decides otherwise

For awards made from 2014 onwards and vesting on or after
2017, 'good leavers’ vesting 1s dependent on final performance
at the end of the performance penod and pro-rated for

peniod employed

Share Reward Scheme

Ths all-employee scheme award 1s not forfeited The Company’s
policy 1s that if an individual ceases to be employed within three

In cases of dismissal from the Company
awards will lapse

years of the allocation date, the shares, and at the Trustee’s
discretion, the dwvidend shares, will be withdrawn from trust

and transferred to the indmdual

Executive Directors may leave employment for a broad varety of
reasons which may not necessanly fall within the prescribed category
of ‘good leaver’ Accordingly, the Commuttee retains discretion

in determining ‘good leaver” status which 15 intended to provide
flexibility in certain circirmstances The Commuttee exercises its
discretion by reference to guidelines that set out a st of possible
relevant factors to assist In the determination of a leaver’s status

These include whether the indnvidual

—resigns intending to cease work attogether (indicative of ‘good
leaver’ status and discretion to release awards),

—resigns intending to take up a different occupation, such as a
portfolio career (indicative of ‘good leaver’ status and discretion
to release awards),

- defays thewr resignation from the Company to accommodate
the Company’s plans or the demands of their current workload
{indicative of ‘good leaver’ status and discretion to release awards),

—departs at the request of and/or wath the agreement of the
Company (indicative of ‘good leaver’ status and discretion to
release awards),

—resigns from the Company to work for a competitor or to
undertake a role in conflict with the interests of the Company
(indicative of discretion not to release awards),

~15 chsmissed for any reason such as misconduct or poor
performance (indicative of discretion not to release awards)

In exercising its discretton, the Committee will also take into account
the indmdual’s overall performance as well as therr contnbution to
the Campany during therr peniod of employment

In addition, the Commuttee retains discretion to settle any other
amounts reasonably due to an indvdual, for instance to meet the
legal fees incurred by the Executive Director in connection with
reviewing a settlement agreed on termnation of employment,
where the Company wishes to enter Into a settlernent agreement
and the indimdual must obtain independent legal advice If the
Executive Director has relocated to take up the appointment, the
Committee may also agree to meet the reascnable ¢osts associated
with returming the indmdual (and where relevant their family)

to their country of ongin and winding up therr affairs in the UK,
ncluding the madental costs incurred in doing so

In certain circurnstances, the Committee may approve new
contractual arrangements with departing executives, potentially
including (but not hmited to) settlement, confidentiality, restnictive
covenants and/or consultancy arrangements Such arrangements
would only be entered into where the Committee believes that itis
In the best mnterests of the Company and its shareholders to do so
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Statement of consideration of employment
conditions elsewhere in the Company

The Remuneration Committee does not consult directly with
ernployees on the Directors’ remuneration policy The Commitiee
does consider the budgeted salary increases for the employee
population and remuneration arrangements and employment
condions for all employees, when determining the remuneration
policy for the Executive Directors

The Commuttee invites the Group Human Resources Director to
present annually on the proposed average salary mncreases for the
UK employee population and on any other significant changes to
employee rermuneration policy within the Company The Comrittee
expects that future salary increases for Executive Directors will be In
line with the salary review guidefines applicable for the general UK
employed population, except in those exceptional circumstances,
such as where a recently appointed Executive Director’s salary

i1s Increased to reflect his or her growth in the role over time or
where significant addibonal responsibibties are added to the role
Annual bonus metrics and related targets for the Executive Directors
are aligned with those of seror management and are cascaded

to lower tier bonus plans, in order to mamtain alignment and ine
of sight

The Company will continue to include general questions on its pay
arrangements, within its employee opinion survey This 1s conducted
every two years and the outcomes are reviewed by the Board

Non-Executive Directors - remuneration policy
Background

The Company looks to recruit, as Non-Executive Directors, those
who have a wide range of strategic and operational expenence in
other businesses or orgarisations, usually In an international context
A Non-Executive Director 1s required, as a muinimum, to make an
annual time commitment of about 30 days and 1s expected to
attend all Board and Commuttee meetings as well as rnantaining

an appropriate level of knowledge about the business and its
operations Fees for Non-Executive Directors need to be sufficient to
attract, motivate and retain ndmiduals with the skills and serior-level
expenence required to dnve the Company’s strategy forward but no
sign-on payments are offered

Fees — process

As a UK-listed entity, the quantum and structure of Non-Executive
Directors’ remuneration will primanly be assessed against the same
remuneration comparator group of companies used for setting

the remuneration of Executive Directors (see note 1, page 72)

The Board may also make reference to and take account of relevant
research and analysis on non-executive directors’ fees in FTSE 100
companies published by remuneration consultants from time to
tme The fees for the Non-Executive Directors are reviewed annually,
although the review does not always result in an increase 1n the
Board fees or Committee fees

The Board as a whole considers the policy and structure for the
Non-Executive Directors’ fees on the recommendation of the
Chairman and the Chief Executive The Non-Executive Directors do
not participate 1n discussions on their specific levels of remuneration

Strategic Report  Governance Financials

The current fees for the Non-Executive Directors for the year ending
31 December 2014 are

fees from
1jan 2014 to
31 Dec 2014
Non Executive Directors — fee structure £
Basic fee 90,000
Supplernents
- Seror Independent Director 30,000
- Audit Commuttee Chairman 30,000
—CSR Commuttee Chairman 25,000
~Nominations Committee Chairman -
—Remuneration Committee Chairman 30,000
Committee Memberships Fees
(not Chairman)
- Audit Committee 6,000
~CSR Commuttee 6,000
—Nominatons Committee 6,000
—Remuneration Committee 6,000

It 1s anhicipated that any future aggregate increase to any of the
above fees will be within the salary guidelines which govern the
Company’s annual salary reviews for UK-based staff and will not
exceed the equivalent of 10% per annum in aggregate

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
General meetings In addition, 1t 1s the policy of the Board that the
partners of the Executive Directors and Non-Executive Directors may,
from time to ime, accompany the Directors to overseas or UK-based
Board meetings and otherwise at hospitality functions dunng the
year In the instances where such expenses are classified by HMRC

as a benefit to the Director, it 1s also the practice of the Company to
pay the tax which may be due on any such benefits Non-Executive
Directors are also eligible for general practtioner ‘walk-n" medical
services They receve no other pay or benefits

Shareholding requirements

The remunerabion of Non-Executive Directors s pard in cash

There are no formal requirements or guidelines for the Non-Executive
Directors to hold shares in the Company However, Non-Executive
Directors are encouraged to acquire a small interest during the nitial
years after therr date of appaintment The Non-Executive Directors
do not partscipate in the British Amenican Tobacco share schemes,
bonus schemes or incentive plans and are not members of any
Group pension plan
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Terms of appomntment and termination

The Non-Executive Directors do not have service contracts with
the Company but instead have letters of appointment which

are avallable for iInspection at the Company’s registered office

In accordance with the requirerments of the UK Corporate
Gavernance 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 Director 1s then
subject to election or re-election by shareholders every year

On termination, at any time, a Non-Executive Director 1s entitled
to any accrued but unpaid Director’s fees but not to any other
compensation No amounts due to a Non-Executive Director are
subject to any recovery or withholding arrangements

Chairman - remuneration policy
Background

The Chairman is responsible for the leadership of the Board,
ensuning 1ts effectiveness and setting its agenda, and for facilitating
the productive contnbution of both Executive and Non-Executive
Directors He or she is also responsible for ensunng that the interests
of the shareholders are safeguarded and Is accountable to the Board
for leading the direction of the Company's strategy and for the
overall supervision of Group policies governing the conduct of the
business The quantum of fees payable to the Chairman is therefore
set at the level commensurate to reward the individual’s senionty,
skills and expentence

Fee — process

The Remuneration Cormmittee considers annually the fee payable

to the Charrman Given that the role of a chairman can vary
considerably between companies and sectors, this process {(using
data from the FTSE 30 companies) takes into account the breadth of
that role coupled with its associated levels of personal commitment
and expertise in the overall context of international reach and the
‘ambassadorial’ aspect of the role As Chairman, Richard Burrows,

15 expected to make an annual bme commitment of about 100

days to cover the responsibilities of the role The Chairman does

not participate in any discussions on his level of remuneration

The current fee for Richard Burrows for the year ending
31 Decemnber 2014 has been determined as follows

Fees from
1 Apr2014
£

Richard Burrows (Chairman) 632,400

It 1s anticipated that any future aggregate increase to the above fee
will be within the salary guidelines which govern the Company’s
annual salary reviews for UK-based staff and wilt not exceed the
equivalent of 10% per annum
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Benefits, travel and related expenses

Richard Burrows 1s reimbursed for the cost of travel and related
expenses incurred by him in respect of attendance at Board,
Committee and General meetings including the cost of return
arrkne tickets to London from his home in Ireland in connection
with his duties as Chairman He 1s also entitted to the use of a
company driver, private medical nsurance and personal acaident
insurance benefits, and general practitioner ‘walk-in’ medical
services In addition, Richard Burrows’ spouse may, from time to
time, accompany him to overseas or UK-based Board meetings and
otherwise at hospitality functions duning the year Where any such
reimbursermnents are classified by HMRC as a benefit to the Director,
it1s also the practice of the Company to pay any tax due

Approach to remuneration of Chairman on recrurtment

In appomting a new Chairman, the Committee will offer the
components set out in respect of the current Chairman, as
appropriate, and may also offer housing allowances for a limited
penod and other relocation benefits

Terms of appomntment and termination

In common with the terms of appointment for the Non-Executive
Directors, Richard Burrows has a term of appointment of one
year only which 1s considered for renewal around the time of the
Company’s AGM each year unless the appointment 1s terminated
earlier by (1) the Company giving three months’ notice or a
discretionary compensation payment in lieu of notice, or (2) by
his giving one month’s written notice, with the Company having
discretion to make a compensation payment in heu of such notice
The compensation payment 1s imited to any fees which are payable
for such part of the relevant notice penod as the Board does not
reguire him as Chairman to perform hus duties

Richard Burrows does not participate in the Bnitish Amencan
Tobacco share schemes, bonus schemes or incentive plans and
1s not a member of any Group pension plan

Aggregate annual limit

The fees of the Chairman and the Non-Executive Directors are
determined within the overall aggregate annual hrmit of £2,500,000
authorised by shareholders with reference to the Company’s Articles
of Association
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Remuneration Committee

Christine Morm-Postel
Kieran Poynter

Current members
Gerry Murphy (Chairman)
Ann Godbehere

Image removed

Attendance at meetings in 2013

o — Antended/Egbie to atlend
GCerry Muphy 5/5
Ann Gadbehere 5/8
Chnstine Monn-Postel 5i8
Kieran Poynter 55
Robert Lerwall 11
Anthony Ruys 11
Karen de Sequndo 11
Sir Nicholas Scheele 1/1

Notes
1 Karen de Sequndo, Rebert Lerwill, Anthary Ruys and Sir Nicholas Scheele all ceased o be
members of the Remuneration Comnuttee on 27 Febryary 2013

2 The Chairman and the Chief Executive are required to attend meetings 1o discuss the
performance of Executive Directors and may attend other meetings by invitation The
Group Human Resources Director attends meetings and the Group Head of Reward and
other sentor management may also attend by invitation Neither the Charman nor any
Executive Curector plays any part in determiming bis own remuneration

3 The Committee s remuneration consultants Deloitte LLP also attend meetings of the
Committee

4 The Company Secretary acts as the Secretary to the Remuneration Commitiee
5 The Committee held five meetings in 2013 of which four were scheduled

Role
The Remuneration Commuttee 1s responsible for-

—setting executive remuneration policies covenng salary and
benefits, performance-based vanable rewards, pensions, and the
terms of service contracts,

- determining, within the terms of the agreed policy, the
specific remuneration packages for the Chairman and the
Executve Drrectors, both on appointment and on review and,
if appropriate, any compensation payrnent due on termination
of appointment,

—the setting of targets applicable for the Company’s performance-
based vanable reward schemes and deterrmiming achievement
against those targets, exercising discretion where approprate and
as provided by the applicable scheme rules, and

—monitoring and adwising the Board on any major changes to the
policy on employee benefit structures for the British Amencan
Tobacco Group

For the Commuttee’s terms of reference see

T owww bat com/governance
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Introduction

Thus section of the Remuneration Report sets out the Company’s
remuneration of its Executive and Non-Executive Directors for the
financial year ended 31 December 2013 - the Annual Report on
Remuneration This report will, together wath the annual statement
by Gerry Murphy as the Charman of the Remuneration Committee,
be proposed for an adwisory vote by shareholders at the AGM on
30 Apnl 2014 It has been prepared in accordance with the relevant
provisions of the Companies Act 2006 and on the basis prescribed
in The Large and Medium-sized Companies and Groups (Accounts
and Reports) {Amendment) Regulations 2013 (the ‘Regulations’)
Where required, data has been audited by PncewaterhouseCoopers
LLP and this 1s iIndicated appropnately

The initial pages of this report set out the membership of the
Remuneration Committee that considered the remuneration of
Directors dunng the year ended 31 December 2013 Details of the
adwvisers to the Committee are also given together with a summary
of its key activities dunng the year At the date of this report the
Remuneration Committee compnises independent Non-Executive
Directors of the Company as set out In the table opposite
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Remuneration Committee — Advisers

The Remuneration Committee 1s authonsed by the Board to seek any information 1t requires from, and require the attendance at any of its
meetings of, any Director or member of management Dunng the year ended 31 December 2013, both the Chief Executive and Chairman
were consulted and invited to attend meetings of the Committee

The Group Human Resources Director and Group Head of Reward, supported by the Company Secretary, provide adwice, guidance
and assistance to the Committee In additon, the Comrmttee was rnatenally assisted in s work by the following external providers of
consultancy and other services

Gther services provided

Adviser Appointment details Sernaces provided to the Committee Fees pad to the Company
Deloitte LLP Letter of engagement for  General advice on remuneration 2013 £214,846 Tax, corporate
prowvision of services to matters including market trends (2012 £270,150) finance and consulting
the Committee and comparator group analysis, services to Group
policy review and shareholder companies worldwide

engagement perspectives,
independent measurement
of TSR performance conditions

Herbert Smith Corporate level Adwvice on law and regulation in Legal fees relate to  General corporate legal
Freehills LLP engagement authonsed respect of share plan matters s adwvice provided to  and tax adwvice
by the Company Secretary provided to the Company and 15 the Company principally in the UK
avallable to the Commuttee
Ernst & Young LLP Engagernent approved Provision of personal tax advice Fees relate to advice  Tax, corporate finance
by the Group Human regarding Executive Directors’ provided to the and consutting services
Resources Director international pension planning Company to Group comparues
worldwide
PricewaterhouseCoopers Annual letter of Specified procedures to assist the 2013 £10,560 External auditor,
LLp engagement Committee’s assessment of the (2012 £10,260) audit and tax
calculations used to determine IEIS services and other
bonus outcomes and future targets non-audit services

The Remuneration Commuttee has not expressly considered the objectrty and independence of the adwvice recerved from these professional
firms 1t does reflect upon the quality of the advice receved and how this satisfactonly covers the matter under consideration as part of its
normal dehberations The Committee is confident that none of the cross-relationships generate an unmanageable conflict of interest and
that the fees pad in respect of each service do not compromuse the objectivity and impartiality of the provision of the other services
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Remuneration Report
Annual Report on Remuneration continued

Remuneration Committee — Activities in 2013

Regular work programme

February -benchmarked, reviewed and set salanes for the Executive —deterrmined the LTIP awards for March 2013 for the Executive
Directors from 1 April 2013 taking into account the pay Directors and the associated performance conditions
employment conditions elsewhere in the Group, particularly
in the UK

~reviewed and set the Chairman’s fee from 1 Apnl 2013 —assessed the achtevement of the targets for the 2012 Share
Reward scheme and set the targets for the 2013 award
—assessed the achievement of the targets for the 2012 —-monitored the continued application of the Company's
IEIS award and set the IEIS targets for 2012 shareholding guidelines for the Executive Directors
—assessed the measurement of the performance conditions for —reviewed the Remuneration Report for the year ended 2012
the vesting of the LTIP 2010 award pnior to 1ts approval by the Board and subsequent approval
by shareholders at the AGM on 25 Apnl 2013

July —an analysis of the voting on the Company’s Remuneratton  —the assessment of the performance measures for the
Report at the AGM on 25 Apnl 2013 six months to 30 june 2013 for the |EIS 2013 and the

outstancing LTIP awards

October  -a preview of the likely market trends affecting the salary
review for 2014 mcluding a review of areas of concern for key
shareholders

December -—a review of the report on the effecuiveness of the
Remuneration Committee

Remuneration policy review

February -consideration of an overview of remuneration policy areas  —a timetable for engagement with shareholders in light of the
subject to review in 2013 proposed changes to the executive remuneration policy

—a presentation of the outcomes of the detailed review and
benchmarking for executive remuneration together with
iutial recommendations for changes to the policy (focusing
on vanable pay) to be proposed to shareholders

October  —an update on the remuneration policy review and progress
on the consultation process with shareholders

November -consideration and approval of arendments to the
remuneration policy as a result of the shareholder
consultation process

December —agreement on the final details of the revised remuneration
policy to apply to the Executive Directors with effect from
1 January 2014

Other incentive matters

February -approval of the continuation of pnivate medical nsurance for —a review of the Group’s global mobility and localisation
the Chief Executive in both Brazil and the UK policies with particular reference to international assignees

July —approval of the date of retirement and associated - considerabion of the impact of the UK lifetrme pension
arrangements (in principle) for the Chief Operating Officer allowance on overseas persions arrangements with specrfic
reference to the approval of the payment of the tax hability
on a grossed-up basis in respect of the Chief Executive’s
former pension accrual under the FASC

December —a review of summary guidance on remuneration matters —an autline of the pnncipal regulatory requirements for
and voting and related guidelines published by shareholder  disclosures in the Annual Report on Remuneration
representative bodies
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Performance and pay - 2009 to 2013

750 Thus chart, shows the performance of a hypothetical investment of
- £100n the Company’s shares (as measured by the total shareholder
return (TSR} for the Company) against a broad equity market index

- e - (the FTSE 100 Index) over a pencd of five financial years starting
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TSR measurement

TSR 1s measured according to the return index calculated by Datastream and reviewed by the Company’s remunerabion consultants 1815
measured on the basis that all the Company’s dwidends are reinvested in the Company's shares The return is the percentage increase in the

Company’s index over the five-year penod A local currency basis 15 used for the purposes of the TSR calculation, making 1t consistent with
the approach to TSR measurerment for the LTIP

FTSE 100 Index

The Directers consider that the FTSE 100 Index 1s the most appropnate index against which TSR should be measured for this disclosure
because 1t 15 a widely used and understocd index

Chief Executive’s pay |
The pay for the Chief Executive (CEO) for each of the financial years ended 2009 to 2013 1s set out below for comparative purposes

Year 2009 2010 2011 2012 2013
CEO ‘single figure’ of total remuneration (£'000)

Paul Adarns' (to 28 Feb 2011) 7,713 8,858 5,961 N/A N/A
Nicandro Durante? (from 1 Mar 2011) N/A N/A 5,589 6,340 6,492
Annual bonus (IEIS) paid against maximum opportunity (%)

Pau! Adams!' (to 28 Feb 2011) 67 7 870 100 N/A N/A
Nicandro Durante? (from 1 Mar 2011) N/A N/A 100 850 813
Long-term incentrve (LTIP) paid against maximum opportunity (%)

Paul Adams' (to 28 Feb 2011) 100 100 100 N/A N/A
Nicandro Durante? (from 1 Mar 2011) N/A N/A 100 871 492
Notes

1 Paul Adams (a) hastonc data 15 taken trom the remuneration reports for the relevant years, but recast (as appropnate) on the basis of the single figure’ cakulation as prescnbed i the Regulations
{b) he retared as Chief Executive on 28 February 2011 winch attected hus short term {annual bonus - IEIS) and long term incentrves (LTIP} as follows in accordance with the rules of those schernes
(i) hus performance-related bonus (iE15) for the year ended 31 Decemnber 2010 was paid as a 1009% cash bonus instead of 5G% in cash and 50% in deferred shares (n) the outstanding LTIP awards
ot shares vested immediately on his retirement enther in fult (2008 Award) orona pro rated basis (2009 Award ardt 2010 Award), and (i} the LTIP dnvidend equivalent payments for the LTIP awards
which vested at hes retirernent were also pard in full and/or on a pro-rated tme and performandce bans

2 Mhcandro Durante (a) histork data 15 taken from the rernuneration reports for the relevant years, but recast (as appropnate) on the basis of the single figure calculation as preschbed n the
Regulations and (b) he became Chief Executwve on 1 March 2011 and his single figure remuneration for the year ended 31 December 2011 has accordingly been ume 2pportioned |
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Remuneration Report
Annual Report on Remuneration continued

Relative importance of spend on pay

To dlustrate the relative importance of the remuneration of the Directors in the context of the Group’s finances overall, the Remuneration
Committee makes the following disclosure

2013 2012
Item £m £m
Remuneration of Group employees! 2,384 2,426
—Remuneration of Executive Directors 14 15
—Remuneration of Chairman and Non-Executive Directors 2 2
Dividends paid in the year 2,611 2,538
Share buy-back programme 1,500 1,250
Adjusted profit from operations? 5,820 5,641

Notes
1 The total remuneration of Croup employees has changed in the year mainly as a result of local remuneratton agreements varying employment costs across end markets and regions and the
tmpact of exchange rate movements

2 Adjusted profit from operations this is the adjusted profit from operations of the Group's subsidianies at canstant rates of exchange for the items shown as memorandum informaugn i the Group
Income Statement (i has been chosen as a benchmark for this disclosure given its inkage to the shart term incentive element of remuneration as one of the four performance measures under
the(Eis

Directors’ remuneration for the year ended 31 December 2013

Single total figures for Directors’ remuneration
Executive Directors Aggregate - audited

The following table shows a single figure of remuneration for the Executive Directors in respect of qualifying senvices for the year ended
31 December 2013 together with comparative figures for 2012 Some data from the 2012 remuneration report has been recast (as
appropnate) on the basis of the ‘single figure’ calculations in the Regulations The aggregate directors” emoluments are shown at page 97
Detalls of the fees for the Chairman and the Non-Executive Directors are set out in separate tables below

Taxable Short term Long-term Other Total
Single total figures for Salary benefits incentives incentives Pension emoluments’ remuneration
Executrve Directors £000 £000 £000 £000 £000 £000 £000

2013 M2 2013 2012 2013 2012 2013 2012 2013 2012 2013 2012 2013 2012

Nicandro Durante 1,088 1,038 626 178 1,790 1,786 2380 2201 307 734 301 403 6,492 6,340

Ben Stevens 808 774 100 109 1,196 1,198 1,285 2,062 607 579 270 353 4,266 5,075
John Daly 713 680 104 109 1,056 1,056 1,160 1,150 480 439 169 215 3,682 3,649
Total 2,609 2492 830 396 4,042 4040 4825 5413 1,394 1,752 740 971 14,440 15,064
Note

1 Cther emoluments - these include (1} Ife insurance (2) cash dwvidenc equivalent payments made under the LTIP and DSBS and (3) the value of shares recewed under the Share Reward Scheme
dunng the year
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Analysis by individual Director — audited
Nicandro Durante
2013 2012
£000 £000
Salary 1,088 1,038
Taxable benefits'
Cash
—car allowance 16 16
Non-cash
—health insurance/provision of ‘walk-in" health care services 7 3
- tax adwvice 36 &
—tax equalisation payment re tax charge for FASC pension accrual? 440 -
—the use of a company driver 64 63
—travel and related costs in respect of relocation from Brazil - 14
—employee welfare and medical payments in Brazil® 37 52
—-maintenance of home secunty systems in the UK and Brazi} 19 9
- other expenses incurred In connection with mdmvidual and/or accompanied attendance at certain business 7 13
funchions and/or corporate events
Total taxable benefits 626 178
Short-term incentives
—annual performance-related bonus [EIS — cash recevable Mar 2014 (YE 2013) 895
—annual performance-related bonus DSBS — award of deferred shares to this value Mar 2014 (YE 2013) 895
—annual performance-related bonus [EIS - cash received Mar 2013 (YE 2012) 893
—annual performance-related bonus DSBS — award of deferred shares to this value Mar 2013 (YE 2012) 893
Total short term incentives 1,790 1,786
Long-term incentives
LTIP award 13 May 2011 of 147,329 shares, performance penod 2011/201 3, award will vest on 13 May 2014 2,380
at 49 2% resutuing in 72,485 shares, estirmated value shown for the purposes of this disclosure based on the
average share pnce for the last three months for the year ended 31 Dec 2013 of 3,283 44p
LTIP award 25 Mar 2010 of 69,751 shares, perfarmance peniod 2010/2012, award vested on 25 Mar 2013 at 2,201
87 1% resulting n 60,753 shares and was exercised on 25 Apr 2013 at an execution pnce of 3,623 29p per share
Total long term incentives 2,380 2,2N
Pension-related benefits
Fundacao Albino Souza Cruz (FASC - Braal)* - 455
Unfunded unapproved retirement benefit scheme (UURBS — UK)* 307 279
Total pension-related benefits 307 734
Other emoluments
Life insurance 15 13
Cash dmidend equivalent (DSBS) cash sums equivalent to the dividend on the after-tax position on all unvested 55 45
ordinary shares comprised in the share awards held by the participant in the DSBS at each dwidend record date
Cash dwidend equivalent (LTIP) a cash sum equivalent to the aggregated drwidends that an LTIP partcipant would 228 323
have received as a shareholder over the 3-year pertod on the actual number of shares that vest under an LTIP award
Share Reward Scheme value of shares received duning the year 3 3
Sharesave Scheme grant of options on 28 Mar 2012 aver 591 shares at an option pnce of 2,536p per share, - 19
options were awarded at a discount of 20% of the market value (3,170p per share) in accordance with the rules
of the Sharesave Scheme
Total other emotluments 301 403

Notes

The figures shown for benefits are gross amounts as it1s the normal practice of the Company to pay the tax which may be due on any benehits, with the exception of the car or car allowance

2 Tax equalisation payment this 1s 10 respect of the tax charge ansing from the FASC pension accrualn excess of the UK regulated annual allowance and 15 met by a single one-off gross payment

by the Company

w

outstanding welfare payments were made in 2013
FASC pension related benefits these have been in payment since 1 Apnt 2012 refer to ‘Total Pension Entitlements below

v b

the Regulations

L=

Nicandra Durante was appointed non executve director of Reckitt Benckiser Group plc on 1 December 2013 He retains the fees for this appointment 2013 £7,083 (2012 £rul)

Employee welfare medical payments in Brazit Nicandro Durante retained certain termination or compensation rights in respect of his former emgloyment with Souza Cruz SAunti! 2 Apnil 2012

UURBS pension related benefits represent the indmidual's ac¢rual for the penod (net of inflation) as measured by the retal prices mdex at September 2013, multiplied by 20 in accordance with
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Remuneration Report
Annual Report on Remuneration continued
Ben Stevens
2013 2012
£000 £000
Salary 808 774
Taxable henefits'
Cash
—car allowance 14 14
Non cash
—health insurance/provision of ‘walk-in" health care services 4 3
—the use of a company driver 74 78
—maintenance of home secunty systems in the UK 3 4
—other expenses incurred in connection with iIndividual and/or accomparied attendance at certain business 5 10
functions and/or corporate events
Total taxable benefits 100 109
Short-term incentives
—annual performance-related bonus EIS - cash receivable Mar 2014 (YE 2013} 598
—annual performance-related bonus DSBS — award of deferred shares to this value Mar 2014 (YE 2013) 598
—annual performance-related bonus [EIS - cash received Mar 2013 (YE 2012) 599
—annual performance-related bonus DSBS — award of deferred shares to this value Mar 2013 (YE 2012) 599
Total short-term mcentives 1,196 1,198
Long-term incentives
LTIP award 13 May 2011 of 79,558 shares, performance penod 2011/2013, award will vest on 13 May 2014 1,285
at 49 2% resulting in 39,142 shares, estimated value shown for the purposes of this disclosure based on the
average share price for the last three months for the year ended 31 Dec 2013 of 3,283 44p
LTIP award 25 Mar 2010 of 65,323 shares, performance penod 2010/2012, award vested on 25 Mar 2013 at 2,062
87 19 resulting in 56,896 shares and was exercised on 25 Apr 207 3 at an execution price of 3,624 35p per share
Total long-term incentives 1,285 2,062
Pension-related benefits?
Bribish Amencan Tobacco UK Pension Fund 28 16
Unfunded unapproved retirement benefit scheme (UURBS — UK) 579 563
Total pension-related benefits 607 579
Other emoluments
Life insurance 7 6
Cash dwvidend equivalent (DSBS} cash sums equivalent to the dividend on the after-tax posibon on all unvested 46 42
ordinary shares compnsed in the share awards held by the participant in the DSBS at each dividend record date
Cash dwidend equivalent (LTIP) a cash sum equivalent to the aggregated dividends that an LTIP participant 214 302
would have received as a shareholder over the 3-year period on the actual number of shares that vest under
an LTIP award
Share Reward Scheme value of shares recewved duning the year 3 3
Tota! other emgluments 270 353

Notes

i The figures shawn for benefits are gross amounts as it 1s 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

2 Pension related benetits represent the individual s accrual for the period (net of inflation) as measured by the retail prices index as at September 2013 multiphed by 20 in accordance with

the Regulations
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John Daly
2013 2012
£000 £000
Salary 713 680
Taxable benefits'
Cash
—car allowance 14 14
Non-cash
—health insurance/provision of ‘walk-in" health care senaces 5 3
—tax adwice - 4
~the use of a company dnver 75 75
-mantenance of home secunty systems in the UK 8 7
—other expenses incurred i connection with individual and/or accompanied attendance at certain business 2 6
functions and/or corporate events
Total taxable benefits 104 109
Short-term tncentives
—annual performance-related bonus IEIS — cash recevable Mar 2014 (YE 2013) 528
—annual performance-related bonus DSBS — award of deferred shares to this value March 2014 (YE 2013) 528
—annual performance-related bonus IEIS — cash received Mar 2013 (YE 2012) 528
—annual performance-related bonus DSBS - award of deferred shares to this value Mar 2013 (YE 2012) 528
Total short-term incentrves 1,056 1,056
Long-term incentives
LTIP award 13 May 2011 of 71,823 shares, performance penod 2011/2013, award will vest on 13 May 2014 1,160
at 49 2% resulting in 35,336 shares, esumated value shown for the purposes of this disclosure based on the
average share pnce for the last three months for the year ended 31 Dec 2013 of 3,283 44p
LTIP award 25 Mar 2010 of 37,643 shares, performance pertod 2010/2012, award vested on 25 Mar 2013 at 1,150
87 1% resulting in 32,787 shares, these shares were exercised on 25 Mar 2013 and the holding was retained, an
estimated value for the purposes of this disclosure 15 based on a share price of 3,509p per share at the date of
vesting and exercise, 25 Mar 2013
Tota! long term incentives 1,160 1,150
Pension-related benefits?
British American Tobacco UK Pension Fund 86 95
Unfunded unapproved retirement benefit scheme (UURBS - UK) 394 344
Total pension-related benefits 480 439
Other emcluments
Life insurance 8 7
Cash dividend equivalent (DS8S) cash sums equivalent to the dmidend on the after-tax position on all unvested 35 28
ordinary shares compnised in the share awards held by the participant in the DSBS at each dividend record date
Cash dwidend equivalent (LTIP) a cash surn equivalent to the aggregated dividends that an LTIP participant 123 177
would have recerved as a shareholder over the 3-year penod on the actual number of shares that vest under an
LTIP award
Share Reward Scheme value of shares received dunng the year 3 3
Total other emoluments 169 215
Notes

1 The figures shown for benefits are gross amounts as 1t 15 the normal practice of she Company to pay the tax which may be due on any benefits, with the exception of the car or car allowance

2 Penswon related benefits represent the indnadual’s accrual for the perniod (net of inflatian) as measured by the retail pnces index as at September 2013, mulbped by 20 in accordance with the

Regulations John Daly ceased accrual in the Pi Carroll Directors’ Plan with effect from 31 August 2004

3 john Daly ts also a non executive director of Reynolds Amencan Inc (RAI} since 1 December 2010 RAI 15 an assoriate undertaking of the Company and John Daly was designated by Brown and
Williamson Holdings, inc {a wholly owned indirect subsidiary of the Company), as its nominee to sit on the board of RAl (a BAT Designee) In accordance with present arrangements the Group
received afee of US$277 284 from RAI (2012 US$271 980)1n respect of john Daly s service n that role for the year ended 31 December 2013 Following b retirement as an Executive Director on

6 Aprd 2014 John Daly will remain a BAT Designee from that date and will recesve an annual fee from RAI for these services
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Remuneration Report
Annual Report on Remuneration continued

Base salary

The process of the annual salary review for the Executive Directors took place m February 2013 with the following changes effective from
1 Apnl 2013 The basis for the salary review 15 stated in the policy table (see page 65) UK-based employees received salary increases
averaging around 3 5% with effect from 1 Apnl 2013

Base salary Base salary

from Percentage from

1 Apr 2013 change 1 Apr 2012

Executive Directors - salanes £ % £
Nicandro Durante 1,100,000 476 1,050,000
Ben Stevens 817,000 4 48 782,000
lohn Daly 721,000 4 49 690,000

Additional requirements in respect of the single total figure table

Thus section sets out supperting information and details for the single total figure for remuneration for the Executive Directors with particular
reference to the determination of the performance conditions for the annual IEIS short-term incentive payments, the extent to which
three-year performance conditions have been satishied for the LTIP, and more detalled narrative on pension entitlerments

Short-term incentives International Executive Incentive Scheme (IEIS) - audited

Annual awards under the IEIS are earned by reference to the financral year and are paid in March following the end of the financal year
These vanable performance-related awards are delivered 50% mn cash and 5096 in shares {deferred shares through the Deferred Share Bonus
Scheme — DSBS) No element of the bonus 1s guaranteed

The performance under the IEIS 1s reviewed by the Remuneration Commuttee in February each year on the basis of an internal report
supplemented by specific procedures provided by the Group's external auditors to assist the Commuttee’s assessment of the relevant
calculations The total payout 1s determined by the Company’s performance for each measure relative to that measure's performance ponts
The Committee retains discretion to overnde that payout in arcumstances where, in its judgernent, the overall performance of the Company
Justifies a different outcome whether hugher or lower than that determined by the application of the bonus formula

In presenting the outcomes for the year, the Remuneration Commuttee considers the commercial confidenbality and sensitivity of the
performance measures and associated targets and results This 1s done in the context of the Company operating in a highly consolidated
industry where key competitors are not subject to the same regulatory disclosures and who could gain advantageous insights if actual
targets were disclosed year on year Consequently, the ranges of indicative performance only will be disclosed in respect of the financial year
completed The Committee will review the commercial confidentiality of the targets on an annual basis

The ranges of indicative performance for the year ended 31 December 2013 are set out below

Year Weighting Threshold Target  Maximum Actual

IEIS performance measure KPI % performance

Ad|usted profit from operations 2013 40 > +7%
{growth over prior year)

2012 40 +8%

The measure for 2013

Profit used in this assessment 1s the adjusted profit from operations of the Group’s subsichanes This s the profit from operations at budget
rates of exchange adjusted for the items shown as memorandum information in the Group Income Statement It 15 the Group’s medium to
leng-term aim to grow adjusted profit from operations on average by 6% annually

Performance for 2013

The Group has seen another significant improvermnent in its adjusted operating margin by 100 basis points in 2013, at the top end of

the target range of increasing operating margin by 50 to 100 basis points each year This was achieved due to efforts across the global
orgamsation to address the cost base, to standardise systems and to deliver productvity savings year on year A strong prce mix of effect 7%
also contributed to the result
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Actual
{EIS performance measure Year KPI Weighting%  Threshold Target  Maximum performance
Increase 1n the Group’s share of key markets 2013 20 +0 2%

(growth over prior year)

2012 20 —— +0 1%

The measure for 2013

Thus measure 15 the Group’s retail market share in its key markets which account for around 80% of the volurmes of the Group’s subsidianes
The aim 1s to increase the Group's share year on year The information used in this calculation 1s based on data supplied by subscription-
based retail audit service providers The process 1s subject to rebasing as and when the Group’s key markets change the retail audit provider
will occasionally amend the panel of representative outlets which 1s used to approximate the total market in any given territory This can
cause changes in the actual market share reported for all competitors The changes rarely result in any adjustment to the growth or decline
in share between the two penods When rebasing does occur, the Company will also restate history and prowide fresh comparative data on
the markets

Performance for 2013

Clobal market share in key markets grew by 20 basis points, dnven by the success of the CDBs which were up by 60 basis points
The Group’s share of the premium segment also grew, up by 80 basis points

lEIS performance measure Year KPI Weighting% __ Thresheld Target  Maximum perft:)rn‘:itr:'::ael
Global Drive Brand (GDBs) volumes 2013 20 — +2 1%
(growth over pnor year)

2012 20 > +3 0%

The measure for 2013
Global Drive Brand volumes compnse the cigarette volumes of the following GDB brands sold by the Group’s subsidianes Dunhill, Kent,
Lucky Strike and Pall Mall and include volumes of the Fine Cut vanants of those brands sold in Western Europe

The aim 15 to iImprove the quality of the Group's portfolic by increasing the volume of GDBs faster than the rest of the brands in the
Group’s portfoho
Performance for 2013

DB volumes (as defined above) grew by 2 1% in 2013, with therr overalt agarette market share growing strongly in the Group's key
markets by 60 basis points

Actual

IEIS performance measure Year KP) Weighting%  Threshold Target  Maximum performance

Cash flow from operations 2013 20 +10%
{as against budget)

2012 20 +14%

The measure for 2013

Cash fiow from operations 1s defined as the free cash flow excluding restructunng costs, dvidends and other appropnattons from associate
undertakings as referenced to the cash flow and net debt movements The aim 1s to generate the optimal fevel cash flow while continuing
to invest to support the short, medium and long-tern requirements of the business

Performance for 2013

The improvement in cash flow from operations reflected the growth n underlying operating performance and the decrease in net caprtal
expenditure, partually offset by working capital movements
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Remuneration Report
Annual Report on Remuneration continued

The total payouts for the Executive Directors (expressed as a percentage of base salary) are shown below with the actual payments shown in
the individual analysts tables on pages 85-87

Maximum Maximum
IEIS payout 2013 opporturuty 2012 opportunity
50% w cash, 50% in deferred shares Y% % Y% %
Nicandro Durante 1627 200 1701 200
Ben Stevens 146 4 180 1531 180
lohn Daly 146 4 180 1531 180

The awards made under the DSBS are i 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  In certain arcumstanices, such as resigning before the end of the three-year penod,

participants may forfeit all of the shares Further, for DSBS awards made an or after March 2014, the Company may determine to reduce or
lapse an award of shares i its entirety if it has been found that a partispant has matenally misrepresented his or her own performance and/
or that of the Company n respect of the basis upon which the award of DSBS shares was onginally made

Long-term incentives Long-Term Incentive Plan (LTIP) -~ audited
The Remuneration Commuttee sets out the following additional details for LTIP

Performance against performance targets for vesting for the LTIP

The LTIP amount included in the 2013 single figure of remuneration is the LTIP award of condihonal shares granted to Executive Directors
on 13 May 2011 (the 2011 LTIP Awards) Vesting was dependent on (1) performance over the three financial years ended 31 December
2013, and (2) the LTIP participant remaming a Director/employee at the anniversary of the allocation or award date, subject to the number
of award shares to be exeraised being pro-rated (as applicable) in the nstance of a departing executive

2011 LTIP Awards

Percentage of

maximum
Performance measure Threshold Maximum Actual achieved %
Total shareholder retumn (TSR) ranking ~ the constituents of the Medhan Upper quartile Ranked 179
London Stock Exchange FTSE 100 Index at the beginming of the (69 of award vests) (25% of award vests) 34/97
performance penod (1 Jan 2011 to 31 Dec 2013) 25% of award
Total shareholder return (TSR} ranking — a peer group of Median Upper quartile Ranked 142
intemational FMCG companes at the beginning of the (696 of award vests) (25% of award vests) 10/24
performance period (1 Jan 2011 to 31 Dec 2013} 25% of award
Earnings per share — growth relative to inflation 50% of award 3% 8% 41% 171
Total 49 2

Notes
1 TSR - FYSE 100 comparator group the comparison 1 based an three months average values and the Company achieved an above median annuahsed TSR of 15 5% Three companies in the
comparator group debsted duning the performance penod

2 TSR=-FMCG comparator group the corpanson is based on three months average values and the Company achieved an above median annualised TSR of 15 6% Two campanies in the
comparator group of 26 entimies delisted during the performance penad
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The 2011 LTIP awards had not vested at the date of this report The average share price for the last three months of the financial year has
been used to determine the value of the 2011 awards for the purposes of the single total figure The awards held by the Executive Directors
were as below

Number of Number of shares vesting Shares lapsing Value of shares vesting

2011 LTIP awards shares awarded Percentage vesting Percentage lapsing for YE 2013 £000"

Performance penod 1 Jan 2011 - 31 Dec 2013

Award date 13 May 2011

Vesting date 13 May 2014

Nicandro Durante 147,329 72,485 74,844 2,380
49 2% 50 8%

Ben Stevens 79,558 39,142 40,416 1,285
49 2% 50 8%

John Daly 71,823 35,336 36,487 1,160
49 2% 50 8%

Naote
1 The average share prce for the last three months for the year ended 31 December 2013 was 3 283 44p
Current position on outstanding LTIP awards

The tables below show the current position against the performance targets for the LTIP awards cutstanding for Executive Directors as at
31 December 2013

2012 LTIP awards
Current percentage
Actualto  achieved at 31 Deg 2013
Performance measure Threshold Maximurn 31 Dec 2003 %
Total sharehoider return (TSR) ranking — the Median Upper quartile Ranked 00
constituents of the London Stock Exchange FTSE 100 (6% of award vests)  (25% of award vests) 66/97

Index at the beginning of the performance period
(1 Jan 2012 to 31 Dec 2014) 25% of award

Total shareholder return (TSR) ranking — a peer group Medhan Upper guartile Ranked 00
of international FMCG companies at the beginning of (6% of award vests)  (25% of award vests} 22/24

the performance penod 1 Jan 2012 to 31 Dec 2014)

25% of award

Earmings per share — growth relative to inflation 3% 8% 11% 00
50% of award

Total 00
Notes

1 TSR ~FTSE 100 comparator group the comparisen is based on three months’ average values and the Company achieved a befow median annualised TSR of 10 79 for the intenim testing perrod
Three companies i the comparator group have dehsted duning the perfermance penod to date 31 December 2013

2 TSR - FMCG comparator group the comparison 15 based on three months average values and the Company achieved a below median annuahised TSR of 16 796 for the intenm testing period
Two compantes in the comparator group of 26 entities have delisted dunng the performance period to date 31 Decernber 2013
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2013 LTIP awards
Current percentage
Actual to  achieved at 31 Dec 2013
Performance measure Threshold Maxirrium 31 Dec 2013 %
Total shareholder return (TSR) ranking - the Median Upper quartile Ranked 00
constituents of the London Stock Exchange FTSE 100 (6% of award vests)  (25% of award vests) 72/98

Index at the beginning of the performance penod
(1 jan 2013 to 31 Dec 2015) 25% of award

Total shareholder return (TSR) ranking — a peer group Median Upper quartile Ranked 00
of internatronal FMCG companies at the beginning of (6% of award vests)  (25% of award vests) 20/24

the performance period (1 Jan 2013 to 31 Dec 2015)

25% of award

Earnings per share ~ growth relative to inflation 3% 8% 17% 0o
50% of award

Total 00
Notes

1 TSR -FTSE 100 comparator group the companson is based on three months’ average values and the Company achieved a below median annualised TSR of & 9% tor the intersm testing period
Two companies in the comparator group have dehisted dunng the performance period to date 31 December 2013

2 TSR -FMCG comparator group the comparison s based on three months average values and the Company achieved a below median annualised TSR of 6 99 for the interim testing penod
Two comparnies in the comparator group of 26 entiies have delisted duning the performance period to date, 31 December 2013

Vesting of past LTIP awards for the years ended 2009 to 2013

The foliowing table shows the histoncal vesting of awards over the five-year pertod for the years ended 31 December 2009 to
31 December 2013, nclusive

LTIP award date 13 May 2011 25 Mar 2010 27 Mar 2009 15 May 2008 15 May 2007
Year ended 31 Dec 2013 310ec 2012 31 Dec 2011 31 Dec 2010 31 Dec 2009
Performance penod 2011/2013 2010/2012 2009/2011 2008/2010 2007/2009
Vesting date 13 May 2014 25Mar 2013 27 Mar2012 15 May 2011 15 May 2010
TSR - FTSE 100 group of compamies

Ranking 34 15 21 12 8
Percentage of vesting award 179 25 25 25 25
TSR - FMCG peer group

Ranking 10 5 5 2 2
Percentage of award vesting 142 25 25 25 25
Earnings per share growth

Percentage per annum above inflation 41 65 108 159 121
Percentage of vesting award 171 371 50 50 50
Total vesting percentage 49 2 871 100 100 100

TSR performance condition - LTIP awards to 2013

A total of 509 of the total award 1s based on the Company’s TSR performance agatnst 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 penod, and (2) a peer group of
international FMCG companies In the event of upper quartile performance by the Company relative to both the comparator groups, 50%
of the total award vests in full, 69 of the total award vest for median performance There is 2 pro rata vesting between these two points
The TSR portions of an LTIP award do not vest for below median performance
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Comparator group

The comparator group, which 1s regularly reviewed to ensure that it remains both relevant and representative, 15 chosen to reflect the
Company's financial and business trading environments

As at 31 December 2013, the constituents of the comparator group for the 2011, 2012 and 2013 LTIP Awards were as set out below

FMCG peer group

Anheuser-Busch InBev Impenal Tobacco Group PepsiCo

Camphbell Soup |apan Tobacco Pernod Rrcard

Carlsberg |ohnson & Johnson Philp Momis International
Coca-Cola Kellogg Procter & Gamble
Colgate-Palmolive Kimberley-Clark Reckitt Benckiser

Danone Mondelez Intemational SAB Miller

Diageo LVMH Unilever

Heineken Nestlé

Measurement of TSR

TSR 1s measured according to the return index calculated by Datastream and reviewed by the Company’s remuneration consultants TSR s
measured on the basis that all companes’ dividends are reinvested in the shares of those comparnes The return 1s the percentage increase
in each company’s index over the three-year performance period The opentng and closing indices for this calculation are respectively the
average of the index numbers for the last quarter of the final year of that performance penod — this methodology 1s employed to reflect
movements of the indices over that tme as accurately as possible

Alocal currency basis is used for the purposes of TSR measurement This approach, used historically by the Remuneration Committee for the
purposes of TSR measurement, 1s considered to have the benefits of simplicity and directness of comparison with the performance of the
comparator companies

EPS performance condition — LTIP awards to 2013

Half of the award 15 based on earmings per share growth relative to UK inflation 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 UK inftation 8% of the award will vest if the
EPS growth over the performance penod 15 3% in excess of inflabon An award will vest on a pro rata UK basis between these two points
None of the EPS portion of an award vests if EPS growth 15 less than 3% per annum in excess of UK inflation

Calculation of EPS

Growth in EPS for these purposes 1s calculated on an adjusted diluted EPS basis using a formula winch incorporates (1) an increase in
adjusted diluted EPS between the base year and the final year of the performance period, expressed as an annual growth rate over the
penod, and (2} the annualised retall price (RPI) growth between the last month of the year immediately preceding the performance penod
and the last month of the final fmancial year of the performance period This method 1s considered to be a fair and reasonable measure

of performance

LTIP — malus provision

The rules of the LTIP give the Remuneration Comrmuttee the discretion to reduce {or forfeit entirely) a participant’s unvested award
This would be considered i arcumstances where there had been a matenial misrepresentation involving the participant in connection
with a pnior vested award

All-employee share schemes

The Company operates the foilowing all-employee share schemes in which the Executive Directors participate, as shown as at
31 December 2013

Executive Dhrectors Nicandro Durante Ben Stevens John Daly
All-employee share schermes

Sharesave Scheme v v 7/
Share Incentive Plan (Partnership Scheme) 7

Share Incentive Plan (Share Reward Scheme/International Share Reward Scheme) v v vy
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Percentage change in the Chief Executive’s remuneration

The table below shows the percentage change in salary, taxable benefits and short-term incentives (bonus) of the Chief Executive between
the years ended 31 December 2012 and 31 December 2013 compared wath the average of each of those components of remuneration over
the same period for UK Semior Managernent {defined below), that being the chosen comparator group of employees in the British Amencan
Tobacco group

Base salary Taxable benefits Short term incentives
Increase/
£000 Increase % £000 Increase % £000 Decrease %
2013 2002 2013 2012 2013 2012
Nicandro Durante (Chief Executive) 1,088 1,038 482 1862 178 4 49 1,790 1,786 022
UK Senior Management’ 208 201 350 14 14 - 147 172 (14)

Notes

1 UK Serior Management this group s a particularty relevant hierarchy of employees in the UK i terms of succession planming and management regorting being the top 80 individuals who operate
immediately below and principally report to the Management 8oard This group of individuals, like the Executive Directors tend to be on UK based <oniracts and are elig:ble to participate i the
short term incentive aangements

2 Taxable benefits in order to provide a retevant comparative figure the one-off tax equalisation payment of £440 000 made 1n 2013 has been excluded

Single total figures for Directors’ remuneration
Non-Executive Directors Aggregate — audited

The following table shows a single figure of remuneration for the Non-Executive Directors in respect of qualifying services for the year ended
31 December 2013 together with comparative igures for 2012 The aggregate directors’ emoluments are shown on page 97

Board fees Other fees Taxable benefits! Total remuneratson

Non Executive Directors £000 £000 £000 £'000

2013 2012 2013 2012 2013 2012 2013 2012

Karen de Segundo 90 90 26 28 1 - 117 118
Char CSR Commuttee

Ann Godbehere 90 90 13 10 1 2 104 102

Member Audit Committee

Member Remuneration Committee

Christine Monn-Postel 90 90 33 9 9 3 132 102
Senior Independent Director

Member CSR Committee

Member Remuneration Committee

Gerry Murphy 90 90 30 22 1 1 121 113
Chairman Remuneration Committee
Kieran Poynter 90 90 29 10 - - 119 100

Charrman Audit Committee
Member Remuneraton Commuttee

Anthony Ruys 90 90 7 17 14 7 m 114
Member Audit Committee
Richard Tubb (from 28 Jan 2013) 84 N/A 6 N/A 54 N/A 144 N/A

Member CSR Commuttee
Retired Non-Executive Directors

Robert Lerwill (to 25 Apr 2013) 29 90 1n 33 3 5 43 128
Chairman Audit Committee

Sir Nicholas Scheele 29 90 13 38 81 52 123 180
{to 25 Apr 2013)

Senior Independent Director

Member CSR Committee

Total 682 720 168 167 164 70 1,014 957
Notes

1 The figures shown for benefiis are gross amounts as approprate, and it 1s the normal practice of the Company to pay the tax whith may be due on any benefits

2 TheNon-Executive Directars taxable benefits for 2012 bave been restated where appropriate foliowing the indwidual apportionment of travel expenses as required under the Regulations which
had previously been disclosed in the 2412 Annual Report as a total aggregated figure in the notes section
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Taxable benefits
accompanied attendance

Taxable benefits
travel expenses and

Total taxable

at business functions ‘walk i’ medical services henefits
Non Executive Directors taxable benefits £000 £'000 £000

2013 2012 M3 2012 2013 2012
Karen de Segundo - - 1 - 1 -
Ann Godhehere - - 1 2 1 2
Christine Morin-Postel - - 9 3 9 3
Gerry Murphy - - 1 1 1 1
Kieran Poynter - - - - - -
Anthony Ruys 1 - 13 7 14 7
Richard Tubb (from 28 Jan 2013} 7 N/A 47 N/A 54 N/A
Retwred Non-Executive Directors
Robert Lerwill {to 25 Apr 2013) - - 3 5 3 5
Sir Nicholas Scheele (to 25 Apr 2013) 12 - 69 52 81 52
Total 20 - 144 70 164 70

Notes

1 The figures shown for benehls are gross amounts, as appropriate, and it 1s the normal practice of the Company to pay the tax which may be tdue on any benefns

2 The Non Executive Directors taxable benefits tor 2012 have been restated where appropnate fallowing the indmdual apportionment of travel expenses as required under the Regulations, which

had previously been disclosed in the 2012 Annual Report as a total aggregated figure in the notes section

Fees

The basis for the fees 15 set out in the Policy Table above The fees’ structure applied dunng 2013 1s set out in the table below

Non-Executive Directors - fee structure

lan-Dec¢ 2013
£

Basic fee

90,000

Supplements

- Senior Independent Director

—Audit Committee Chairman

—CSR Commuttee Charrman
—Norminations Committee Chairman
—Remuneration Committee Chairman

30,000
30,000
25,000

30,000

Committee Memberships Fees
{not Chairmany)

-Audit Committee

=~ CSR Committee

- Nominations Committee

- Remuneration Commuttee

6,250
6,250

6,250
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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 General meetings In the instances where the cost of reimbursement of such expenses
are classfied as a benefit to the Director, it 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 practiioner ‘walk-in" medical services They receive
no other pay or benefits Spouses of the Executive Directors and Non-Executive Directors may, from time to tme, accompany the Directors
to overseas or UK-based Board meetings and otherwise at hosprtahity functions duning the year

Non-Executive Director - Anthony Ruys ITC Limited - audited

Anthony Ruys has been a Non-Executive Director of ITC Limited (ITC) (an associate undertaking of the Company) since 20 January 2009
Duning the year ended 31 December 201 3, Anthony Ruys received INR 780,000 (£7,614) 1n fees from ITC (2012 INR 740,000 (£8,309))
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 as set out below

Anthony Rerys A Exercised at At MNumber of

ITC Employee Stock Optlon Scherne — 1 Jan 2013 Granted In 2013 31 Dec 2013 31 Dec 2013 options that Dates from

share options over ordinary shares of Number of Grant price Number of Number of Number of may be which Latest

INRY each in ITC Limnited — audited optlons’ Grant date per option options optons options? exerched exerdrable exphy date
20,000 23 |ul 2009 Rs 1,090 00 20,000 6,000 23 Jul 2010 23 Jul 2015

6,000 23 Jul 201 23 |ul 2016

8,000 23 jul 2012 23 Jul 2077

20,000 222000 Rs 1,461 75 20,000 6000 22 Jul 20M 22 Jul 2016
6000 22 ul 20012 22 ul 2007

8,600 22 ul 2013 22 |ul 2018

10,000 26 Aug 2011 Rs 2,023 50 10,000 3000 26Aug2012  26Aug 207
3,000 26Aug2013 26 Aug 2018

4000 26 Aug 2014 26 Aug 2019

10,000 27 ul 2012 Rs 2,494 50 10,000 3,000 27 Jul 2013 27 |l 2008
3,000 27 Jul 2014 27 jal 2019

4,000 27 ul 2015 27 | 2020

28 Aug 2013 Rs 2,979 00 10,000 10,000 3000 28Aug 2014 28 Aug 2019

3000  28Aug 2015 28 Aug 2020

4,000 28 Aug 2016 28 Aug 2021

Total 60,000 10,000 70,000 70,000

Notes

1 ITC Limited (ITC) 15 an associate undertaking of the Company and 1s hsted on stack exchanges in India Anthony Ruys a Non Executve Director of the Company, 15 also a non executive director
of ITC Antheny Ruys bas been granted options over shares in ITC under the ITC Employee Stock Cption Scherme 2006 which prowides for the grant of options 10 1s non executive directars as
permutted by the Securities and Exchange Board of india {(Employee Stock Option Scheme and Employee Stock Purchase Scheme) Guidehines 1999 (the Schemne’)

L]

Each aption entitles its holder to apply for and 1o be allotted 10 ordinary shares in 1TC of INR1T each upon payment of the grant price during the appropriate exercise peniod An exercise period
begins at the date of vesting of an option and expires at the end of five years from that vesting date The vesting penad for the conversion of an option under the Scheme is as follows (a3} 30%
veits 12 months from the date of grant, (b} 309% vests 24 months from the date of grant, and {c) 409 vests 36 months from the date of grant
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Single total figures for Directors’ remuneration
Non-Executive Directors — Chairman Aggregate — audited

The following table shows a single figure of remuneration for the Chairman in respect of qualifying senaces for the year ended
37 Decermnber 2013 together with comparative figures for 2012 The aggregate Directors’ emoluments are shown below

Taxable benefits/Other
Fees emoluments Total remuneration
Chaiman £000 £'000 £000
2013 2012 2013 202 2013 2012
Richard Burrows 615 593 105 99 720 692
Analysis of taxable benefits/other emoluments
Taxable benefits’
—health insurance 13 12
—use of a company driver 59 61
—installation and mantenance of home secunty systems
in the UK and Ireland 13 7
—hotel accommodation and related expenses incurred
In connection with indvidual and/or accompanied
attendance at certain business functions
and/ar corporate events 14 7
Other emoluments
=commuting flights to London 6 12
Total taxable benefits/other emoluments 105 99
Note
1 The figures shown for taxable benefits are gross amounts as 1t 1s the normal pracuice of the Company 10 pay the tax which may be due on any benefits

The Remuneration Committee 1s responsible for determiming the terms of engagement and fees payable to the Chairman The current
termns of Richard Burrows’ appointment provide for (1} an annual fee of £620,000, (2) the use of a driver, (3) private medical insurance
and personal accident insurance benefits, and (4) the rembursement by the Company of the cost of return airline tickets to London from
his home in Ireland in connection with hus duties as Chairman  With effect from 1 February 2013, Richard Burrows was eligible for general
practitioner ‘walk-in" medical services In common wath the Non-Executive Directors, Richard Burrows does not participate in the British
Arnencan Tobacco share schemes, bonus schemes or incentive plans and 1s not a member of any Group pension plan

Aggregate Directors’ Emoluments - audited
The aggregate emolumenits of the Directors of the Company were as follows

Executive Dwrectors Chatrrman Non Executive Divectors Total

2013 2012 2013 2012 2013 2012 2013 2012

£000 £'000 £000 £000 £000 £'000 £000 £'000

Salary 2,609 2,492 - - - - 2,609 2,492
Fees - - 615 593 850 887 1,465 1,480
Taxable benefits 830 3%6 99 87 164 70 1,093 553
Short-term Incentives 4,042 4,040 - - - - 4,042 4,040
Long-term incentrves 4,825 5,413 - - - - 4,825 5413
Pension 1,394 1,752 - - - - 1,394 1,752
Other emoluments 740 971 6 12 - - 746 983

Total emoluments 14,440 15,064 720 692 1,014 257 16,174 16,713
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Total pension entitlements
Executive Directors’ pension entitiements — audited

Actrued pension  Additional value of

at year end pension on early

Normal retirement 31 Dec 2013 retirement
Pension values age £000 £000
Nicandro Durante
UURBS (UK} 60 64 -
Fundacao Albino Souza Cruz 60 367 -
(FASC - Brazil)
Total 431
Ben Stevens
Pension Fund (UK) 60 95 -
UURBS (UK} 60 197 -
Total 292
John Daly
P J Carroll {Irefand) 60 92 -
Pension Fund {UK) 60 33 -
UURBS (UK) 60 133 -
Total 258
Notes

1 The amount of 10tal accrued pension 1s the pension that would be paid annually on retrerment based on service (o the end of the year excluding any increase granted under the statute
betore retirement

2 The UK Pension Fund s non-contributory Voluntary contributions paid by Executive Directors and resulbing benefits are not shown Ne excess retirement benefits have been paid 10 or are
recewable by any Executive Director or past Executive Director

3 Nicandro Durante and John Daty the pension entitlements for the FASC and P { Carroll Directors’ Plzn are denorminated in Brazdian real and Euros respectively
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Nicandro Durante - Fundagdo Albino Souza Cruz (FASC) and UURBS

Souza Cruz SA 15 a Brazihan registered company in which the Group has a 75% interest Its shares are listed on the Sao Paulo stock exchange
and the remuneration, reward and pensions policies and practices of Souza Cruz reflect those of the Brazilan corporate market

Nicandro Durante’s pension entitlements are as follows

(1} From December 1981 to March 2012, membership of the FASC in Brazil This1s a nan-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
excead 1 85% of basic salary (excluding bonus) averaged over the 12 months to normal retiremnent 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 Ceneral Manager of Socuza Cruz SA and adjusted annually by the same percentage as that apphed to pensioners in receipt of benefits
from the FASC Benefits from the FASC have remained subject to the rules of that scheme

Fallowing legislative changes to the applicable UK tax relief regulations in respect of overseas pension arrangements, Nicandro Durante’s
FASC pension benefits have been in payment since 1 Apnl 2012 and currently amount to approximately £367,000 per annum (after
adjusting for currency exchange) reflecting Nicandro Durante’s 31 years’ service at Souza Cruz The Remuneration Committee has ruled
that the resulting tax charges (in variable amounts) for the prior years from 2006 to 2012 would be tax equalised in 2013 by way of a
non-recurnng gross payment of £440,000 in respect of this hability to Nicandro Durante No further compensation payment was made
or element of remuneration adjusted in heu of there being no further penston accrual in the FASC

(2) Effective from 1 March 2006 (being the date of his appointment as a member of the Managernent 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, £747,494 per
annum with effect from 1 April 2013 At retrement the pension will be based on a 12 months’ average and will be prowided through
the DURBS

(3) with effect from 1 January 2011 (being the date of his appomtment as Chief Executive Designate), 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 retirement the pension 1s based on a
12 months' average and will be provided through the UURBS

Ben Stevens and john Daly — British Amencan Tobacco UK Pension Fund and UURBS

Ben Stevens and john Daly each joined the British Amernican Tobacco UK Pension Fund (the ‘Pension Fund’) after 1982 and before the
closure of its nen-contnbutory defined benefit section to new members in Apnl 2005 As a result, prior to 6 Apnl 2006, these individuals
were subject to the HMRC cap on penstionable earnings (notionally £141,600 for the tax year 2013/14) In addition, each has an unfunded
pension promise from the Company in respect of earnings above the cap on an equivalent basis to the benefits provided by the Pension
Fund This is provided through membership of an unfunded unapproved retirement benefit scheme (UURBS) Further to the changes to the
applicable tax regulations, the pension accrual in the Pension Fund for John Daly has been restricted to the statutory annuat allowance of
£50,000 with the balance of approximately £6,640 being provided through the UURBS Ben Stevens has reached his lifetime allowance of
£1 8m and has therefore ceased accrual in the Pension Fund with all future benefits being provided through membership of the UURBS

During the year, there has been no change to the overall pension entitlement of either Director

These commitmenits are iIncluded i Note 12 on the accounts Members of the Pension Fund are entitled to receive increases in therr
pensions once in payment in ine with pnce inflation (as measured by the Retail Prices Index) up to 6% per annurm

John Daly - P ] Carroll Directors’ Plan

John Daly was formerly a member of the P | Carroll Directors’ Plan in Ireland He 1s also entitled to a deferred benefit currently amounting

to €110,776 per annum, payable from the age of 60 This benefit 1s scheduled to increase each year between January 2012 and December
2015 by the lower of 4% or the Insh Consumer Price Index John Daly stepped down as Chief Operating Officer on 31 December 2013 and
he transferred the value of this deferred benefit out of the P] Carrofl Prrectors’ Plan to a pnivate arrangement in January 2014 He will cease to
be an Executive Director on 6 April 2014
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The shareholding guidelines require Executive Directors to hold shares in the Company equal to the value of a percentage of salary as set
out in the table below The shares held to meet the requirements must exclude shares earned but not yet vested under the Company’s
short-term (DSBS) and long-term (LTIP) incentive plans as well as those held in trust under the all-employee share ownership plan (SIP)
These guidelines are considered to be a practical way in which the Executive Directors are encouraged to build up a high level of personal

shareholding to ensure a continuing algnment of interests with shareholders

Share ownership No of eligible Value of eligible Actual

requirements ordinary shares ordinary shares held at percentage {%)

{% of base salary)} held at 31 Dec2013 of base salary at

31 Dec 2013 31 Dec 2013 £m 31 Dec 2013

Nicandro Durante 300 (400 from 1 Jan 14) 159,040 51 468 2
Ben Stevens 200 (250 from 1 Jan 14) 58,360 19 2313
john Daly (retires 6 Apr 2014) 200 44,792 15 2012

Notes
The closing mid market price of ordinary shares on 31 December 2013 was 3,238p

Arrangements are in place for those Executive Directors who do not meet, at any one point, the requirements of the shareholding guidelines
In such cases, individuals may, generally, only sell a maximum of up to 50% of any shares vesting (after tax) under the Company share

plans until the threshold required under the shareholding gurdelines has been met There are no formal shareholding requirements for

the Non-Executive Directors although they are encouraged to builld a small interest in shares dunng the term of their appointment

With effect from 1 January 2014 and in respect of shareholders’ requests made dunng the Company’s policy consultations, the shareholding

gurdelines for Executive Directors have been increased as stated it the table above

Share interests — audited

The interests of the Directors who served dunng the year ended 31 December 2013, in the ordinary shares of the Company (beneficial,

family and any connected persons) are as follows

D3BS deferted

Shares held SIP shares® shares
Unvested subject

Held in employee to continued

Owned outright benefit trust emplayment

At 1 a0 2013 At 31 Dec 2013 AL 1 Jan 2013 AL 31 Dec 2013 At 1 jan 2013

Awarded on Released on
22 Mar 2013 25 March 2013

Number af shares  Number of shares?

At 31 Dec 2013

Al 31 Dec 2013 Number of sharey

Executive Directors

Nicandro Durante 150,713 159,040 1,209 1,374 70,233 25,478 17,005 78,706 239,120
Ben Stevens 57977 58,360 Nns 1,018 60,668 17,079 15,925 61,822 121,200
john Daly 48,306 44,792 289 280 44,669 15,069 2,601 51,137 96,209
Chairman

Richard Burrows 10,000 10,000 10,000
Non Executrve Directors

Karen de Segundo 2,000 2,000 2,000
Ann Godbehere' 477 2,907 2,907
Christine Monn-Postet 3,000 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
Richard Tubb

{from 28 January 2013) - - -
Former Directors

Robert Lerwall

{to 25 Apnl 2013} 3,000 3,000 N/A
Sir Nicholas Scheele

{to 25 Apnl 2013) 5,000 5,000 N/A

Notes

1 Ann Codbebere these share interests include 1 215 Amencan Depositary Receipts, each of which represents two ordinary shares in the Company

2 The closing mid market pnce on the date of release {25 March 2013) was 3,509p

3 Based on the performance for 2013, the Executive Directors will each be awarded a number of ordinary shares to the value of £2,44C pursuant 10 an award of shares under the Share Reward Scheme

on 3 Apnl 2014

4 On 31 December 2013, the Group s employee share ownership trust referred to later in this Remuneration Report, held a total of 8 929 075 ordinary shares in the Company Al participating

employees inctuding the Executive Drrectors, are deemed to have a benefical interest in these shares

5 Antheny Ruys as a non executive director of ITC Lirited (ITC) (an associate undertakng of the Company) has interests in share options granted to him by IFC under its stock options scheme

Details of these share interests are set out above

6 The 5IP shares compnse vested and unvested shares in the Share Incentive Plan (Partnership Share Scheme and Share Reward Scheme/international Share Reward Scheme)
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The scheme interests of the Executive Directors who served durning the year ended 31 December 2013 in the shares of the Company under

the Long-Term Incentive Plan (LTIP) are as follows

L7IP shares

LTIP shares LTIP shares vesied LTIP shares LTIP shares LTIP shares
balance avarded Award n 2013 exercised balance Performance
1 Jan 2013 In 2013 date (25 Mar 203) in 2013 In 2013 31 Dec 2013 period
Nicandro Durante
69,751 25 Mar 2010 60 753 8,998 60,753 201072012
147,329 13 May 2011 147,329 2011/2013
124,688 28 Mar 2012 124,688 2012/2014
119,828 22 Mar 2013 119,828 2013/2015
Total 341,768 119,828 60,753 8,998 60,753 391,845
Ben Stevens
65,323 25 Mar 2010 56,896 8,427 56,896 2M0/2012
79,558 13 May 2011 79,558 201%/2013
70,137 28 Mar 2012 70,137 201272014
66,932 22 Mar 2013 66,932  2013/2015
Total 215018 66,932 56,896 8,427 56,896 216,627
John Daly
37,643 25 Mar 2010 32,787 4,856 12,787 2010/2012
71,823 13 May 2011 71823 2011/2013
60,785 28 Mar 2012 60,785 2012/2014
59,058 22 Mar 2013 59,058 2013/2015
Total 170 251 59,058 32,787 4,856 32,787 191,666
Notes

1 The Mon-Executtve Dhrectors do not participate n the LTIP
2 There have been no variations in the terms and canditions of the LTIP interests during the year

Scheme interests — share options - audited

The scheme interests of the Executive Directors who served during the year ended 31 December 2013 in the shares of the Company under

the Sharesave Scheme are as follows

At

At

1)an 2013 31 Dec 2013 Date
Number ot Grant price Granted Exercised Number af from which Latest
shares Grant date pence n2013 in 2013 sharey exercisable eaplry date
Nicandro Durante 591 28 Mar 2012 2,536 0 591 May 2017 Oct 207
Ben Stevens 1,000 25 Nov 2009 1,5550 1,000 Jan 2015 Jun 2015
lohn Daly 457 25 Mar 2011 19740 457 May 2014 Oct 2014

Notes
1 The Non Executve Directors do not participate in the Sharesave Scheme

2 No options lapsed for the Executive Directors dunng the year ended 31 December 2013 There have been ro vaniations in the terms and conditions
of these interests in share options duning the year

3 Theaggregate gain on the exercise of Sharesave options was £ril (2012 £26 402)
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Remuneration Report
Annual Report on Remuneration continued

Scheme interests awarded during the year ended 31 December 2013 - audited

Bacls of awaed - Percentage vesting
Date of multiple of Face valye at threshold Performance
Executive Directon Scheme award base salary % £000 periormance MNa of shares persiod end date Awarch exercisable
Nicandro Durante Lne 22 Mar 2013 400 4200 20 119,828 31 Dec 2005 22 Mar 2016 - 21 Mar 2023
Ben Stevens Lnp 22 Mar 2013 300 2,346 20 66,932 31 Dec 2015 22 Mar 2016 - 21 Mar 2023
John Daly Lnp 22 Mar 2013 300 2,070 20 59,058 31 Dec 2015 22 Mar 2016 - 21 Mar 2023

Note
1 The face value of awards 15 calculated by reference to the share price at the date of grant of the award 3 505p

2 The percentage vesting at threshold performance is broken down as follows

TSR - FTSE 100 group of companies
Ranking - median
Percentage of vesting award 6

TSR - FMCG peer group
Ranking - median
Percentage of vesting award 6

Earrungs per share growth

Percentage per annum above inflaton 3%
Percentage of vesting award

-]

Total 20

Shareholder dilution — options and awards outstanding

In accordance with the guidelines of the Association of British Insurers (ABI), the Company can satisfy awards under all its share plans (LTIP
(and 1its predecessor, the 1998 LTIP), SIP and Sharesave Scheme) with new issue shares or shares 1ssued from treasury up to @ maximum of
10% of its 1ssued share capital in a rolling ten-year period to employees under all its share plans Within this 10% Iimit, the Company can
only 1ssue (as newly 1ssued shares or from treasury) 5% of its 1ssued share capital to satisfy awards under discretionary or executive plans
The Company’s former executive share option plan {the “Share Option Scheme”) closed to further grants in March 2004, 95,266 options
were outstanding as at 31 December 2013 and could be satisfied by the issue of new shares before expiry in March 2014 The rules of the
Company’s Deferred Share Bonus Scheme (DSBS) do not allow for the satisfaction of awards by the 1ssue of new shares

Dunng the year, new ordinary shares were issued by the Company in relation to the Sharesave Scheme Under the Sharesave Scheme, a total
of 728,873 options over ordinary shares in the Company were outstanding at 31 December 2013, representing 0 04% of the Company's
1ssued share capital (excluding shares held in treasury) The options outstanding under the Sharesave Scherne are exercisable until end
October 2018 at option pnces ranging from 1,435p to 2,807p

The British American Tobacco Group Employee Trust (BATGET)

BATGET 15 used to satisfy the vesting and exercise of awards of ordinary shares made under the DSBS, the LTIP (and the 1998 LTIP) as
well as the exercise of options under the closed Share Option Scheme The number of shares held n BATGET to satisfy outstanding awards
15 consistently momtored by a committee of sernor management that reports to the Board’s Employee Share Schemes Commitige

Funding of the BATGET

BATGET 1s funded by interest-free loan facilives from the Company totalhing £700 milhon, enabling the trust to faciitate the purchase

of ordinary shares to satisfy the future vesting or exerase of optrons and awards The loan to BATGET amounted to £603 million at

31 December 2013 (2012 £538 milhion) The loan 1s either repaid from the proceeds of the exercise of options or, in the case of ordinary
shares acquired by BATCET to satisfy the vesting and exercise of awards, the Company will subsequently waive the loan provided over the
Ife of the awards If the options lapse, ordinary shares may be sold by BATCET to cover the loan repayment
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Ordinary shares held in the BATGET
Details of the ordinary shares in the Company held by BATGET are set out below

1 January 2013 31 December 2013

Number of ordinary shares 10,520,098 8,929,075
Market value of ordinary shares £328 3m £289 1m
Percentage of the issued share capital of the Company % 0 57 044

BATGET currently wawves dividends on the ordinary shares held by it BATGET waived payment of the final dwvidend for 2012 of £9 4 million
in May 2013 and the intenm divadend for 2013 of £4 1 milhon in September 2013 The trustee does not exercise any voting nghts while
shares are held by BATGET As soon as shares held in BATGET are transferred out to share scheme participants, the participants may exercise
the vouing nghts attaching to those shares Details of the Company’s matenal share-based payment arrangements, reflecing both equity
share-based and cash-settled share-based arrangements, are set out in note 27 on the accounts

Other required disclosures
Payments to former directors
The Company made no payment of money or other assets to former Directors during the year ended 31 December 2013

Payments for loss of office
The Company made no payments to Directors for loss of office during the year ended 31 December 2013

Voting on the Remuneration Report at the 2013 AGM

At the AGM on 25 Apnl 2013, the shareholders considered the annual adwvisory vote on the Directors’ Remuneration report under the Jegal
regime that preceded the Regulations No other resolutions i respect of Directors’ remuneration and mcentives were considered at the
ACM The voting outcome 15 set out in the table below

Total votes cast Total votey

Votes for including exduding votes <ast Including

Resclution discretionary votes Percentage for Votes agalnst  Percentage against withhekd Votes withheld" votes withheld
Approval of Directors’ Remuneration Report 1,257,995,534 91 36 78,807,245 572 1,336,802,779 40,209 042 1,377,011,821

Note
1 Votes withheld are not inchuded i the final proxy figures as they are nat recognised as a vote in law

The Company undertook a regular programme of engagement with institutional shareholders and therr representative bodies during the
run-up to the AGM A wide range of 1ssues were discussed and feedback was generally positive Details of the charges introduced following
shareholder consultaticn on remuneration are set out in the Chairman’s annual staterent and in note 3 to the Future Policy Table

No vote was required to be taken in relation to the Directors’ remuneration policy at the 2013 ACM
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Remuneration Report

Strategic Report Governance

Annual Report on Remuneration continued

Directors’ remuneration in the year ending
31 December 2014
Proposed implementation of remuneration policy in 2014

The remuneration policy for the Executive Directors and the
Non-Executive Directors 1s set out in the policy report and was
effective from 1 January 2014 Subject to shareholder approval at

the AGM on 30 Apnl 2014, 1t will become binding on the Company

and 1t will become the approved shareholder policy (the ‘2014

Policy’) The Policy Report explains the work undertaken by the
Remuneration Committee, in consultabon with the Company’s
largest shareholders, to produce revised remuneration structure
as set out In the Future Policy Table (see page 65)

The basic elements to note for 2014 are set out below

Executive Directors - base salary

Base salary Base salary
from Percentage from
1 Apr 2014 change 1 Apr 2013
Executive Directors — salaries £ % £
Nicandro Durante 1,155,000 500 1,100,000
Ben Stevens 841,500 300 817,000
John Daly
(retires in April 2014) 721,000 - 721,000
Short-term incentives Intemational Executive
Incentive Scheme (IEIS)
2014 2013
IEIS — Executive Directors Maximum Maximum
50% n cash, 50% in deferred shares’ opportunity %  opporturity %
Nicandro Durante 200 200
Ben Stevens 180 180
John Daly {retires n Apnl 2014) -2 180
IEIS performance measures for 2014° Werghting %
Adjusted profit from operations 40
Group’s share of key markets 20
Global Dnve Brand (GDBs) and
Key Strategic Brands volumes 20
Cash flow from operations 20

Notes.

i There 15 an indvidual performance element which can be awarded (being an adjustment
factor of eithes 109% or 209 of the annual corporate result) and 1s paid in cash In cases of
wdentified poor personal performance, the corporate result will be reduced by $0% The
indvidual adjustment factor s capped so that under no arcumstances can the maximum
award levels of 2009 and 180% be exceeded

2 John Daty will retire as an Executive Director i April 2014 and will cease to be an emplayee
of the Company from that date In accordance with the rules of the IEIS, his performance-

related bonus in respect of the year ending 31 December 2014 will be pro-rated for his pencd

of service 1n 2014 at an on-target outcome payable on retirement as a 100% cash bonus
nstead of 509 1 cash and 50% i deferred shares

3 The specific target percentages for the performance measures at thresheld target and
maximum levels for 2014 are considered 10 be commercially sensitive because of the
infgrmation that this provides to market competitors Further, the ranges of indicative
performance only will be disclosed after the end of the financial year in the 2014 Annual
Repert on Remuneration published in 2015 The Remuneraton Commuttee will review the
commercial confidentiality of the targets and outcomes on an ongaing basis

Fnancials

Long-term incentives Long-Term Incentive Plan (LTIP)

2014 2013
LTIP - Executive Directors Multiple of Multiple of
Award levels - maximum opportunity base salary %  hase salary %
Ntcandro Durante 400 400
Ben Stevens 300 300
lohn Daly (retires in April 2014) - 300
LTIP measurement Weighting
of performance 2014 %
TSR — FMCG comparator group 25
EPS - growth in range 50
of 5% to 10%
NTO - net turnover with underlying
operating profit underpin 25
Non-Executive Directors’ fees
Fees from
1Jan 2014  Jan-Dec 2013
£ £
Basic fee 90,000 90,000
Supplements
—Sentor Independent Drector 30,000 30,000
—Audit Committee Chairman 30,000 30,000
—C5R Commuttee Chairman 25,000 25,000
—Nominations Committee Chairman - -
—Rermuneration Committee Chairman 30,000 30,000
Committee Memberships Fees
{not Chairman)
—Audit Commuttee 6,000 6,250
- CSR Committee 6,000 6,250
- Nominations Commuittee 6,000 -
—Remuneration Committee 6,000 6,250
Chairman'’s fees
Fees from Fees at
1ApHi 2014 1 Apni 2013
£ £
Richard Burrows 632,400 620,000

On behalf of the Board
Gerry Murphy

Chairman of the Remuneration Committee

6 Februany 2014
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Other disclosures

Strategic report disclosures

Section 414C(11) of the Companies Act 2006 allows the Board to
include in the Strategic Report information that it considers to be

of strategic /mportance that would otherwise need to be disclosed
in the Directors’ Report The Board has chosen to take advantage

of this proviston and accordingly, the information set out below,
which would otherwise be required to be contained in the Directors’
Report, has been included in the Strategic Report

Section i the
Strategic Report

Information required
in the Directors’ Report

Certain nsk mformation about the use of Financial review

financial instruments

An indication of likely future developments
it the business of the Group

Delvering our strategy

An indication of the actmities of the Group
in the field of research and development

Delwering our
strategy Sustamnability

A statement descnbing the Group's palicy
regarding the hinng, continuing

Delivering our
strategy Winning

employment and training, career organisation
development and promotion of

disabled persons

Detals of employee engagement Delivering our
information, consultation, share scheme strategy Winning
participation and the achievement of a orgamsation

common awareness of the financial and
economic factors affecting the
performance of the Group

Delvenng our
strategy Sustainability

Disclosures concerning greenhouse
gas emissions

Dividends

Final dwvidend — recommendation

The Board recommends to shareholders for approval at the Annual
General Meeting on 30 April 2014, a final dnvdend of 97 4p per
ordinary share of 25p for the year ended 31 December 2013

Final dwvidend - key dates and South Africa branch register

In compliance with the requirements of the London Stock Exchange
(LSE) and Strate, the electronic settlement and custody system used
by the JSE Limited (JSE), the following are the salient dates for the
payment of the final dvidend

Event Date 2014
Last day to trade (LDT) cum-dividend (JSE) 7 March
Shares commence trading ex-dividend (JSE) 10 March
Shares commence trading ex-dmdend (LSE) 12 March
Record date (JSE and LSE) 14 March
Payment date 8 May

As the Group reports n sterling, dividends are declared and payable
in stering except for shareholders on the branch register in South
Afnica whose dividends are payable in rand A rate of exchange

of £R =17 89670 as at 25 February 2014 (the closing rate for

that date as quoted on Bloomberg), results in an equivalent final
dividend of 1,743 13858 SA cents per ordinary share From the
commencement of trading on 27 February 2014 (the date of the

Strategic Report Govemnance Financials

preliminary announcement) until the close of business on 14 March
2014, 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 7 March 2014 until the close
of business on 14 March 2014, no transfers between the UK main
reguster and the South Africa branch register are permitted and no
shares may be dematenalised or rematenialised between 10 and

14 March 2014, both days inclusive

South Afnca branch register Dividends Tax information

South Afnca Dvidends Tax of 261 47079 SA cents per ordinary share
will be withheld from the gross final dwidend paid to shareholders
on the South Africa branch reguster at the rate of 15% unless a
shareholder qualifies for an exemption After Dividends Tax has

been withheld, the net dvidend will be 1,481 66779 SA cents per
ordwnary share

The Company, as a Scuth Africa non-resident, was not subject

to the secondary tax on companies (STC) regime which used to
operate before the introduction of Dwvidends Tax No STC credits
are avallable for set-off against the Dvidends Tax liability on the final
dividend which 1s regarded as a ‘foreign dvidend’ for the purposes
of the South Afrnica Dividends Tax Briish Amencan Tobacco p | ¢

1s registered with the South Afnican Revenue Service (SARS) with tax
reference number 9378193172

Didends Tax and the information provided above 1s only of direct
application to shareholders on the South Afnica branch register
Shareholders on the South Afnica 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

Dmvidend information

Further details of the total amounts of dmdends paid in 2013
{with 2012 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 30 April 2014 Detatls of the business to
be proposed at the meeting are contained in the Notice of AGM
which 15 sent to all shareholders and pubhshed on www bat com

The Company provides for the vote on each resolution to be by poll
rather than by show of hands This provides for greater transparency
and allows the votes of all shareholders to be counted, including
those cast by proxy The voting results are announced on the same
day through the Regulatory News Servce and on www bat com

Share capital

As at 31 December 2013, the Company had an allotted and fully
paid share capital of 2,026,456,406 ordinary shares of 25p each with
an aggregate nominal value of £506 6 million (ncluding treasury
shares and shares owned by the employee share trusts)

At the close of business on 25 February 2074 (the latest practicable
date prior to the recornmendation of the final dvdend for the
year ended 31 December 201 3), the Company had a total of
1,887,026,281 ordinary shares in issue (excluding treasury shares)
The Company held 139,516,345 ordinary shares 1n treasury giving
a total issued share capital of 2,026,542,626 ordinary shares
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Other disclosures
continued

Significant shareholders

At 31 December 2013, the following substantial interests (3% or
more} in the Company’s ordinary share capital (voting securities)
had been notified to the Company in accordance with section 51 2
of the Disclosure Rules and Transparency Rules As at 26 February
2014, 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 %% of ssued
Name ordinary shares share capital
BlackRock, Inc 132,891,526 704
Reinet Investments SC A 76,518,264 406
The Capital Group
Compares, Inc 67,664,399 359

Note
The percentage of 1ssued share capital excludes treasury shares

Stock market listings
Premium hsting

The ordinary shares of the Company {as Brtish Amenican Tobacco
p | ¢ ) have been listed on the Official List and traded on the main
market of the London Stock Exchange for listed secunties since

8 Septernber 1998 (Share Code BATS and ISIN GB0O002875804)
Thisis classified as a premium listing  The share registrar 15
Computershare Investor Services plc

Secondary listing

The Company’s ordinary shares have a secondary hsting on the
JSE Limited in South Africa (JSE), under the abbreviated name BATS
and the trading code BT As at 31 December 2013, 313,075,671
ordinary shares of the Company (being 16 59% of the Company’s
1ssued ordinary share capital — excluding treasury shares) were on
its South Africa branch register for which Computershare Investor
Services (Pty) Ltd are share registrars

Amenican Depositary Receipts

The Company’s ordinary shares are also traded on NYSE MKT in the
form of Amencan Depositary Receipts (ADRs) under the symbo! BTI
with a CUSIP number 110448107 Each ADR represents two of the
Company’s ordinary shares and at 31 December 2013, 39,536,451
ADRs were outstanding, represented by 79,072,902 ordinary
shares Citibank, N A continues to act as depositary for the ADR
programme following a review of the ADR supplier and a renewal
of their agreement, negotiated in 2013

The Company has unlisted trading privileges for the ADR
programme and none of its secunties are hsted on any Uruted States
secunties exchange or registered pursuant to the secunties laws of
the Uruted States As a result, the Company 1s subject to neither
the NYSE MKT listing standards nor the corporate governance rules
under the Sarbanes-Oxley Act of 2002 Nevertheless, the Board has
chosen, in the interests of good governance, to make a voluntary
statement explaining the pnncipal differences and common areas
between the Company’s corporate governance practices and those
that would be required if the Company were subject to those rules
The statement 15 avatlable at www bat com/governance
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Purchase of own shares
Share buy-back programme 2013

The Board reinstated its on-market share buy-back programme on

1 March 2013 following the Company’s Preliminary Announcement
on 28 February 2013 and under the authonity granted by
shareholders in 2012 At the 2013 AGM, the Company was gven
authonty to purchase up to 192,860,000 of its ordinary shares

The mimimum price that may be paid for such sharesis 25p and the
maximum pnce Is an amount equal to 105% of the average of the
rmiddle market prices shown in the quotation for an ordinary share
as derived from the London Stock Exchange Daily Official List for
the five business days immediately preceding the day on which the
ordinary share 1s contracted to be purchased

Dunng the year ended 31 December 2013, the Company made on-
market repurchases totalling 43,623,858 of its own ordinary shares,
representing 2 31% of the issued share capital {excluding treasury
shares) as at 31 December 2013 and at a value of £1,500 million,
excluding transaction costs In accordance wath the Company’s
policy, all of these repurchased shares are held as treasury shares

and as at 31 December 2013 the number of treasury shares was
139,516,345 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 authonty to purchase shares

The present authorty for the Company to purchase its own

shares will expire at the 2014 AGM, where it 1s proposed that the
Company’s authonty to purchase 1ts own shares 1s renewed Thus wall
enable the share buy-back programme to continue for a further year
In the opinion of the Directors, the exercise of this authority 1s likely
to result in an increase in the Company’s earrings per share and will
be in the interests of its shareholders generally Further details are
contained m the Notice of Annual General Meeting which 1s sent to
alt shareholders and 1s also pubhished on www bat com

Significant agreements — change of control

The following significant agreement contains certamn termination
and other nghts for our counterparties upon a change of control
of the Company

On 25 Noverber 2010, the Company, B AT Intemational Finance
p ! c and Bnush Amenican Tobacco Holdings (The Netherlands)
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 bilhon 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 15 a change of control in respect
of the Company, the lenders can require all amounts outstanding
under the Facility to be repaid

LTIP — change of control

The rules of the 2007 LTIP provide that i 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 intemal reorgamsation),
LTIP awards will becorne exercisable for a imited penod based on
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the penod of time which has elapsed since the date of the award
and the achievement of the performance conditions at that date,
untess the Remuneration Committee determines this not to be
appropniate i the arcumstances In addition, the 2007 LTIP allows
(as an alternative to early release) that participants may, if permitted,
exchange therr LTIP awards for new awards of shares in the
acquinng company on a comparable basis

Directors’ interests and indemnities

Further details of Directors’ contracts and letters of appointment,
remuneration and emoluments, and their interests in the
Company’s shares (incuding share options and deferred shares)

as at 31 December 2013 are given in the Remuneration Report

No Director had any matenal interest in a contract of significance
{other than a service contract) with the Company or any subsidiary
company dunng the year

The Company has arranged appropriate insurance to provide cover
in the event of legal action aganst its Directors and also provides
indermnities to its Directors in accordance with the Company’s
Articles of Association and to the maximum extent permitted by law
As at the date of this report, such indemnities are in force covenng
any costs, charges, expenses or habilities 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 them on
behalf of the Company or any such associated company

information and advice

The Board and its Commuttees receive papers for review in good
tme ahead of each meeting The Company Secretary ensures good
information flow within the Board and its Comnuttees, and between
the Non-Executive Directors and senior management She also
adwvises the Board on all governance matters

All Directors have access to the advice and services of the Company
Secretary, and a procedure 15 in place far them to take independent
professional advice at the Company’s expense if required Each of
the four pnncipal Committees of the Board may obtain independent
legal or other professional advice, at the Company’s expense, and
secure attendance at meetings of outsiders if needed

Articles of Association

The following description summanses certain prowisions of the
Company’s current Articles of Association {as adopted by special
resolution at the AGM on 28 Apnil 2010), applicable English law and
the Companies Act 2006 (the ‘Companies Act”) This summary Is
qualified i its entirety by reference to the Companies Act and the
Company’s Articles of Association, available on www bat com

Share capital

All of the Cornpany’s ordinary shares are fully paid and, accordingly,
no further contnbution of capital may be required by the Company
from the holders of such shares
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Objects and purposes

The Company is incorporated under the narme of British Amenican
Tobacco p | ¢ and is registered in England and Wales under
regustered number 3407696 Under the Comparues Act 2006, the
Company’s objects are unrestricted

Directors appointment and retirement

The Company’s Articles of Associatton prowide for a Board of
Directors, consisting {unless otherwise determined by ordinary
resolution of the shareholders) of not fewer than five Directors,
and not subject to any maximum

The Directors and the Company (by ordinary resolution) may
appoint a person who 1s willing to act as a Director, either to fill a
vacancy or as an additional Director A Director appainted by the
Drrectors shali retrre at the next AGM and will put himself/herself
forward to be 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 AGM

At each AGM, all Directors shall retire from office by rotation who
(1) held office at the time of each of the two preceding ACMs

and who did not retire at either of them, and (2) ff the number of
Directors retinng in (1) above 1s less than one-thurd of the Directors
who are subject to retirement by rotation (or, f their number 1s not
three or a multiple of three, 1s less than the number which 1s nearest
to but does not exceed one-third of the Directors), such additional
number of Directors as shall, together with the Drrectors retinng
under (1) above, equal one-third of the Directors {or, if therr number
15 not three or a multiple of three, the number which 1s nearest to
but does not exceed one-third of the Directars)

Subject to the provisions of the Compantes Act and the Articles
of Association, the Directors to retire at an AGM under (2) above
will be those who have been in office the longest since therr
appointment or last reappointment

Notwithstanding these prowvisions contained i the Articles of
Association, the Company 1s not restnicted to the number of
Directors who may retire and seek re-election each year The Articles
of Associabion merely set a mirimum number of Directors who must
be subject to retirement by rotation each year As a result, since

the introduction of the provision in the UK Corporate Gavernance
Code in 2011 that all Directors of FTSE 350 companies should be
subject to annual re-election by sharehoiders, 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 AGM to be held on 30 Apnl 2014

A Director who retires at an AGM and 15 not reapponted shall retain
office untit the meeting elects someone In his place or, if it does not
do so, until 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 expiration of his penod of
office and, subject to the Articles of Association, may by ordinary
resolution, appomt ancther person who 1s willing to act as a Director,
and 1s permitted by law to do 5o, to be a Director instead of him

A person so apponted shall be subject to retirernent as f he had
become a Director on the day on which the Director in whose place
he 15 appointed was last appointed or reappointed a Director
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Fees for Non-Executive Directors and the Chairman shall be
determined by the Directors but shall not exceed in aggregate an
annual sum of £2,500,000, unless determined otherwise by ordinary
resolution of the shareholders The remuneration of the Executive
Directors 1s determined by the Remuneration Commuttee which 1s
comprised of independent Non-Executive Directors

Directors meetings and voting

The quorum for meetings of Directors 1s twe Directors The Directors
may delegate any of therr powers that are conferred upon them
under the Articles of Association to such person or committee as
they consider appropniate

The Articles of Association place a general prohibition on a Director
voting at a meetng 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 cther
interest not indicated below, a Director 1s entitled to vote and to

be counted in a quorum for the purpose of any vote relating to a
resolution concerning the following matters

1 the giving to him of a guarantee, secunty or iIndemnity in respect
of money lent to, or an obligation incurred by him for the benafit
of, the Company or any of its subsicharies,

2 the giving to a third party of a guarantee, security or indemnity in
respect of an obligation of the Company or any of its subsidiaries
for which the Director has assumed responsibility (in whole or
part and whether alone or jointly with others) under a guarantee
or indemmty or by the gving of secunty,

3 the giving to him of any other indemnity which 1s on substantially
the same terms as Indemruties 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 incurring such
expenditure where all other Directors have been given, or are to
be given, substantially the same arrangements,

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 underwnting or sub-underwrnting of an offer of
any such shares, debentures or other securities for subscription,
purchase or exchange,

6 any arrangements which relate in any way to a retirement
benefits scheme or any arrangement for the benefit of the
employees of the Company or any of 1ts subsichanes including
but without being hmited 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 arrangernent relates, and

7 any transaction 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 1% or more of the equity share capital
of that company (or of any other company threugh which his
interest 1s derived) and not entitled to exercise 1% or more of
the voting nghts available to members of the relevant company
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(disregarding, for the purposes of this proviso ()} any shares held
by a Director as bare or custodian trustee and in which he has

no beneficial interest, (i1) any shares compnsed in an authonsed
unit trust scheme in which the Director 1s interested only as a unit
holder, and (in) 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 prohibiting a Director from voting at a
meeting of the Cirectors or of 2 committee of the Directors

Directors borrowing powers

Without prejudice to their general powers, the Directors may
exerase 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 (subyect to

the prowisions of the Articles of Association) to 1ssue debentures,
debenture stock and other securities whether outnght or as secunty
for any debt, liability or obligation of the Company or a 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 1s
otherwise interested,

2 may be a Director or other officer of, or employed by or
may be a party to, or otherwise interested in, any transaction
or arrangement with anybody carporate promoted by the
Company or in which the Company Is otherwise interested,

3 shall not, by reason 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 not infinge his duty to avoid a situation N 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 ta the Company, or use In
performing his duties as a Director of the Company, any
confidential information relating to such office or employment
if to make such a disclosure or use would result i a breach of
duty or obligation of confidence owed by lum in relaton to or in
connection with that office or employment,

6 may absent himself from discussions and exclude himself from
information, which will or may relate to that office, employment,
transaction, arrangement or interest, and

7 no such transaction or arrangement will be hable 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 notice In any transaction or arrangement
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in which a specified person or class of persons is interested is
deemed to be a disclosure that the Director has an interest in any
such transaction of the nature and extent so specified

An interest of which a Director has no knowledge and of which it 1s
unreasonable to expect him to have knowledge 1s 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 conflict of interest, and a Director need not disclose an interest If,
or to the extent that, the other Directors are already aware of it

A Director will no longer be regarded as having an interest in a
transaction by wrtue 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 1s 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 thewr nght to vary or terminate such authonsation) authorise, to
the fullest extent permitted by law

1 any matter which would otherwise result in a Director infringing
his duty to avord a situation 1in which he has, or can have, a direct
or indirect interest that conflicts, or possibly may conflict, with
the interests of the Company and which may reasonably be
regarded as likely to give nse to a conflict of interest (including
a confhict of nterest and duty or confhict of duties),

2 a Director to accept or continue in any office, employment or
position 1n addition to his office as a Director of the Company
and may authorise 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 tme that such a conflict of interest
anses, provided that the authonsation is only effective i (a)
any requirement as to the quorum at the meeting at which the
matter 15 considered 1s met without counting the Director 1n
question or any other interested Director, and (b) the matter was
agreed to without their voting or would have been agreed to if
theirr 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 conditicns, if any,
as the Directors think fit to impose, and subject to their nght to vary
or terminate such authonsation or the permissions set out below)

1 the Dwrector shall not be required to disclose any confidential
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 obligation of confidence owed by
him in relation to or in connection wath that matter, or that office,
employment or position,

2 the Dwrector may absent himself from discussions, whether in
meetings of the Directors or otherwise, and exclude himself from
wformation which will or may relate to that matter, or that office,
employment or position, and
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3 a Dwector shall not, by reason of tus office as a Director of the
Company, be accountable to the Company for any benefit which
he dernves from such matter, office, employment or position

Dvidend nights

Holders of the Company’s ordinary shares may, by ordinary
resolution, declare dividends but may not declare dvidends in
excess of the amount recommended by the Directors The Directors
may also pay intenm dwvidends If it appears that such dividends are
Justified by the profits available for distribution No dividend shall be
pard otherwise than out of profits avallable as specified under the
provisions of the Comparies Act

The Directors may, with the sanction of an ordinary resolution of
the shareholders, offer any holders of ordinary shares the night to
elect to recewve ordinary shares credited as fully paid instead of
cash in respect of the whole or part of all such dvidends as may
be specified by the resolution Any general meeting declaning a
dmdend may, upon the recommendation of the Directors, direct
payment or satisfaction of such dvidend to be wholly or partly by
the distnbution of specific assets Where difficulty anses in regard
to distnbution, the Directors may wgnore fractions or 1ssue fractional
certificates, fix the value for distrbution of any assets and may
deterrmine that cash shall be paid to any shareholder in order to
adjust the nghts of such members

Any dividend which has been unclaimed for 12 years from the

date it becarne due for payrment shall, if the Directors so resolve, be
forfeited and cease to be owed by the Company The Company can
cease sending dvidend warrants and cheques by post or otherwase
if these have been returned undehvered to, or left uncashed by, the
shareholder on at least two consecutive occasions, or, if following
one such occasion, reasonable enquimnes have falled to establish the
member’s new address No dividend shall bear interest against the
Campany, unless provided by the nghts attached to the share

The Directors may elect to pay dmvidends to shareholders by bank or
electronic transfer only Amounts due to shareholders who provide
no, or invald, account details may be held in 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
deemed to have discharged its payment obligations by paying the
refevant monies into such account and interest will not accrue for
shareholders on any such monies pending payment to such persons

Voting rights

Voting at any general meeting of shareholders 1s by a show of hands
unless a poll 1s demanded On a show of hands, every sharehalder
who I1s present In person at a general meeting has one vote
regardless of the number of shares held by the shareholder

Every proxy appointed by a shareholder and present at a general
meeting has one vote, except that if the proxy has been duly
appointed by more than one shareholder entitled to vote on the
resolution and 1s instructed by one or more of those sharehofders to
vote for the resolution and by one or more others to vote against it,
or 15 instructed by one or more of those shareholders to vote in one
way and 15 given discretion as to how to vote by one or more others
{(and wishes to use that discretion to vote in the other way) he has
one vote for and one vote aganst the resolution
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On a poll, every shareholder who 1s present in person or by proxy
has one vote for every share held by the shareholder A shareholder
(or his duly appointed proxy) entitled to more than one vole need
not use all his votes or cast all the votes he uses in the same way

A poll may be demanded by any of the following

1 the Chairman of the meeting,
2 the Directors,

3 not less than five shareholders having the nght to vote at
the meeting,

4 ashareholder or shareholders representing not less than one-
tenth of the total voting nghts of all shareholders having the nght
to vote at the meeting {excluding any voting nghts attached to
treasury shares), or

5 ashareholder or shareholders helding shares which confer a nght
to vote an the resolution at the meeting being shares on which
an aggregate sum has been paid up equal to not less than one-
tenth of the total sum paid up on all shares confernng that 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 resolutions, which can include resolutions for the
appointment, reappointment and removal of Directors, the
receving of the Annual Report, the declaration of final dvidends,
the appointment and reappointment of the external auditor, the
authority for the Company to purchase its own shares and the
grant of authority to allot shares, and

2 special resolutions, which can include resolutrons amending the
Company’s Articles of Association and resolutions refating to
certain matters concerning a winding-up of the Company

An ordinary resolution requires the affirmative vote of a ssmple
majonty of the votes cast at a meeting at which there 1s a quorum n
order to be passed Special resolutions require the affrmative vote of
not less than three-quarters of the votes cast at a meeting at which
there 1s a quorum i order to be passed The necessary quorum for a
meeting of the Company 1s a mimimum of two shareholders present
In person or by proxy or by a duly authonsed representative(s) of a
corporation which 15 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 15 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 Cormnpany 1s wound up, the hquidator may, with the sanction
of a speaal 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 1s to take place as between the shareholders or different
classes of shareholders Alternatively, with the same sanction, the
hquidator 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 lability

Transfer of shares

Shares may be transferred by an instrument of transfer in any usual
form or in any other form which the Directors may approve and
shall be executed by or on behalf of the transferor and, where the
share 1s not fully paid, by or on behalf of the transferee The Directors
can, in their absolute discretion, refuse to register the transter of
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a share in certificated form which is not fully paid, provided that
such a refusal would not prevent dealings in shares in certificated
form which are not fully paid from taking place on a proper basis
The Directors may also refuse to register a transfer of a share in
certificated form (whether fully paid or not) unless the instrument
of transfer

1 15 lodged, duly stamped, and is deposited at the registered office
of the Company or such other place as the Directors may appomnt
and 1s accompanied by a certificate for the shares to which it
relates and such other evidence as the Directors may reasonably
require to show the nght of the transferor to make the transfer,

2 1sn respect of only one class of share, and
3 151n favour of not more than four transferees

For uncertficated 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 persons

If the Directors refuse to register a share transfer, 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 registering
a transfer

Pre-emptive nights and new issues of shares

While holders of ordinary shares have no pre-emptive nights under
the Articles of Association, the ability of the Directors to cause

the Company to 1ssue shares, securities convertible into shares or
nghts to shares, otherwise than pursuant to an employee share
scheme, is restncted Under the Companies Act, the Directors of a
company are, with certain exceptions, unable to allot any equity
secunties without express authonsation, which may be contained

In a company’s Artrcles of Association or given by its shareholders in
a general meeting, but which n either event cannot last for more
than five years Under the Companies Act, a company may also not
allot shares for cash (othenwise 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 mare favourable terms in
proportion to their respective shareholdings, unless this requirement
1s waived by a special resoluticn of the shareholders

Alteration of share capital
The Company may, from time to trme, by ordinary resolution

1 consolidate and divide all or any of its shares into shares of a
larger amount than its existing shares,

2 sub-dwide any of its shares into shares of smaller amount than
its existing shares, and

3 determine that, as between the shares resulting from such a
sub-division, any of them may have any preference or advantage
as compared with the others

Subject to the prowisions of the Companies Act

1 the Company may reduce its share capital, its caprtal 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
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Disclosure of interests in the Company’s shares

There are no provisions in the Articles of Association whereby
persons acquinng, holding or disposing of a certain percentage

of the Company’s shares are required to make disclosure of their
ownership percentage, although there are such requrernents under
statute and regulation The bastc 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
Finanaial Conduct Authority imposes a statutory obligation on a
person to notify the Company and the Finanaial Conduct Authonity
of the percentage of the voting nghts in the Company 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 nghts

1 reaches, exceeds or falls below 3% and/or any subsequent whole
percentage figure as a result of an acquisition or disposal of shares
or financial instruments, or

2 reaches, exceeds or falls below any such threshold as a result of
any change in the number of voting nghts attached to shares n
the Company

The Disclosure Rules and the Transparency Rules set out in detail the
arcumstances in which an obhigation of disclosure will arise, as well
as certain exempbions from those obhgations for specfied persons

Under Section 793 of the Companies Act, the Company may, by
notice in writing, require a person that the Company knows or

has reasonable cause to befieve 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 did hold an interest in the Company’s shares, to provide certain
information as set out in that Act The Disclosure Rules and the
Transparency Rules further deal with the disclosure by persons of
interests in shares or debentures of the comparies of which they are
Directors and certamn associated companies

The City Code on Takeovers and Mergers also imposes strict
disclosure requiremnents with regard to dealings in the secunties of
an offeror or offeree company on alt parties to a takeover and also
on therr respective associates during the course of an offer penod

General meetings and notices

An AGM and all other general meetings of the Company must

be called by at least 21 clear days’ wntten notice However, the
Companies Act allows for this penod of notrce for meetings other
than AGMs to be reduced to 14 clear days’ notice provided that two
conditions are met (1) a company must allaw shareholders to make
proxy appointments via a website (such as that hosted by its share
registrars), and {2) shareholders must pass a specal resolution at the
AGM every year approving that shortering of the notice period to
14 days A special resoluhion enabling the Company to hold general
meetings {other than AGMs) on 14 days’ notice will be proposed at
the AGM to be held on 30 April 2014

Subject to the resolution being passed, the approval of the
shortening of the notice period will be effective untif the Company’s
next AGM, when 1t 1s intended that the approval be renewed

The shorter notice penod would not be used as a matter of routine
Rather the Directors will consider on a case-by-case basis whether
the use of the flexibility offered by the shorter notice period 1s
merited, taking into account the arcumstances, including whether
the business of the meeting 15 time sensitive, and 1s thought to be to
the advantage of shareholders as a whole Further, the shorter notice
penod would not be used unless both of the conditions as stated
above are met
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Variation of nghts

If the capital of the Company 1s dwvided into different classes of
shares, the nghts 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 cansent in wrting 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 1s twa persons tagether holding or representing by proxy
at least one-third in norminal amount of the ssued 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 nights attached to any shares, those nights shall be deemed
to be vaned by the reduction of the capital paid up on those shares
and by the creation or issue of further shares ranking i priority for
payment of a dvidend or in respect of capital or which confer on
the holders voting nghts more favourable than those conferred by
the first-mentioned shares, but shall not otherwise be deemed to be
vared by the creation or issue of further shares ranking pan passu
with them or subsequent to them

Repurchase of shares

Subject to authonsation by shareholder resotution, the Company
may purchase its own shares in accordance with the Companies Act
Any shares which have been bought back may be held as treasury
shares or, if not so held, must be cancelled immediately upon
completion of the purchase, thereby reducing the amount of the
Company’s 1ssued share capital There is no longer a requirement for
public companies to have specfic authonsations in their articles of
association to undertake these actions

The Strategic Report and the Directors’ Report compnsed in this
Annual Report have been approved and are signed by order of the

Board by o g Q:L\

Bntish Amencan Tobacco p ! ¢
Registered in England and Wales No 3407696

Nicola Snook
Secretary
26 February 2014
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Responsibility of Directors

Statement of the directors in relation to the
annual report and financial statements

The Board confirms that it considers that this Annual Report, taken
as a whole, 1s farr, balanced and understandable and provides
information necessary for shareholders to assess the Company’s
performance, business model and strategy

When making this assessment, the Board was supported by a
recommendation from the Audit Committee, who oversaw well
established and effective processes in relation to its preparation

Directors’ responsibilities in relation to the
financial statements

The following statement sets out the responsibilities of the Directors
in relation to the financial staterments of both the Group and the
Company The reports of the Independent auditors for the Group
and the Company set out their responsibilities in relation to those
financial statements

Company law requires the Directors to prepare financial staterments
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
financial year In preparning those financial staternents, the Directors
are required to

—select appropriate accounting policies and apply them consistently,
—make jJudgments and estimates that are reasonable and prudent,

- state whether applicable accounting standards have been
followed, subject to any matenal departures being disclosed
and explamed, and

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

The applicable accounting standards referred to above are

(a) United Kingdom Generally Accepted Accounting Prnciples
(UK GAAP) for the Company; and (b) International Financial
Reporting Standards (IFRS) as adopted by the European Union
and implemented in the UK for the Group

The Directors are responsible for ensunng that the Company keeps
sufficient accounting records to disclose with reasonable accuracy
the financial position of the Company and the Group and to enable
them to ensure that the Group financial statements comply with the
Companies Act 2006 and Article 4 of the IAS Regulation, and that
the Company financial statements and the Directors’ Remuneration
Report comply with the Companies Act 2006 They are also
respansible for taking reasonable steps to safeguard the assets of
the Company and the Group and, in that context, having proper
regard to the establishrment of appropnate systems of intemal
control with a view to the prevention and detection of fraud and
other iregularities

The Directors are required to prepare financial statements and
to prowide the auditors with every opportunity to take whatever
steps and undertake whatever inspections the auditors consider
to be appropnate for the purpose of enabling them to give therr
audit report
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The Directors are responsible for the maintenance and integnity 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 legislation may be different

The Directors consider that they have pursued the actions necessary
to meet therr 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 informatien 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 mformation and to establish that the Company’s
auditors are aware of that information

Directors’ responsibility statement
The Directors confirm to the best of therr knowledge and belef that

—the financial statements, prepared in accordance with the
applicable accounting standards identified above, give a true and
fair view of the assets, liabilities, financial position and profit or loss
of the Company and the Group, and

—the Directors’ Report and the Strategic Report include a farr
review of the development and performance of the business and
the position of the Group and the Company, together with a
descnption of the principal nsks and uncertainties that they face

The names of the Directors are listed in this Directors’ Report and
therr details appear on the Board of Directors page

Neither the Company nor the Directors accept any hability to any
person i relation to this Annual Report except to the extent that
such liability could anse under Enghish law Accordingly, any hability
to a person who has demonstrated rellance on any untrue or
misleading statement or omission shall be determined in accordance
with section 90A of the Financial Senices and Markets Act 2000

The responsibility statement was approved by the Board of Directors
on 26 February 2014 and signed on its behalf by

Ben Stevens
Finance Director and CIO

Richard Burrows

ghalrman
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Independent auditors’ report
To the members of British American Tobacco p.l.c.

Report on the Group financial statements
Our opirion
In our opinion the Group financial statements

—give a true and fair view of the state of the Group's affairs as at 31 December 2013 and of the Group’s profit and cash flows
for the year then ended,

—have been properly prepared in accordance with Internatronal Financial Reporting Standards (IFRSs) as adopted by the
Eurcpean Union, and

—have been prepared in accordance with the requirements of the Comparues Act 2006 and Article 4 of the I1AS Regulation
This opinion is to be read mi the context of what we say n the remainder of this report

What we have audited
The Group financial statements, which are prepared by Bntish American Tobacco pl ¢ (“BAT”), compnse

—the Group Balance Sheet as at 31 December 2013,
—the Group Income Statement and the Group Statement of Comprehensive Income for the year then ended,
—the Group Statement of Changes in Equity and the Group Cash Flow Statement for the year then ended, and

—the Notes on the accounts, which include a summary of significant accounting policies and other explanatory information, the
Pnincipal subsidiary undertakings and Principal associate undertakings

The financial reporting framework that has been applied in their preparation compnses apphcable law and IFRSs as adopted by the
European Union

What an audit of financial statements involves

We conducted our audrt in accordance with International Standards on Audiing (UK and Irefand) (ISAs (UK & Ireland)) An audit involves
obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the financial
statements are free from matenal misstatement, whether caused by fraud or emor This includes an assessment of

—whether the accounting polictes are appropriate to the Group’s circumstances and have been consistently applied and
adequately disclosed,

- the reasonableness of s;gnificant accounting esttmates made by the Directors, and
—the overall presentation of the financial statements

In additton, we read all the financial and non-financial nformation in the Annuat Report to identify matenal inconsistencies with the audited
Group financial statements and to identfy any information that is apparently materially incorrect based on, or matenially inconsistent

with, the knowledge acquired by us in the course of performing the audit If we become aware of any apparent matenal misstatements

or inconsistencies we consider the implications for our report

Overview of our audit approach
Matenality

We set certain thresholds for matenahty These helped us to deterrine the nature, iming and extent of our audit procedures and to evaluate
the effect of misstatements, both indmdually and on the financial statements as a whole

Based on our professional judgement, we determined matenality for the Group financial statements as a whole to be £290 mullion, whrch
represents approximately 5% of profit before taxation

We agreed with the Audit Commuttee that we would report to them misstatements identified dunng our audit above £15 million as well as
misstatements below that amount that, in our view, warranted reporting for qualitative reasons

Overview of the scope of our audit

The Group 1s primanly structured across four geographic regions, being Asia-Pacific, Amenicas, Westemn Europe, and Eastern Europe, Middle
East and Africa The Group financial staterents are a consohdation of 438 reporting urits, compnsing the Group's operating businesses and
sales offices (often legal entities), centrahised funchions, and supply chain entities

In establishing the overall approach to the Group audit, we determined the type of work that needed to be performed at the reporting
uruts by us, as the group engagement team, or component auditors from other PwC network firms and other firms operating under our
instruction Where the work was performed by component auditors, we determined the level of mvolvement we needed to have i the
audit work at those reporting units to be able to conclude whether sufficient appropnate audit ewdence had been obtained as a basis for
our opinion on the Group financial statements as a whole
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Independent auditors’ report
continued

Accardingly, of the Group’s 438 reporting units, we identified 52 which, in our view, required an audit of therr complete financal
information, either due to therr size or their nsk charactenistics, prowiding 839% coverage over Group profit before taxation, spread across
all geographic regions Audits of these reporting units were performed using matenality levels lower than the matenality level for the
Group as a whole, ranging from £10 mullion to £60 milkon, and established by reference to the size of, and risks associated with, the
business concerned

Specific audit procedures on certain bafances and transactions were performed at a further 65 reporung units, one of which represents the
results of an associate The nature of the balances and transactions where specific audit procedures were performed differ to those at the
Group’s core operating businesses This, together with additional procedures performed at the Group level relating pnmarily to taxaton,
bugation, pensions, and earmings per share, gave us the evidence we needed for our opinion on the Group financial statements as a whole

Areas of particular audit focus

In prepanng the financial statements, the Directors made a number of subjective judgements, for example in respect of significant
accounting estrnates that involved making assumptions and considenng future events that are inherently uncertan We pnmanly focused
our work in these areas by assessing the Directars’ judgements against avallable evidence, forming our own judgements, and evaluating the
disclosures in the financial statements

In our audit, we tested and examined information, using sampling and other auditing techmiques, to the extent we considered necessary to
provide a reasonable basis for us to draw conclusions We obtained audit ewdence through testing the effectiveness of controls, substantive
procedures or a combination of both

We considered the following areas to be those that required parbicular focus in the current year This is not a complete list of all nsks or areas
of particular audit focus identified by our audit We discussed these areas of focus with the Audit Committee Therr report on those matters

that they considered to be significant 1ssues in refaton to the financial statements s set out on page 54

Area of focus

How the scope of our audit addressed the area of focus

Corporate Tax Exposures

The Directors are required to apply significant judgement when
determiring whether, and how much, to provide in respect of
material tax assessments leading to uncertain tax positions in a
number of junsdictions (Refer to notes 6 and 30 in the notes on
the accounts )

We focused on this area due to the significant quantum of gross risk
and exposure across the Group, and the inherent complexity and
judgernent in estmating the amount of provision required

We held a programme of meetings with the Group’s Corporate Tax
team and local management to understand the tax strategy and
related tax nisks, any associated technical tax issues, and the status
of any current tax htigation

We assessed the appropriateness of provisions recorded in the
financial statements, or the rationale for not recording a provision,
having read the latest correspondence between the Group and the
vanous tax authontes, and having obtained written responses from
the Group's external legal adwisors contairing their views on matenal
tax exposures and any related itigation

Litigation

The Group 1s subject to claims and class actions which could have
a signifrcant impact on the results if the potential exposures were
to matenalise The Directors apply sigrificant judgement when
determining whether, and how much, to prowide for matters of
litigation (Refer to notes 22 and 30 in the notes on the accounts )

We focused on this area due to the number and magnitude

of potential exposures across the Group, and the inherent
complexity and judgement in whether to provide for or disclose
certain exposures

We understood, assessed and tested management’s controls in
respect of iigation at the Group, regional and local level We
discussed the nature and status of exposures with in-house and
external legal counsel We obtained letters from the Croup’s lawyers
to corroborate management’s postion for all stgnificant iigation
matters We also read publicly available information contaiming
recent updates in respect of court hearings and judgments
impacting the Group We assessed the approprateness of provisions
recorded in the financial statements, or the rationale for not
recording a provision, and the completeness of disclosures in respect
of contingent habiliies

Restructuning and Integration costs

Dunng the year the Group has continued with the implementation
of its revised Operating Model and single IT operating system in

a number of markets The accounting judgements and disclosure
of costs associated with the project are complex, and give nse

to an increased nisk of error relating to inappropnate costs

being capitahsed

We challenged the appropnateness of the Directors’ policies

in respect of project costs, including the nature of costs to be
capitalised versus those that are immediately expensed, and

the tming of deterrmimng when capitalised assets should be
depreciated We understood and evaluated management's controls
over project costs, and any controls implemented as a result of the
change programme We tested costs incurred dunng the penod to
assess the appropnateness of £116 million costs capitalised versus
£160 million that were expensed
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Area of focus

How the scope of our audit addressed the area of focus

Fraud in Revenue recogmition

ISAs (UK & Ireland) presurme there 1s a nsk of fraud in revenue
recognition when management are under pressure to achieve
planned results Whilst revenue recogrition and measurement 1s
not complex for BAT, volume targets form part of the Group’s key
performance measures which could create an incentive to record
revenue n the ncorrect period

We focused on this area given the magnitude of revenue
transactions that occur, and the opportunity that exists across
markets to influence the uming of revenue recognition (Refer
to note 1 In the notes on the accounts )

We understood and evaluated management'’s controls over revenue
transactions, and over the monitonng of results at an end market,
regional and Group level that are designed to detect unusual
transactions We challenged the appropnateness of the Directors’
revenue recogrition policies and tested the timimng of revenue
recogmition, taking into account contractual obligations and any
local market conditions thal rright lead to an ncrease or reductron
In revenue outside of the normal pattern We also tested journal
entries posted to revenue accounts to wentify unusual or irregular
iterns, and we tested credit notes and returns after the balance sheet
date for indicators that revenue may have been inappropnately

recognised before the year end

Risk of management override of internal controls

ISAs (UK & Ireland) require that we consider this We assessed the overall contral environment of the Group, ncluding
the arrangements for staff to "whistle-blow” inappropnate actions,
and interviewed sermor management and the Group’s Internal Audit
function We considered whether there was evidence of bias by the
Drrectors In the sigrificant accounting estimates and judgements
relevant to the financial statements We performed unpredictable

audit procedures at 1n scope audit urits and tested journal entnes

Going Concern

Under the Listing Rutes we are required to review the Directors’ staternent, set out on page 43, in relat:on to going concern We have
nothing to report having performed our review

As noted in the Directors’ statement, the Directors have concluded that it 1s appropnate to prepare the Group’s finanaal statements using
the going concern basis of accounting The going concern basts presumes that the Group has adeqguate resources to remain iy operatien,
and that the Directors intend 1t to do so, for at teast one year from the date the financial statements were signed As part of our audit we
have concluded that the Directors’ use of the going concern basis 1s appropriate

However, because no all future events or conditions can be predicted, these statements are not a guarantee as to the Group's ability to
continue as a gomg concern

Opinion on matter prescribed by the Companies Act 2006

fn our opimion the information given in the Strategic Report and the Directors’ Report for the financial year for which the Group financial
statements are prepared s consistent with the Group financial statements

Other matters on which we are required to report by exception
Adequacy of information and explanations recewed

Under the Companies Act 2006 we are required to report to you ff, in our opinion we have not recetved all the information and explanations
we require for our audit We have no exceptions to report ansing from this responsibility

Directors’ remuneration

Under the Companes Act 2006 we are required to report to you if, in our opinion, certain disclosures of directors” remuneration specified by
law have not been made We have no exceptions to report arising from this responsibility

Corporate Governance Statement

Under the Listing Rules we are required to review the part of the Corporate Governance Statement relating to the Company’s comphance
with nine prowisions of the UK Corporate Governance Code ('the Code?) We have nothing to report having performed our review

On page 112 of the Annual Report, as required by the Code Provision C 1 1, the Directars state that they consider the Annual Report taken
as a whole to be fair, balanced and understandable and provides the information necessary for members to assess the Group's performance,
business model and strategy On page 54, as required by C 3 8 of the Code, the Audit Commuttee has set out the significant issues that it
considered In relation to the financial statements, and how they were addressed Under ISAs (UK & Ireland) we are required to report to you
if, in our opinion

~the statement given by the Directors 1s matenally mconsistent with our knowledge of the Group acquired in the course of performmg our
audit, or

—the section of the Annual Report describing the work of the Audit Committee does not appropnately address matters commurnicated by us
to the Audit Committee

We have no exceptions to report ansing from this responsibrlity
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Independent auditors’ report
continued

Other information in the Annual Report
Under I15As (UK & Treland), we are required to report to you if, in our opimien, information in the Annual Report 15

—matenally inconsistent with the information in the audited Group financial statements, or

~apparently materially incorrect based on, or matenally inconsistent with, our knowledge of the Group acquired in the course of performing
our audit, or

—1s otherwise misleading

We have no exceptions to report ansing from this responsitality

Responsibilities for the financial statements and the audit
Qur responsibiities and those of the Directors

As explained more fully in the Directors’ Responsibilities Statement set out on page 112, the Directors are responsible for the preparation of
the Group financial statements and for being satisfied that they give a true and far view

Our responsibility 15 to audit and express an opinion on the Group financial statements in accordance with apphicable law and 1SAs (UK &
Ireland} Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

Ths report, including the opimions, 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, n giving these opinions, accept or assume responsibility for any
other purpose or to any other person to whom this report Is shown or into whose hands 1t may come save where expressly agreed by our
pnor consent m writing

Other matter

We have reported separately on the Parent Company Financial Statements of British Amencan Tobacco p | ¢ for the year ended December
13, and on the information n the Directors’ Remuneration Report that is descnbed as having been audited

=N GS

Paul Cragg (Senior Statutory Audito A
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, United Kingdom

26 February 2014
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Group Income Statement
For the year ended 31 December
2012
2013 Restated
Notes £m £m
Gross turnover (including duty, excise and other taxes of £30,925 million (2012 £30,682 million)) 46,185 45,872
Revenue 2 15,260 15,190
Raw matenals and consumables used (3.348) (3,445)
Changes in inventenes of finished goods and work in progress 105 133
Employee benefit costs 3(a) (2,384) (2,426)
Depreciatton, amortisation and impatrment costs 3b) (477) (475)
Other operating income 3(c) 302 245
Other operating expenses 3(d) (3,932) {3,850}
Profit from operations 2 5,526 5,372
lAnalysed as
—adjusted profit from operations 2 5,820 5,641
— restructuring and integration costs 3(e) (246) (206)
— amortisation of trademarks and similar ntangibles 3h {(74) 63
- gan on deemed partial disposal of a trademark Haq) 26 -
5,526 5,372
Net finance costs 4 (466) (456)
Finance income 66 49
Finance costs (532) (505)
Share of post-tax results of associates and joint ventures 5 739 676
Analysed as
- adjusted share of post-tax results of asscoates and joint ventures 2 723 681
~1ssue of shares and change in shareholding 5 2 20
~ restructunng and integration costs 5 4) (24)
— other 5 (2) (1)
739 676
Profit before taxation 5,799 5,592
Taxation on ordinary activities 6 {1,600} {1,516)
Profit for the year 4,199 4,076
Attnbutable to
Cwrers of the parent 3,904 3,797
Non-controlling interests 295 279
4,199 4,076
Earnings per share
Basic 7 205 4p 195 8p
Diluted 7 204 6p 194 8p

All of the actvities dunng both years are in respect of continuing operations
Prior year results have been restated wath the adoption of the revised 1AS 19 Employee Benefits as explamed in note 12

The accompanying notes are an integral part of the Group finanaial statements
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Group Statement of Comprehensive Income
For the year ended 31 December
2012
2013 Restated
Notes £m £m
Profit for the year (page 117) 4,199 4,076
Other comprehensive income
Items that may be reclassified subsequently to profit or loss (1,025) (337)
Differences on exchange
—substchanes (972) {379)
- associates (141) {145)
Cash flow hedges
—net tarr value gams/(losses) 94 ()
- reclassified and reported in profit for the year {49) 71
—reclassified and reported in net assets 4} 12
Avallable-for-sale investments
—net fair value losses (7 3)
- reclassified and reporsted in profut for the year - )
Net investment hedges
- net farr value gains 89 106
—differences on exchange on borrowings (25) 49
Tax on items that may be reclassified 6(d) (13) (36)
Items that will not be reclassified subsequently to profit or loss 355 (306)
Retirement benefit schemes
-net actuanal gans/(fosses) in respect of subsidianes 12 308 (381)
-surplus recogrition and mmimum funding ebhgattons in respect of subsidiaries 12 5 60
—actuanal gains/{losses) in respect of associates net of tax 5 %0 (39)
Tax on items that will not be reclassified 6(d) (38) 54
Total other comprehensive iIncome for the year, net of tax (670) (643)
Total comprehensive income for the year, net of tax 3,529 3,433
Attnbutable to
Owners of the parent 3,272 3,163
Non-controlling interests 257 270
3,529 3,433

Prior year results have been restated with the adoption of the revised 1AS 19 Employee Benefits as explained n note 12

The accompanying notes are an integral part of the Group finanwal statements
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Group Statement of Changes in Equity
At 31 December
Attnbutable to owners of the parent
Share
premum,
capital Total
redemption attributable Non-
Share and merger Other Retained to owners controlling
capital reserves reserves earntngs of parent interests Total equaty
Notes £m £m £m £m £m £m £m
Balance at 1 January 2013 507 3,96 796 2,253 7,472 307 7,779
Total comprehensive income for
the year (page 118) - - (986) 4,258 3,272 257 3,529
Profit for the year - - - 3,904 3,904 295 4,199
Other comprehensive Income
for the year - - (986) 354 (632) (38) {670)
Employee share options
—value of employee services - ~ - 61 61 - 61
—proceeds from shares i1ssued - 3 - 1 4 - 4
Drvidends and cther
appropnations
—ordinary shares - - - (2,611) 2617 - (2,611)
—to non-controling interests - - - - - 271) (271)
Purchase of own shares
-held in employee share
ownership trusts - - - (74) (74) - 74
-share buy-back programme - - - {1,509} (1,509) - (1,509)
Non-controlling interests —
capital injection 26(b) - - - - - 8 8
Other movements - - - 19 19 - 19
Balance at 31 December 2013 507 3,919 {190) 2,398 6,634 301 6,935
Attnbutable to owners of the parent
Share
premium, Total
capital attnbutable Non-
redemption Retaned to owners controling
Share and merger Other earnings of parent mterests Total equity
capital reserves resesves Restated Restated Restated Restated
Notes £m £m £m £m £m £m £m
Balance at 1 January 2012 506 3,913 i,112 2,636 8,167 307 8,474
Total comprehensive income for
the year (page 118) - - (316) 3,479 3,163 270 3,433
Profit for the year - - - 3,797 3,797 279 4,076
Other comprehensive income
for the year - - (316) (318) (634) (&) (643)
Employee share options
—value of employee services - - - 73 73 - 73
—proceeds from shares 1ssued 1 3 - 1 5 - 5
Dividends and cther
appropnatons
—ordinary shares - - - (2,538) {2,538) - (2,538)
-to non-controlling interests - - - - - (267) (267)
Purchase of own shares
—held in employee share
ownership trusts - - - (21} (21 - (121)
—share buy-back programme - - - {1,258} (1,258) - (1,258)
Non-controling 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

Prior year results have been restated with the adoption of the revised 1AS 19 Employee Benefits as explained in note 12

The accompanying notes are an tntegral part of the Group financial statements
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Group Balance Sheet
At 31 December
2013 2012
Notes £m £m
Assets
Non-current assets
Intangible assets 9 11,205 11,710
Property, plant and equipment 10 3,156 3,201
Investments n associates and joint ventures 1 2,299 2,330
Retirement benefit assets 12 135 105
Deferred tax assets 13 248 327
Trade and other recervables 14 171 224
Avallable-for-sale investments 15 36 37
Denvative finanoal istruments 16 113 207
Total non-current assets 17,363 18,141
Current assets
Inventories 17 4,042 4,026
Income tax receivable 18 95 83
Trade and other recevables 14 2,876 2,741
Avallable-for-sale investments 15 54 26
Derwative financial instruments 16 312 166
Cash and cash equivalents 19 2,106 2,081
9,485 9,123
Assets classified as held-for-sale 26(e) 33 63
Total current assets 9,518 9,186
Total assets 26,881 27,327
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Group Balance Sheet
continued
2013 2012

Notes £m £m
Equity
Capital and reserves
Share capital 507 307
Share prerrium, caprtal redemption and merger reserves 399 3916
Other reserves {190} 796
Retained eamings 2,398 2,253
Owners of the parent 6,634 7,472
after deducting
—cost of treasury shares (4,325) (2,824)
Non-controlling interests 301 307
Total equity 20 6,935 7,779
Liabtlities
Non-current habihities
Borrowings 21 9,716 9,083
Retirement benefit habiities 12 632 1,152
Deferred tax habilities 13 514 500
Other provisions for labiliies and charges 22 387 419
Trade and other payables 23 131 166
Denvative financial instruments 16 130 86
Total non-current habilities 11,510 11,406
Current liabihties
Borrowings 21 1,980 1,636
Income tax payable 18 487 404
Other prowisions for liabiliues and charges 22 194 210
Trade and other payables 23 5741 5,827
Dernvative financial tnstruments 16 34 65
Total current habiliies 8,436 8,142
Total equity and liabilities 26,881 27,327

The accompanying notes are an integral part of the Group financial statements

behalf of the Boar

ichard Burrows
Chairman

26 February 2014
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Group Cash Flow Statement
For the year ended 31 December
2613 2012

MNotes £m Em
Cash flows from operating activities
Cash generated from operations 25 5,366 5,437
Dvidends received from asscciates 510 486
Tax pad (1,440) (1,496)
Net cash generated from operating activities 4,436 4,427
Cash flows from investing activities
Interest received 70 72
Dividends receved from investments 2 2
Purchases of property, plant and equipment 25 (579) (664)
Proceeds on disposal of property, plant and equipment 25 173 56
Purchases of intangibles (147 (140)
Purchases and proceeds on disposals of investments 25 (32) 24
Proceeds from associate’s share buy-backs 25 189 262
Purchase of subsidianies 25 (16) (12)
Net cash used in investing activities (335) {400)
Cash flows from financing activities
Interest paid (570) (564)
Interest elerment of finance lease rental payments (1) (1)
Capital element of finance lease rental payments 2 (3)
Proceeds from issue of shares to owners of the parent 3 4
Proceeds from the exercise of options over own shares held in employee share ownership trusts 1 1
Proceeds from increases in and new borrowings 25 2,428 2,539
Movements relating to dervative financial instruments 25 54 93
Purchases of own shares (1,509) (1,258)
Purchases of own shares held in employee share ownership trusts 74) (121}
Purchases of non-controlling interests 25 - (24)
Reductions in and repaymenits of borrowings 25 (1,421) (1,821)
Dwvidends paid to owners of the parent 8 (2,611) (2,538)
Dividends paid to non<ontrolling mterests {265) (259)
Net cash used in financing activities (3,967) (3,954)
Net cash flows generated from operating, investing and financing activities 134 73
Differences on exchange (197) (176)
Decrease in net cash and cash equivalents in the year (63) (103)
Net cash and cash equivalents at 1 January 1,839 1,942
Net cash and cash equivalents at 31 December 19 1,776 1,839

The accompanying notes are an integral part of the Group finanoal statements
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Notes on the Accounts

1 Accounting policies
Basis of Accounting

The Group financial staternents have been prepared in accordance
with International Financial Reporting Standards (IFRS) as adopted

by the Eurepean Union and with those parts of the Companies Act
2006 applicable to companies reporting under {FRS

The financial statements have been prepared under the histoncat
cost convention except as described in the accounting policy below
on financial instruments

with effect from 1 January 2013 the Group has adopted the revised
1AS 19 Employee Benefits The revised standard has not changed
the values of retirement benefit assets and habilizes on the balance
sheet, but has changed the amounts recognised i the income
staterment and in other comprehensive income The expected
return on scheme assets and the interest cost on llabilities have been
replaced by a new component of the iIncome statement charge

— interest on the net retirement benefit asset/hability The revised
standard has retrospective application and has reduced the profit for
the year to 31 December 2012 by £46 millon, with compensating
credits in other comprehensive Income, as 15 shown 1N note 12

The Group has early adopted IFRS 10 Consolidated Financial
Statements, IFRS 11 foint Arrangements and [FRS 12 Disclosure of
Interests in Other Entiies with effect from 1 January 2013 along
with the revised versions of IAS 27 Separate Financral Statements
and 1AS 28 Assocates |1AS 31 jont Ventures has been withdrawn by
the [ASB These standards form a single package of proposals with
mandatory application in the EU from 1 January 2014 The am of
these standards is to improve the quahity of reporting in relation

to the consohdation of subsichanes, special purpose vehicles and
accounting for joint arrangements While the requirements of IFRS
12 has lengthened certain disclosures in respect of Group entities,
the requirements of these standards have not matenally affected
the Group

In addion, with effect from 1 january 2013 the Group has adopted
a number of minor changes to IFRS including the amendment

to IAS 1 Presentatian of Financial Statements which changes the
presentation of certain items within ather comprehensive Income
grouping them into items whuch recycle to profit and foss and
items which will not, and IFRS 13 Fair Value Measurement which
provides a single source of fair value measurement and disclosure
requirements for use across IFRS The implementation of IFRS 13
does not require a restatement of historical transactrons

The preparation of the Croup financial statements requires
management to make estimates and assumptions that affect the
reported amounts of revenues, expenses, assets and habilities, and
the disclosure of contingent liabilities at the date of the fimancial
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 goadwilt and
imparment testing are the determination 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 described in
note 9,

~the estimation of and accounting for retirement benefit costs
The determination of the carrying value of assets and labilities, as
well as the charge for the year, and amounts recognised in other
comprehensive Income, involves jJudgments made 1IN conjunction
with independent actuaries These involve estimates about
uncertain future events based on the environment in different

Strategic Report Govemance Financals

countries, including hfe expectancy of scheme members, salary
and pension increases, inflation, as well as discount rates and asset
values at the year end The assumptions used by the Croup and
sensitivity analysis are described in note 12,

—the estimation of amounts to be recogrised in respect of taxation |
and legal matters, and the esurmation of other provisions for
liabilities and charges are subject to uncertan future events, may
extend over several years and so the amount andfor timing may
differ from current assumptions The accounting policy for taxation
15 explained below and the recogrised deferred tax assets and
habihties, together with a note of unrecognised amounts, are
shown n note &(b) and note 13 Other prowvisions for habilities
and charges are as set out In note 22 The accounting policy on
contingent liabnlittes, which are not provided for, 1s set out below
and the contingent liabiities of the Group are explained in note 30,

- the defirtion of adjusting items, which are separately disclosed as
memorandum mformatton, s explained below and the impact of
these on the calculation of adjusted earmings 1s descnbed in note 7,

- the estimation of the fair values of acquired net assets ansing
n a business combination and the allocation of the purchase
consideration between the underlying net assets acquired,
including intangible assets other than goodwill, en the basis of
therr farr values These estimates are prepared 1n conjunction with
the advice of mdependent valuation experts where appropnate
The relevant transactions for 2013 and 2012 are descnbed in
note 26,

- the review of applicable exchange rates for transactions with and
translation of entiies in terntones where there are restrictions on
the free access to foreign currency, or multiple exchange rates, and

—the exemptions taken under IFRS 1 on the first tme adoption of
IFRS at 1 January 2004 and, in particular, those relating to goodwill
on business combmations which are explained in the accounting
policies below

Such estimates and assumptions are based on histonical expenence
and various other factors that are believed to be reasonable in the
arcumstances and constitute managernent’s best jJudgement at the
date of the financial statements In the future, actual experience
may deviate from these estimates and assumptions, which could
affect the financial statements as the onginal estimates and
assumptions are modified, as appropnate, in the year in which the
carcumstances change

Basis of consolidation

The consolidated financial information includes the financial
statements of Briish Amencan Tobacco p | ¢ and its subsidiary
undertakings, together with the Group's share of the results of its
associates and joint arrangements

A subsichiary 1s an entity controlled by the Group The Group controls
an entity when the Group 1s exposed to, or has nghts to, vanable
returns from its involvernent with the entity and has the ability to
affect those returns through rts power over the entity
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Notes on the accounts
continued

1 Accounting policies continued

Associates compnse investments in undertakings, which are not
subsidiary undertakings or jomnt arrangements, where the Group’s
interest in the equity capital 1s long term and over whaose operating
and hinancial polhicies the Group exercises a significant influence
They are accounted for using the equity method

Joint arrangements comprise contractual arrangements where two
or more parties have joint control and where decistons regarding
the relevant activities of the entity require unanimous consent

Joint operations are jointly-controlled arrangements where the
parties to the arrangement have nghts to the underlying assets and
obhgations for the underlying Yiabilites relating to the arrangement
The Group accounts for its share of the assets, llabilities, income
and expenses of any such arrangement Joint ventures comprise
arrangements where the parties to the arrangement have nights to
the net assets of the arrangement They are accounted for using the
equity method

The results of subsidiary undertakings acquired during the penod
are Included from the date of acquisiion of a controlling nterest

at which date, for the purposes of consoldation, the purchase
consideration is allocated between the underlying net assets
acquired, including intangible assets other than goodwall, on the
basis of theur fair value Acquisition related costs are expensed as
incurred Similarly, the results of associates and joint arrangements
are included from the date of acquinng significant iInfluence or jont
control respectively

The results of subsidiary undertakings, associates and joint
arrangements 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 previcusly consohdated in the balance sheet

Inter-company balances and transactions, and any unrealised gams
arising from mter-company transactions, are eliminated in preparing
the consolidated financial statements

Forelgn currencies

The functional currency of the Parent Company 15 steding and this
15 also the presentation currency of the Group The income and
cash flow statements of Group undertakings expressed in currences
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
underlying transactions Assets and habilities of Group undertakings
are translated at the applicable rates of exchange at the end of each
year In temitonies where there are restrictions on the free access to
foreign currency or multiple exchange rates, the applicable rates of
exchange are regularly reviewed

For hyperinflationary countnies, the financial staterments in local
currency are adjusted to reflect the impact of local inflation prior to
translation into sterling

The differences between retained profits of overseas subsidiary
undertakings, associates and joint arrangements translated at
average and closing rates of exchange are taken to reserves, as are
differences ansing on the retranslation to stering (using closing rates
of exchange) of overseas net assets at the beginming of the year
Any differences that have arisen 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
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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 arrangement, the cumulative amount of the related
foreign exchange differences deferred in the separate component
of equity are recogrsed in the incorme statement when the gain or
loss on disposal 1s recognised These related exchange differences
compnse the exchange differences on all amounts deemed to be
part of the net 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 iIncome statement

Foreign currency transactions are imbally 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 habilities at
year-end rates of exchange are recognised in the income statement,
except when deferred in equity as qualifying cash flow hedges, on
mnter-company net investment loans and qualifying net investment
hedges Foreign exchange gamns or losses recogrised in the income
statement are included in profit from operations or net finance costs
depending on the underlying transactions that gave nse to these
exchange differences

Revenue

Revenue principally comprises sales of cigarettes, cigars, leaf and
other tobacco products to external customers Revenue excludes
duty, excise and other taxes and 15 after deducting rebates, returns
and other simular discounts Revenue 1s recogrised when the
significant risks and rewards of ownership are transferred to a
third party

Retirement benefit costs

The Group operates both defined benefit and defined contrbution
schemes The net defiait or surplus for each defined benefit pension
scheme s calculated in accordance with IAS 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 fundng requirements

Actuaral gains and losses, changes in unrecognised scheme
surpluses and mimimum funding requirements are recogrised in full
through other comprehensive Income Past service costs resulting
from enhanced benefits are recogrised immediately

The Group also 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 current service cost, net Interest on the
net defined benefit hability or asset, past service cost and the impact
of any settlements or curtaiments

Some benefits are provided through defined contribution schemes
and payments to these are charged as an expense as they fall due
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1 Accounting policies continued
Share-based payments

The Group has equity-settled and cash-settled share-based
compensation plans

Equity-settled share-based payments are measured at far value

at the date of grant The fair value determmed at the grant date

of the equity-settled share-based payments 1s expensed over the
vesting penod, based on the Group's estimate of awards that will
eventually vest For plans where vesting conditions are based on
total shareholder returns, the farr value at date of grant reflects
these conditions, whereas earnings per share vesting condrtions are
reflected in the calculation of awards that will eventually vest over
the vesting penod  For cash-settled share-based payments, a liability
equal to the portion of the services received 1s recogmised at its
current fair value determined at each balance sheet date Fair value
1s measured by the use of the Black-Scholes optron pricing model,
except where vesting 15 dependent on market conditions when the
Monte-Carlo option pricing model 1s used The expected life used
in the models has been adjusted, based on management’s best
estimate, for the effects of non-transferatulity, exercise restnctions
and behavioural considerations

Research and development

Research expenditure 1s charged to income in the year in which it
15 incurred Development expenditure 1s charged to income i the
year 1t1s incurred, unless it meets the recognition critena of 1AS 38
Intangible Assets

Taxation

Taxation 15 that chargeable on the profits for the penod, together
with deferred taxation

The current income tax charge is cafculated on the basis of tax
laws enacted or substantially enacted at the balance sheet date in
the countnes where the Group’s subsicianes, associates and jont
arrangements operate and generate taxable iIncome

Deferred taxation 1s prowded in full using the hability method for
temporary differences between the carrying amount of assets and
liabihties for financial reporting purposes and the amount used for
taxation purposes Deferred tax s provided on temporary differences
anising on investments in Group undertakings, except where the
tming of the reversal of the temporary difference is controlled by
the Group and it1s probable that it will not reverse in the foreseeable
future A deferred tax asset is recogrised only to the extent that it 15
probable that future taxable profits will be available against which
the asset can be utilsed As required under IAS 12 Income Taxes,
deferred tax assets and habihities 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 Is realised or
deferred tax habiity 15 settled

Tax 1s recognised in the income statement except to the extent
that 1t relates to items recognised in other comprehensive income
or directly In equity, in which case 1t 1s recogrised in other
comprehensive income or changes 1IN equity

The Group has exposures in respect of the payment or recavery of a
number of taxes Liabibities or assets for these payments or recoveries
are recognised at such tirme as an outcome becomes probable and
when the amount can reasonably be estimated
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Goodwill

Goodwill ansing on acquisitions Is capitalised and 1s considered
to have an indefimte life subject to iImpairment reviews

Any impairment of goodwilt 1s recogrised immediately in the
income statement and 1s not subsequently reversed

Goodwill represents the excess of the cost of acquisiion of a
subsiclary, associate or jomnt venture over the Group’s share of the
farr value of identifiable net assets acquired Goodwill is stated at cost
net of accumulated impaimment fosses and recognised amortisation
pror to 1 January 2004

The Group's pohcy up to and including 1997 was to elminate
goodwill against reserves Goodwill acquired from 1998 to

31 December 2003 was capitalised and amortised over its useful
economic life

As permitted under IFRS 1, In respect of acquisitions prior to

1 [anuary 2004, the classification and accounhing treatment of
business combinations was not amended on transition to IFRS
Goodwill previously written 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

Goodwill In respect of subsidianes 1s ncluded 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 jont
venture On disposal of a subsidiary, associate or joint venture, the
attnbutable amount of goodwillis included i the determination of
the profit or loss on disposal

Intangible assets other than goodwall

The intangible assets shown on the Group Balance Sheet
consist mainly of trademarks and similar intangibles, including
certain intellectual property, acquired by the Group's subsidiary
undertakings and computer software

Acquired trademarks and simitlar assets are camied at cost less
accumulated amortisation and mmpairment Trademarks with
indefirute lives are not amortised but are reviewed annually for
imparment Intangible assets other than goodwill classified as
held-for-sale are not amorused Other trademarks and similar assets
are amortised on a straight-line basis over their rematning useful
Iives, consistent with the pattern of economic benefits expected

to be received, which do not exceed 20 years Any impairments

of trademarks are recognised In the ncome staternent but increases
In tradernark values are not recogrised

Computer software 15 carned at cost less accumulated amortisation
and imparrment, and, with the exception of global software
solutions, 1s amortised on a straight-line basis over penods ranging
from three years to seven years Global 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 straight-line basis over
penods not exceeding 10 years

The investments in assoaates and jont ventures shown in the Group
Balance Sheet include trademarks anising from the combination

of Brown & Willamson (B&W) and R | Reynclds (RIR) in 2004 to
form Reynolds Amencan Inc (RAY), as well as those arising on the
acquisition of Conwood by RA6 N 2006 As the combination of B&W
and RJR for the Group involved the partial disposal of B&W and an
investment in RAl, fair values were assigned to trademarks formerly
owned by RJR but not to those formerly owned by B&W Most of
the carrying value of the trademarks relates to tradernarks which

are deemed to have indefinite lives and each trademark is subject

to an annual iImpairment test Certain minor trademarks are being
amortised over their remairing lves
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Notes on the accounts
continued

1 Accounting policies continued
Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated
depreciation and imparment Depreciation 1s calculated on a
straight-ine basis to wnte off the assets over thewr useful economie
Iife No depreciation 1s provided on freehold 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

Capitabsed interest

Borrowing costs which are directly attnbutable to the acquisition,
construction or production of intangible assets or plant, property
and equipment that takes a substanbial penod of time to get ready
for its intended use or sale, and for which the commencement date
for capitalisabon was on or after 1 January 2009, are capitalised as
part of the cost of the asset, in accordance with 1AS 23 Borrowing
Costs The Group's previous policy was to expense such barrowing
costs as they were incurred

Leased assets

Assets where the Croup has substantially all the risks 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 inmizlly recognised at an amount equal to
the lower of thewr fair value and the present value of the minimum
lease payments at inception of the lease, then depreciated over
the shorter of the lease term and therr estmated useful lives
Leasing payments consist of capital and finance charge elements
and the finance element 15 charged to the income statement

Rental payrments under operating leases are charged to the income
statement on a straight-line basis over the lease term

Where arrangements are entered into which, while they are not in
the legal form of a lease, are In substance a lease under IFRIC 4, then
they are recogmsed on the same basis as the leased assets above

Impairment of non-finanaal assets

Assets are reviewed for imparment whenever events indicate

that the carrying amount of a cash-generating unit may not be
recoverable In addition, assets that have indefinite useful lives are
tested annually for impairment An impairment 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

A cash-generating unit 1s the smallest identifrable group of assets
that generates cash flows which are largely ndependent of the cash
flows from other assets or groups of assets At the acquisition date,
any goodwill acqured s allocated to the relevant cash-generating
unit or group of cash-generating umits expected to benefit from the
acquisition for the purpose of imparment testing of goodwill
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Strategic Report

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 iInvestments classified as avatlable-
for-sale, a significant or prolonged decline in the far value of the
investment below 1ts cost 1s considered as an indicator that the
wnvestment 1S impaired

Inventories

Inventones are stated at the lower of cost and net realisable value
Cost 15 based on the weighted average cost incurred in acquinng
inventories and bringing them to therr existing location and
condiion, which will inciude raw matenals, direct labour and
overheads, where appropnate Net realisable value is the estimated
seling price less costs to completion and sale Tobacco inventories
which have an operating cycle that exceeds 12 months are classified
as current assets, consistent with recegnised industry practice

Fnancial instruments

Financial assets and financial habilities are recogrised when the
Group becomes a party to the contractual provisions of the relevant
instrument and derecogrised when it ceases to be a party to such
prowisions Such assets and liabilities 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

Finanaial assets and financial flabilities are initially recognised at far
value, plus directly attributable transaction costs where applicable,
wath subsequent measurement as set out below

Non-derivative financaial assets are classified on initial recogrition as
available-for-sale investments, loans and receivables or cash and cash
equivalents as follows

Avalable-for-sale investments available-for-sale investments are
those non-derivative financial assets that cannot be classified as ioans
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
active market

Cash and cash equivalents cash and cash equivalents nclude cash
in hand and deposits held on call, together with other short-term
highly hquid nvestrments including investments In certain money
market funds Cash equivalents normally comprise instruments with
matunties of three months or less at date of acquisibon In the cash
flow statement, cash and cash equivalents are shown net of bank
overdrafts, which are included as current borrowings in the habilities
section on the balance sheet
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1 Accounting policies continued

Apart from available-for-sale investments, non-dernvatve financial
assets are stated at amorused cost using the effective interest
method, subject to reduction for allowances for estimated
irecoverable amounts These estimates for irrecoverable amounts
are recogrised when there is objective evidence that the full amount
recevable will not be collected according to the onginal terms

of the asset Such evidence might include financial difficulties of

the debtor, defaults of payment or significant overdue balances

For interest-bearing assets, their carrying value includes accrued
interest receivable Available-for-sale investments are stated at fair
value, with changes in farr value being recogrused directty in other
comprehensive income When such investments are derecogrised
(e g through disposal} or become impaired, the accumulated gains
and losses, previously recognised in other comprehensive mcome,
are reclassified to the income statement within “finance income’
Dmidend and interest income on avalable-for-sale investments are
included wathin “finance income’ when the Group’s nght to receive
payments Is established

Farr values for quoted investments are based on observable market
pnces If there 1s no active market for a financial asset, the fair value
15 established by using valuaton techniques principally involving
discounted cash flow analysis

Non-denvative financial habilities are stated at amortised cost using
the effective interest method For borrowings, their carrying value
includes accrued interest payable, as well as unamortised issue costs

Denvative financial assets and labiities are imitrally recognised, and
subsequently measured, at far value, which includes accrued mnterest
recevable and payable where relevant Changes i their fair values
are recognised as follows

—for denvatives that are designated as cash flow hedges, the
changes in their farr values are recognised directly in other
comprehensive income, to the extent that they are effectve,
with the ineffective portion being recogrised 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 included in the inibial
carmying value of the asset (basis adjustment) and recogrised in
the income statement in the same pertods as the hedged item
Where the underlying transaction does not resu't in such an asset,
the accumulated gains and losses are reclassified to the iIncome
statement In the same pencds as the hedged item,

—for denvatives that are designated as fair value hedges, the carrying
value of the hedged item 1s adjusted for the fair value changes
attnbutable to the nsk being hedged, with the corresponding entry
being made in the Income statement The changes in fair value of
these dervatives are also recogmised in the income staternent,
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—for dervatives that are designated as hedges of net investments in
foreign operations, the changes in therr fair values are recognised
directly in other comprehensive income, to the extent that they
are effective, with the meffective portion being recogrised in the
income statement Where non-denvatives such as foreign currency
borrowangs are designated as net investment hedges, the relevant
exchange differences are smilarly recognised The accumulated
gans and losses are reclassified to the income statement when the
foreign operation 15 disposed of, and

—for dervatives that do not qualfy for hedge accounting or are
not designated as hedges, the changes in their fair values are
recognised In the ncome statement in the penod in which
they anse

In order to qualify for hedge accounting, the Group 1s required to
document prospectively the relationship between the item bemng
hedged and the hedging nstrument The Group 1s also required to
demonstrate an assessment of the relationship between the hedged
item and the hedging instrument, which shows that the hedge will
be highly effective on an ongoing basis This effectiveness testing

15 reperformed periodically to ensure that the hedge has remamned,
and 15 expected to remain, highly effective

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 1s a highly
probable forecast transaction, the related gains and losses rermain in
equity until the transaction takes place, when they are reclassified
to the income staterment in the same manner as for cash flow
hedges as descnbed above When a hedged future transaction is no
longer expected to occur, any related gains and losses, previously
recogrused 1n other comprehensive income, are iImmediately
rectassified to the iIncome statement

Derwative far value changes recogrised in the mcome statement are
either reflected in arnving at profit from operations (if the hedged
itern 1s simularly reflected) or 1n finance costs

Dividends

final dvidend distributions to the Company’s shareholders are
recognised as a hability in the Group's financial statements in the
penod in which the dividends are approved by the Company's
shareholders at the Annual General Meeting, while interim dividend
distnbutions are recogrised in the penod in which the dividends are
dectared and pad
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1 Accounting policies continued
Segmental analysis

The Group 15 orgamsed and managed on the basis of its geographic
regions These are the reportable segmenits 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, rdentified

as the Management Board, for assessing performance and
allocating rescurces

The Group 1s pnmarnly 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 nterally reported financial
information The results of next-generation products are not
currently matenal to the Group

The prices agreed between Group comparues for intra-group sales of
matenals, manufactured goods, charges for royalties, comnussions,
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

15 based

Adjusting items

Adjusting tems are significant items in the profit from operations,
net finance costs, taxation and the Group's share of the post-tax
results of assocrates and joint ventures which indmdually or, if of a
similar type, in aggregate, are relevant to an understanding of the
Group's underying financial performance While the disclosure of
adjusting items 15 not required by IFRS, these items are separately
disclosed either as memorandum informatron on the face of the
income statement and in the segmental analyses, or in the notes to
the accounts as appropriate

The Group believes 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 derive the Group's pnncipal
non-CGAAP measures of adjusted profit from operations and adjusted
diluted earnings per share

Provisions

Provisions are recognised when either a legal or constructive
obhgation as a result of a past event exists at the balance sheet date,
it 15 probable that an outflow of economic resources wall be required
to settle the obligation and a reasonable estimate can be made of
the amount of the obhgation

Contingent habilities and contingent assets

Subsidiaries and assocrates companies are defendants in tobacco-
related and other htigation Provision for this htigation would be
made at such time as an unfavourable outcome became probable
and the amount could be reasonably eshmated

Centingent assets are possible assets whose existence will only be
confirmed by future events not wholly within the control of the
entity and are not recagnised as assets untl the reahsation of income
15 virtually certain
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The Group records 1ts external legal fees and other external
defence costs for tobacco-related and other litigation as these costs
are incurred

Repurchase of share capital

When share capital 1s repurchased the amount of consideration paid,
including directly attnbutable 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 deduction from total equity

Future changes to accounting policies

Certan changes to IFRS will be applicable to the Group financial
statements in future years Set out below are those which are
considered to affect the Group

IFRS 9 Financial Instruments has been issued covering the first

and third phases of the IASB's project to replace 1AS 39 Financial
instruments Recogrition and Measurement Inits current form,

it sets out requirements for the classification and measurement of
financial assets and financial labihties, as well as introducing a new
model for general hedge accounting

—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 classified as held at amortised
cost Qualifying equity Investments may have their fair value
changes taken through other comprehensive income by election
Where the fair value option for certain financial hatulities 1s applied,
the portion of faw value changes representing own credit nsk
would be recogrused through other comprehensive income rather
than the income statement The Group does not use the farr value
option for financial habilities

—The requirements for general hedge accounting seek to better
align hedge accounting with the nsk management activities of
an entity by removing or amending some of the rules within
IAS 39 While the flexibiity within the new requirements rght
allow comparues to apply hedge accounting where previously they
would not have been able to, the Group does not anticipate any
matenal changes ansing from these requirements

The effect of applying the standard in its current form 15 therefore
not considered to have a matenal impact on the Group’s reported
profit or equity The impact on the Group of further changes to
IFRS 2 and the impact of the second phase of the project, covenng
mpairment, will be assessed when the IASB has finalised the
proposed requirements A mandatory implementation date for
IFRS 9 has not been set by the IASB, but in any event the Standard
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 will be applicable 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 aperations to evaluate
segment performance and allocate resources Interest income, interest expense and taxation are centrally managed and accordingly such
items are not presented by segment as they are excluded from the measure of segment profitability

The four geographic 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
currently not materniat to the Group and are included wathin the Western Europe region

The Management Board reviews current and pnor year segmental revenue, adjusted profit from operations of subsidianies and jont
operations, and adjusted post-tax results of associates and joint ventures at constant rates of exchange The constant rate companson
prowvided for reporting segment information 1s based on a retranslation, at pnor year exchange rates, of the current year results of the
Group’s overseas entities but, other than in exceptional crcumstances, does not adjust for transactional gains and losses i operations which
are generated by movements in exchange rates As a result, the 2013 segmental results were translated using the 2012 rates of exchange
The 2012 figures are also stated at the 2012 rates of exchange

The analyses of revenue for the 12 manths to 31 December 2013 and 31 December 2012, based on location of sales, are as follows

2013 2012

Revenue Translation Revenue
Constant rates exchange  Current rates Revenue
£m Em £m £m
Asia-Pacific 4,448 (245) 4,203 4,214
Amerncas 3,579 {(262) 3,317 3,460
Western Europe 3,493 142 3,635 3,442
EEMEA 4,302 (197) 4,105 4,074
Revenue 15,822 (562) 15,260 15,190

The analyses of profit from operations and the Group’s share of the post-tax results of associates and joint ventures, reconaled to profit
before taxation, are as follows

2013 2012
Adjusted* Adjusted® Adjusted®
segment result Translation segment result Adjusting Segment result  segment resuft Segment result
Constant rates exchange  Current rates items  Cumrent rates Restated  Adjusting items Restated
£m £m £m £m £m £m £m £m
Asia-Pacific 1,787 (94) 1,693 21 1,672 1,663 (80) 1,583
Americas 1,453 (89) 1,364 {(61) 1,303 1,39 (64) 1,327
Western Europe 1,222 51 1,273 (140) 1,133 1,175 99 1,076
EEMEA 1,579 (89) 1,490 (72) 1,418 1,412 (26) 1,386
Profit from operations 6,041 (221) 5820 (294) 5,526 5,641 {269) 5372
Net finance costs {466) (456)
Asia-Pacific 293 2n 272 22 294 245 20 265
Americas 439 6 445 (6) 439 434 (25) 409
EEMEA 6 - 6 - 6 2 - 2
Share of post-tax results
of associates and
Jotnt ventures 738 {15) 723 16 739 681 (5) 676
Profit before taxattan 5,799 5,592

* The adjustments to profit from operations and the Group's share of the post tax results of associates and joint ventures are explained in notes 3(e) to 3(g) and in note 5, respectively
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Notes on the accounts
continued

2 Segmental analyses continued

Adjusted profit from operations at constant rates of £6,041 rmllion (2012 £5,641 rmillion) excludes certain depreciation, amortisatron and
imparrment charges as explained in notes 3(b), 3(e) and 3(f} These are excluded from segmental profit from operations at constant rates
as follows

2013 2012
Adjusted Adjusted
depreciation, deprecation, Deprecation,

amortisation amortisation ameortisation Adjusted
and and and depreciation, Depreciation,
impairment Transtation impairment Adjusting impairment amortisation Adjusting amortisation
Constant rates exchange  Current rates tems  Current rates  and impairment items and impairment
£m £m £m £m £m £m £m £m
Asia-Pacific 91 (n 90 17 107 89 22 m
Americas 100 (4 9 17 113 104 25 129
Western Europe 98 4 102 37 139 92 34 126
EEMEA 108 (4) 104 14 118 101 8 109
397 (5) 392 85 477 386 89 475

External revenue and non-current assets other than financial instruments, deferred tax assets and retrement benefit assets are analysed
between the UK and all foreign countnes at current rates of exchange as folfows

United Kingdom All fareign counitnes Group

2013 2012 013 2012 2013 2012

Revenue 15 based on location of sale £m Em £m £m £m Em
External revenue 155 139 15,105 15,051 15,260 15,190
United Kingdom All foreign countries Group

2013 2012 M3 202 2013 2012

£m £m £m £m £m £m

Intangible assets 417 306 10,788 11,404 11,205 1,710
Property, plant and equipment 357 375 2,799 2,826 3,156 3,200
Investments in associates and joint ventures - - 2,299 2,330 2,299 2,330

The only foreign operation requinng separate disclosure under the requirements of IFRS 8 Operating Segments 1s Souza Cruz operating in
Brazil The results of Souza Cruz are not disclosed separately in this Segmental analysis as they are disclosed in note 31 due to the matenality
of the non-controlling interests The main acquisitions compnsing the goodwill balance of £10,249 millon (2012 £10,793 million),
included in intangsble assets, are provided in note 9 Included in investments in associates and joint ventures are amounts of £1,447 mullicn
(2012 £1,496 million} attributable to the investment in Reynolds American and £808 million (2012 £793 millon) attnbutable to the
investment in ITC Further nformation can be found in note 11
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3 Profit from operations
{a) Employee benefit costs
2012
2013 Restated
£m £m
Wages and salaries 1,914 1,907
Social secunty costs 234 257
Other penston and retirement benefit costs (note 12) 162 171
Share-based payments — equity-settled (note 27) 61 73
Share-based payments — cash-settled (note 27) 13 18
2,384 2,426
(b) Depreciation, amortisation and imparment costs
2013 2012
£m £m
Intangibles — amortisation of trademarks and similar intangibles (note 3(f)) 74 63
— amortisation of other ntangibles 48 53
Property, plant and equipment — depreciation 321 347
— imparment 34 12
477 475

Impairment in respect of certan property, plant and equipment is included in restructunng costs (see note 3(e))

(¢) Other operating income

This represents operating income ansing from the Group’s activities which falls outside the defirtion of revenue and includes gans 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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3 Profit from operations continued
(d) Other operating expenses nclude
2013 2012
£m £m
Research and development expenses (excluding employee benefit costs and depreciation) N 93
Exchange differences 11 50
Rent of plant and equipment (operating leases)
—-mimimum lease payments 38 41
Rent of property (operating leases)
—minsmum lease payments 81 75
Fees payable for audit senaces pursuant to legislation
—fees payable to PncewaterhouseCoopers LLP for Parent Company and Group audit 18 18
~fees payable to other PricewaterhouseCoopers firms and associates for local statutory and Group
reporting audits 76 77
Audit fees payable to PricewaterhouseCoopers firms and associates 94 95
Audit fees payable to cther firms 0s 05
Total audit fees payable 29 100
Fees payable to PncewaterhouseCoopers firms and associates for other services
- audit-related assurance services 03 10
- other assurance services 01 02
— tax adwvisory services 29 25
— tax compliance 10 09
— other non-audit services 06 05
49 51

The total fees payable to PncewaterhouseCoopers firms and associates included above are £14 3 milion (2012 £14 6 million)

Total research and development costs including employee benefit costs and depreciation are £161 million (2012 £171 mullion})

(e) Restructuring and mtegration costs

Restructuring costs reflect the costs incurred as a result of initiatives to improve the effectiveness and the efficiency of the Group as a
globally integrated enterprise, nduding the relevant operating costs of implementing the new operating model The new aperating model
includes revised organisation structures, standardised processes and shared back office services underpinned by a global single instance of
SAP The new organisation structures and processes are currently bemng implemented and the deployment of the new SAP system started

in the third quarter of 2012 and will take around a total of four years to fully roli-out These initatives also include a review of the Group's
manufactuning operations, supply chain, overheads and indirect costs, orgarisational structure and systems and software used The costs of
these initiatives together with the costs of integrating acquired businesses into existing operations, including acquisition costs, are included In

profit from operations under the following headings

2013 2012

£m Em

Employee benefit costs 140 96
Depreciation and imparrment costs 11 26
Other operating expenses 161 100
Other operating ncome (66) e)
246 206
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3 Profit from operations continued

Restructuring and integration costs n 2013 principally refate to the restructunng initiatives directly retated to implementation of a new
operating model and the continuation of the factory closure and downsizing activities in Australia and Russia, and restructunng of factaries
m Kinshasa, Democratic Republic of the Conga, Boncourt, Switzerland and Bayreuth, Germany The costs alsc cover separation packages in
respect of permanent headcount reductions and permanent employee benefit reductions in the Group

Restructunng and integration costs in 2072 prnapally related 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 also cover the soaal plan and other

activities relating to the Bremen factory closure in Germany, the integration of Praductora Tabacalera de Colombia, SA S (Protabaco) into

existing operations, as well as the write-off of non-compliant products and matenals related to the implementation of plan packaging in

Austraha In addion, they also included separation packages in respect of permanent headcount reductions and permanent employee |
benefit reductions in the Group ‘

Other operating income mn 2013 includes gains from the sale of land and buildings in Australia, Denmark and Russia In 2012, other
operating ncome includes gains from the sale of land and buildings in the UK and South Africa and the release of deferred income from
a disposal in 2007

(f) Amortisation of trademarks and similar intangibles

The acquisiions of Protabaco, Bentoel, Tekel, 5T and CN Creative Limited (see note 26{c)) as well as the creation of CTBAT International
Lirmited (see note 26(a)) resulted in the capitalisation of trademarks and similar intangibles which are amartised over ther expected useful
Ives, which do not exceed 20 years The amortisation charge of £74 million (2012 £63 million) 1s meluded in depreciation, amortisation and
Impairment costs in profit from operations

(g) Gan on deemed partial disposal of a trademark

The contnibution of the State Express 555 brand to CTBAT International Lirmited (see note 26(a)) 1s accounted for at fair value in the
arrangement This resulted in a £26 million gain on a deemed partial disposal of a trademark which 1s included in other operating income
but has been treated as an adjusting item
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4 Net finance costs
2013 2012
im £m
Finance costs
- interest payable
—bank borrowings 70 83
—finance leases 1 1
~facility fees 7 10
-other 536 486
614 580
—fair value changes on dervative financial nstrumenis (103) (71}
—exchange differences on financial habilities 21 (4)
532 505
Finance income
—interest and dwvidend income
—gams in respect of avalable-for-sale investments - (1)
-dmidend income in respect of available-for-sale investments 2) {2}
- ather interest iIncome (62) (81)
(64) (84)
—exchange differences on financial assets (2) 35
(66) (49)
Net finance costs 466 456

The Group manages foreign exchange gains and losses and fair value changes on a net basis, as shown below The dervatives that generate

the fair value changes are detaited In note 16

Farr value changes

—cash flow hedges transferred from equity (6) 35
—fair value hedging instruments - exchange related moverments (9 3
- fair value hedging instruments — net interest income (90) (66)
—fair value hedging instrurments — interest related movements (note (1)} 146 (29
- fair value changes on hedged items - interest related movements {note (1)) (151) 3
—instruments held-for-trading (note (ir)) 2 (45)
{103) an
Finance costs — exchange differences on financial labilities 21 (4)
Finance income — exchange differences on financial assets {2) 35
(84) {40)

Nates
{1y Hedge inetfectiveness in respect of tair vatue hedges 1s 2 £5 milion gain {22 £2 mithon oss) being the ditterence between the 1wo tems above

{u) IFRS requires dervatives which do not meet the tests for hedge accounting under I1AS 39 to be classified as instruments held far trading with farr value changes ncluded in the income statement

These dervatives pnncipally consist of forward foreign currency contracts which have not been designated as hedges due to ther fair vatue changes offsetting with other components of net

finance costs relating to financial assets and habihties

Other interest payable includes interest on the bonds and notes detailled in note 21 Facility fees prnincipally relate to the Group's central

undrawn banking facilities of £2 bilhon and US$150 million (2012 £2 bilhon and US$1 50 million)

Exchange differences in respect of hedged items subject to fair value hedges and cash flow hedges were a loss of £4 million (2012 £3 milhon

gain) and a loss of £14 million (2012 £28 million gan) respectively and are included in ‘Finance costs — exchange differences’ in the

table above
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5 Associates and joint ventures

2013 2012 Restated

Group's Group's

Total share Total share

£m £m £m £m

Graoss turnover (Including duty, excise and other taxes} 13,095 4,891 12,733 4,798

Duty, exase and other taxes (3,961) (1,485) (3,927} (1,488)
Revenue 2,134 3,406 8,806 3,310
Profit from operations 3,247 1,203 2,917 1,086

Net finance costs (174) {73) (160) {66)
Profit on ordinary actmities before taxation 3,073 1,130 2,757 1,020

Taxation on ordinary activities (1,037) {387) 911) (341)
Profit on ordinary actmties after taxabon 2,036 743 1,846 679

Non-controlling interests (n (4) 9) (3)
Post-tax results of associates and joint ventures 2,025 739 1,837 676

Analysed as

—adjusted share of post-tax results of associates and joint ventures 1,966 723 1,829 681
-1ssue of shares and change in shareholding 73 22 66 20

- restructuring and integration costs {10) (L)) (57) (24)

- other 4 (2) (1) 4D
2,025 739 1,837 676

The share of post-tax results of associates and joint ventures is after the following adjusting items which are excluded from the calculation of
adjusted earnings per share as set out In note 7

In 2013, the Group’s Interest In ITC Ltd (ITC) decreased from 30 72% to 30 47% as a result of ITC 1ssung ordinary shares under the
company’s employee stock option scheme The 1ssue of shares and change in the Group’s share of ITC resulted 1n a gain of £22 millon,
which 1s treated as a deemed partial disposal and included in the income statement

During the year, Reynolds Amernican Inc (RAl} recognised restructuring charges of US$24 milhon in respect of 1ts overall activities
The Group's share of these charges is £4 mulion (net of tax)

RAI has also recognised amounts which have been combined in the table of adjusting items in the Group income statement and are shown
as ‘other’ These include costs of US$18 million n respect of a number of Engle progeny lawsuits, the Group's share of which i1s £3 mullion
(net of tax), costs of US$34 million relating to other tobacco-related litigation charges, the Group's share of which s £6 million (net of tax),
trademark amortisation and impairment of Us$27 million, the Group’s share of which s £4 million (net of tax}, and costs of US$124 million
relating to losses on extinguishment of debt, the Group’s share of which 1s £22 mulhion (net of tax) In addition, dunng 2013, RAI, various
ather tobacco manufacturers, 19 states, the Distnct of Columbia and Puerto Rico reached a final agreement related to RAI's 2003 Master
Settlement Agreement {(MSA) activiies Under this agreement RAI will recerve credits, currently eshimated to be more than US$1 bithon,

in respect of its Non-Participating Manufacturer (NPM) Adjustment claims related to the penod from 2003 to 2012 These credits will be
appled against the company’s MSA payments over the next five years, subject to meeting the vanous ongoing performance obligations
Dunng 2013, RAI has recegnised income of US$219 million related to its 2012 liabihty, the Group’s share of which 1s £33 million {net of tax)
Credits claimable against 2013 and future years would be accounted for in the applicable year and will not be treated as adjusting tems
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5 Associates and joint ventures continued

in 2012, the Group’s interest in ITC decreased from 31 049 to 30 72% as a result of ITC issuing ordinary shares under the company’s

Strategic Report CGovernance

Financials

employee stock option scheme This resulted in a gain of £20 million, which was treated as a deemed partial disposal and included in the

Incame statement

Duning 2012, RAl recognised restructuring charges of US$149 milion and the Group's share of these charges amounted to £24 million

(net of tax)

In the year ended 31 December 2012, RAI recognised 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 which
amounted to £6 million (net of tax), and trademark amortisation and impairment of US$86 million, the Group’s share of which amounted to
£16 million (net of tax) These charges were offset by a gain of US$157 mullion resulting from the amendment by RAI of a post-employment

medical plan, the Group’s share of which amounted to £24 mullion {net of tax)

2012
2013 Restated
Group's Group's
share share
£m £m
Profit on ordinary activities after taxation
~attributable to owners of the Parent 739 676
Other comprehensive income
Differences on exchange (141 (145)
Net fair value losses on available-for-sale investments (N 4
Actuarial gains/{losses) relating to pensions and other post-rebirement henefits (note 20) 90 (39
Total comprehensive income (note 11) 681 488
2013 2012
Group’s Group’s
share share
£m £m
Dividends received
— hsted investments 504 476
— unhsted nvestrents 8 11
Total dividends received from associates 512 487
Summansed financial information of the Group's associates and joint ventures
2012
2013 Restated
RAI iTC Others RAI ifs Others
£m Em Em £m £m £m
Revenue 5,268 3,557 309 5,235 3,327 244
Profit on ordinary activities before taxation 1,648 1,358 67 1,500 1,212 45
Post-tax results of associates and joint ventures 1,035 942 48 967 837 33
Other comprehensive income 130 (454) 34 (206) (228} 2
Total comprehensive income 1,165 488 82 761 609 35
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6 Taxation on ordinary activities
(a) Summary of taxation on ordinary activities

2012
2013 Restated
£m £m

UK corporation tax - -

Qverseas tax 1,567 1,538

Compnsing

—current year tax expense 1,581 1,556

—adjustments in respect of prior periods (14 (18)
Total current tax 1,567 1,538

Deferred tax 33 (22)
Compnsing

—deferred tax relating to ongmnation and reversal of temporary differences 33 22)

1,600 1,516

(b) Franked Investment Income Group Litigation Order

Bntish Amencan Tobacco 15 the prinaipal test clairmant in an action in the United Kingdom against HM Revenue and Customs in the Franked
Investment income Group Litigation Order (FIl GLO) There are 25 corporate groups in the FIl GLO The case concerns the treatment for
UK corporate tax purposes of profits eamed overseas and distributed to the UK The claim was filed in 2003 and the case was heard in the
European Court of Justice (EC|) in 2005 and a decision of the ECJ recerved in December 2006 In July 2008, the case reverted to a tral in the
UK High Court for the UK Court to determine how the principles of the EC| decision should be applied in a UK context

The High Court jJudgment in November 2008 concluded, amongst many other things, that dvidends receved from EU subsidianies should
have been exempt from UK taxation It also concluded that certain dvidends receved before 5 Apnl 1999 from the EU and, in sorme imited
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 dvidends were from the EU were
allowed back to 1973 The tentabive conclusion reached by the High Court would, if upheld, produce an estmated recevable of about

£1 2 bithon for British Amencan Tobacco

The case was heard by the Court of Appeal in October 2009 and the judgment handed down on 23 February 2010 The Court of Appeat
determined that vanous questions, including which comparves 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 i1ssue of time imits was heard by the Supreme Court in February 2012 and in May 2012 the Supreme Court decided in British American
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 disciminatory and produces the same
outcome for third country dividends from 1994 in certain arcumstances The judgment alse confirms that the claim can cover dwvidends
from all inchrect as well as direct EU subsidianes and also ACT paid by a supenor holding company

The case will now revert to the UK High Court to apply the EC| judgment and a full quantification hearing 1s scheduled for May 2014

No potential receipt has been recognised in the current period or the pnor year, in the results of the Group, due to the uncertanty of the
amounts and eventual outcome
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(<) Factors affecting the taxation charge

Govemance
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The taxation charge differs from the standard 23% (2012 24%) rate of corporation tax in the UK The major causes of this difference are

Iisted below
2013 2012 Restated
£m % £m %
Profit before tax 5,799 5,592
Less share of post-tax results of associates and joint ventures (739) (676)
5,060 4,916
Tax at 23% (2012 249%) on the above 1,164 230 1,180 240
Factors affecting the tax rate
Tax at standard rates other than UK corporation tax rate 158 31 128 26
Other national tax charges 5 10 76 15
Permanent differences 6 01 24 05
Overseas withholding taxes 138 27 172 35
Double taxation relief on UK profits (1 02) (13) (0 3)
Unutiised tax losses 62 12 - -
Adjustrments in respect of prior penods (14) (02) (18) (03)
Net deferred tax debits/(credits) at other tax rates 46 09 (33) (07)
1,600 316 1,516 308

In 2012, the merger of the Group's Colombian companies led to a £11 million reduction in a deferred tax hability that was set up on the
acquisition of Protabaco in 2011 This was treated as an adjusting item in the adjusted earnings per share calculabon as set out in note 7

(d) Tax on items recognised directly in other comprehensive income

2012
2013 Restated
£m £m

Current tax 2 2)
Deferred tax (53) 20
(Charged)/credited to other comprehensive iIncome (51) 18

The tax relating to each component of other comprehensive iIncome 1s disclosed in note 20
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Basic earmings per share are based on profit for the year attnbutable to ordinary shareholders of £3,904 milkon (2012 £3,797 milhon) and
1,901 million {2012 1,939 million) ordinary shares of 25p each, being the weighted average number of shares in issue during the year

(excluding shares held as treasury shares)

For the calculation of diluted earmings per share, the weighted average number of shares in 1ssue 1s Increased to 1,908 million
(2012 1,949 milhon) to reflect the potential dilutive effect of employee share schemes

2013 2012 Restated
Weughted Weighted

average average Earnings

nurnber of Earnmgs Carmings rnumber of per share

Earnmngs shares per share Restated shares Restated

m pence £m m pence

Basic earnings per share 3,904 1,901 205 4 3,797 1,939 1958
Share options - 7 {0 8) - 10 (1 0)
Diluted earnings per share 3,904 1,908 2046 3,797 1,949 194 8

Earnings have been affected by a number of adjusting rtems, which are descnbed in notes 3, 5 and 6
an adjusted earnings per share calculation 1s shown below

Adjusted earnings per share calculation

To lllustrate the impact of these items,

Diluted Basic
2013 2012 Restated 2013 2012 Restated
Earnings Eamimngs Earnings Earmings
Earnings per share Earmnings pershare  Eamings per share Earmings  per share
Notes £m pence fm pence £m pence im pence
Unadjusted earmngs per share 3,904 2046 3,797 1948 3904 2054 3,797 1958
Effect of restructunng and integration costs He) 246 129 206 106 246 129 206 106
Tax and non-controlling interests on
restructunng and integration costs 35 a9 45y (23) 35 a9 (45) (2 3)
Effect of deferred tax hability credit 6(c) - - 11y (06) - - (1) (06)
Effect of amaortisation of trademarks and
similar intangibles 3 74 39 63 32 74 39 63 33
Tax on amortisation of tradernarks and
sirmilar intangibles (14) 09N (15) (©8) (14 (ON (15} 0 8)
Gan on deemed partial disposal of a trademark 3{g) (26) (14 - - 26 Q4 - -
Effect of associates’ adjusting items net of tax 5 (16) (08) 5 03 {16) {(08) 5 03
Ad|usted earmings per share 4133 2166 4000 2052 4133 2174 4,000 2063
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7 Earnings per share continued
Headline earmings per share as required by the |SE Limited

The presentation of headline earmings per share, as an alternative measure of earnings per share, 1s manclated under the JSE Listing
Requirements It s calculated in accordance with Circular 2/2013 ‘Headline Earnings’, as 1ssued by the South African Institute of Chartered
Accountants Circular 2/201 3 superseded Circular 3/2012 for reporting penods ending on or after 31 July 2013 and requires the comparative
figures to be restated where appropnate The headline earnings per share for 2012 have been restated for the effects of the revised I1AS 19
Employee Benefits as explained in note 12 Headline earnings per share are calculated as shown below

Diluted Basic
2013 2012 Restated 2013 2012 Restated
Earmings Earnings Earrings Earmings
Earmings per share Earmings  pershare  Earmings per share Earnings  per share
fm pence £m pence £m pence £m pence
Unadjusted earmings per share 3,904 2046 3,797 1948 3,904 2054 3,797 1958
Effect of imparrment of intangibles, and property, plant
and equipment 34 18 12 06 34 18 12 06
Tax and non-controling interests on impairment of intangibles,
and property, plant and equipment 2 On “ ©2 2 ©Nn @ (02
Effect of gains on disposal of property, plant and equipment
and held-for-sale assets (92) (48 (a5  ©8) (92) (48) (15) (08)
Tax and non-controlling interests on disposal of property,
plant and equipment and held-for-sale assets 25 13 - - 25 i3 - ~
Effect of disposal of businesses and trademarks 26) (14 - - 26) (14 - -
Effect of gans reclassified from the avallable-for-sale reserve 2 ©On M - 2 On 1) -
Share of associates’ trademark and other asset impairments
net of tax 4 0z 15 08 4 02 15 08
Issue of shares and change in shareholding in associate 22y (N (20) (1 0) 22) (12 (200 (10)
Headline earmngs per share 3,823 2004 3,784 1942 3823 2011 3,784 1952
8 Dividends and other appropriations
203 202
Pence Pence
per share £m per share £m
Ordinary shares
Interim
201 3 pard 30 September 2013 450 846
2012 pad 26 September 2012 422 815
Final
2012 pad 8 May 2013 927 1,765
2011 pad 3 May 2012 88 4 1,723
1377 2,611 1306 2,538

The Directors have recommended to shareholders a final dvidend of 97 4p per share for the year ended 31 December 2013 if approved,
this dwvidend will be paid to shareholders on 8 May 2014 This dwvidend 1s subject to approval by shareholders at the Annual General
Meeting and therefore, in accordance with 1AS 10, 1t has not been included as a liability in these finanaial statements The total estmated
dividend to be paid 1s £1,838 million, which takes the total dividends declared in respect of 2013 to £2,684 million (2012 £2,580 million)
representing 142 4p per share (2012 134 9p per share)
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9 Intangible assets
Trademarks
and Assetsin
Computer similar  the course of
Goodwill* software intangibles  development Total
£m £m fm £m

1 January 2013
Cost 10,793 659 204 173 12,529
Accumulated amortisation and iImpairment (509) (310) (819)
Net book value at 1 January 2013 10,793 150 594 173 11,710
Differences on exchange {545) m (21) C)] (571)
Additions
—nternal development - 14 - 133 147
—acquisitions {note 26) 1 - 25 - 26
-separately acquired - 3 10 - 13
Reallocations - 19 - (19) -
Amartisation charge - (50) (70) - 120y
31 December 2013
Cost 10,249 631 89 283 12,054
Accumulated amortisation and impairment (496) (353) (849)
Net book value at 31 December 2013 10,249 135 538 283 11,205
1 January 2012
Cost 11,120 617 883 108 12,728
Accumulated amortisation and iImpairment (478) (258) (736)
Net book value at 1 January 2012 11,120 139 625 108 11,992
Dufferences on exchange (325) {2) {13) (2) (342)
Additions
—-internal development - 1 - 116 117
—acquisitions {note 26} @) - 40 - 38
—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 imparment (509) (310) (819)
Net book value at 31 December 2012 10,793 150 594 173 11,710

* The cost of Goodwill 1s shown net of impairment charges made m prior years

Included in computer software and assets in the course of development are internally developed assets with a carnyang value of £398 rmillion
(2012 £296 miliion) The costs of internally developed assets mclude capitalised expenses of employees working full tme on software
development projects, third-party consultants, as well as software licence fees from third-party suppliers

Acquisiions in 2013 refate to the creation of CTBAT International Limited and the acquisition of British American Tobacco Myanmar Limited
as explamed n note 26 Acquisitans in 2012 relate to the acquisition of CN Creative Lirited and an adjustment to the purchase pnce for
Protabaco (acquired in 2011}, as explained in note 26

Included in the net book value of trademarks and sirmilar intangibles are tradermarks relating to the acquisitton of Skandinavisk
Tobakskompagni (ST) £301 mulkon (2012 £322 million), Tekel £30 milkon (2012 £41 million), Bentoel £38 million (2012 £60 milhon)
and Protabaco £91 million (2012 £112 milion) and intellectual property of £26 milion (2012 £40 mullion) relating to the acquisition of

CN Creative Limited in 2012

The Group has future contractual commitments of £11 mullion related to intangible assets
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9 Intangibtle assets continued
Imparrment testing for intangible assets with indefinite hives including goodwill

Goodwill of £10,24% rillion (2012 £10,793 milliory 1s included in intangible assets in the balance sheet of which the

following are the significant acquisiions Rothmans Group £4,542 million (2012 £4,796 million), Impenal Tobacco Canada

£2,281 millon {2012 £2,477 million), ETI (Italy} £1,371 mullier: (2012 £1,337 million) and ST (principally Scandinavia) £1,030 million
(2012 £1,004 milion) The pnncipal allocations of goodwill in the Rothmans’ acquisiion are to the cash-generating units of Eastern Europe,
Western Europe and South Afnica, with the remainder mainly relating to operations in the domestic and export markets in the

Urited Kingdom and operations in Asia-Pacific

In 2013 and 2012, goodwill was allocated for imparrment testing purposes to 14 indmidual cash-generating units - five in Asia-Pacific, frive in
the Amencas, two In Western Europe and two in EEMEA

The carrying amounts of goodwill allocated to the cash-generabing units of Canada £2,281 million (2012 £2,477 millon), Western
Europe (includes Rothmans and other acquisitions) £3,624 millon (2012 £3,539 million), Eastermn Europe (includes Rothmans and

other acquisiions) £908 muthon (2012 £889 milhon), Seuth Afnica £639 mullion (2012 £803 million), Austraha (includes Rothmans
and other acquisitions) £724 million (2012 £856 mithon), Singapore £511 mullon (2012 £538 million) and Malaysia £434 million
(2012 £474 million) are considered sigrificant in companson with the total carrying amount of goodwill

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 long-term growth rate and the discount rate The long-term growth rate used 1s purely for the impamment testing
of goodwill under IAS 36 Impairment of Assets and does not reflect long-term planning assumptions used by the Group for imvestment
propaosals or for any other assessments The discount rate s based on the Group's weighted average cost of capital, taking into account

the cost of capital and borrowings, to which specific market-related prermium adjustments are made These adjustments are denved from
external sources and are based on the spread between bonds (or credit default swaps, or smilar 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 penedically calibrated into bands based on internationally recogrised credit ratings These assumptions have been applied
to the indnidual cash flows of each unit as compited by local management in the different markets

The valuations use cash flows based on detalled financial budgets prepared by management covening a one year penod, with growth

in 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 2% inflatton) has been assumed The extrapolated growth rates are considered
conservative given the Group's hustory of profit and cash growth, its well balanced portfolic 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 acquisitions or start-up ventures, the valuation is expanded to reflect the
medum-term plan of management, spanning five years or beyond

Pre-tax discount rates of between 7 2% and 14 1% (2012 7 2% to 13 9%) were used, based on the Group’s weighted average cost of
capital, together with any premium applicable for economic and political nsks

The pre-tax discount rates used for the cash-generating uruts which are significant in companson with the total carrying amount of goodwall
are 8 59 for Canada (2012 8 6%), 9 3% for Western Europe (2012 9 3%), 8 6% for Eastern Europe (2012 8 99, 9 3% for South Afnca
(2012 9 3%), 8 6% for Austraha (2012 8 6%), 7 2% for Singapore (2012 7 2%) and 8 7% for Malaysia (2012 8 7%)

if discounted cash flows for cash-generating units should fall by 10%, or the discount rate was increased at a post-tax rate of 1%, there
would be no impairment




143 British Amencan Tobacco

Annual Report 2013 Strateqic Report Covernance Financials
10 Property, plant and equipment
Assetsn the
Freehold Leasehold Plant and course of
property property equipment construction Total
£m £m £m

1 January 2013
Cost 1,138 261 4,453 483 6,335
Accumulated depreciation and imparrment (362) (123) {2,649) (3,134)
Net book value at 1 January 2013 776 138 1,804 483 3,201
Differences on exchange 47 (6) (137) (37) (227)
Additions* 12 16 1n7z 420 565
Reallocations 24 4 314 (334) -
Depreciation (22) {9 (270) - (301)
Impairment (2 - (14) (7 (33)
Disposals (32) - (17) - (49)
31 December 2013
Cost 1,034 258 4,257 527 6,076
Accumulated deprectation and impairment (325) {123) (2,460) (12) (2,920)
Net book value at 31 December 2013 709 135 1,797 515 3,156
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 201 3 106 361 671
Reallocations 22 5 216 (243) -
Depreciation (25} (10} (304) - (339)
Impairment 1 - 12) - (3
Disposals €Y - 27) - (30
Net reclassifications as held-for-sale (29 - (2) - 31
31 December 2012
Cost 1,138 261 4,453 483 6,335
Accumulated depreciation and iImpairment (362) (123) (2,649) — (3,134)
Net book value at 31 December 2012 776 138 1,804 483 3,201
Assets held under fimance leases
31 December 2013
Cost 13 13
Accumulated depreciation and impairment (8) (8)
Net book value at 31 December 2013 5 5
31 December 2012
Cost 18 18
Accumulated depreciation and impairment (15) (15)
Net book value at 31 December 2012 3 3

*  Additions in 2073 include amounts contributed by the non controlling interest in Myanmar {note 26)
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The Group's fmance lease arrangements relate pnncipally to the lease of vehicles by the Group's subsichiary in Pakistan  Assets held under

finance leases are secured under finance lease obligations included 1n note 21

2013 2012
£m £m
Cost of freehold land within freehold property on which no depreciation 1s provided 203 226
Leasehold property comprises
—net book value of long leasehold 1 105
—net book value of short leasehold 24 33
135 138
Contracts placed for future expenditure 82 38
11 Investments in associates and joint ventures
2013 2012
£m £m
1 January 2,330 2,613
Total comprehensive income (note 5) 681 488
Dmdends (note 5) (512) (487)
Share buy-backs {note 25(c)) (189) (262)
Cther equity movernents (mn (22)
31 December 2,299 2,330
Non-current assets 3,741 3,815
Current assets 1,667 1,957
Non-current habilities (1,983) (2,090)
Current liabilities (1,126} {1,352)
2,299 2,330
Reynolds American Inc {Group's share of market value of £6,828 milion (2012 £5,925 milion)) 1,447 1,496
ITC Ltd (Group's share of market value of £7,587 mithon {2012 £7,771 million)) 808 793
Other listed associates (Group's share of market value of £83 million (2072 £109 milhon)} 1 13
Unlisted 33 28
2,299 2,330
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11 Investments in associates and joint ventures continued

The principal associate undertakings of the Group are Reynolds Amencan Inc (RAI) and [TC Ltd {(ITC) as shown under principal
associate undertakings

Reynolds Amencan Ing

2013 Mz

£m £m

Non-current assets 4,146 4,224
Current assets 2,257 3,009
Non-current liabilities (4,576) (4,843)
Current habiliies (1,739) (2,250)
88 140

Group’s share of Reynolds American Inc (42 0%) 37 59
Goodwill 1,410 1,437
Total Group’s share of Reynolds Amencan Inc 1,447 1,496

The Group's share of RAlincludes £446 millon (2012 £461 million) of trademarks arising from the RAI transaction in 2004 In addition,
the Group's share of non-current assets includes £628 million (2012 £640 million) of goodwill and £291 milhon (2012 £296 million)
of trademarks ansting from the acquisition of Conwood by RAI in 2006

Details of the Group's contingent habilities are set out in note 30 In addition ta US Iiigation invalving Group companies, which is covered
by the R | Reynolds Tobacco Company (RJRT) ndemnity referred to in note 30, RA! group comparies are named in htigation which does not
involve Group companies While it 1s impossible to be certan of the outcome of any particular case or of the amount of any possible adverse
verdict, it 15 not impossible that the results of operations or cash flows of RA, it particular quarterly or annual periods, could be matenally
affected by this and by the final cutcome of any particular itigation However, having regard to the contingent hability disclosures on
htigatron made by RAl N its public financial reports, the Directors are satisfied with the carrying value included above for RA!

The Group’s share of the RAI results for the year to 31 December 2013 includes £43 miflion (2012 £41 million) in respect of extermal legal
fees and other external product hability defence costs

ITC Ltd

ITC prepares accounts on a quarterly basis using a 31 March year end As permitted by IAS 28, results as at 30 September 2013 have been
used in applying the equity method, to be consistent with the treatment in the Group's interim accounts given the availability of information
at the half year Any further information available after the date used for reporting purposes i1s reviewed and any matenal items adjusted for in
the final results The latest published information avaifable 1s at 31 December 2013

2013 2012

£Ern £m

Non-current assets 1,858 1,87
Current assets 2,202 2,109
Non-current hiabifities (194) (176}
Current habilities (1,214) (1,243)
2,652 2,581

Group's share of ITC Ltd (2013 30 47% (2012 30 72%)) 808 793

Additienal information on associates 1s provided in the principal associate undertaking sections to the Annual Report
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Notes on the accounts
continued

12 Retirement benefit schemes

The Group's subsichary undertakings operate around 180 retirement benefit arrangements worldwide The majority 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 habilities ansing in the defined benefit schemes are determined in accordance with the advice of independent, professionally qualified
actuanes, using the projected unit credit method All schemes are formally valued at least every three years

The principal schemes are in the UK, Germany, Canada, the Netherlands and Switzerand Together schemes in these territories account for
over 85% of the total obligations of the Group’s defined benefit schemes These obhgations consist mainly of final salary pension schemes
which prowide benefits to members in the form of a guaranteed level of pension payable for Iife The level of benefits provided depends on
members’ length of service and their salary in the final years leading up to retirement In additton, the Group operates several healthcare
benefit schemes, of which the most significant are in Canada The habilities in respect of healthcare benefits are also assessed by qualified
ndependent actuanes, applying the projected unit credit methoed

All of these arrangements, including funding arrangements where formal trusts or equivalents are required, have been developed and are
operated in accordance with local regulations and practices in the countnes concerned Responsibibty for the governance of the schemes,
including mvestment decisions and contnibution schedules, lies with the trustees The trustees for each arrangement wall usually consist of
representatives apponted by both the sponsonng company and the beneficianes

The majorty of schemes are subject to local regulation regarding funding deficits However, the scheme habilibes of the Group as measured
for the purposes of determining funding levels are not considered to be matenally different to the habilities as measured under 1AS 19

The majonity of benefit payments are from trustee admimistered funds, however, there are also a number of unfunded schemes where the
spensonng cormpary meets the benefit payment obligation as it falls due

While the funded arrangements in the Group have policies on investment management, including strategies over a preferred long-term
investment profile, formal asset/lability matching plans are not common, although schemes in certain terntones including Canada and the
Netherands manage therr bond portfolios to match the weighted average duration of scheme habilities In addition, the main scheme in the
UK has a target investment strategy such that, by 31 December 2018 the scheme will have moved to 209 return-seeking assets and 809%
nsk-reducing assets Investments are diversified by type of investment, by investment sector, and where appropnate by country

Through its defined benefit pension schemes and healthcare schemes, the Group 1s exposed to a number of risks, including

Asset volatiity the plan habilities are calculated using discount rates set by reference to bond yields, if plan assets underperform this yield e g
due to stock market volatility, this will create a deficit However, most schemes hold a proportion of assets which are expected to outperform
bonds in the long term, and the majornty of schemes by value are subject to local regulation regarding funding deficits

Changes in bond yields a decrease in corporate bond yields will increase scheme liabilities, although this will be partally offset by an increase
in the value of the schemes’ bond holdings

Inflation nsk some of the Group's pension obligations are linked to inflation and higher inflatior wall lead to higher fiabilities, although, in
most cases, caps on the level of inflabonary increases are in place in the scheme rules

Life expectancy the majonty of the schemes’” obligations are to prowide benefits for the Iife of the member, so increases in Iife expectancy will
result In an increase in the plans’ labiities Assumptions regarding mortality and mortality improvements are regularly reviewed in ine with
actuanal tables and scheme specific expenence

As explained in note 1, with effect from 1 January 2013 the Group has adopted the revised IAS 19 Employee Benefits The comparative figures
for 2012 have been restated accordingly for the following changes

fm
Removal of expected return on assets (284)
Recogrition of interest on scheme assets 250
Recognihion of interest on unrecogrised scheme surpluses %)
Impact on profit from operations (40)
Associates adjustrnent for interest on scheme assets net of tax (16)
Impact on taxatron charge of subsrchanes (deferred tax) 10
Reduction in profit for the year (46)
Adjustrnent for restated actuarial gains an scheme assets in respect of subsidianes 34
Adjustment for restated surplus recognition and minimum funding obhigations in respect of subsidiaries 6
Tax on items recogrised directly in other comprehensive iIncome Q0
Net actuanal losses n respect of asseciates net of tax 16
Increase in other comprehensive income 46

As a result of the above, basic and diluted earmings per share for 2012 reduced from 198 1p to 195 8p and from 197 tp to
194 8p respectively
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12 Retirement benefit schemes continued
The amounts recogmised in the balance sheet are determmed as follows

Pension schemes Healthcare schemes Total
2013 2012 2013 2012 2013 20012
£m £m £m £m £m m
Present vatue of funded scheme liabiibies (5,905) {6,196) (16) 21} (5,921) {6,217}
Fair value of funded scheme assets 5,767 5,547 13 16 5,780 5,563
(138) (649) 3 (5} (141 (654)
Unrecognised funded scheme surpluses (19) (15) - - (19) {15)
(157) (664) 3 &) (160) (669)
Present value of unfunded scheme habilibes {239) (224) (98) {154) (337) {378)
(396) (888) (101) {(159) (497) (1,047)
The above net hability 1s recognised in the balance sheet as follows
—retirement benefit scheme habilities (531) (993) (101) (159) (632) {1,152)
—retirement benefit scheme assets 135 105 - - 135 105
(396) (888) (101) {159) (497) (1,047)
The amounts recogmised 1n the income statement are as follows
Pension schemes Healthcare schemes Total
20012 2012
2013 Restated 2013 2012 2013 Restated
£m Em £m £m £m £m
Defined henefit schemes
Service cost
~current service cost 92 BO 1 2 93 82
- past service cast 5 13 (5) - - 13
~settlements - 2 - - - 2
Net interest on the net defined beneht liability
—nterest on scheme habilties 253 271 7 8 260 279
—mnterest on scheme assets (227) (249) N () (228) (250)
~interest on unrecognised funded scheme surpluses 1 6 - - 1 6
124 123 2 9 126 132
Defined contnibution schemes 36 39 - - 36 39
Total amount recogmised in the iIncome statement
(note 3(a)) 160 162 2 9 162 171

The above charges are recognised within employee benefit costs in note 3(a) and include a charge of £7 million 1n 2013 (2012 £14 million
charge) in respect of settlements, past service costs and defined contribution costs reported as part of the restructuring costs charged n
armving at profit from operations (see note 3(e))

The amounts recogmised in other comprehensive income in respect of actuanal gains and losses of subsidiaries are as follows

Pension schemes Healthcare schemes Total
2012 2012
2013 Restated 2013 2012 2013 Restated
£m £m £m £m £m £m
Actuanal gains/(losses) on scheme habilities 139 (668) 42 (7) 181 (675)
Actuanal gains on scheme assets 127 294 - - 127 294
Net actuanal gains/(losses) in other comprehensive
income {note 20) 266 (374) 42 (N 308 (381)

The amounts recognised in other comprehensive income in respect of surplus restnctions and minimu m funding obligations of subsidianes
are as follows

Pension schemes Healthcare schemes Total

2012 2012

2013 Restated 2013 2012 2013 Restated
£m £m £m £m £m £m

Movements in the year (note 20) (5) 60 — - (5) 60
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12 Retirement benefit schemes continued
The movements in scheme habilites are as follows
Pension schemes Healthcare schernes Total
2013 202 2013 2012 2013 2012
£m £m £m £m &m £m
Present value at 1 January 6,420 5,845 175 172 6,595 6,021
Differences on exchange (106) (120) (15) (5) (121) (125)
Current service cost 21 81 1 1 92 82
Past service costs 5 i3 (5) - - 13
Settlements (46) 3) - - (46) (3)
Interest on scheme liabihties 244 268 7 8 251 276
Contnbutions by scheme members 2 3 - - 2 3
Benefits paid (327) (339) %) (8) (339 (347)
Actuanal (gains)/losses (139) 668 (42) 7 (181) 675
Present value at 31 December 6,144 6,420 114 175 6,258 6,595
Scheme habiliies by funding status
Funded schemes 5,905 6,196 16 21 5,921 6,217
Unfunded schernes 239 224 93 154 337 378
Present value at 31 December 6,144 6,420 114 175 6,258 6,595
Scheme liabilittes by scheme membership
Active members 1,279 1,372 20 42 1,299 1,414
Deferred members 912 906 1 18 923 924
Retired members 3,953 4,142 83 115 4,036 4,257
Present value at 31 December 6,144 6,420 114 175 6,258 6,595
Approximately 95% of scheme liabilities in both years relate to guaranteed benefits
Actuanal (gains)/losses shown above can be analysed as follows
Penston schemes Healthcare schemes Total
2013 202 2013 2012 2013 2012
£m £m £m £m £m £m
Actuarnal (gains)/losses
—ansing from changes in demographic assumptions 26 48 m 2 25 50
- ansing from changes n financial assumptions (143) 602 (40) - (183) 602
Expenence (gams)/losses (22) 18 (1) 5 (23) 23
Total (139) 668 (42) 7 (181) 675

Changes in finanaial assumphions pnncipally relate to discount rate and inflaticn rate movemnents
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12 Retirement benefit schemes continued
The movements in funded scheme assets are as follows
Pension schernes Healthcare schemes Fotal
2012 2012
2013 Restated 2013 2012 2013 Restated
£m £m £m £m £m £m
Fair value of scheme assets at 1 January 5,547 5,184 16 16 5,563 5,200
Differences on exchange (93) (121 (3) - (96) (21
Settlements {46) {4) - - (46) 4
Interest on scheme assets 219 245 1 1 220 246
Company contributions net of reimbursements 320 270 - 6 320 276
Contributions by scheme members 4 5 - - 4 5
Benefits paid (311 (326) m {7) (312) (333)
Actuaral gains 127 294 - - 127 294
Fair value of scheme assets at 31 December 5,767 5,547 13 16 5,780 5,563

Contributions to defined benefit schemes are determuned after consultation with the respective trustees and actuaries of the individual

externally funded schemes and taking inte account regulatory requirements Contnibutions to pensien schemes in 2014 are expected to be
£265 milhen compared to £320 milion in 2013 Company contributions for 2013 1n the table above are shown net of a reimbursement of
£7 millon from a Jamaican pension scheme in the course of being wound up (2012 £26 milion) and nclude £190 milion in both years in
respect of addibonal contnbutions to eliminate a funding shortfall relating to the main UK pension scheme

Far value of scheme assets by category

Pension schemes. Healthcare schemes Total

2013 2612 2013 2012 2013 2012

£m £m £m fm £m £m

Equities — listed 1,908 2,224 5 9 1,913 2,233
Equities — unlisted 513 196 - - 513 196
Bonds — listed 2,647 2,651 8 5 2,655 2,656
Bonds - unlisted 151 95 - - 151 95
Other assets — listed 137 N - - 137 21
Other assets — unlisted 411 360 - 2 411 362
Fair value of scheme assets at 31 December 5,767 5,547 13 16 5,780 5,563

Scheme assets have been diversified into equities, bonds and other assets and are typically Invested via fund investment managers into both
pooled and segregated mandates of Isted and unlisted equities and bonds In addition certain scheme assets, including a portion of the
assets held in the man UK pension scheme, are further diversified by investing n equities listed on foreign stock exchanges via investment
funds In the above analysis investments via equity-based investment funds are shown under listed equities, and investments wa bond-
based investment funds shown under listed bonds Other assets include cash and other deposits, recoverable taxes, reinsurance contracts,

investment property, investments and denvatives

In Jamaica, a pension scheme helds shares in Carreras Group Ltd {(a Group subsidiary) with a fair value of £1 million (2012 £3 million)

The shares are histed on the Jamaica stock exchange

The actuanial gains and losses n both years pnncipally relate to movements in the fair values of scheme assets and actual returns are stated

net of applicable taxes and fund management fees

Pension schemes Healthcare schemes Total

2013 2012 2013 2012 2013 2012

£m £m £m fm £m m

Actual return on scheme assets 346 539 1 1 347 540
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12 Retirement benefit schemes continued
The movements in the unrecogmised scheme surpluses, recagnised in other comprehensive Income, are as follows
Pension schermes Healthcare schemes Total
2012 2012
2013 Restated 2013 2012 2013 Restated
£m £m £m £m £m £m
Unrecognised funded scheme surpluses at 1 January (15) (77} - - (15) 77
Differences on exchange 2 8 - - 2 8
Interest on unrecogrused funded scheme surpluses m ) - - m {6)
Movement in year (note 20) {5) 60 - - (5) 60
Unrecogmised funded scheme surpluses at
31 December (19} (15) - - (19 (15)

Prior year movernents include immatenal amounts in relation to minimum funding obligations

The principal actuanal assumptions (weighted to reflect indwidual scheme differences) used in the following principal countnes are shown
below In both years, discount rates are determined by reference to normal yields on high quality corporate bonds at the balance sheet date
For countries where there s not a deep rmarket in such corporate bonds, the yield on government bonds 1s used

UK Germany Canada  Netherands Swatzerland
% % % %
31 December 2013
Rate of increase in salanes 49 25 33 27 15
Rate of increase in penstons in payment 34 18 Nil 135 Nil
Rate of ncrease in deferred pensions 29 Nil Nil 15 -
Discount rate 44 34 46 37 23
General inflation 34 18 23 15 Nil
UK Germany Canada Netherands Swatzerland
years years years years years
31 December 2013
Weighted average duration of iabiliies 16 6 112 mn1 160 156

For healthcare inflation 1in Canada, the assurnption 15 4 35% increasing to 5 0% by 2018 For the remaining pension schemes, typical
assumptions are that real salary ncreases will be from 0 5% to 3 1% per annum and discount rates will be from ¢ 5% to 6 8% above
inflation Pension increases, where allowed for, are generally assumed to be in ine with inflation

UK Germany Canada Netherlands Switzerland
% % % % %

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 inflaticn 29 20 23 15 Nil
UK Germany Canada Netherdands Switzerland
years years years years years

31 December 2012
Weighted average duration of habihties 16 3 112 121 159 153

For healthcare inflation in Canada, the assumption was 8 0% decreasing to 5 0% by 2018 For the remairung pension schemes, typical
assumptions were that real salary increases would be from 0 5% to 3 6% per annum and discount rates would be from 0% tc 4 1% above
inflaton Pension increases, where allowed for, were generally assumed to be in line with inflation
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12 Retirement benefit schemes continued
Mortality assumptions are subject to regular review The prinapal schemes used the following tables for both years

UK ST1NA (year of birth) table with the Continuous Mortality invesbigation (2009) mode! with a 1 5%6 long-term
rmprovement rate

Germany Heubeck tables 2005G

Canada UP94 tables

Netherlands AG Prognosetafel 2012-2062 tables

Switzerland LPP 2010 tables

Based on the above, the weighted average life expectancy, In years, for mortality tables used to determine benefit obligations is as follows

UK Germany Canada Netherlands Swatzerland
Male  Female Male  Fernale Male  Female Male  Female Male  Female
31 December 2013
Member age 65 (current life expectancy) 228 250 188 228 198 221 204 248 213 238
Member age 45 (Iife expectancy at age 65) 251 274 214 254 213 229 224 257 231 255
31 December 2012
Member age 65 (current Iife expectancy) 227 249 186 227 197 221 203 248 197 220
Member age 45 (life expectancy at age 65) 249 273 213 253 212 229 222 250 222 245

Valuation of retirement benefit schemes involves judgements about uncertain future events Sensitivities in respect of the key assumptions
used to measure the pnnopal pension schemes as at 31 December 2013 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 sensitvities holds all cther assumptions constant, in practice such
assumptions rarely change i solation, while asset values also change, and the impacts may offset to some extent

025 02s
1 year 1year percentage percentage
Increase decrease  point increase pont decrease
£m £m £m fm
Average Irfe expectancy — increase/(decrease) of scheme labilities 160 (149)
Rate of inflation — increase/(decrease) of scheme habilities 168 (148)
Discount rate — (decrease)/increase of scheme liabilities (175) 199

A one percentage point increase in healthcare inflabon would increase healthcare scheme liabiities by £14 million, and a one percentage
paint decrease would decrease habihties by £11 million The income statement effect of this change in assumption 1s not matenal
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13 Deferred tax
Deferred tax assets comprise
Excess of
depreciation Retirement Other
Stock  over capital Tax benefits Fair value temporary Total
rehef  allowances losses Restated losses/(gans)  differences Restated
£m £m £m £m Em £m £m
At 1 January 2013 65 37 36 170 4 191 503
Differences on exchange N m (5) )] - (15) (33)
(Charged)/credited to the income statement (12) {2) 36 #4] m 9 -
Charged to other comprehensive income - - - (59) 3) - (62)
At 31 December 2013 46 34 67 104 - 157 408
At 1 January 2012 32 27 16 128 5 259 467
Differences on exchange - 2) 2 (4) (18) (26)
Credited/(charged) to the income statement 33 12 22 13 (45) 18
Credited/(charged) to other comprehensive Income - - - 59 (10) (5) 44
At 31 December 2012 65 37 36 170 4 19 503
Deferred tax labilities comprise
Excess of
capital Undistnbuted
allowances  earningsof  Retirement Other
Stock over associates and benefits Fair vatue temparary Total
relief  depreciaton subsichanes Restated  (ksses)gains differences Restated
£m £m £m £m £m £m £m
At 1 January 2013 16 182 168 1mne 24 167 676
Differences on exchange 1 (13 (13) 2 - (3) (26)
(Credited)/charged to the income statement {6) (5) 26 5 1 12 33
(Credited)/charged to other comprehensive Income ~ - - (21) 12 - (9)
At 31 December 2013 11 164 181 105 37 176 674
At 1 January 2012 21 193 158 17 2 189 680
Differences on exchange m {8) (8) (3) - 4 (24)
{(Credited)/charged to the income staternent {4y ® 18 - 3 (18) {4)
Charged to other comprehensive income - - - 5 19 - 24
At 31 December 2012 16 182 168 119 24 167 676
2013 2012
£m £m
Net deferred tax habilities 266 173
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13 Deferred tax continued

The net deferred tax labilities are reflected in the Group Balance Sheet as follows, after offsetting assets and habilities where there 15 a legally
enforceable nght to offset current tax assets and habilities and where the deferred iIncame taxes relate to the same fiscal authonty

2013 2012
£m £m
Deferred tax assets (248) (327)
Deferred tax llabilibes 514 500
266 173

Deferred tax expected to be recovered within 12 months
2013 2012
£m £m
Deferred tax assets {115) M7z
Deferred tax habilities 300 169
185 52

At the balance sheet date, the Group has unused tax losses of £598 mithon (2012 £289 million) which have no expiry date and unused tax
losses of £558 million (2012 £632 million) which will expire within the next 10 years No amount of deferred tax has been recognised 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 £1,005 mullion
(2012 £1,221 million), which have no expiry date and £159 milhon (2012 £177 mullion), which will expire within the next 10 years

At the balance sheet date, the Group has unused tax credits of £80 milhon (2012 £80 miullion) which have no expiry date No amount of
deferred tax has been recognised in respect of these unused tax credits

At the balance sheet date, the aggregate amount of undistnbuted earmings of subsidianes which would be subject to dmdend withholding

tax was £2 billon (2012 £2 billon) No hability has been recogrised in respect of this withholding tax because the Group 1s in a position to
control the ming of these distnbutions and it 15 probable that these distrbutions will not be made in the foreseeable future

14 Trade and other receivables

2013 2012
£m £m
Trade recevables 2,208 2,088
Loans and other recevables 692 712
Prepayments and accrued income 147 165
3,047 2,965
Current 2876 2,741
Non-current 171 224
3,047 2,965
Amounts recervable from related parties ncluding associated undertakings are shown in note 29
Trade and other recevables have been reported in the balance sheet net of allowances as follows
2013 2012
£m Ermy
Cross trade and other recevables 3,103 3,017
Allowance account (56) (52)

Net trade and other recevables per balance sheet 3,047 2,965
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Notes on the accounts
continued

14 Trade and other receivables continued
The movements In the allowance account are as follows

2013 2012

fm fm

1 January 52 49
Differences on exchange (3) (3)
Provided in the year 10 14
Amounts reversed during the year (3) (8)
31 December 56 52

Imparrment of trade recewvables, including wnte-offs and allowances, charged during the year is included as part of other operating
expenses For 2013, the netwmpairment charged was £9 milhon (2012 £9 million) of which £7 millien (2012 £6 millon), ts reflected in the
abave table

As at 31 December 2013, trade and other receivables of £46 milion (2012 £41 mulion) were past their contractual payment date but not
impaired These relate to a number of external parties where there 15 no expectation of default The aged analysis of these trade recevables 15
as follows

2013 2012

£m £m

Less than three months 34 36
Between three and six months 4 2
Between six months and one year 3 1
Greater than one year 5 2

The Group holds bank guarantees, other guarantees and credit insurance in respect of some of the past due debtor balances

Trade and other receivables are predommantly denominated in the functional currencies of subsidiary undertakings apart from the fallowing

2013 2012

£m £m

US dollar 107 76

UK sterling 131 136

Euro 31 33

Other currencies 172 62
Trade and other receivables also include certain interest bearing amounts and therr effective interest rates are as follows

2013 2012 2013 2012

£m £m % %

UK sterling 5 - 100 -

Euro 5 5 40 40

Other currencies 3 12 51 59

There 1s no matenal difference between the above amounts for trade and other receivables and their fair value due to the short-term
duration of the majority of trade and other receivables as determined using discounted cash flow analysis There i1s no concentration of credit
nsk with respect to trade recewvables as the Group has a large number of internationally dispersed customers
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15 Available-for-sale investments

2013 2012

£m fm

1 January 63 97

Differences an exchange 1 C))
Additions and advances 46 1

Disposals and repayments (20 (31
31 December 90 63
Current 54 26
Non-current 36 37
20 63

The classification of these investments under the IFRS 13 fair value hierarchy 1s given in note 24

Investments have the following matunties

As per balance sheet

2013 2012

£m £m

Equity investments 36 37
Non-equity nvestments

—within one year 53 24

— beyond three years and within four years 1 -

— beyond four years and within five years - 2

N0 63

There 1s no matenal difference between the matunty profile of investments in the table above and the matunity profile on a gross contractual
basis where the values in each year include the investments maturing in that year together wath forecast interest receipts on afl investments
which are due for all or part of that year

Investments are denominated in the functional currency of the subsidiary undertaking or other currencies as shown below

2013 2012

£m £m

Functional currencies 20 62
US dollar - 1
%0 63

Non-equity nvestments of £54 milhon {2012 £26 million) are pnncipally denominated in UK sterling and have an effective interest rate of
5 5% (2072 11%)
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Notes on the accounts
continued

16 Derivative financial instruments

The fair values of dervatives are determined based on market data (primanly yield curves, implied volatiities and exchange rates) to calculate
the present value of all estmated flows associated with each derivative at the balance sheet date In the absence of sufficient market data, fair
values would be based on the quoted market pnce of similar denvatives The classification of these denvative assets and labilities under the
IFRS 13 far value hierarchy 1s given in note 24

2013 2012
Assets Liabilities Assets Liabilities
£m £m £m £m
Fair value hedges
~Interest rate swaps 121 63 209 55
—Cross-currency swaps 6 38 10 12
Cash flow hedges
— Cross-CUrrency swaps - 3 - 18
—forward foreign currency contracts 106 25 70 31
Net investment hedges
—forward foreign currency contracts 161 5 59 12
Held-for-trading*
—forward foreign currency contracts 31 3¢ 25 22
—others - - - 1
Total 425 164 373 151
Current 312 34 166 65
Non-current 113 130 207 86
425 164 373 151
Dervatives
—in respect of net debt 146 125 234 95
—other 279 39 139 56
425 164 373 151
* As explained in note 4 some denvative financial nstruments are not designated as hedges and so are required to be classified as held for-trading
For cash flow hedges the timing of expected cash flows Is as follows
2013 2012
Assets Liabilitres Assets Liabilities
£m £m fm £m
Within one year 92 27 49 3
Between ane and two years 14 1 21 18
106 28 70 49

The Group's cash flow hedges are principally in respect of sales or purchases of inventory and certain debt instruments The timing of
expected cash flows in respect of derivatives designated as cash flow hedges is broadly expected to be comparable to the tme penods
when the hedged item will affect profit or foss
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16 Derivative financial instruments continued
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Financials

The tables below set out the matunties of the Group’s denvatve financial instruments on an undiscounted contractual basis, based on

spot rates

The matunty dates of all gross-settled denvative financial nstruments are as follows

2013 2012
Assets Liabthbies Assets Liabdities
Inflow Outflow Inflow OQutflow Inflow Outflow Inflow Outflow
£m £m £m £m fm £m £m tm
Withmn one year
—forward foreign currency contracts 5,681  (5,405) 2,949  (3,006) 5997 (5,873) 2,881 (2,956)
— Cross-currency swaps 4 (2 195 (182) 18 an 47 (43)
Between one and two years
—forward foreign currency contracts 276 (260) 63 (64) 503 (479) 115 (116)
— Cross-Currency swaps 4 2) 33 (18) 18 an 158 {(163)
Between two and three years
—Cross-currency swaps 4 3) 358 (415) 18 (13) 18 6)
Between three and four years
—cross-currency swaps 4 (C)] 15 {19 18 {(14) 343 (389)
Between four and five years
— CrOss-CUITency swaps 4 (C)] 15 (21 18 (16) - -
Beyond five years
— Cross-CUrrency swaps 110 (100} 461 (513) 575 (616) - -
6,087 (5,780) 4089 (4,236} 7,165  (7,033) 3,562 (3,673}
The maturity dates of net-settled denvative financial instruments are as follows
2013 2012
Assets Liabilities Assets Liabiliies
Inflow/ {Inflow)/ Inflow/ {Inflow)/
(Qutflow) Outflow {Outflow} Qutflow
£m £m im £m
Within one year 50 (22) 64 12
Between one and two years 27 (14) 63 11
Between two and three years 10 1 3 6
Between three and four years 9 1 24 15
Between four and five years 9 12 20 12
Beyond five years 23 89 14 -
128 77 216 56
The above analysis of derivatives settled on a net basis primarily relates to the Group’s nterest rate swaps
The farr value of dervative financial instruments 1s summarnised as follows
2013 2012
Assets Liabilrties Assets Liabiliues
£m £m £m im
Interest rate swaps 121 63 209 55
Cross-currency swaps 6 4 10 30
Forward foreign currency contracts 298 60 154 65
Others - - - 1
425 164 373 151
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16 Derivative financial instruments continued
(a) Interest rate swaps
2013
Interest rate %
Matunty Pnnapal Assets Liabilitres
date currency m £m Qnginal Swapped £m im
Fixed to floating 2014 CBP 500 500 60 note (a) 13 -
2014 GBP 250 250 60 note (a) 1A -
2017 uso 600 362 21 note (a) - 1
2019 GBP 250 250 64 note (a) 43 -
2020 EUR 600 499 40 note (a) 47 -
2020 GBP 650 650 40 note (a) - 8
2023 EUR 750 624 24 note (a) - 4
2025 EUR 650 541 28 note (a) - 15
Floating to fixed 2017 EUR 600 499 note (a) 37 - 35
2023* EUR 750 624  note(a) 28 7 -
Al 63
The €750 million eurp interest rate swap matunng in 2023 has a start date of 2015
2012
Interest rate %
Matunty Pnncipal Assets Liabilities
date currency m £m Onginal Swapped Em £m
Fixed to floating 203 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 -
207 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

Note(a) the floating rate interest rates are based on LIBOR (or local equivalent) plus 8 margin ranging between 67 and 268 basis points (2012 between 67 and 268 basis points)

These swaps have been used to manage the interest rate profile of external borrowings and are reflected in the repricing table in note 21
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16 Derivative financial instruments continued
(b} Cross-currency swaps
2013
Prnapal Principal
Interest onginal Interest  swapped
Matunty Onginal rate  currency Swapped rate  currency Assets  Liabilites
date  currency Y m &M currency % m fm £m £m
Fixed to floating 2016 GBP 55 325 325 EUR note (b} 473 394 - 37
2019 EUR 46 20 17 USD nate (b) 22 12 6 -
2021 EUR 36 600 499 GBP note (b) 518 518 - 1
Floating to fixed 2014 USD note (b) 261 158 COoP 72 504,158 158 - 3
6 141
2012
Principal Principal
Interest onginal Interest  swapped
Matunty Onginal rate currency Swapped rate currency Assets  Liabilities
date curency % m £m currency Y m £m £m £m
Fixed to floating 2006 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 USD  note {b) 261 161 Ccorp 72 504,158 176 - 18
10 30

Note (b) the floating rate interest rates are based on LIBOR (or Iocal eguivalent) plus a margn ranging between 82 and 250 basis pents (2012 between 82 and 250 basis points)
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Notes on the accounts
continued

16 Derivative financial instruments continued
(<) Forward foreign 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

2013 2012
Assets Liabilities Assets Liabilites
£m £m £m £m

Purchase/Sell
GBP/EUR 17 1 12 5
GBP/AUD 70 - 9 2
GBP/ZAR 19 - 2 -
CBP/CHF 5 1 10 -
GBP/USD 56 - 28 -
GBP/CAD 16 - 2 -
EUR/USD 5 - 7 -
USD/EUR - 13 2 16
UsD/GBP - 14 - 4
USD/|PY 82 - 56 -
Qther 28 31 26 38
298 60 154 65

Certain of these contracts were used to manage the currency profile of external borrowtngs and are reflected in the currency table in
note 21 The nommal values of these contracts are as follows

2013 2012
Purchase Sell Purchase Sell
£m £m £m £m

Purchase/Sell
GBP/CHF (226) 225 221) 221
GBP/CAD 211) 207 (292) 287
GBP/USD (187) 181 - -
GBP/EUR (125) 124 (362) 362
EUR/DKK (313) 313 (344) 344
EUR/SEK (129) 131 (131 131

EUR/NOK (150) 149 (166) 166
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17 Inventories

2013 2012

£m £m

Raw matenals and consumables 1,700 1,725
Finished goods and work In progress 2,144 2,079
Goods purchased for resale 198 222
4,042 4,026

inventones pledged as secunty for habilies amount to £14 million {2012 £8 millon) Write-offs taken to other operating expenses in the
Group income statement compnse £45 milion (2012 £57 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 2013
and 2012

19 Cash and cash equivalents

2013 2012

£m £m

Cash and bank balances 1,399 977
Cash eguivalents 707 1,104
2,106 2,081

Cash equivalents mainly compnse short-term deposits and nvestments in money market funds with an onginal matunty of three months or
less The carrying value of cash and cash equivalents approximates their farr value

Cash and cash equivalents are denormnated in the functional currency of the subsichary undertaking or other currencies as shown below

2013 2012

£m £m

Functional currency 1,804 1,383
US dollar 104 532
UK sterling 57 5
Euro 54 63
QOther currencies 87 98
2,106 2,081

At 31 December 2013, cash and cash equwalents of £3 milion (2012 £1 million) were pledged as collateral

In the Group cash flow statement, net cash and cash equivalents are shown after deducting bank overdrafts and accrued interest where
applhcable, as follows

2013 2012

£m £m

Cash and cash equivalents as above 2,106 2,081

Less accrued interest Q)] -
Less overdrafts {329} {242)

Net cash and cash equivalents 1,776 1,839

Cash and cash equivalents include restricted amounts of £158 millon (2012 £151 milhon), pnncipally due to exchange control regulations
in certain countries
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20 Capital and reserves — reconciliation of movement in total equity
Attnbutable to owners of the parent
Share
premium,
capital Total
redemption attnbutable Non-
Share  and merger Other  Retained to owners of controling Total
capital reserves reserves  earnings  the parent  interests equity
£m £m £m £m £m £m
1 January 2013 507 3,916 796 2,253 7,472 307 7,779
Comprehensive income and expense
Profit for the year - - - 3,904 3,904 295 4,199
Differences on exchange
—subsidiaries - - {935) - (935) (37 (972}
-associates - - {(141) - (141) - (141}
Cash flow hedges
—net farr value gains - - 103 - 103 9 94
—reclassified and reported in profit for the year - - (56) - (56) 7 (49)
- reclassified and reported In net assets - - (1) - {n - m
Avallable-for-sale mvestments
—net fair value losses - - (7 - {7} - N
Net investment hedges
—net fair value gains - - 89 - 89 - 89
—differences on exchange on borrowings - - (25) - (25) - (25)
Tax on items recognised directly in other comprehensive
ncome that may be reclassified subsequently to profit or foss
(note 6(d}) - - (a3 - (13) - (3
Retirement benefit schemes
—actuanal gains 1n respect of subsichanes (note 12) - - - 309 309 m 308
—surplus recogniion and miimum funding obligations in
respect of subsidiaries {note 12) - - - (6 (6) 1 (9)
-actuarial gains in respect of associates net of tax (note 5) - - - 90 90 - 90
Tax on itemns recogrused directly in other comprehensive
income that will not be reclassfied subsequently to profit or
loss (note 6(d}) - - - (39 39 1 (38)
Other changes in equity
Employee share options
~value of employee services - - - 61 61 - 61
—proceeds from shares issued - 3 - 1 4 - 4
Dnadends and other appropnations
—ordinary shares - - - (2611) (2,611) - (2611
-to non-controlling interests - - - - - (271} (271)
Purchase of own shares
—held in employee share ownership trusts - - - (74) (74) - (74)
—share buy-back programme - - - (1,509 (1,509 - {1,509)
Non-controlling interests - capital injection (note 26) - - - - - 8 8
Other movements — - - 19 19 - 19
31 December 2013 507 3,919 (190) 2398 6,634 301 6,935
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20 Capital and reserves — reconciliation of movement in total equity continued
Attributable to owners of the paremt
Share
premium, Total
caputal attnbutable to Non
redemption Retained ownersof the  controling Total
Share  and merger Other earrungs parent interests equity
capital reserves reserves Restated Restated Restated Restated
£m £m £m £m £m £m £m
1 January 2012 506 3,913 1,112 2,636 8,167 307 8,474
Comprehensive Income and expense
Profit for the year - - - 3797 3.797 279 4,076
Differences on exchange
—substdiaries - - (355) - (355) (24) {(379)
—assoCates - - {145) - (145) - (145)
Cash flow hedges
—net far value losses - - (14) - (14) 3 )
—reclassified and reported in profit for the year - - 71 - 71 - 71
—reclassified and reported in net assets - - 12 - 12 - 12
Avallable-for-sale investments
—net farr value losses - - 3 - (3) - 3)
—reclassified and reported in profit for the year - - )] - ) - M
Net investment hedges
—net fair value gams - - 106 - 106 - 106
—differences on exchange on borrowings - - 49 - 49 - 49
Tax on items recogmised directly in other comprehensive
income that may be reclassifted subsequently to profit or loss
(note &(cl)) - - (36) - (36) - (36)
Retirement benefit schernes
—actuanal losses i respect of subsicharies (note 12) - - - (378) {(378) 3) (381)
—surplus recogniion and mintmum funding abhigations in
respect of subsidiaries (note 12) - - - 41 4] 19 60
—actuanal losses in respect of associates net of tax (note 5) - - - (39 (3%) - {39)
Tax on itemns recognised directly in other comprehensive
income that will not be reclassified subsequently to profit or
loss (note 6(d)) - - - S8 58 (C)] 54
Other changes in equity
Employee share options
—value of employee services - - - 73 73 - 73
—proceeds from shares issued 1 3 - 1 5 - 5
Dividends and other appropriations
~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 (121} - zn
—share buy-back pregrarmme - - - (Q,258) (1,258} - (1,258)
Non-controlling interests — acquisitions (note 29) - - - {21) (2m) 3) (24)
Other movements - - - 2 2 — 2
31 December 2012 507 3916 796 2,253 7,472 307 7,779

Details relating to the allotted share capital, and movements therein, are included in note 4 of the Parent Company finanaal statements
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Notes on the accounts
continued

20 Capital and reserves - reconciliation of movement in total equity continued
(2) Share premium account, capital redemption reserves and merger reserves comprise

Share Capital
premium redemption Merger
account reserves reserves Total
£m £m £m £m
1 January 2012 64 1 3,748 3,913
31 December 2012 67 101 3,748 3,916
31 December 2013 70 101 3,748 3,919

The share premiurn account includes the difference between the value of shares 1ssued and their nominal value The increase of £3 milion
(2012 £3 milion) relates solely to ordinary shares issued 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 prograrmme 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 attnbutable to owners of the parent is stated after deducting the cost of treasury shares which include £4,045 million
(2012 £2,536 million) for shares repurchased and not cancelled and £280 million (2012 £288 million) in respect of the cost of own shares
held in employee share ownership trusts

During 2013, 44 mullion shares were bought back at a cost of £1,500 million (2012 39 milion shares at a cost of £1,250 mullion) excluding
transaction costs of £9 mullion (2012 £8 million)

In 1999, shares were issued for the acquisition of the Rothmans International BV Group, and the difference between the fair vajue of shares
issued and their nomimnal value was credited to merger reserves

{b) Information on the pnncipal components of non-controlling interests 1s provided In note 31
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20 Capital and reserves - reconciliation of movement in total equity continued
Movements in other reserves and retained earnings (which 1s after deducting treasury shares) shown above comprise

Retained earnings

Available-

Translation

reserve

£m

Hedging
reserve

for sale Revaluation
reserve reserve
£m £m

Other
£m

Total other
reserves
£m

Treasury
shares
£m

Other
£m

1 January 2013

Comprehensive income and expense
Profit for the year

Differences on exchange

—subsidiaries

—associates

Cash flow hedges

- net farr value gains

-reclassified and reported in profit for the year
—reclassified and reported i net assels
Available-for-sale investments

—net fair value losses

Net investment hedges

—net farr value gans

-differences on exchange on borrowings

Tax on items recognised directly n other
comprehensive income that may be reclassified
subsequently to profit or loss

Retiremnent benefit schemes
~actuanal gans in respect of subsidianes (note 12)

=surplus recognition and mimmum funding
obligations in respect of subsidianes (note 12)

—actuanal gans in respect of associates net
of tax (note 5)

Tax on items recogrised directly in other
comprehensive income that will not be reclassified
subsequently to profit or loss

Other changes in equity

Employee share options

-value of employee services

~proceeds from shares issued

Dvidends and other appropriations
—ordinary shares

Purchase of own shares

—held in employee share ownership trusts
-share buy-back programme

Other movements

3)

(935)
(147)

(25)

11

103
(56)

36 179

573

796

(935)
(141

103

(56)
o
)
89

(25)

(13)

(2,824)

4
(1,509)
81

5,077

3,904

309

(6)

(39

61

2,611

(62)

31 December 2013

(1,015)

573

(190)

(4,325)

6,723
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20 Capital and reserves - recongciliation of movement in total equity continued

Fmancials

Translatien
reserve
£m

Hedaging
eserve
£m

Available-
for sale
reserve

£m

Revaluatiory
reserve
£m

Other
£m

Retained earmings

Tota! other
reserves
£m

Treasury
shares
£m

Other
Restated
£m

1 January 2012

Comprehensive ncorne and expense

Profit for the year

Duiferences on exchange

—subsidiares

—assoclates

Cash flow hedges

- net far value losses

—reclassified and reported in profit for the year
-reclassified and reported in net assets
Available-for-sale nvestments

—net fair value losses

—reclassified and reported in profit for the year
Net investment hedges

—net fair value gains

—differences on exchange on borrowings

Tax on iterns recognised directly in other
comprehensive iIncome that may be reclassified
subsequently to profit or loss

Retirement benefit schemes
—actuanal losses In respect of subsidianes (note 12)

—surplus recognition and mmmum funding
obligations in respect of subsidianes (note 12)

—actuanal losses in respect of associates net
of tax (note 5}

Tax on items recognised directly in other
comprehensive income that will not be reclassified
subsequently to profit or loss

Other changes in equity

Employee share options

—value of employee services

—proceeds from shares 1ssued

Dwvidends and other appropriations
—orchnary shares

Purchase of own shares

—held in employee share ownership trusts
- share buy-back programme
Non-controlling interests — acquisibons (note 29)
Other movements

349

106
49

7

(29}

40

179

573

1112

3
m

106
49

(36)

(1,539)

(am
(1,258)

93

4,175

3,797

(378)
4

(3%

58

73

(2,538)

(21)
LD}

31 December 2012

3

36

179

573

796

(2,824)

5,077

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 explained in the accounting policy on financial instruments in note 1

The revaluation reserve relates to the acquisiton of the eigarette and snus business of ST in 2008

Of the amounts released from the hedging reserve dunng the year, gains of £28 million (2012 £5 mulkion loss) and gains of £11 milhon
(2012 £26 million loss) were reported within revenue and raw matenals and consumables respectively, together wath a loss of £3 millon
(2012 £5 milion loss) reported in other operating expenses and a gan of £13 million (2012 £35 million loss) reported wathin net

finance costs
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20 Capital and reserves — reconciliation of movement in total equity continued
Other reserves comprise
(a) £483 million which arose in 1998 from merger accounting In a Scheme of Arrangernent and Reconstruction whereby Brntish American

Tobacco p | ¢ acquired the entire share capital of B A T Industnes p | ¢ and the share capital of that company’s pnncipal financial services
substdiaries was distnbuted, so effectively demerging them, and

(b In the Rothmans transaction, convertible redeemable preference shares were 1ssued as part of the consideration The discount on these
shares was amortised by crediting other reserves and charging retained earnmgs The £90 million balance in other reserves compnses the

accumulated balance in respect of the preference shares converted dunng 2004

The tax attnbutable to components of other comprehensive income 15 as follows

2012
2013 Restated
£m £m
Translatton reserve
Differences on exchange - {2) ‘
Net investment hedges |
—difference on exchange on borrowings - (5)
- !
Hedging reserve
Cash flow hedges
-net far value gains (36) (17)
—reclassified and reported in profit for the year 23 {12)
(13) (29)
Retained earmings
—actuanal (gains)/losses n respect of subsidiaries (47) 66
- surplus recognition and minimum funding obhgations in respect of subsidianes 2 (8)
(39) 58
Owners of the parent 52) 22
Non-controlling interests 1 (4)
Total tax recognised in other comprehensive iIncome for the year (note 6(d)) ) 18
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Notes on the accounts

continued
21 Borrowings
2013 2012
Currency Matunty dates Interest rates im £m
Eurobonds Euro 2014t0 2023 24%to59% 5372 5,208
U sterling 2016 t0 2040 40%to 7 3% 38 2,670
US doflar 2016 10%to12% 182 -
Bonds 1ssued pursuant to Rule 144A and Reg$S under the
US Securitias Act (as amended) USdollar 2014t0 2022 14%t09 5% 1,620 1,840
Other notes Malaysian nngagit 2014 41%to 4 5% 47 51
Other currencies 24 25
Commercial paper 521 -
Bank loans 3N 543
Other loans 136 135
Finance leases 6 5
Overdrafts 329 242

11,696 10,719

The interest an the commercial paper referred to in the table above 15 based on USD LIBOR plus a margin ranging between 10 and 15 basis
points (2012 nil)

2013 2012

fm £m

Current 1,980 1,636
Non-current 9,716 9,083

11,696 10,719

Current horrowings ndude interest payable of £247 million at 31 December 2013 (2012 £222 mullion) Included within borrowings
are £4,466 milhon (2012 £3,731 milion) of borrowings subject to far value hedges where their amortised cost has been increased by
£69 milhon (2012 £220 million) in the table above

The fair value of bomowings 1s estirated to be £12,701 rithon (2012 £12,041 milion) £11,873 milhon (2012 £11,116 rmilion} has been
calculated using quoted market prices and s within level 1 of the farr value hwerarchy £828 million (2012 £925 miflion) has been calculated
based on discounted cash flow analysis and 1s within level 2 of the far value uerarchy

2013 2012
£m £m
Amounts secured on Group assets 20 13

In both years amounts secured on Group assets include finance leases of £6 milkon (2012 £5 million) and amounts secured on certain
inventory of the Group (see note 17)

Borrowings are repayable as follows

Per Balance Sheet Contractual gross matunties

2013 2012 2013 2012

£m fm £m £fm

Within one year 1,980 1,636 2,220 1,783
Between one and two years 1,343 666 1,798 1,099
Between two and three years 534 1,319 899 1,730
Between three and four years 1,513 369 1,790 672
Between four and five years 421 1,508 853 1,862
Beyond five years 5,905 5,221 71,732 6,874
11,696 10,719 15,292 14,020

The contractual gross maturities 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 subsichary undertaking or other currencies as shown below

Functional us UK Canadian Other
currency dollar stering Euro dellar currencies Total
£m £m £m £m £m £m £m
31 December 2013
Total borrowings 5643 2,353 329 3,248 - 123 11,696
Effect of denvative financial instruments
— Cross-CUITency swaps 1,070 (146) {(325) (516) - - 83
—forward foreign currency contracts (749) 181 - (468) 207 818 (n
5,964 2,388 4 2,264 207 941 11,768
31 December 2012
Total borrowings 5,710 1,962 329 2,688 - 30 10,719
Effect of denvative finanaial instruments
— CrOss-CUrrency swaps 1,078 {148) (325) (503) - - 102
—forward foreign currency contracts (875) - - (279) 287 862 {5)
5,913 1,814 4 1,906 287 892 10,816

Detalls of the dervative financial instruments included in these tables are given in note 16

The exposure to interest rate changes when borrowings are repriced 1s as follows

Withan Between Between Between Between Beyond
1 year 1-2 years 2-3 years 1-4 years 4-5 years 5 years Total
£m £m £m £fm £m £m £m
31 December 2013
Total borrowings 2,013 1,341 655 1,392 420 5,875 11,696
Effect of denvative financial instruments
—nterest rate swaps 2,427 (624) - 137 - (1,940) -
— Cross-CUrTency swaps 924 - (325) - - (516) 83
5,364 717 330 1,529 420 3,419 11,779
31 December 2012
Total borrowings 1,667 665 1,318 368 1,508 5,193 10,719
Effect of denvative financial nstruments
—interest rate swaps 1,977 (750) (608) - 118 (737) -
—Cross-CUrrency swaps 781 149 - (325) - (503) 102
4,425 64 710 43 1,626 3,953 10,821

Details of the denvative financial instruments included in these tables are given in note 16
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21 Borrowings continued
Finance lease labilities per the balance sheet and on a contractual gross matunity basis are payable as follows
2013 2012
Total Toial
£m £m
Within one year 2 2
Between one and two years 2 2
Between two and three years 1 1
Between three and four years 1 -
6 5
There is no matenal difference between the repayable principal and the total gross cash flows shown above
Borrowngs faciities — undrawn committed facilities exprre as follows
2013 2012
£m £m
Within one year 169 131
Between one and two years 2,000 -
Between two and three years - 2,000
Between three and four years 91 _
Between four and five years - 92
2,260 2,223
The Group defines net debt as follows
2013 2012
£m im
Borrowings (note 21) 11,696 10,719
Denvatives in respect of net debt
—assets (note 16) {146) (234)
~liabilities {(note 16) 125 95
Cash and cash equwvalents (note 19) (2,106) (2,081}
Current avallable-for-sale investments (note 15) (54) (26)
9,515 8,473
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22 Other provisions for liabilities and charges

Restructuring Employee
of exsting related Other
businesses benefits Fox Rrver provisions Total
£m Em £m Em £m
1 January 2013 92 45 271 2 629
Differences on exchange (4 (4) - (26) (34)
Provided in respect of the year 42 12 - 52 106
Utilised during the year (42) (11 (4) (63) {120)
31 December 2013 38 42 267 184 581
Analysed on the balance sheet as
—current 49 18 - 127 194
—non-current 39 24 267 57 387
88 42 267 184 581
1 January 2012 149 50 274 221 694
Differences on exchange (6) 2) - (19 27
Provided in respect of the year 6 9 - 71 86
Utlhised 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 restructuring prowvisions relate to the restructunng and integration costs incurred and reported as adjusting items in the income
statement The principal restructunng activities 1n 2013 and 2012 are as described in note 3(e) While some elements of the non-current
provisions of £39 mullion will unwand over several years, as termination payments are made over extended penads in some countnes, it is
estimated that approximately 45% will unwind in 2015 and over 89% wathin five years

Employee-related benefits mamly relate to long-term employee benefits other than post-employment benefits As the principal components
of these provisions are long semice awards and ‘jubilee” payments due after a certain serice penod, they will unwind over several years it1s
estimated that approximately 17% of the non-current prowvisions of £24 mullion wall unwind within five years

A provision was made 1n 2017 for a potential clam 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 detall in note 30

Other prowisions compnse balances set up tn the ordinary course of general business that cannot be classified within the other categories,
such as sales retums, onerous contracts, together with amounts in respect of supplier, excise and other disputes The nature of the amounts
provided m respect of disputes 1s such that the extent and timing of cash flows is difficult to estmate, and the ultimate hability may vary from
the amounts provided

Amounts provided above are shown net of reversals of unused provisions which include £10 million for restructunng of existing businesses,
£1 milion for employee henefits and £28 rmillion for other provisions
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23 Trade and other payables
2013 2012
£m £m
Trade payables 814 679
Duty, excise and other taxes 3,642 3,736
Accrued charges and deferred income 1,038 1,156
Social secunty and other taxation 18 15
Sundry payables 360 407
5872 5,993
Current 5,741 5,827
Non-current 131 166
5,872 5,993

Accrued charges and deferred income include £3 mifhion (2012 £5 million) th respect of interest payable Amounts payable to related parties
including associated undertakings are shown in note 29

There 1s no matenal difference between the above amounts for trade and other payables and their farr value due to the short-term duration
of the majonty of trade and other payables, as determined using discounted cash flow analysis

Trade and other payables are predominantly denominated in the functional currencies of subsidiary undertakings with less than 5% in other
currencies (2012 less than 3%)

24 Financial instruments and risk management
Management of financial nsks

One of the principal responsibilities of Treasury 1s to manage the financial risks ansing from the Group’s underlying operations Specifically,
Treasury manages, within an overall policy framewaork set by the Group’s Main Board and Corporate Finance Committee (CFC), the Group’s
exposure to funding and liquidity, interest rate, forergn exchange and counterparty nisks The Group’s treasury posiion I1s monitored by the
CFC which meets regularly throughout the year and is chaired by the Group Finance Director The approach is one of nsk reduction within
an overall framewark of delivering total shareholder 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
15 Interest cover as descnbed under interest rate nisk below The Group assesses its financial capacity by reference to cash flow, net debt and
interest cover Group pohcies nclude a set of financing prinaiples and key performance indicators including the monitonng of credit ratings,
interest cover and hquidity These provide a framework within which the Group's capital base 1s managed and, in particular, the policies on
dvidends (as a percentage of long-term sustainable earmings) and share buy-back are decided The key objective of the financing principles
15 to appropriately balance the interests of equity and debt holders in drving an efficient financing mix for the Group

The Group manages its financial nisks in ine wath the classificabion of its financial assets and hlabiities in the Group Balance Sheet and
related notes

The Group's management of specific nsks 1s dealt with as follows

Liquidity nsk

It1s the policy of the Group to maximise financial flexibility and mimimise refinancing risk by 1ssuing 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 Croup has a target
average centrally managed debt matunity of at least five years with no more than 20% of centrally managed debt matunng in a single relling
year As at 31 December 2013, the average centrally managed debt rnatunty was 7 2 years (2012 7 2 years) and the highest proportion of
centrally managed debt matunng in a single roling year was 18 3% (2012 19 3%)

In Decernber 2013 a maturing £152 milhon bond was repaid, thrs repayment was financed from Group cash balances

In November 2073 a rmatunng US$300 million band was repaid, this repayment was financed from Group cash balances

In September 2013 the Group issued a new £650 milion bond with a matunty of 2026

In July 2013 the Group repaid a matunng €519 milion band, this repayment was financed from Group cash balances

In March 2013 the Group issued a new €650 million bond with a matunity of 2025 and a new U$$300 milhian bond with a maturity of 2016

Dunng the year, the Group’s subsidiary in Brazil recerved proceeds of £399 million (2012 £356 mullion) from short-term borrowings in
respect of advance payments on leaf export contracts and repaid £436 million (2012 £350 mullion)
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24 Financial instruments and risk management continued
in November 2012, the Group 1ssued a new €750 milion bond with a matunty of January 2023

In July 2012, the Group prepaid and cancelled a €450 million syndicated faciity due October 2013 This repayment was financed from
Group cash balances

In jJune 2012, the Group repaid a €337 million bond due in June 2012, and prepard and cancelled a US$690 rrullion syndicated facility
due October 2012, a Mexican peso 1,444 million 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 US3$2 billion bonds, US$500 milhon with a matunty of June 2015, US$600 mullion with a matunty of
june 2017 and US$900 million with a matunty of June 2022

In August 2011, the Group extended the maturity date of a US$200 million facility from 2011 to 2016, and simultanecusly ncreased the
size of the facility to US$240 milhion Ths facility 1s drawable in Chilean peso and was drawn to the value of US$225 million at 31 December
2013 (31 December 2012 US$225 million) The undrawn element of U5$15 milion was available for dravang until February 2013

The Group continues to have a £2 billion central banking faciity with a final matunty date of December 2015 The facihty s provided by 22
banks and was undrawn as at 31 December 2013 (31 December 2012 undrawn)

It 1s Group policy that short-term sources of funds (including drawtngs under both the Group US$2 billien commercial paper programme,
and the Group £1 bilhon euro commercial paper (ECP) programme) are hacked by undrawn committed hnes of credit and cash
At 31 December 2013, commercial paper of £521 million was outstanding (31 December 2012 £nil)

During 2012 the Group's subsiciary in Japan entered into an agreement with an affilate of Surmitomo Mitsut Banking Corporation to assign
part of its monthly trade receivables, wathout recourse, in return for cash, leading to an increase of £75 mullion in cash generated from
operations Dunng 2013 this arrangement was increased by £17 million

The Group utilises cash pooling and zero balanang bank account structures in addition to intercompany 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 equivalents

are to protect the prnincipal value of cash and cash equivalents, to concentrate cash at the centre to mimimise the required long-term debt
1ssuance, and to optimise the yield earned The amount of debt i1ssued 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 2013 the ratings from Moody’s and S&P were A3 (stable
outlook) / A- (stable outlook) (2012 Baal/ A-) The Moody's rating was upgraded from Baa1 to A3 on 12 March 2013 The strength of the
ratings has underpinned the debt issuance during 2013 and 2012 and, despite the impact of the turbulence in fmancial markets, the Group
1s canfident 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 2013 and 2012

As part of its short-term cash management, the Group invests in a range of cash and cash equivalents, iIncluding 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 described
n the credit risk section below At 31 December 2013, cash and cash equivalents include £156 million invested in money market funds
(2012 £434 million)

Subsidhary companies are funded by share capital and retained eamings, loans from the central finance comparies on commercial terms,
or through local borrowings by the subsidianes in appropriate currencies All contractual borrowing covenants have been met and none of
them 1s expected to inhibit the Group’s operations or funding plans
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24 Financial instruments and risk management continued
Currency risk

The Group is subject to exposure on the translation of the net assets of foreign currency subsichanes and associates INto its reporting
currency, stering The Group’s pnmary balance sheet translation exposures are to the US dollar, Canadian dollar, euro, Danish krone, Swiss
franc, South African rand, Russian rouble, Brazalian real, Australian dollar, Malaysian nnggit and Singapore dollar These exposures are kept
under continuous review The Group’s policy on borrowings 1s to broadly miatch the currency of these barrowings with the currency of cash
flows ansing from the Group's underlying operations Within thrs overall policy, the Group aims to minimise all balance sheet transiation
exposure where it 15 practicable and cost-effective to do so through matching currency assets with currency borrowings The main objective
of these policies 15 to protect shareholder value by increasing certainty and mirwrrusing volatility i earnings per share At 31 December
2013, the currency profile of the Group’s gross debt, after taking into account denvative contracts, was 21% (2012 179%) US dollar, 41%
(2012 45%) euro, 2% (2012 3%;} Canachan dollar, 21% (2012 18%) sterling, and 15% (2012 17%) other currencies

The Group faces currency exposures ansing from the translation of profits earned in foreign currency subsidianes and associates and jont
arrangerments, these exposures are not normally hedged Exposures alsa anise from

(1) foreign currency denominated trading transactions undertaken by subsidianes These exposures comprise commuitted and highty probable
forecast sales and purchases, which are offset wherever possible The remaining exposures 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

{1} forecast dnvidend flows from subsidianes 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 nisk ansing from the investments in these subsidianes

IFRS 7 requires a sensitvity analysis that shows the impact on the income staternent and on items recogrused directly in other comprehensive
mcome of hypothetical changes of exchange rates in respect of non-functional currency financial assets and labilities held across the

Group All other vanables are hetd constant although, in practice, market rates rarely change n solatton  Financial assets and labthties held

n the functional currency of the Group’s subsidianes, as well as non-iinancial assets and habilies and translation nsk, are not included in

the analysis The Group considers a 10% strengthering or weakening of the functional currency against the non-functional currency of its
subsichanes as a reasonably possible change The impact is calculated with reference to the financial asset or lability held as at the year end,
unless this Is unrepresentative of the position dunng the year

A 10% strengthening of functional currencres against non-functional currencies would result in pre-tax profit being £24 million higher
(2012 £1 millon higher) and itemns recogrised directly in other comprehensive income being £15 million higher (2012 £5 mullion
fower) A 10% weakening of functional currencies against non-functional currencies would result in pre-tax profit being £31 million lower
{2012 £1 milion lower) and items recogrised directly in other comprehensive ncome being £19 mullion lower (2012 £5 milion higher)

The exchange sensitivities on items recognised directly in other comprehensive income relate to hedging of certain net asset currency
positions n the Group as well as on cash flow hedges in respect of future transactions, but does not include sensitvties in respect of
exchange on non-financial assets or latlies

Interest rate rsk |

The objectives of the Group's interest rate nsk management policy are to lessen the impact of adverse interest rate movements on
the earnings, cash flow and economic value of the Group and to safeguard against any possible breach of 1ts financial covenants
Additional objectives are to mimimise the cost of hedging and the associated counterparty nsk [

The Group targets an interest cover rabwo, as calculated under its key central banking faciliies, of greater than 5 and for 2013 1t 15 12 3 times
(2012 restated 12 5 times) The only externally imposed caprtal requirement the Group has 15 in respect of its centrally managed banking
faciities, which require a gross interest cover of 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
gudelines) for the desired ratio of floating te fixed rate debt on bath 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 Commuttee and the board of the
main central finance company At 31 December 2013, the refevant ratios of floating to fixed rate borrowings were 43 57 (2012 35 65) on

a gross basis and 25 75 (2012 16 84} on a net basis Underlying borrowmgs are arranged on both a fixed rate and a floating rate basis and,
where appropnate, the Group uses denvatives, pnmanly interest rate swaps, to vary the fixed and floating mix The interest rate profile of
liquid assets 1s taken into account in determining the net interest rate exposure

IFRS 7 requires a sensitvity analysis that shows the impact on the income statement and on iterns recognised directly in other comprehensive
income of hypothetical changes of interest rates in respect of financial assets and labiliies of the Group Al other vanables are held constant
although, in practice, market rates rarely change in1solation For the purposes of this sensitmity analysis, financial assets and liabilities with
fixed interest rates are not ncluded The Group considers a 100 basis paint change n interest rates a reasonably possible change except
where rates are less than 100 basis ponts In these instances it 1s assumed that the interest rates increase by 100 basis points and decrease to
zero for the purpose of perdforming the sensitvty analysis The impact is calculated with reference to the financial asset or hability held as at
the year end, unless this 15 unrepresentative of the positon dunng the year

A 100 basis pomt increase i interest rates would result in pre-tax profit being £22 milhon lower (2012 £16 million lower) A 100 basis pont
decrease in interest rates, or less where apphicable, would result in pre-tax profit being £1 mullion tugher (2012 £1 million tugher) The effect
of these interest rate changes on items recognised directly in other comprehensive income 1s not matenal in either year
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24 Financial instruments and risk management continued
Credit nsk

The Group has no significant concentrations of customer credit risk Subsichanes have pohicies in place requinng approprniate credit checks on
potential customers before sales commence The process for monitoring and managing credit sk once sales to customers have been made
vanes depending on local practice in the countries concerned

Certain terntories have bank guarantees, other guarantees and credit insurance provided in the Group’s favour in respect of Group trade
recevables, the 1ssuance and terms of which are dependent on local practices in the countnes concerned

All derivatives are subject to ISDA agreements or equivalent documentation

Cash deposits and other finanaial mstruments give nse to credit nsk on the amounts due from the related counterparbes Generally the
Group targets a long-term counterparty credit rating of at least A-/A3 However, the Group recogruses that due to the need to operate over
a large geographic footprint, sovereign nsk can be the determining factor on the suitability of a counterparty From time to time the Group
may Invest in short-dated corporate commercial paper and for this, the Group identifies specific counterparties with a minimum short-term
ratng of A1/P1

Counterparty credit nsk 1s managed on a global basis by imiting 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 capacity of requisite quahity to undertake all anticipated transactions throughout
its geographic footprint, while at the same time ensuning that there 15 no geographic concentration in the location of counterparties

The maximum exposure to the credit nsk of financial assets at the balance sheet date 1s reflected by the carrying values included in the
Group Balance Sheet In additton, the Group has 1ssued guarantees to third parties, part of which has been recognised on the balance sheet
in accordance with 1AS 39 The unrecogrised portion of these guarantees amounts to £30 milhon (2012 £26 million)

The impact of own credit nisk on the fair value of dervatives and other obhigations held at fair value 1s not matenal

Price nsk

The Group 1s exposed to equity price nsk on equity investments held by the Group, which are included in available-for-sale investments on
the consolidated balance sheet, but the quantum of such 1s not matenal

Hedge accounting

In order to qualify for hedge accounting, the Group 1s required to document prospectively the relationship between the item being hedged
and the hedging instrument The Group 15 also required to demonstrate an assessment of the relationship between the hedged item and
the hedging tnstrument, which shows that the hedge will be highly effective on an ongoing basis This effectiveness testing is reperformed
penodically to ensure that the hedge has remained, and 15 expected to remain highly effective

Fair value estimation

The fair values of financial assets and liabilities wath matunties of less than one year, other than denvatives, are assumed to approximate therr
book values Far other financial instruments which are measured at fair value in the balance sheet, the basis for fair values is descnbed below

Fair value tuerarchy

The following table presents the Group’s finanaal assets and habilites that are measured at fair value in accordance with the IFRS 13
classification hierarchy

2013
Level 1 Level 2 Level 3 Total
£m £m £m £mn
Assets at far value
Availlable-for-sale investments (note 15) 54 - 36 920
Denvatmes relating to
—Interest rate swaps (note 16) - 121 - 121
—cross-currency swaps (note 16} - 6 - 6
—forward foreign currency contracts (note 16) - 298 - 298
Assets at fair value 54 425 36 515
Liabilities at far value
Denvatives relating to
—interest rate swaps (note 16} - 63 - 63
—crass-currency swaps (note 16} - 4 - M
—forward foreign currency contracts (note 16) - 60 ~ 60

Liabilities at fair value - 164 - 164
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2012
Level 1 Level 2 Level 3 Total
fm £m £m £m
Assets at far value
Available-for-sale investrments (note 15) 26 - 37 63
Dervatives relating to
- interest rate swaps (note 16) - 209 - 209
—cross-currency swaps (note 16) - 10 - 10
—forward foreign currency contracts (note 16) - 154 - 154
Assets at fair value 26 373 37 436
Liabiities at fasr value
Denvatives relating to
- nterest rate swaps (note 16} - 55 - 55
—cross-currency swaps {note 16} - 30 - 30
—forward foreign currency contracts (note 16) - 65 - 65
—athers (note 16) - 1 - 1
Liabilities at fair value - 151 - 151

Level 1 financial instruments are traded in an active market and farr value 1s based on quoted prices at the year end

Level 2 financial instruments are not traded in an active market, but the far values are based on quoted market pnces, broker/dealer
quotations, or alternative pneing sources with reasonable levels of price transparency The Group’s level 2 financial mstrurments include

OTC denvatives

The fair values of level 3 financial instruments have been determined using a valuation techmigque where at least one input {which could have
a significant effect on the instrument’s valuation) 1s not based on observable market data The Group’s level 3 financial instruments primanly
consist of an equity Investment in an unquoted entity which 15 valued using the discounted cash flows of estmated future dvidends

The valuation assumes the following

~future dwidends grow by 2 0% {2012 2 0%) and a 100 basis paints decrease in the growth rate would result in the valuation being

£6 mifion lower (2012 £7 million lower), and

—discount rate of 6 5% (2012 6 59%) and a 100 basis points decrease in the discount rate would result in the valuation being £10 mullion

hugher (2012 £11 milhon hugher)

The following table presents the changes in level 3 financial Instruments

2013 2012

Available-for Availablefor-

sale sale

nvestments Investments

£m £m

1 January 37 38
Differences on exchange 4] )
31 December 36 37
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Netttng arrangements of derivative financial instruments

The gross fair value of denvative financial instruments as presented in the Group Balance Sheet, together with the Group’s nghts of offset
associated with recogrused financial assets and recogrised financial iabilines subject to enforceable master netting arrangements and similar
agreements, 15 summansed as follows

2013 2012
Related Related
Amount  amounts not Amount  amounts not
presented in  offsetin the presented in offset in the
the Group Group Balance the Group  Group Balance
Balance Sheet* Sheet  Net amount Balance Sheet* Sheet Net amount
£m Em £m £m £m £m
Financial assets
- Denvative financial instruments (note 16) 425 (144) 281 373 (125) 248
Financial habilites
~ Denvative financial instruments {note 16) (164) 144 {20) (151) 125 (26)
261 - 261 222 - 222

* Mo finangial instruments have been offset in the Croup Balance Sheet
The Group 15 subject to master netting arrangements in force wath finanaal counterpartres with whom the Group trades derivatives

The master netting arrangements determine the proceedings should either party default on their obligations In case of any event of default
the non-defaulting party will calculate the sum of the replacement cost of outstanding transactions and amounts owed to it by the defaulting
party if that sum exceeds the amounts owed to the defaulting party, the defaulting party will pay the balance to the non-defaulung party

If the sum is less than the amounts owed to the defaulting party, the non-defaulting party will pay the balance to the defaulting party
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25 Cash flow
Cash generated from operations
2012
2013 Restated
£m £m
Profit from operations 5,526 5,372
Adjustments for
—amortisation of trademarks and similar intangibles 74 63
—amortisation of cther intangible assets 48 53
—gan on deemed parbial disposal of a trademark (26) -
—depreciation and impairment of property, plant and equipment 355 359
—Increase in iNventeries (386) (755)
—increase in trade and other receivables (246) (329)
—ncrease n trade and other payables 3in 840
—decrease in net retirement benefit habilities (222) (160}
—decrease in provisions for habilties and charges (19 (45)
—other non-cash items (49) 39
Cash generated from operations 5,366 5,437

Profit from operations iIncludes 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, recevables, payables and prowisions above and in the
proceeds on disposal of property, plant and equipment shown in the Group cash flow statement The cash outflow in respect of the Group's

restructunng costs was £310 million (2012 £228 million}

Cash flows from investing actiities
(a) Property, plant and equipment

In 2013, proceeds on disposal of property, plant and equipment include receipts in respect of Australia, Denmark and Russia, the gains on
which have been included in restructunng and integration costs (note 3(e))

In 2012, purchases of property, plant and equipment include £195 million in respect of the Group’s acquisiion 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 pnce has been allocated to Freehold property in note 10

{b) Purchases and proceeds on disposals of investments

The purchases and disposals of investments (which comprise available-for-sale investments and loans and receivables) comprises a net cash
outflow In respect of current investments of £32 mullion (2012 £24 million inflow)

() Proceeds from associate's share buy-backs

The proceeds from associates” share buy-backs reflect proceeds of £189 million (2012 £262 milion) in respect of the Group's participation in
the share buy-back programme conducted by Reynolds American Inc

{d) Purchase of subsichanes

In 2013, the cash outflow relates to further cash consideration paid on the purchase of CN Creative Linited of £16 mullion In 2012, the cash
outflow relates to the cash consideration paid on the purchase of CN Creative Limited of £14 million offset by a £2 million inflow relating to
the adjustment of the purchase price for Protabaco

Cash flows from financing activities
(a) Cash flows from borrowings
In December 2013 a matunng £152 million bond was repaid, this repayment was financed from Group cash balances

In November 2013 a matunng US$300 milhion bond was repaid, this repayment was financed from Group cash balances

In September 2013 the Group 1ssued a new £650 million bond with a matunty of 2026

In July 2013 the Group repaid a maturing €519 milhion bond, this repayment was fimanced from Group cash balances

tn March 2013 the Group 1ssued a new €650 milion bond with a matunty of 2025 and a new US$300 milion bond with a matunty of 2016

Dunng the year the Group’s subsidiary in Brazil received proceeds of £399 milion (2012 £356 millkion) from short-term borrowings in
respect of advance payments on leaf export contracts and repaid £436 milhion {2012 £350 rmillion)

At 31 December 2013 commercial paper of £521 million was outstanding (31 Decemnber 2012 nil)
In November 2012, the Group 1ssued a new €750 million bond with a matunty of January 2023
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In July 2012, the Group prepaid and cancelled a €450 million syndicated facihty due October 2013 This repayment was financed from
Group cash balances

In June 2012, the Group repaid a €337 millron bond due in june 2012 and prepaid and cancelled a US$690 million syndicated faclity due
October 2012, a Mexican peso 1,444 million borrowing due September 2074 and a Mexican peso 1,025 million borrowing due Novemnber
2014 These payments were financed from Group cash balances

In june 2012, the Group ssued new US32 bilhon bonds, US$500 million wath a matunity of June 2015, US$600 million with a matunty of
June 2017 and US$$900 miliron with a maturity of June 2022

{b) Movements relating to denvative financial instruments

The movement relating to denvative financral instruments 15 in respect of denvatives taken out to hedge cash and cash equivalents and
external borrowings, denvatives taken out to hedge intercompany loans and borrowings and dervatives treated as net investment hedges
Derwatives taken out as cash flow hedges in respect of financing actwties are also included in the movement relating to denvative financial
nstruments, while other such denvatives in respect of operating and investing actmties are reflected along with the underlying transactions

(<) Purchases of non-controlling interests

In 2012, the purchase of non-controling interest of £24 milion relates to the acquisition of part of the non-controlling interests in British
Amencan Tobacco Bangladesh

26 Business combinations, disposals and other changes in the Group
(a) CTBAT International Limited

On 30 August 2013 the Group announced that CTBAT International Limited (CTBAT), a jont nvestment incorporated in Hong Kong
between subsidianes of China National Tobacco Corperation (CNTC) and the Group, had commenced official business aperations The joint
venture was created i accordance with the Joint Venture Agreement signed by both comparies It owns and manages the worldwide
international cigarette trademark State Express 555, and also the worldwade nghts outside China to the leading CNTC brand Shuang X

CTBAT 1s treated as a joint operation as defined under IFRS 17 jaint Arrangements, and operates as an extension of the existing tobacco
businesses of its nvestors The Group will therefore recogrise its share (50%) of the assets, labilites, Income and expenses of the
arrangement on a line-by-line basis in the consohidated financial statements CTBAT 1s reported as part of the Asia-Pacific regron with the
majarity of its international sales (non-China domestic sales) made through existing BAT end markets in that region Al sales to mainland
China are via CNTC

In accordance with best practice, the contribution of brands and businesses into CTBAT have been recogrised by the new entity at fair value,
resulting in a gain on the deemed partial disposal of the State Express 555 brand which has been treated as an adjusting item (see note 3
(g)) and the recognition of the Group’s share of the assets of the new business (see note 9)

The impact of the arrangement on operating resutts for 2013 1s not materal

(b) Brtish American Tobacco Myanmar Limited

On 8 July 2013, the Group announced the completion of a joint venture i Myanmar with | M U Enterpnse Lirmited (IMU) to manufacture,
distrbute and market the Group's brands Under the terms of the agreement, the Graup has cantnbuted plant and miachinery and cash to
the venture n return for a controlhing stake, and will therefore account for the transaction as a business combination The amounts involved,
and the impact of the arrangement on operating results for 2013, are not matenal Goodwill of £1 million In relation to the acquisition

of the 51% stake in the business reflects the strategic premium to acquire the opportunity to re-enter the Myanmar market The Group's
proportion of the total net assets acquired at fair value amounted to £8 million with non-controlling interests of £8 million

(c) CN Creative Lirmited

On 18 December 2012, the Group acquired CN Creative Limited, a UK-based start-up company speciaising in the development of
e-cigarette technologies The company's entire share capital was acquired for £40 million, of which £14 milhon was paid n 2012 and a
further £16 rilhon paid durng 2013 The remamning balance of the consideration payable is contingent upon the achrevements of certain
post-acquisition events The anly matenal asset acquired was the company’s intellectual property

{d) British Amencan Tobacco Bangladesh

On 27 june 2012, the Group acquired a further 796 nterest in Briish Amencan Tobacco Bangladesh Company Limited at a cost
of £24 million This increased the Group's total shareholding to 73%

{e) Items classified as held-for-sale

At 31 December 2013, held-for-sale assets compnise mainly fand and bulldings in Denmark which are being actively rnarketed for sale
At 31 December 2012, held-for-sale assets included land and buildings in Denmark and Russia which have been sold dunng 2013

(f) Productora Tabacalera de Colombra, 5 AS (Protabaco)

On 11 October 2011, the Group acquired from Flentex Holdings Limited and Tnourmwvir Enterpnses Limited, both private investor

shareholders, a 100% stake in Productora Tabacalera de Colombia, SA'S (Protabaco) The purchase price was subject to the final agreement

of adjustrnents for working capital and net debt with the vendors This was finalised in july 2012 with a reduction of £2 million to the *
previously reported purchase pnce and goodwill
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Notes on the accounts
continued

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 optrons exercisable after three years from date of grant wath a contractual ife of 10 years Payout 15 subject to performance
conditions based on earrings per share relative to nflation (509 of grant) and total shareholder return, combining the share pnce and
dridend performance of the Company by reference to two comparator groups (50% of grant) Participants are not entitled to dividends
prior to the exercise of the options A cash equivalent dividend accrues through the vesting penod and is paid on vesting Both equity and
cash-settled LTIPs are granted 1n March each year

Deferred Share Bonus Scheme (DSBS)

Free ordinary shares released three years from date of grant and may be subject to forfeit If a parhicipant leaves employment before the end
of the three-year holding penod Participants recerve a separate payment equivalent to a proportion of the dividend payment during the
holding penod Both equity and cash-settled deferred shares 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 S¢heme (ESOS)

Options exercisable three years from date of grant with a contractual ife of 10 years, subject to earmings per share performance condition
relative to nflabon Participants are not entitled to receive dividends in the peniod 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)

Options granted in March each year from 2011 onwards (previously November until 2009 and no options were granted during 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 entitied to dividends prior to the exercise of the options The maximum amount that can be saved by a
partictpant in this way 1s £3,000 1n any tax year

Share Reward Scheme (SRS) and International Share Reward Scheme (ISRS)

Free shares granted in Apnl each year (maximum £3,000 in any year) under the equity-settled scheme are subject to a three-year holding
period Participants receive dividends duning the halding pencd which are reinvested to buy further shares

Partnership Share Scheme

Open to all eligible employees, where employees can allocate part of their pre-tax salary to purchase shares in British American Tobaccop | ¢
The maximum amount that can be allocated in this way to any individual 15 £1,500 in any tax year The shares purchased are held in a UK-
based trust and are normally capable of transfer to participants tax-free after a five-year helding pencd

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 iIncome statement in respect of share-based payments were as follows

2013 2012

Equity setthed  Cash settled Equity-settled Cash-settled

£m Em £m £m

LTIP (note (a)) 8 2 22 5
DSBS (note (b)) 48 11 46 13
SAYE {note {c)) 1 - 1 -
SRS (note (C)) 4 - 4 -
Total recognised in the income statement (note 3(a)) 61 13 73 18
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27 Share-based payments continued
Share-based payment llability

Governance

Financials

The Group 1ssues to certain employees cash-settled share-based payments that require the Group to pay the intninsic value of these share-
based payments to the employee at the date of exercise The Group has recorded habilities in respect of vested and unvested grants at the

end of 2013 and 2012
2013 2012
Vested Unvested Vested Unvested
£m £m £m £m
Lmip 38 36 30 86
DSBS 02 147 01 146
ESOS — - 02 —
Total lability 40 183 33 232

{a) Long-Term Incentive Plan

Details of the movements for the equity and cash-settled LTIP scheme during the years ended 31 December 2013 and 31 December 2012

were as follows

2013 2002

Equsty settled  Cash settled Equity settled Cash-settled

Number Number Number Number

of options of options of options of options

n thousands  in thousands w thousands n thousands

Outstanding at start of year 5,949 779 6,589 829

Granted during the period 1,697 131 1,834 303
Exercised duning the pened {1,508) (179 {2,129) (317}
Forfeited during the perod (546) (22) (345) (36}

QOutstanding at end of year 5,592 709 5,949 779

Exercisable at end of year 770 123 751 102

The weighted average Briish Amencan Tobacco p | ¢ share price at the date of exercise for share options exercised dunng the penod was

£35 41 (2012 £31 96) for equity-settled and £34 97 (2012 £31 88) for cash-settled opuons

The outstanding shares for the year ended 31 December 2013 had a weighted average contractual ife of 7 8 years (2012 8 0 years) for the
equity-settled scheme, and 7 6 years (2012 7 9 years) for the cash-settled share-based payment arrangements
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27 Share-based payments continued
(b} Deferred Share Bonus Scheme

Governance

Financials

Details of the movements for the equity and cash-settled DSBS scheme duning the years ended 31 December 2013 and 31 December 2012

were as follows

203 02

Equity settled  Cash settled Equity-settled Cash-settled

Number Number Number Number

of options of options of options of options

n thousands  in thousands in thousands In thousands

Qutstanding at start of year 5368 878 6,109 954
Granted during the perod 1,628 158 2,025 368
Exercised dunng the penod (1,796) (270) (2,667) (431)
Forfeited dunng the penod (95) (12) (99) {13)
Outstanding at end of year 5,105 754 5,368 878
Exercisable at end of year - 5 45 2

The weighted average British Amencan Tobacco p | ¢ share price at the date of exercise for share options exercised during the financial year

was £34 96 (2012 £32 02) for equity-settled and £34 99 (2012 £32 01) for cash-settled options

The outstanding shares for the year ended 31 December 2013 had a weighted average contractual ife of 1 2 years (2012 1 3 years) for the

equity-settled scheme, and 1 0 years (2012 1 3 years) for the cash-settled scheme

(<) Other schemes
ESQOS

The number of cutstanding equity-settled options at the end of the year was 95,266 (2012 204,002) and cash-settled options was nil

(2012 9,150}
SAYE

The number of outstanding options at the end of the year for the three-year scheme was 263,599 (2012 280,383} and for the five-year

scheme was 465,274 (2012 526,023)
SRS and ISRS

The number of outstanding shares at the end of the year for the Share Reward Scheme was 546,983 (2012 565,312) and for the

International Share Reward Scheme was 41,205 (2012 49,318)

Valuation assumptions

Assumptions used in the Black-Scholes models to determine the fair value of share options at grant date were as follows

2013 2012
LTIP DSBS LTIP DSBS
Expected volatility (36) 25 25 26 26
Average expected term to exercise (years} 35 30 35 30
Risk-free rate (%0) 04 03 07 06
Expected dvidend yield (%) 38 38 39 39
Share price at date of grant (£) 3505 3505 3208 3208
Fair value at grant date (£)* 2369/23 44 3123 2179/2168 28 50
*  Where two figures have been quoted for the Long Term Incentive Plan, the first number represents the awards made to employees below Management Board level and the second number
to awards made to the members of the Management Board as at the date of award
Market condition features were incorporated into the Monte-Carlo maodels for the total shareholder return elements of the LTIP,
In determimng fair vatue at grant date Assumptions used in these models were as follows
2013 2012
% %
Average share price volatility FTSE 100 comparator group 37 39
Average share price volatiity FMCG comparator group 26 26
Average correlatton FTSE 100 comparatar group 37 38
Average correlation FMCG comparator group 37 36
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27 Share-based payments continued

Fair values deterrmined from the Black-Scholes and Monte-Carlo models use assumptions revised at the end of each reporting peniod for
cash-settled share-based payment arrangements

The expected British Amernican Tobacco p | ¢ share price volatiity was determined taking account of the return index, (the share price index
plus the dividend reinvested) over a five-year penod The respective FMCG and FTSE 100 share price volatility and correlations were also
determined over the same penods The average expected term to exercise used in the models has been adjusted, based on management’s
best esumate, for the effects of non-transferability, exercise restrictions and behavioural conditions, forfeiture and historical expenence

The nisk-free rate has been determined 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
dvidends dvided by the grant share pnce

In addition to these valuation assumptions, LTIP awards contain earnings per share performance conditions As these are non-market
performance conditions they are not included in the determination of fair value of share options at the grant date, however they are used to
estimate the number of awards expected to vest This payout calculation is based on expectations published in analysts’ forecasts

28 Group employees
The average number of persons employed by the Group and its associates during the year, including Directors, was 89,820 (2012 87,485)
2013 2012
Number Number
Asia-Pacific 17,156 15,307
Americas 16,489 17,336
Western Europe 11,824 11,703
EEMEA 12,261 12,017
Subsidiary undertakings 57,730 56,363
Associates 32,090 31,122

89,820 87,485

Details of Directors’ remuneration, share options and rebirement 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 IAS 24 Related Party Disclosures, all of which are
undertaken in the nommal course of business

Transacttons and balances with associates relate mainly to the sale and purchase of agarettes and tobacco leaf Amounts recewvable from
associates In respect of dividends included in the table below were £86 million (2012 £84 million) The Group's share of dwidends from
associates, included in other net income In the table below, was £512 rmulhon (2012 £487 millron)

2013 2012
£rm £m
Transactions
—revenue 54 32
—purchases (345) {330)
- other net income 501 481
Amounts receivable at 31 December 96 g2
Amounts payable at 31 December (33) (34)

On 17 December 2012, a wholly owned subsichary of the Group, BATUS Japan Inc (BATUS)), entered into an Amendment and Extension
Agreement (referred to as the Amendment) with a wholly owned substdiary of Reynolds Amencan, R ] Reynolds Tobacco Company (referred
to as RJRTC) The Amendment modifies the Amencan blend Cigarette Manufacturing Agreement (referred to as the 2010 Agreement),
effective as of 1 January 2010

Prior 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 remain in effect beyond 31 December 2014, provided
that either RIRTC or BATUS) may terminate the Manufactunng Agreement by furrushing three years’ notice to the other party, with any such
notice to be given no earlier than 1 January 2016

In 201 2, the Group acquired non-controlling interests of shareholders in British American Tobacco Bangladesh for £24 milhon
This transaction 1s shown as a £21 million reduction to reserves attributable to the owners of the parent and a £3 milhon reduction in
reserves attnbutable to non-controlling interests In note 20

During the year, the Group recerved proceeds of £189 mullion (2012 £262 rulhon) in respect of its participation in the share buy-back
programme conducted by Reynolds Amencan Inc

The key management personnel of Bntish Amencan Tobacco consist of the members of the Board of Directors of Bntish Amencan Tobacco
plc and the members of the Management Board No such person had any matenal interest during the year in a contract of significance
(other than a service contract) with the Company or any subsichary company The term key management personnel in this context imncludes
the respective members of their households

2013 2012
£m £m

The total compensation for key management personnel, including Directors, was
—salanes and other short-term employee benefits 20 22
—post-employrnent benefits 3 3
—share-based payments 1 10
34 35

There were no other long-term benefits applicable in respect of key personnel other than those disclosed in the Remuneration Report in the
Annual Report
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30 Contingent liabilities and
financial commitments

The Group 1s subject to contingencies pursuant to requirements that
it complies with relevant laws, regulations and standards

Falure to comply could result in restrictions in operations, damages,
fines, increased tax, increased cost of comphance, interest charges,
reputational damage or other sanctions These matters are inherently
difficult to quantify In cases where the Group has an obhgation 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 obligation and f the amount of the obligation can be reliably
estimated, a provision will be recognised based on best esmates
and management judgment

There are, however, contingent habilities in respect of ingation,
taxes 1n some countries and guarantees for which no prowvisions
have been made

General itigation
Product lability iitigation

Group companies, notably Brown & Willamsen Holdings, Inc
(formerly Brown & Willamson Tobaccoe Corporation) (“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 purutive damages sought

are significant

Indemnity

On 30 july 2004, B&W completed the combination of the assets,
habilites 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 lhabilities of its US cigarette and tobacco business, subject
to specified exceptions, in exchange for a 42% equity ownership
interest in Reynolds Amencan Inc

As a result of the Business Combination, RIRT assurned all habiliues
of B&W (except liabilities to the extent relating to businesses and
assets not contnbuted by B&W to RIRT and other mited categones
of liabilties) and contributed subsidiaries or otherwise to the extent
related to B&W's tobacco business as conducted in the United
States on or pnor to 30 July 2004 In addition, RJRT agreed to
indemnify B&W and each of its assoaiates (other than Reynolds
Amencan Inc and its subsidianes) against, among other matters,
all losses (including those ansing from Environmental Tobacco
Smoke (ETS) claimns), habilities, damages, expenses, judgments,
attorneys’ fees, etc, to the extent relating to or ansing from such
assumed habilities or the assets contnbuted by B&W to RIRT {the
“RJRT Indemnification™)

The scope of the RIRT Indernnification includes all expenses and
contingent habilities in connection with litigation to the extent
relating to or ansing from B&W's US tobacco business as conducted
on or pror to 30 July 2004, including smoking and health tobacco
liigation, whether the itigation 1s commenced before or after

30 July 2004 (the “Tobacco Libgation™)
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Pursuant to the terms of the RIRT Indemnification, RJRT 1s 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 Liigation RJRT has assumed control of the defence of
the Tobacco Liigation involving B&W, to which RJRT 15 also a party
in most (but not all) of the same cases

Included in the US litigation section below are all significant cases
where B&W and/or a UK company s 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 RIRT indemnification

US liigation

The total number of US product liability cases pending at

31 December 2013 nvolving B&W was approximately 7,312
(compared to approximately 7,918 1n 2012) Of these, 4,243 cases
are RJRT Successor Cases For all of the 7,312 cases involving B&W,
Bntish Amencan Tobacco Group companies have the protection

of the RIRT Indemnufication As at 31 December 2013, British
American Tobacco (Investments) Limuted (“Investments™) has
been served as a co-defendant 1n one of those cases {(compared

to one in 2012) No other UK-based Group company has been
served as a co-defendant in any US product hability case pending
as at 31 December 2013 Since many of these pending cases

seek unspecified damages, it 15 not possible to quantify the total
amounts being clamed, but the aggregate amounts involved in
such htigation are sigrificant, possibly totalling bilhions of US dollars
The cases fall into four broad categories medical retmbursement
cases, class actions, individual cases, and other claims

(a) Medical resmbursement cases

These civil actions seek to recover amounts spent by government
entities and other third-party providers on healthcare and welfare
costs claimed to result from ilinesses associated with smoking

At 31 December 2013, one US medical reimbursement suit was
pending against B&W by an Indian tribe in an 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 201 3, B&W was named as a defendant in five
separate actions attempting to assert claims on behalf of classes of
persons allegedly imured or financially impacted through smoking
or where classes of tobacco claimants have been cerufied If the
classes are or remain certified and the possibility of class-based
hability 1s eventually established, it 1s likely that indivdual tnals will be
necessary to resolve any clairms by indmvidual plaintffs Class action
suits have been filed 1n a number of states against individual
cigarette manufacturers and therr parent corporations, alleging that
the use of the terms ‘lights” and ‘ultralights’ constitutes unfair and
deceptive trade practices

Black 1s a ‘hghts’ class action filed in November 2000 in the Crrcuit
Court, Gity of St Louws, Missoun B&W removed the case to the US
Dustrict Court for the Eastern Distnct of Missoun on 23 September
2005 On 25 October 20035, the plantiffs 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 a
memerandum removing the case from the tnal docket
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financial commitments continued

Howard 1s a ‘ights’ class action filed in February 2000 in the

Cireut Court, Madison County, [lhnois 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 Philip Morrs,
Inc, a ‘kghts’ class action against Philip Morris, Inc 1n the hinos
state court The plaintffs appealed this stay order to the lihnois Fifth
District Court of Appeals, which affrmed the Circuit Court’s stay
order on 19 August 2005 There 15 currently no activity in the case

Jones 15 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 Distnict of Missourr on
16 February 1999 The action was brought by tobacco product
users and purchasers on behalf of all similarly situated Missoun
consumers The plaintiffs allege that their use of the defendants’
tobacco products has caused them to become addicted to
nicottne The plaintiffs seek to recover an unspecified amount of
compensatory and punitive damages The case was remanded
to the Circuit Court on 17 February 1999 There has been hmited
actmty in this case

Parsons is a case filed i February 1998 in the Circuit Court, Ohio
County, West Virginia The plaintiff sued asbestos manufacturers and
US aigarette manufacturers, including B&W, seeking compensatory
and punitive damages (US$1 milion indivdually and an unspecified
sum for the class) for alleged personal injunes ansing from ther
exposure Lo respirable asbestos fibres and cigarette smoke The case
has been stayed pending a final resolution of the plantffs’ motion to
refer tobacco livgation to the judicial panel on multidistrict itgation
filed In in Re Tobacco Litigation in the Supreme Court of Appeals

of West Vireginia Moreover, Parsons has been stayed pursuant to

Engle progeny cases, as at 31 December 2013
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the Bankruptcy Code because three defendants filed bankruptcy
petitions on 26 December 2000

Young 1s a case filed n November 1997 in the Circuit Court, Oreans
Pansh, Lousiana The plaintiffs brought an Ervironmental Tobacco
Smoke (“ETS") dlass action on behalf of all residents of Louisiana
who, 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 plaintuffs seek to recover an unspecified amount of
compensatory and puniive damages On 13 October 2004, the tnal
court stayed this case pending the cutcome of appellate review in
the Scott class action in Louisiana With appellate review completed
and final judgment entered in the Scott class action, the tral court
granted the plantiffs’ request to continue the stay of this action
during the implementation of the Scott smoking cessation program
on 6 March 2013

In Engle (a case in Flonida), a jury awarded a total of US$12 7 million
to three class representatives, and In a later stage of the three-
phase tnal procedure adopted in this case, a jury assessed

US317 6 billion in pumtive damages aganst B&W On 21 May
2003, the mtermediate appellate court reversed the tnal court’s
judgment and remanded the case to the trial court with instructions
to de-certify the class, this was upheld on 6 July 2006 Further, the
Flonda Supreme Court permitted the jJudgments 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 Indvidual lawsuits against the Engle defendants
within one year of the court’s decision (subsequently extended to
11 January 2008)

Engle progeny cases in which
B&W has been served (both state in whach RJRT 15 named
and federal courts in Flonda) as a successor to BEW

Engle progeny cases

Number of cases
Number of plaintiffs

43 4,229
99 5,104

Phase three tnals of indwvidual Engle class members, as at 31 December 2013

Additonal Phase 3 Engle tnals naming RJRT as
successor to BEW proceeding to verdict

Total number of trals 52
Number of tnals resulting in plaintffs’ verdicts 31
Total damages awarded in final jJudgments against RIRT as successor to BEIW (approximately) US$150,510,671
Amount of overall damages compnsing ‘compensatory damages’ (approximately) US$72,860,671
(of overall US$150,510,671)

Amount of overall damages compnsing ‘punitive damages’ (approximately} US$77,650,000 (of averall
US$150,510,671)

Number of adverse jJudgments appealed by RIRT 30+
Number of adverse judgments (not yet appealed), in which RJRT still has time to file an appeal 0

* Of the 30 adverse judgments appealed by RJRT, nine were decided and/or closed and 2) appeals reman undecided In one of the appeals that was decided the Flonda intermediate appellate
court atfumed the bability finding but vacated the damages award and remanded the matter to the trial court In two of the appeals that were decided the Flonda intermediate appellate courts
reversed the finat judgment and remanded the matter to the tnal court for a new tral on all issues In another four appeals that were decided the Flonda intermediate appellate courts atirmed
tinal udgments in favour of plaintidfs In the final two appeals RJRT has paid damages to the plantiffs (in one actual damages of U5$450,000 and costs/feesfinterest of US$2,390 011 in the other
damages of US$304 575) and the cases have been cloted
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In June 2009, the Flonda legislature amended its existing bond
cap statute by adding a US$200 mullion bond cap that applies to
all Phase 3 Engle progeny cases in the aggregate and establishing
individual bond caps for indmdual cases in amounts that vary
depending on the number of jJudgments in effect at a given time
In May 2011, Flonda removed the provision in this legislation that
would have permitted this bond cap to expire on 31 December
2012 Plantiffs in several Engle progeny cases have unsuccessfully
challenged the constitutionality of the bond cap One of these

(€} Indmidual cases
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appelfate courts has since certified to the Flonda Supreme Court the
question of whether the bond cap violates the Flonda Constitution
The Flonda Supreme Court accepted junsdiction 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 based on RJRT's mootness argument Plainuff subsequently
moved for a reheanng On 12 October 2012, the Flonda Supreme
Court deried plaintiff's motion Plainuff did not file a petition for wnit
of certioran to the United States Supreme Court

Total number
As aL of cases

c 31 December 2012 3,074
% c o §2 31 December2013 3,063 2,572 ETS cases brought by flight attendants who were members of a class
263 LECP action (“Broin”) that was settled on terms that allow compensatory
355 T3 S but not puritive damages claims by class members
‘g,érﬁ 2 e < 396 Cases brought in consohdated proceedings in West Virginia, where the
SpogEde first phase of the trial began on 15 Apnl 2013 and on 15 May 2013 the
=3c gl .
EE 504895 Jury returned a verdict for defendants on all but one of plainuffs’ claims,

w20TG 2 ry p

B85as 8 the verdict is currently on appeal
828=y53 43 Engle progeny cases that have been filed directly against B&W
w.C = O vy
8222 g2 & (please see earlier table on page 186)
S38%23585 52 Cases filed by other individuals

In addition to the 4,229 Engle progeny cases which name RJRT
as successor to BE&EW, there are 14 cases filed by other indmduals
rarmng RIRT as successor to B&W These cases are subject to the
RIRT Indemnification and are not detailled here

Of the individual cases that remain pending as at 31 December
2013, one resulted in a verdict against B&W In February 2005,

a Missoun jury (“Lincoln Smith™) awarded US$500,000 1n
compensatory damages and US$20 rmillion in puritive 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 justdy

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 darmages, reversed the jury’s award of US$20 million
In punitive damages, and ordered a new trial on punitive damages
On 20 August 2009, a Missoun jury awarded US$1 5 million

n punitive damages against B&W On 24 September 2009,

B&W filed a motion for a new tnal and a motion for judgment
notwithstanding the verdict On the same date, the plaintffs filed

a motion for additur, seeking to increase the puritive damages
award to US$20 milhon, and a motion to vacate, modify or set aside
judgment, or n the altermative, for a new tnal

On 21 December 2009, the court denied the plainuffs’ and B&W's
post-tnal motions After an inthial oral argument on both parties’
appeals in September 2011, the intermediate appellate court
ordered the parties to reargue the case en banc On 2 October
2012, the intermediate appellate court reversed the jury’s award of
punitive damages on the grounds that the tnal court had exceeded
the scope of its mandate, and remanded for a new tnal solely

to determine the amount of punitive damages On 30 October
2012, the intermediate appellate court deried B&W's application
for transfer to the Missoun Supreme Court, and overruled

B&W's motion for reheanng B&W filed 1n the Missoun Supreme
Court an apphcation for transfer to that court on 14 November
2012 Thus applcaton was granted on 18 December 2012

On 10 September 2013, the Missoun Supreme Court affirmed the
judgment of the cirewt court B&W filed a motion for rehearing on
25 September 2013, and that motion was overruled by the Missoun
Suprerne Court on 29 September 2013 On 7 November 2013, the
court approved a confidential settlement
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30 Contingent liabilities and
financial commitments continued
(d) Conduct-based claims

In the Danc Smith case, purchasers of cigarettes in the state of
Kansas brought a class action in the Kansas State Court against
B&W, Investments and certain ather tobacco companies seeking
injunctive relief, treble damages, interest and costs The allegations
are that the defendants partcipated in a conspiracy to fix or
maintain the price of cigarettes sold in the US, including in 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 judgment in late October and early Navernber
2010 On 13 May 2011, Investments supplemented its summary
judgment motion on the basis of its de mimimus market share

and the inapphcability of the Kansas Restraint of Trade Act to 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 judgment motions and dismmissing the
plaintiff's first amended petiton with prejudice On 18 July 2012,
the plainuff filed a notice of appeal on vanous points Gn or about

1 August 2012, all defendants filed notices of cross-appeal, with
Investments filing its own separate notice of cross-appeal to address,
among other 1ssues, various orders denying the defendants’ clairns
of privilege over certain categones of documents dunng discovery

The plaintff filed his appeal on 25 January 2013 and the defendants’
opposition and cross-appeal briefs were filed on 29 May 2013

The plamtff filed his combined reply/response to Investments’
cross-appeal on 19 July 2013 Investments filed a reply brief
addressing the novel arguments raised in the plaintff's reply/
response relating to Investments’ cross-appeal on privilege

ssues The Court of Appeals heard oral argument In the case

on 11 December 2013

UK-based Group companies

Investments has been served in the following US cases pending
as at 31 December 2013, one class action alleging viclations of
Kansas antitrust and consumer protection laws, the Daric Smith
case mentioned above, and one indwdual action, the Perry case

Product liability cutside the United States

At 31 December 2013, active product liabihty claims against the
Group's companies existed i 16 markets outside the US (2012 17)
but the only markets with more than five clams were Argentina,
Brazl, Canada, Italy and Nigena As at 31 December 2013, medical
rembursement actions are being brought in Argentina, Brazil,
Canada, Nigena and Spam

(a) Medical reimbursement cases
Argentina

In 2007, the non-governmental orgamsation the Argentina Tort

Law Association (“ATLA") and Emma Mendoza Voguet brought

a reimbursement action against Nobleza Piccardo S AIC y F
("Nobleza”) and Massalin Particulares Several defences were filed by
Nobleza on 1 October 2009 Nobleza and the federal government’s
prebminary objections regarding lack of junsdiction were considered
by the Cvil Court in late 2009 On 23 December 2009, the Crvil
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Court declared its lack of junsdictson to hear the clam On 11 March
2010, the case was sent to the Contentious-Admunistrative Court,
which deterrmined that 1t had junsdiction over the case On 24 June
2011, the Contentrous-Administrative Court issued an Order stating
that it would decide defendants’ outstanding procedural oljections
together with the menits of the case

The case 1s currently at the evidentiary stage Confessional heanngs
took place on 14 August 2013 (Emma Mendoza Voguet)

and 29 August 2013 (ATLA) A final decision 1s not expected
before 2015

Brazil

In August 2007, the S3o Paulo Public Prosecutor’s office filed a
medhcal rembursement clatm against Souza Cruz S A (“Souza
Cruz") A similar claim was lodged against Philip Morns

Soura Cruz's motion to consohdate the two claims was rejected and
instead this case was removed to a different lower court Souza Cruz
filed & motion to reconsider the refusal for consolidation and an
interlocutory appeal against assignment to the lower court At the
same time, the Public Prosecutor filed a motion challenging the
connection between the two cases, which argument the State Court
of Appeals accepted in August 2010 and ordered the two cases to
progress independently On 4 October 2011, the court dismussed
the action against Souza Cruz, with a jJudgment on the ments

The plaintff filed an appeal on 9 January 2012 and Souza Cruz filed
its counter arguments on 17 February 2012 On 29 September
2012, the case records arnved at the 530 Paulo Court of Appeals

On 7 March 2013, the case records returned from the Public
Prosecutor’s Office with a non-binding unfavourable opinion

On 23 Apnl 2013, the Justices of the 2nd Civil Chamber of the Court
of appeals of the State of Sag Paulo, by unanimous vote (3 to (),
dened the appeal of the Prosecution Office, thereby confirming
the favourable Lower Court ruling In this ruling, the Justices, ating
case precedents of the Superior Court of Justice, emphasised (i} the
widespread public knowledge of the nsks associated with smoking
cigarettes, (i) the free will of the smokers, {(in) the absence of any
defect in the product, {iv) the absence of any duty to provide
information on the nsks associated with smoking before 1988,

and (v) the lawfulness of manufacturing and producing cigarettes
To date, the Publtc Prosecutor’s Office has not filed an appeal

Canada

In Canada there are nine active statutory actions for recovery of
healthcare costs anung from the treatment of smoking and health-
related diseases These proceedings name vanous Group companies
as defendants, nduding the Company, Investments, B A T Industnes
plc (“Industries™), Carreras Rothmans Limited (collectively the “UK
Companies”} and Imperial Tobacco Canada Limited (“Impenal™),
the Group’s operating company in Canada Legislation enabling
provinaial governments to recover the healthcare costs has been
enacted in all 10 provinces and two of three terntories in Canada
and has been proclaimed in force in nine provinces The Acts have
recerved Royal Assent in Nova Scotia, Northwest Terntones and
Nunavut but have yet to be proclaimed into force Actions have
begun against various Group companies, Including Impenal, in
British Columimia, New Brunswick, Newfoundland and Labrador,
Ontanio, Quebec, Manitoba, Alberta, Saskatchewan and Prince
Edward Island (“PEI”) In Quebec, three Canadian manufacturers,
including Imperial, are challenging the enabling legislation, the
Quebec Government has commenced an achon
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Canadhan province

Act pursuanit to which
Claim was brought

Companies named as
Defendants and date served

Current stage

Bntish Columbia

Tobacco Damages
and Health Care Costs
Recovery Act 2000

Impenal
Investments
Industries

Other former Rothmans
Group companies

The underlying medical reimbursement action remains at a
preliminary case management stage Given the prior pendency

of the Supreme Court application, and a number of other factors
including delay on the part of the plantiff in producing damages
modelling matenals, the trial date was adjourned generally and no
trial date 1s currently set

New Brunswick

Tobacco Damages
and Health Care Costs
Recavery Act 2006

The UK Comparies
have all been named
as defendants

Impenal and the UK
Companies have all
been served

Both tmpenal and the UK Companies have now filed their defences
and document production 1s underway The parties are currently
engaged in document production further to a consent order
endorsed by the court on 6 May 2013 Damages have been
quantified at CAN$19 bilien No tnal date has been set

Ontario

Tobacco Damages
and Health Care Costs
Recovery Act 2009

The UK Comparnies
have all been named
as defendants

Impenal 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

On 30 May 2013, the Court of Appeal disrmissed the appeals and
upheld the adverse costs award in respect of the first instance
hearing A mation for leave to appeal that decision to the Suprermne
Court of Canada was filed in August 2013 The Supreme Court of
Canada disrmissed the leave applicabon on 19 December 2013

On 22 October 2013, the Court of Appeal issued an endorsernent
awarding the plaintiff its costs of the appeals

Impenal filed a third-party notice against several native
manufacturers claiming contribution and indemmnity as well as
damages in the amount of CAN$1 5 billion

Impenal also filed a Third Party Claim against the Federal
Government claiming malfeasance in public office due to

the Governiment’s fallure to enforce the law against dhcit
manufacturers The Attomey General has indicated its intention to
file a Motion to Strke the Claim, but no date has been set for this
prehminary motion

Following the Supreme Court of Canada’s dismissal of the
Jjunsciction leave application, the case 15 under case management
There 15 a schedule in place for pleadings-related motions, with
motions to strke set to be heard from 2-2 June 2014 Damages
have been quantified at CAN$50 bilion No tnal date has been set

Newfoundland
and Labrador

Tobacco Health Care

The UK Companies

Costs Recovery Act 2006 have all been named

as defendants

Impenal and the UK
Companies have all
been served

There have been preliminary heanngs, including a successful
application in January 2012 to stnke certain affidawits filed by the
plasntiff in opposition to the UK Comparues’ junisdiction motions,
and a heanng in june 2013 at which, In response to a request of the
case management judge, the parties debated the elements of the
“legal framework” for a junsdiction challenge Judgment in respect
of that hearing was issued on 19 December 2013 No further
heanings or case management meetings have been scheduled
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30 Contingent liabilities and financial commitments continued

Act pursuant to which
Canachan province claim was brought

Companies named as
defendants and date served

Current stage

Saskatchewan Tobacco Damages
and Health Care Costs
Recovery Act 2012

The UK Comparies
have all been named
as defendants

tmpenal and the UK
Companies have all
been served

This case 15 at an early case management stage

The UK Companies challenged the junsdiction of the Saskatchewan
court at a heartng that commenced on 29 Apnl 2013 On 1 October
2013, the court denied the UK Companies’ challenges Leave to
appeal this ruling was sought and a heanng was scheduled for

11 December 2013 This heanng was adjourned on consent of

the parties pending the outcome of the Supreme Court of Canada
ieave application in the Ontano junsdiction challenge The leave
application was disrmissed on 19 December 2013 No further case
management meetings have been set

Damages have not been quantfied by the province No tnial date
has been set

Imperial served a motion (which was granted) to defer filing
defences until pending junsdictional challenges have been resolved
There are no discovery motions to date in this junisdsction

Manitoba Tobacco Damages
Health Care Costs
Recovery Act 2006

Imperial
Investments
Industnes

Other former Rothmans
Group companies

Impenal served a motion (which was derned) to defer filing
defences until pending junsdictional challenges have been resolved
Imperial delivered a request for particulars on 30 September 2013
The province filed a response on 16 January 2014

The junsdiction motions were scheduled to be heard on

25-28 November 2013 This heanng was adjourned on consent of
the parties pending the outcome of the Supreme Court of Canada
leave application in the Qntano junsdiction challenge The leave
application was dismissed on 19 Decernber 2013 No further case
management meetings have been set

The province has not quantified damages No trial date has been set

Alberta Crown’s Right of
Recovery Act 2009

impenal and the UK
Companies have all been
named as defendants
and served

On 8 August 2012, Impernial was served with the Alberta Medicaid
sut The UK Companies were served on 15 May 2013 The UK
Companies informed the plamuff that they intended to challenge
the junsdiction of the Alberta court

A case management judge has been appointed and an inibial case
management meeting was held on 17 December 2013 at which
it was agreed to put preliminary matters on hold pending the
outcome of the Supreme Court of Canada leave application in the
Ontano junsdiction challenge The leave application was dismissed
on 19 Decernber Case management is ongoing

Damages have been quantified at CAN$10 billon No tnal date has
been set
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Canadian province

Act pursuant to whch
claim was brought

Companies named as
defendants and date served

Current stage

Quebec

Tobacco Related
Damages and Health
Care Costs Recovery
Act 2005

investments, Industnes,
and Carreras Rothmans
Limited have been
named as defendants

Impenal and the UK
Companies have
been served

On 25 August 2009, Imperial and the other Canadian manufacturers
filed a constitutional challenge to the Quebec Medicaid Legislation
The Quebec Attorney-General (AG) filed a mation to dismiss the
constitubional challenge and following a hearing, the Quebec
Supenor Court dismissed that motion

On 28 January 2011, the Court of Appeal deried the AG's leave
application, permitting Impenal’s challenge to proceed |

On 8 June 2012, the Quebec Medicaid suit was served

upcn Imperial The Government is seeking CAN$60 billon

On 14 December 2012, Impenal’s Motion to stay the Medicaid
suit pending the resolution of the constitutional challenge,

was heard by the Court and taken under advisement It was
subsequently dismissed

The Constitutional Challenge was heard on 30 September -
3 October 2013 and judgment remains under reserve

The three UK Companies filed jurisdictional challenges on 15 March
2013 which were heard on 3-5 june 2013 On 4 July 2013, the
court denied the junisdictionat objections Leave to appeal the
ruling was refused in a jJudgment issued by a Court of Appeal judge
on 4 October 2013 Defendants’ motions for further and better
particulars and concerning cther pleadings issues were heard on

15 and 22 November and 20 December 2013 and judgment

15 reserved

A case management judge has been appointed No trial date has
been set

Pnnce
Edward tsland

Tobacco Damages
and Health Care Costs
Recovery Act 2009

impenal and the
UK Comparues

On 15 November 2012, impenal was served with the PEI Medicaid
surt This case 1s at a prelimmary case managernent stage

Damages have not been quantified by the province Motions to
challenge junsdiction were filed and served by the UK Comparues
on 11 January 2013 A case management judge has been appointed
but no date has been set for any case management conference or
other hearing
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Nigena

As at 31 December 201 3, six medical reimbursement actions

filed by the federal govemment and five Nigenan states (Lagos,
Kano, Gombe, Oyo, Ogun) were pending in the Nigenan courts
Bntish Amencan Tobacco (Nigernia) Limited, BAT and Investments
have been named as defendants in each of the cases The plaintiffs in
the six cases seek a total of approximately £44 8 bilion in damages,
including special, anticipatory and punitive damages, restitution and
disgorgement of profits, as well as declaratory and injunctive rehef
On 13 and 25 May 2010, respectively, the plaintffs in the Kano

and Ogun state cases filed motions for prelimmary mjunctive relief,
seeking, inter alia, orders to restrain the defendants from vanous
alleged marketing and distnbution practices including the sale of
tobacco products within 1,000 metres of any public places that are
predominantly locations for minors BAT and Investments have filed
preliminary objections challenging the junsdiction of the Nigenan
courts over them On 22 June 2010, the Oyo High Court partially
granted BAT’s and Investments’ preliminary objections and set aside
the service of the wnt of summons BAT and Investmenits appealed
the court’s order insofar as 1t denied the remainder of the relef
requested, and the Court of Appeal has yet to set a date for heanng
of the appeals

The Federal High Court and the High Courts of Lagos, Kano, Gombe
and Ogun states denied the preliminary abjections filed by BAT
and Investments, and the compamies have appealed High Court
proceedings in the Lagos and Kano state cases have been stayed
pending the appeals filed by BAT and Investments In the Gombe
and Ogun cases, the High Courts have adjourned proceedings
without date As at 31 December 2013, the appeals filed by BAT
and Investments remain pending in the Federal, Lagos, Kano and
Combe cases, and have yet to be heard by the Court of Appeal
On 23 Aprl 2013 and 16 May 2013, the Court of Appeal (Ibadan
Judhcial Dmsion) 1ssued decisions affirming the Ogun High Court's
denial of the preliminary objections filed by BAT, Investments and
British American Tobacco (Nigena) Limited The companies have
appealed the decisions to the Supreme Court of Nigena

Spain

In early 2006, the Government of Andalusia and the Andalusian
Health Services (hereinafter referred to as the “Junta”), in Spam,
filed @ medical rembursement action against the State and tobacco
companies (including BAT Espaiia $ A ) before the contentious-
administrative courts The State filed prelirminary objections to the
Junta’s claim, wath tobacco companies filing supporting briefs

The court upheld these prehminary objections and dismussed the
claim in November 2007 The Junta’s appeal of this ruling to the
Supreme Court was dismissed in September 2009 However, in
May 2009, the Junta filed a new contentious-admenistrative claim
with similar allegations The defendants filed procedural objections,
which were rejected by the court
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On 31 May 2013, the court notified BAT Espaiia of the
cormmencernent of a 20-day penod to answer the Junta’s claim and
produced copies of the documents attached to the statement of
clasm BAT Espania filed its response to the clam by the deadhine of
27 June 2013

By order dated 26 July 2013, the court refused to open the
evidence phase of the proceedings The court accepted the
defendants’ allegations that the Junta did not fulfil its procedural
duty to estabhish the issues of fact to which the evidence would
relate In October 2013, the court declared the proceedings closed
pending its jJudgment In a judgment dated 23 December 2013,
the court rejected the Junta’s claim against the tobacco compantes
as inadrussible It s open to the Junta to file an appeal against thus
judgment before the Supreme Court

(b} Class actions
Brazil

There are currently three class actions being brought in Brazil Ones
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 judgment,
as described below

In 1995, the Associagdo de Defesa da Salide do Fumante (“ADESF”)
class action was filed against Souza Cruz and Philp Moms in the Sac
Paulo Lower Crvil Court alleging that the defendants are hable to a
class of smokers and former smokers for failing to warn of cigarette
addiction The case was stayed in 2004 pending the defendants’
appeal from a decision 1ssued by the lower civil court that held that
the defendants had not met ther burden of proving that agarette
smoking was not addictive or harmful to health, notwithstanding
an earlier interlocutory order that the Sao Paulo Court of Appeals
had 1ssued, which directed the tnal court to allow more evidence
to be taken before rendenng its deasion On 12 November 2008,
the Sao Paulo Court of Appeals overturned the lower court’s
unfavourable deasion of 2004, finding that the lower court had
faled to provide the defendants with an opportunity to proeduce
evidence The case was returned to the lower court for production
of evidence and a new judgment On 19 March 2009, the Lower
Cral Court ordered designation of court-appointed medical and
advertising experts The parties submitted questions to these
court-appointed experts who subsequently delivered therr reports
Each party also provided expert reports commenting on the
court-appointed experts” conclusions On 16 May 2011, the court
granted Souza Cruz’'s motion to disrmiss the action in its entirety on
the ments Plantiffs filed an appeal of the dismissal on 22 July 2011
Souza Cruz filed 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
non-binding, adwvisery opinion that rejected most of Souza Cruz's
legal defenice arguments The case records were sent to the Sdo
Paulo State Court of Appeals and were immediately sent to the
Public Prosecutor’s office for General Pubhic and Collective Interest
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On 1 March 2012, the case files returned with an unfavourable
opinton given by the Pubic Prosecutor, who adwvised that the
Court should find in favour of the appeal brought by ADESF and
thereby fully reverse the appealed judgment On 6 September
2012, the case was assigned to a new temporary Reporting
Justice n the 7th Chamber of Private Law of the Sao Paulo Court
of Appeals, pending reference to a permanent Reporting Justice
of the case On 10 October 2013, a Reporting Justice of the case
was designated

The Brazilian Association for the Defense of Consumers” Health
{"Saudecon”) fited a ctass action against Souza Cruz and Philip
Morris in the City of Porto Alegre, Brazil, on 3 Novernber 2008

The plaintff purports to represent all Brazilan smokers whom, it
alleges, are unable to quit smoking and fack access to cessation
treatments The plantff 5s seeking an order requinng the named
defendants to fund, according to therr market share, the purchase
of cessation treatments for these smokers over a mirmmum penod

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 ments The plaintiffs appealed in August
2009 and Souza Cruz and Philip Moms both responded On 22 |uly
2011, the Public Prosecutor’s Office 1ssued a non-binding opinion
saying that the favourable first instance 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 tnal court ruling should not be nullified

On 1 November 2011, the 9th Chamber of the Rio Grande do

Sul State Court of Appeals granted the Public Prosecutor’s Office
special appeal, ordenng the remittance of the case records n

the first instance to complete proper notification to the Public
Prosecutor’s Office of the sentence On 14 December 2011, the
Public Prosecutor’s Office 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 recognised

the applicability of the special appeal and ordered it sent up to

the Supenor Court of Justice On 5 June 2013, the Supenor Court
dismissed the interlocutory appeal filed by the Public Prosecution
Office On 7 June 2013, the case records were sent to 15th Cwil
Chamber of Rio Grande do Sul State Court of appeals and Justice
Angelo Maraninchi Glammakos was designated as Reporting

Justice On 4 July 2013, the case records returned from the Public
Prosecutor’s Office with a non-binding favourable opinion, based

on the free will and awareness of smokers, the fact that the products
were not defective, and the lawfulness of manufacturing aigarettes
0On 18 December 2013, the Rio Grande do Sul State Court rendered
a deaision in favour of defendants, based on free will, awareness and
lawful actmty The plaintiff's nght to appeal has not yet expired
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In 2004, the State of Sergipe Instigated a class action seeking
compensatton far smokers in Sergipe State who purportedly tned to
quit smoking The lower court denied the plaintiffs’ request for earty
relief and determined ANVISA (a federal government health agency)
be ordered to join the case as co-defendants As ANVISA 15 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 deciston by
the Supenor Court an which court has jurisdiction On 26 March
2010 the Supenor Court determined that the cvil court had
jurischetion of the matter On 19 October 2011, the court dismissed
the action with judgment on the ments The plaintiff filed an appeal
on 9 January 2012 Souza Cruz's counter-argurnents were submitted
on 9 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 adwisory opinion On 9 July
2012, the 1st Chamber of the Sergipe State Court of Appeals by
unanimous decision upheld the lower court ruling that dismissed the
case Plaintiffs did not file a Special Appeal from this judgment and
the case 1s now closed

Canada

There are 10 class actions being brought in Canada aganist
Group companies

Kright is a “ights’ class action in which the plaintiff alleges that

the marketing of ight and mild agarettes 1s deceptive because 1t
conveys a false and misleading message that those cigarettes are
less harmful than regular cigarettes Although the claim anses from
health concerns, 1t does not seek compensation for persanal injury
Instead 1t seeks compensation for amounts spent on ‘ight and mild’
products and a disgorgement of profits from Imperial

The Supreme Court of Bntish Columbia certified a class of all
consumers who purchased in British-Columbia Impenal cigarettes
bearing ‘hght’ or ‘mild” descriptors since 1974 impenal filed an
appeal against the certification which was heard in February 2006
The appellate court confirmed the certification of the class but has
limited any financial habilty, if proven, to 1997 onward

The motion of the federal government to strike out the third-party
notice 1issued against it by Impenal was upheld by the Supreme
Court which dismissed the third-party claim on the basis that

the federal government’s impugned conduct constituted vald
pohicy benefiing public health and was therefore not subject to
cwil hability
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On @ December 2009, Imperial was served with a class action filed
by Ontario tobacco farmers and the Ontario Flue-Cured Tabacco
Growers” Marketing Board (“Growers’ clam} The plantffs allege
that, during a specific tmeframe, Impenal and two other domestic
defendants improperly pasd lower prices for tobacco leaf destined
for duty-free products that were then smuggled back into Canada
and sold in the domestic market In reaction to the suit, Impenal
deposited the amount owing to the Government of Ontanio,
pursuant to the Comprehensive Agreement, inte an escrow account,
alleging that the Comprehensive Agreement permitted Imperial to
set-off that amount against costs incurred as a result of the claim
(including damages, if any} In response, the Ontano Government
commenced an application against Impenal, seeking the release
of the funds (“Ontano clam™) No monetary damages are being
clamed against Impenal by the Government of Ontarto

On 26 July 2010, Impenal argued a preliminary motion in the
Ontano daim seeking a stay in favour of arbitration given an
arbitration clause in the Comprehensive Agreement Imperial was
successful in 1ts application and the Court ordered that the

Ontano claim be stayed The Court of Appeal denied the Ontario
Government’s appeal in July 2071, but also ruled that the question
of whether the Growers’ Clam constitutes a “Released Claim” under
the Comprehensive Agreement must be determined by the courts,
thereby splitting the 1ssues On 2 January 2013, the Court rendered
a decision in favour of Ontare and held that the Growers” claim 1s
not a “Released Clam” brought by a “Releasing Entity” On 16 July
2013, the Count of Appeal dismussed Impenal’s appeal on whether
the Growers’ claim 1s a “Released Claim” made by a “Released
Entity”, allowing the class action to proceed

The question of whether Imperial may continue to set-off payments
due to Ontario under the Comprehensive Agreement against costs
incurred as a result of the Growers’ claim remains a hive 1ssue and 1s
proceeding to arbitration

As a further preliminary challenge, Imperial has alleged that the
Growers’ claim is time barred The other domestic defendants have
made the same prefiminary challenge That preliminary 1ssue was
heard by Court on 30 and 31 January 2014 if Impenal 1s successful,
the Growers’ claim will be dismissed, 1If not successful, the action wall
proceed to a class action certification hearing

There are currently two class actions in Quebec On 21 February
2005, the Quebec Supenor Court granted certification it two class
actions against Impenal and two other domestic manufacturers,
which have a combined value of CAN$27 billion plus interest and
costs The court certified two classes, which include residents of
Quebec who suffered from lung, throat and laryngeal cancer or
emphysema as of November 1998 or developed these diseases
thereafter and who smoked a cminimum of 15 aigarettes a day for
at least five years, and residents who were addicted to nicotine at
the time the praceedings were filed and who have since remained
addicted The plaintffs’ application to amend the scope of the
defirution of the disease and addiction classes was granted on 3 July
2013 In Quebec, there s no nght of appeal for a defendant upon
certification The trial in this matter commenced on 12 March 2012
and remains ongoing
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In june 2009, four new smoking and health class actions were
filed In Nova Scotia, Manitoba, Saskatchewan and Alberta, agamnst
Canadian manufacturers and foreign companies, including the UK
Companies and Impenial In Saskatchewan, a number of the UK
Comparues have been released from the action No date has been
set for the certification motion hearing There are service 1ssues I
relation to the UK Companies in Alberta and Manitoba

In July 2010, two further smoking and health class actions in
Briish Columbra were served on Imperial and the UK comparies
The Bourassa claim is allegedly on behalf of all individuals who
have suffered chronic resprratory 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 aigarettes” The UK Companies objected to
Jjunsciction Subsequently a number of the UK Companies were
released from the acion No certification motion hearing date has
been set

In June 2012, a new smoking and health class acbon was filed in
Ontano against the dormestic manufacturers and foreign companies,
including Impenal and the UK Companies Impenal was served

on 20 November 2012, and the UK Companies were served on

30 November 2012 The clam s presently in abeyance

ltaly

In or about june 2010, BAT Italia was served with a class action fited
mn the Civil Court of Rome by the consumer association, Codacons,
and three class representatives Plaintiffs pnimanly asserted addiction-
related clams The class action lawsuit was rejected at the first
nstance (Cvil Court of Rome) and appellate (Rome Court of Appeal)
court levels In July 2012, Codacons filed an appeal before the

Italian Supreme Court BAT Italia filed its answer to the appeal on

13 November 2012 The parties are now warting for the Supreme
Court to schedule a heaning for the discussion of the case

Venezuela

The Venezuelan Federation of Associations of Users and Consumers
filed a class action against the Venezuelan Government seeking
regulatory contrals on tobacco and recovery of medical expenses for
future expenses of treating smoking-related ilinesses n Venezueta
On 19 January 2009, C A Cigarrera Bigott Sucs (“Cigarrera Bigott”)
notified the court of its ntention to appear as a third party The court
adjourned a public hearing, imially scheduled for 28 July 2009,
where Cigarrera Bigott's status as a third party would be deterrmined
and parties would present evidence and make arguments

On 16 September 2009, the Venezuelan Republic ordered the court
to continue the judicial process

On 12 April 2011, however, 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 Gigarrera Bigott was admitted as a third party and presented
its defences and evidence on 26 February 2013 The parties will
now be asked to attend a hearing at the Constitutional Chamber,
however, no date for the hearing has yet been scheduled by the
Court On 9 October 2013 ASUSELECTRIC filed a petition requenng
the Constitutional Chamber to schedule the heaning
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(c) Indmidual personal imjury claims

As at 31 Decemnber 2013, the junsdictions with the most number of
active ndmdual cases against Group companies were, In descending
order Brazil (164), ltaly (22}, Argentina (20), Canada (5), Chile (4)
and Ireland (2) There were a further seven junsdictions with one
active case only

Non-tobacco related litigation
Flintkote

The Flintkote Company (“Flintkote”), a US company formerly
engaged in the production and sale of asbestos-containing products,
was included in the acquisition of Genstar Corporation by Imasco
Limited in 1986 and became a Group subsidhary following the
restructunng of Imasco Limited (now Impenal Tobacco Canada
Limited (“Imperial”), the Group’s operating company in Canada}

1IN 2000 Soon after this acquisition, and as part of the acquisition
plan, Genstar Corporation began to sell most of its assets, including
the non-asbestos related operations and subsidianes of Flintkote

The hquidation of Fiintkote assets produced cash proceeds and,
having obtained adwice from the law furn of Sullivan & Cromwell
LLP {"S&C") and other adwvice that sufficient assets would remain to
satisfy reasonably foreseeable habilhties, Flintkote’s Board of Directors
authorised the payment of a dwvidend of U$$170 2 milhion in 1986
and a further dividend of US$355 million in 1987 In 2003, Impenal
divested Flintkote and then, in 2004, Flintkote filed for bankruptcy

In the Urited States Bankruptcy Court for the District of Delaware

In 2006, Flintkote, representatives of both the present and future
asbestos plaintiffs {(collectvely, the “Flintkote Plamtiffs™), and certain
individual asbestos plantiffs (the “Hopkins Plantiffs”) were permitted
by the Bankruptcy Court to file a complaint in the Calforria State
Court agamst lmperial and numerous other defendants, mcluding a
malpractice claim against S&C, for the recovery of the dividends and
other compensation under vanous legal and equitable theones

Following a mult-day bench tnal, the California State Court 1ssued

a preliminary decision dismissing the claim against S&C Before the
decision was made final, Fiintkote settled wath S&C for a nominat
sum Al claims and cross-claims in the itigaton asserted by or
aganst S&C have now been dismissed After another senes of
bench trals, on 6 October 2011, the court 1ssued preliminary orders
deading multiple preliminary issues regarding Fiintkote’s claims to
recover the dvidends and Fhintkote’s claim that Impenal is 1its “alter
ego” for purposes of asbestos liabiliies Among other things, the
court has concluded that Fintkote 13 barred from seeking to recover,
under any theory, transfers that occurred after 31 December 1986
The court also concluded that Flintkote has no standing to pursue
its claim that Impenal 15 1ts alter ego for purposes of ashestas hability,
holding that any such ctaims must instead be pursued by indmdual
asbestos plaintiffs These rulings were made final on 6 January

2012 Thereafter, the Fintkote Plaintiffs agreed to dismiss certain

of their claims, but continue to assert fraudulent conveyance claims
and equitable restitution dasms, as reflected in Third Amended
Complaint filed in January 2013 In August 2013, the Court
implemented certain of its earlier decisions by granting summary
judgment to Impenal on the plantiffs’ claims to recover the 1987
dividends The Court also granted summary judgment to Impenal
on the plantiffs’ fraudulent conveyance ctaims that were based on
allegations that Flintkote was insolvent at the time of the dmdend
Nonetheless, Flintkote continues to pursue claims that effectively
seek recovery of the value of 1987 dmvidend, and those claims wall
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be the subject of further motion practice that s anticipated to

occur in 2014 Procedurally, the claims of the Flintkote Plaintiffs are
now separated from the claims of the Hopkins Plantiffs, and it 1s
anticipated that they will be tned separately Additonal discovery
and motion practice 1s expected to occur throughout 2014

The Court has not set a trial date, but a tnal on the Flintkote
Plaintiffs” claims could occur in late 2014 or early 2015 The alter ego
claims of the Hopkins Plamtdffs will not proceed to tnal until after the
Flintkote claims are concluded

Fox River

In Wisconsin, the authonties have identified potentially responsible
partres (“PRPs”) to fund the clean-up of nver sediments in the lower
Fox River The pollution was caused by discharges of polychlonnated
biphenyls (“PCBs") from paper mills and other facilities operating
close to the nver Among the PRPs 1s NCR Corporation (“NCR")

As regards the mid and lower portions of the Fox River, in March
2012, the US Government filed a motion i Wisconsin for a
prelmunary injunction against NCR and Appvion Inc , (“Appvion”),
seeking to establish the scope of the clean-up operations to be
carned out on the Fox River in 2012 In ight of a subsequent ruling
by the same court that Appvion 1s not a PRP, the injunction was
granted against NCR alone on 27 Apnl 2012 NCR appealed this
decision and 1t was affrmed on 3 August 2012 Full trial of the ments
of the US Government’s application for a permanent injunction
took place in December 2012 and the Court entered a permanent
injunction against NCR On 1 May 2013, the Wisconsin Court ruled
that the pollution in the Fox River 1s not dmisible As a result of this
and other decisions (referred to below), NCR 1s wholly responsible
for the clean-up of those portions of the river On 28 June 2013,
NCR filed a notice of appeal against this judgment, and that

appeal 1s pending in the United States Court of Appeals for the
Seventh Circuit

In & series of rulings, the Wisconsin Court has also held that NCR 1s
not entitted to recover any amounts in contnbution from other PRPs
and that the other PRPs are entitled to recover Fox River clean-up
costs from NCR Cross-claims by Appvion against other PRPs to
recaver Its own Fox River related expenditures were finally rejected
by the Wisconsin Court on 25 June 2013 These orders are on appeal
before the United States Court of Appeals for the Seventh Circuit

A tnal took place in Wisconsin in February 2012 to determine
whether NCR 15 also bable for the clean-up costs in the upper portion
of the Fox River Thus tnal addressed whether NCR is liable as a result
of the sale, by a predecessor of NCR’s Appleton Papers Division, of
scrap paper, or “broke”, to other PRPs which, i turn, discharged
PCBs into the upper portion of the river in the course of recycling
the broke A judgment 1ssued in July 2012 found NCR was not

liable on this basis and this order was made final on 27 june 2013
Thus decision 1s currently on appeal to the United States Court of
Appeals for the Seventh Circuit

In NCR's Form 10-Q Quarterly Report for the gjuarterly period
ended 30 September 2013, the total clean-up costs for the Fox
River are estimated at U53827 mulbon This estimate 1s subject to
uncertainties and does not Include natural resource darmages which
NCR estimates may range from US30 to US$246 mitlion (albeit the
US Government in one court filing in 2009 indicated that natural
resource darnages could be as tugh as US$382 million)
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Notes on the accounts
continued

30 Contingent liabilities and
financial commitments continued

In 1978, a subsidiary of Industnies, later known as Appleton Papers
Inc and now known as Appvion, purchased what was then NCR's
Appleton Papers Division from NCR In 1978, Industries also
incorporated a US entity by the name of BATUS, Inc (“BATUS"),
whrch in 1980 became the holding company for all of Industnes’
US subsidiaries, including Appvion As the holding company, BATUS
obtained insurance policies for itself and its subsidiaries that included
coverage for certan environmental habilities Industries/BATUS spun
off the Appvion business in 1990 via a Demerger Agreement wath
Wiggins Teape Appleton pl ¢, now known as Windward Prospects
Ltd ("Windward"), and Wiggins Teape Appleton (Holdings})

plc, now known as Ago Wiggins US Holdings Ltd (collectively,

the “AWA Entities”), obtaining what Industries believes were full
indemnities from the AWA Entities and Appwvion for past and future
environmental claims

Disputes between NCR, Appvion, and Industries as to the
indemnities grven and recerved under the onginal purchase
agreement in 1978 have been the subject of itgation that was
commenced In 1993, a settlement agreement effective from
1998 (the “Settlement Agreement”), and an arbitration award

in 2005 NCR has taken the pesition that, under the terms of the
Settlement Agreement and the arbitration award, Industries and
Appvion generally have an obligation to bear 60% of the Fox River
environmental remediation costs imposed on NCR, but Industries
has never been required to pay any sums in this regard because,
until May 2012, Appvion and the AWA Entities paid such costs,
and the authorities have not identified Industries or BATUS as
PRPs Windward also has a separate and ndirect indemnification
obligation to Appvion in respect of the clean-up costs

Subsequent to the preliminary injunction entered and affirmed
against NCRin 2012, and by letters dated 3 May 2012, NCR made
demands on both Appvion and industries for payment of the sum
of US$6 6 million, stated to be due on a joint and several basis
pursuant to the terms of the Settlement Agreement and being
60% of costs paid by NCR so that remedial work could begin in
accordance with the preliminary injunction Appwvion 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 Appvion In a ruling handed down in September
2012 the court declined to enforce the terms of the Settlerment
Agreement and arbitration award, holding that the amount,

of which Appwvicn 1s hable to pay 60%, rmust be ascertained wia

the dispute resolution provisions of the Settlement Agreement
Industries understands that NCR subsequently invoked the dispute
resolution provisions contained in the Settlement Agreement as
against Appvion, and on 29 March 2013 commenced an artitration
against Appvion seeking to recover mcurred and on-going clean-up
costs of at least US$39 9 mullion (plus interest and legal costs) and
a declaration that Appvion 15 liable to NCR under the Settlement
Agreement for 60% of all “Clams, Damages and Group Defence
Costs” {as defined in the Settlement Agreement) it will incur

NCR has continued to make payment demands on Appvion since
commencing the arbitration and, as at 15 November 2013, was
seeking payment of approximately US$80 7 million from Appvion
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Appvion sought to join Industries to the artitration on the bass it
was a necessary party and included a new claim that Industries is
hiable for 50% of Appvion’s past liabifity and future hability to NCR
under the Settlement Agreement On 8 October 2013, the arbitral
panel rejected Appvion’s attempted joinder and the arbrtration will
proceed between NCR and Appvion only

Industries 1s aware that Windward settled the majonity of Appvion’s
insurance claims (over which it had control) at what Industres
behieves constituted a significant discount, and has made dvidend
payments to its former and current shareholders of approximately
US3810 million, leaving it holding, according to its latest accounts,
approximately US3$70 mullion of net assets Accordingly, there may
be a greater nsk that the assets of Windward are insufficient to meet
its obligations under the indemnities Industries believes it has been
granted Appvion’s own accounts indicate imited financial resources

It 15 possible, although Industries considers it uniikely, that French law
coutd govern some of the claims Industnes considers Windward has
against its former shareholder, Sequana S A (“Sequana”), in relation
to the dvidend payments, which would mean that the hmitation
period in respect of those claims could have potentially expred in
December 2013 In order to protect its position in the event that
French law was held to govern the clams, Industries applied to

the English Court on 2 October 2013 to seek to appoint a receiver
over the relevant causes of action Judgment was handed down

on 21 November 2013 The judge held that absent an appropnate
undertaking from Windward, receivers should be apponted n order
to commence the dvidend daims in the name of Windward and
thereby protect the hrmitation positton

In addition to taking steps to protect claims which Industries
considers Windward has against Sequana, Industnes filed its own
direct claims seeking to recover the dvidend payments from
Sequana in both the High Court of Justice of England and Wales (the
“High Court”) on 9 December 2013 and before the Commercial
Court of Nanterre, France, on 13 December 2013

In December 2011, Windward asserted that 1t did not indemrfy
Industries pursuant to the terms of the 1990 Demerger Agreement
in respect of Industries’ oblhgations under the Settlement Agreement
Industries disputes Windward’s position and has commenced
proceedings in the High Court against both Windward and

Appvion {which has also denied owing Industnes an indemnity}
Windward served its defence on 8 July 2013 Appvion has
challenged the junsdiction of the English Court and a heanng took
place on 2 and 3 October 2013 Judgment was handed down on
20 December 2013 The Court disrmissed Appvion’s chaltenge,
holding that the English Court should exercise its junsdiction to hear
the claim The proceedings are now continuing in the English High
Court against both Windward and Appvion On 12 February 2014,
Appvion served a Defence and Counterclairm The Counterclaim
seeks recovery of 50% of Appvion’s previous clean-up related
payments (alleged to be 50% of US$211 25 rllion, or

US$105 6 million)




'l 97 British American Tobacco
Annual Report 2013

While Industries believes it may have defences to any clams brought
by NCR against it under the Settlement Agreement and arbitration
award, taking into account court deasions and the possibiity of
appeals, sums paid to date on the dean-up and other avallable
information, Industries believes it may have an exposure of some
£267 million (as at 31 December 2013} in relation to clean-up
related costs Accordingly, Industries has retained a provision of
£267 million

Industnies 1s aware that NCR 1s alsc being pursued by Georgia-Pacific,
as the owner of a faality on the Kalamazoo River in Michigan which
released PCBs into that river Georgla-Pacific has been designated

as a PRP in respect of the nver Georgia-Pacific contends that NCR 1s
responsible for, or should contribute to, the clean-up costs, because
(1) a predecessor ta NCR’s Appleton Papers Division sold “broke”
containing PCBs to Georgla-Pacific or others for recycling, (1) NCR
itself sold paper contaiming PCBs to Georgia-Pacific or others for
recycling, and/or (m) NCR 1s liable for sales to Georga-Pacific or
others of PCB containing broke by Mead Corporation, which, Itke
the predecessor to NCR's Appleton Papers Drvision, coated paper
with the PCB contaimng emulsion manufactured by NCR A full trial
on labihty took place in February 2013 On 26 September 2013, the
Michigan Court held that NCR was hable as a PRP on the basis that
broke sales constituted an arrangemeni for the disposal of hazardous
material for the purposes of CERCLA The decision was based on
NCR’s knowledge of the hazards of PCBs from at least 1969, but

the court did not specify directly the entity(ies) whose broke safes
form the basis of NCR’s liability NCR will have the ability to appeal
the ruling once a final jJudgment has been entered or 1t has been
otherwise certified for appeal The second phase of the Kalamazoo
tnal, scheduled to commence on 28 July 2015, will determine

the apportionment of liability among NCR, Georgla-Pacific and

the other PRPs {Intemnational Paper Company and Weyerhauser
Company) Industries anticipates that NCR may seek to recover from
Appvion and/or Industres 60% of any Kalamazoo clean-up costs for
which it s found hable on the basis, it would be asserted, that the
rnver constitutes a “Future Site” for the purposes of the Settlement
Agreement Industries believes it may have defences to any such
claim by NCR The quantum of the clean-up costs for the Kalamazoo
River 15 presently unclear (as 1s the extent of NCR’s liability in respect
of such casts), but could run into the hundreds of millions of dollars

As detalled above, Industries 1s taking active steps to protect its
interests, including seeking to confirm its indemnities and to procure
the repayment of the Windward dividends, with a view to restoring
value to Windward and, accordingly, the indemmnities it believes were
granted to Industnes
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General htigation conclusion

While it 1s impossible to be certain of the outcome of any particular
case or of the amount of any possible adverse verdict, the Group
believes that the defences of the Group’s companies to all these
vanous claims are mentorious on both the law and the facts, and a
vigorous defence 1s being made everywhere If an adverse judgment
is entered against any of the Group's companmies 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 jJudgment In any
event, with regard to US liugation, the Group has the benefit of

the RJRT Indemnification At least m the aggregate, and despite the
quality of defences avallable to the Group, 1t 1s not iImpaossible that
the Group’s results of operations or cash flows in particular quarterly
or annual penods could be matenally affected by this and by the
final outcome of any particular lhgation

Having regard to all these matters, with the exception of Fox River,
the Group (1) does not consider It appropriate to make any provision
in respect of any pending ltigation, and (i) does not believe that
the ultimate outcome of this htigation will significantly impair the
Group’s financial coendition

Tax disputes

The Group has exposures in respect of the payment or recovery of
a numbers of taxes The Group 15 and has been subject to a number
of tax audits covering, among 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 in accordance with Group's accounting policies
In some countries, tax law requires that full or part payment of
disputed tax assessments be made pending resolution of the
dispute To the extent that such payments exceed the estimated
obligation, they would not be recognised as an expense

The following matters may proceed to higation

Brazil

The Brazihan Federal Tax Authority has filled two clams

against Souza Cruz seeking 1o reassess the profits of overseas
subsidianes to corporate income tax and social contribution tax

The first reassessment was for the years 2004-2006 in the sum of
R$476 milhon (£122 millon) to cover tax, interest and penalties
The second reassessment was for the years 2007 and 2008 in the
amount of R§244m (£62 mullion) to cover tax, interest and penalties

Souza Cruz appealed both reassessments and the matters are at

the second tier adminustrative appeal process Regarding the first
assessment the Souza Cruz appeal was rejected although the written
judgment of that tnbunal 15 still awaited The appeal aganst the
second assessment was upheld at the second tier tribunal There 15
one further admmistrative appeal level before the matter enters the
judicial system

Souza Cruz has decided not to participate m the tax amnesty
programme {REFIS) announced by the Brazilan Government
in 2013
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Notes on the accounts
continued

30 Contingent liabilities and
financial commitments continued
Canada

The Canada Revenue Agency (CRA) has challenged the treatment
of dwvidend income recerved by Impenal Tobacco Canada Ltd
(ITCAN) from 1ts investments 1 fellow group subsichiaries The CRA
and provincial tax authorties reassessed fTCAN for the years 2002
to 2005 in the sum of CAN$99 million (£56 million) ITCAN has
appealed and pad the sum of CAN$58 milkon (£33 milkon) to
enable it to pursue the appeal The CRA has reassessed ITCAN for
the years 2006-2009 in the sum of CAN$104 million (£59 mullior)
and has accepted a letter of credit in the amount of CAN$58 million
(£33 mullion) in lieu of payment The provincial tax authonties are
considenng reassessments for the years 2006-2009 in the sum of
CANS53m (£30 million) and whether or not to accept letters of
credit for CAN$32m (£18 million) in heu of payment The rmatter
may proceed to hiugatron although no court date has yet been set

South Afnica

SARS has challenged the debt financing of British Amencan Tobacco
South Africa and reassessed the years 2006-2008 i the sum of
R600 mullion (£35 milllon) BATSA has appealed the assessments
and discussions with the authonities are ongoing

The Group believes that the Group’s companies have mentorious
defences in law and fact in each of the above matters and intends
to pursue each dispute through the judicial system as necessary

The Group does not consider it appropnate to make provision for
these amounts assessed nor for any potential further amounts which
may be assessed in subsequent years

While the amounts that may be payable or recevable in relation
to tax disputes could be matenal to the results or cash flows of the
Group In the penod in which they are recogrused, the Board does
not expect these amounts to have a matenal effect on the Group's
financial condibon
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Operating leases

Total future mimimum lease payments under non-cancellable
operating leases compnise leases where payments fall due

2013 2012 |
£m £m |
Property |
Within one year 55 56 |
Between one and five years 114 126 ‘
Beyond five years 29 49 |
198 231 |
Plant and equipment
Within one year 25 26
Between one and five years 40 37
65 63
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31 Interests in subsidiaries
Subsidiaries with material non-controlling interests

Non-controling interests principally anise from the Group’s listed investments in Braail (Souza Cruz SA) and Malaysia (Bntish American
Tobacco (Malaysia) Berhad) where the Group holds 75% and 50% of the respective listed holding comparies Summarised financial
information for these subsidianes is shown below as required by IFRS 12 Disclosure of Interests in Other Entities As part of the Group's
reporting processes, both entities report consolidated finanaial information for thewr respective groups which have been adjusted to comply
with Group accounting policies which may differ to local accounting practice Goodwill in respect of Malaysia, which arose as a result of the
acquisition of the Rothmans group referred to in note 9, has not been included as part of the net assets below No adjustments have been
made to the information below for the elimination of intercompany transactions and balances with the rest of the Group

Souza Cruz Group Malaysia Group
2013 212 2013 2012
Summansed financial nformatien £m £m £m £m
Revenue 1,838 1,946 504 452
Profit for the year 504 527 167 164
— Attrnibutable to non-controfing interests 126 130 84 82
Total comprehensive income 388 457 167 164
— Attnbutable to non-controlhng interests 94 1117 83 82
Dividends paid to nen-controlling interests {117 {(114) (81) (76)
Summary net assets
Non-current assets 424 474 61 75
Current assets 1,261 1,414 104 119
Non-current liabilities (118) (163) {7 (59
Current liabiities (908) (975) (152) {134)
Total equity at the end of the year 659 750 6 1
- Attnbutable to non-controlhing interests 181 207 3 !
Net cash generated from operating activities 588 597 166 151
Net cash used in Investing activities 61 (28) 5 €]
Net cash used n finanang activities (619) (502) (165) (190}
Drfferences on exchange (63) (97) (1) -
Decrease in net cash and cash equivalents (33) (30) (5) (46)
Net cash and cash equivalents at 1 January 39N 421 16 62
Net cash and cash equivalents at 31 Decermnber 358 391 H 16

Other shareholdings

In Principal subsichary undertakings, the Group discloses that it holds 83% of the equity shares of PT Bentoel Internasional Investamma

Tbk (‘Bentoel) tn 2011, the Group sold 984 mullion shares, representing approximately 14% of Bentoel's share capital, for the purposes
of fulfilling certain cbligations 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 legaf
ownership of these shares, It retains the nsks and rewards which results in the Group continuing to recogrise an effective interest i 99%
of Bentoel’s net assets and results
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Five-Year Summary
2012 2011 2010 2009
2013 Restatedt Restated Restated Restated
For the years ended 31 December £m £m £m £m £m
Income statement
Gross turnover (including duty, excise and other taxes) 46,185 45,872 46,123 43,855 40,713
Revenue (after deducting duty, excse and other taxes) 15,260 15,190 15,395 14,883 14,208
Profit from operations 5,526 5372 4,675 4,278 4,083
Adusted profit from operations 5,820 5,641 5473 4,944 4,443
Profit before taxation 5,799 5,592 4,870 4,334 4,049
Profit for the year 4,199 4,076 3,321 3,092 2,929
2012 201 2010 2009
2013 Restated Restated Restated Restated
pence pernce pence pence pence
Earnings per share
- basic unadjusted 2054 1958 154 4 1429 1357
~diluted unadjusted 2046 194 8 1535 1421 1349
—dhluted adjusted 2166 2052 1919 173 4 1516
Dmidends declared per share 142 4 1349 1265 114 2 995
2013 2012 2011 2010 2609
At 31 December £m £m £m £m £m
Balance sheet
Non-current assets 17,363 18,141 18,624 19,203 18,508
Current assets 9,518 9,186 8,495 8,657 8,106
Total assets 26,881 27,327 27,119 27,860 26,614
Owners of the parent 6,634 7,472 8,167 9,206 7,613
Non-controlling interests 301 307 307 342 299
Total equity 6,935 7,779 8,474 9,548 7,912
Non-current abilities 11,510 11,406 10,798 10,667 11,786
Current habilities 8,436 8,142 7,847 7,645 6,916
Total hatnhties 19,946 19,548 18,645 18,312 18,702
Total equity and habiities 26,881 27,327 27,19 27,860 26,614

The information above has been restated, where applicable, to reflect the adoption of the revised IAS 19 Employee Benefits as explained in

note 12
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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 movements in foreign exchange rates dunng the year, which are
reflected in the results for the subsequent half year to 31 December

6 months to Year to
30)un 2013 31 Dec 2013 31 Dec 2013
£m £m £m
Profit from operations 2,807 2,719 5,526
Analysed as
-adjusted profit from operations 2944 2,876 5,820
—-restructunng and integration costs (97) (149) (246)
—~amortisation of tradermarks and similar ntangibles (40) (34) {74)
—gan on deemed partial disposal of a trademark - 26 26
2,807 2,719 5,526
Net finance costs {241) (225) (466)
Share of post-tax results of associates and joint ventures 425 314 739
Analysed as
—adjusted share of post-tax results of associates and joint ventures 368 355 723
—1ssue of shares and change in shareholding 27 (&) 22
- restructuning and integration costs (2) (2) ()]
—other 32 (34 2
425 314 739
Profit before taxation 2,991 2,808 5,799
Earmings per share
Basic 106 6p 98 8p 205 4p
Diluted 106 1p 98 5p 204 6p
Adjusted diluted 109 1p 107 5p 216 6p
6 months to Year to
30)un 2012 31 Dec 2012 31 Dec 2012
Restated Restated Restated
£m £m £m
Profit from operations 2,722 2,650 5,372
Analysed as
- adjusted profit from operations 2,821 2,820 5,641
~restructuring and integration costs (68) (138) (206)
—amortisabon of trademarks (31) (32} (63)
2,722 2,650 5,372
Net finance costs {(211) (245) (456)
Share of post-tax results of associates and jont ventures 336 340 676
Analysed as
-adjusted share of post-tax results of associates and joint ventures 339 342 681
—issue of shares and change in shareholding 24 (4) 20
- restructunng and integration costs (25) 1 (24)
—other (2) 1 (1)
336 340 676
Profit before taxation 2,847 2,745 5,592
Earnings per share
Basic 97 8p 98 Op 195 8p
Diluted 97 3p 97 5p 194 8p

Adjusted diluted 101 3p 103 9p 205 2p
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Principal subsidiaries and other Group undertakings

Principal subsidiary undertakings

The Company has taken advantage of the exemption under Sectton
410(2) of the Comparues Act 2006 by providing information only
in relation to subsidiary undertakings whose results or financial
position, in the opinion of the Directars, pnincipally affected the
financial statements  The subsichary undertakings listed below are
therefore the main corporate entities in those countries which, in
aggregate, contnbuted over 80% of Group revenue and profit
from operations

% equity shares held
Centre Corporate Companies
BAT (UK and Export) Ltd 100
B AT Capital Corporation 100
(incorporated in the United States of Amenica)
BAT International Finance p | ¢ 100*
BATMark Ltd 100"
Briish-Amencan Tobacco (Haldings) Ltd 100

British Amernican Tobacco Holdings (The Netherands) B V 100
{incorporated in The Netherlands)

Brtish Amenican Tobacco International Ltd 100
{incorporated In Switzerland)

British Amencan Tobacco (Brands} Inc 100
{incorporated in the United States of Amenca)

British Amencan Tobacco (Brands) Ltd 100
British Amencan Taobacco (GLP) Ltd 100
Brnitish Amencan Tobacco (Investments) Ltd 100
Asia-Pacific

Austraha

British Amencan Tobacco Austraha Ltd 100
Bangladesh

Briish Amencan Tobacco Bangladesh Company Ltd 73
tndonesia

PT Bentoel Internasional Investama Thk 85
Japan

British Amencan Tobacco |apan, Ltd 100
Malaysia

British Amernican Tobacco (Malaysia) Berhad 50
New Zealand

British Amencan Tobacco (New Zealand) Ltd 100
Pakustan

Pakistan Tobacco Co Ltd 94
South Korea

Britsh Amencan Tobacco Korea Ltd 100
British Armencan Tobacco Korea Manufactunng Ltd 100
Tarwan

B AT Services Ltd (ncorporated in the United Kingdom) 100
Vietnam

Bntish-Amencan Tobacco Marketing (Singapore) 100

Private Limited (incorparated m Singapore)

Strategwc Report  Govemance Financials

96 equity shares held
Amernicas
Argentina
Naobleza-Piccardo SAICyF 99
Brazil
Souza Cruz, S A 75
Canada
Imperial Tobacco Canada Ltd 100
Chile
British American Tobacco Chile Operactones, S A 98
Colombia
British American Tobacca Colombia S A S 100
Mexico
Briish American Tobacco Mexico, SA de CV 100
Venezuela
C A Cigarrera Bigott Sucs 100
Western Europe
Belgium
Bntish Amencan Tobacco Belgium S A 100
Czech Republic
Bntish Amencan Tobacco {Czech Republic), sto 100
Denmark
British Amencan Tobacco Denmark A/S (House of Prince A/S) 100
France
British Amencan Tobacco France SAS 100
Germany
Briish-American Tobacco (Germany) GmbH 100
British Amencan Tobacco (Industne) GmbH 100
Hungary
BAT Pecsi Dohnygyr Kft 100
Italy
British Amencan Tobacco ftaha S p A 100
Netherlands
British Amencan Tobacco Nederland BV 100
British Amencan Tobacco Western Europe Region B V 100
Poland
British-American Tobacco Polska S A 100
British Amerncan Tobacco Polska Trading sp zo o 100
Romania
Bntish-Amencan Tobacco (Romamia) Trading SRL 100
Spain
British Amencan Tobacco Espafia, S A 100
Sweden
British Amencan Tobacco Sweden AB 100
fiedler & Lundgren AB 100
Switzerland
Briish Amencan Tobacco Switzerfand S A 100
United Kingdom
Briush Amencan Tobacco UK Lid 100
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% equity shares held 1h10s€ subsidiary undertakings listed here that are hetd directly by
British Amencan Tobacco p | ¢ are indicated thus *, all others are
held by sub-holding companies

Eastern Europe, Middle East and Africa

Algena

Bntish American Tobacco (Algéne) S PA 51 Unless otherwise stated, Centre Corporate Comparues are

Egypt subsichary undertakings incorporated in the United Kingdom and
Bnitish American Tobacce Egypt LLC 100 the country of Incorporation and operation of regional subsidiary
Kazakhstan undertakings 1s that under which the company 1s hsted

Bnitish American Tobacco Kazakhstan Trading LLP 100

Morocco All identified substdhary undertakings are involved in activities

Bnush American Tobacco Exports B V 100  related to the manufacture, distribution or sale of tobacco products
P All companies’ shares are ordinary shares or common stock except

incorporated in the Nethedands)
(ncorpo for those Indicated thus f, which include preference shares

Nigena

British American Tobacco (Nigena) Ltd 100 A complete list of Group subsidiary and associate undertakings
Russia will be attached to the next British American Tobacco p | ¢ annual
OJSC Briish Amencan Tobacco - 5TF 100 return to the Registrar of Companies A broader description of the
QJSC British Amenican Tobacco - Yava 99t Group's operations and sphere of activities can be found online
C|SC British Amenican Tobacco — SPb 100t  atwww bat com

CJISC “International Tobacco Marketing Services” 100

South Africa

British Amenican Tobacco Holdings South Africa (Pty) Lid 100

Turkey

British American Tobacco Tutun Mamuller Sanay ve 100

Ticaret A S

Ukraine

A/TBAT - Prilucky Tobacco Co 99

Principal joint operations

% equity shares held
Asia-Pacific
Hong Kong
CTBAT International Ltd
—tobacco 50

Principal associate undertakings

Total 1ssued
Latest pubhshed capital
information £m % shares held
Americas
United States of America
Reynolds Amencan Inc * Common Stock 311213 * 420
-tobacco # Preferred Stock bl
Asia-Pacrfic
India
ITC Ltd * Orcinary 311213 77 305

- FMCG including tobacco
~agri-business
—paperboard, paper and packaging
-hotels

* tisted overseas
As at 31 December 2013 Reynalds American Inc bad 1ssued 538,053,024 shares {US30 0001 Common Stock} of which the Group held 226,221,734
As at 31 December 2013, Reynoids Amencan Inc had issued 1 000 000 shares (US$0 01 Preferred Stock}, in which the Group held no intarest
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Independent auditors’ report
To the members of British American Tobacco p.l.c.

Report on the Parent Company financial statements
Our opinion
In our opinion the Parent Company financial statements

-give a true and fair view of the state of the Parent Company’s affairs as at 31 December,

—have been properly prepared in accordance with United Kingdem Generally Accepted Accounting Practice, and
—have been prepared in accordance with the requirements of the Companies Act 2006

This opimon 1s to be read in the context of the remainder of this report

What we have audited
The Parent Company financial statements, which are prepared by British American Tobacco p | ¢, comprise

—the Parent Company Balance Sheet as at 31 December 2013, and

—the notes to the Parent Company financial statements, which include a surnmary of significant accounting policies and other
explanatory information

The financial reporting framework that has been apphed in their preparation compnses applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice)

In applying the financial reporting framework, the Directors have made a number of subjective judgements, for example in respect of
sigrificant accounting estimates In making such estimates, they have made assumptions and considered future events

What an audit of financial statements involves

We conducted our audit in accordance with Intemational Standards on Auditing (UK and Ireland) (15As (UK & Ireland)) An audit mvolves
obtaining evidence about the amounts and disclosures in the financial staterments sufficient to give reascnable assurance that the financral
statemenits are free from matenal misstatemnent, 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 sigrificant accounting estimates made by the Directors, and
—the overall presentation of the financial statements

In addition, we read all the finanaial and non-financial information 1n the Annual Report to identify matenal inconsistencies with the
audited Parent Company financial statements and to ientify any information that 1s apparently materially incorrect based on, or matenally
inconsistent with, the knowledge acquired by us in the course of performing the audit If we become aware of any apparent matenal
misstaternents or Inconsistencies we consider the implications for our report

Opinions on matters prescribed by the Companies Act 2006
In our opinion

—The information given in the Strategic Report and the Directors’ Report for the financial year for which the Parent Company financial
statements are prepared 1s consistent with the Parent Company financial statements

—The part of the Directors” Remuneration Report o be audited has been properly prepared m accordance with the Companies Act 2006

Other matters on which we are required to report by exception
Adequacy of accounting records and information and explanations received
Under the Companies Act 2006 we are required to report to you if, in our opinion

—we have not recewved all the information and explanatilons we require for our audit, or

—adequate accounting records have not been kept by the Parent Company, or returns adequate for cur audit have not been received from
branches not visited by us, or

—the Parent Company financial statements and the part of the Directors’ Remuneration Repart to be audited are not in agreement with the
acceunting records and returns

We have no exceptions to report ansing from this responsibility




205 8ntish Amenican Tobacco
Annual Report 2013 Strategi: Report Governance Financials

Directors’ remuneration

Under the Comparnies Act 2006 we are required to report if, in our opiman, certain disclosures of directors’ remuneration specified by law
have not been made We have no exceptions to report ansing from this responsibiity

Other information in the Annual Report

Under I5As (UK & Ireland), we are required to report to you Iif, In our opimion, information in the Annual Report 15

—malenally inconsistent with the information 1n the audited Parent Company financial statements, or

—apparently matertally incorrect based on, or matenially inconsistent with, our knowledge of the Parent Company acquired in the course of
performing our audit, or

- 15 otherwise misleading

We have no exceptions to report ansing from this responsibility

Responsibilities for the financial statements and the audit
Our responsibilities and those of the Directors

As explained more fully in the Directors’ Responsibilites Statement set out on page 112, the Directors are responsible for the preparation of
the Parent Company financiat statements and for being satisfied that they give a true and fair view

Our responsibility 1s to audit and express an opinion on the Parent Company financial statements n accordance with applicable law and 15As
(UK & Ireland) Those standards require us to comply with the Auditing 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 15 shown or into whose hands it may come save where expressly agreed by our
prior consent in writing

Other matter

We have reported separately on the Group financial statements of British Amenican Tobacco p ¢ for the year ended 31 December 2013 and
the information in the Directors’ Remuneration Report that 1s described as having been audited

Paul Cragg (Senior Statutory %g%‘

for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, United Kingdom

26 February 2014
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Balance Sheet — British American Tobacco p.l.c.
At 31 December
2013 2012
Notes £m fm
Assets
Fixed assets
Investments in Group companies 2 4,350 4,333
4,350 4,333
Current assets
Debtors 3 8,10 8,042
Cash at bank and in hand 3 -
Total current assets 8,104 8,042
Total assets 12,454 12,375
Equity
Capital and reserves
Called up share capital 507 507
Share premium account 70 67
Capital redemption reserves 101 101
Other reserves 20 920
Profit and loss account 7,801 7.575
after deducting
—cost of treasury shares {4,309) (2,810)
Shareholders’ funds 4 8,569 8,340
Liabilities
Creditors 5 3,885 4,035
Total equity and habilities 12,454 12,375

e accompanying notes are an integral part of the Parent Company financial statements

behalf of the Board

ichard Burrows
Charman

26 February 2014
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Notes on the accounts

1 Accounting policies
Basis of accounting

The Parent Company financial statements have been prepared on
the gaing concern basis under the histoncal cost convention except
as described in the accounting policy below on financial instruments
and in accordance with the Companies Act 2006 and UK Generally
Accepted Accounting Principles

The Company 1s a publc imited company which 1s listed on the
London Stock Exchange and the Johannesburg Stock Exchange and
15 incorporated and domiciled in the UK

Foreign currencies

Transactions arising in currencies other than sterling are translated
at the rate of exchange ruling on the date of the transaction

Assets and habilibes 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 loss account in
the year

Accounting for income

income 1s included in the profit and loss account when all
contractual or other applicable condiions for recogrition have been
met Provisions are made for bad and doubtful debts, as appropriate

Taxation

Taxation provided 15 that chargeable on the profits of the year,
together with deferred taxation Deferred taxation ts provided in full
on timing differences between the recognition of gains and losses ins
the financial statements and their recogmition in tax computations
However, the Company does not discount deferred tax assets

and labilires

Fixed asset investments

Fixed asset investments are stated at cost, together with subsequent
caprtal contnbuttons, less provistons for any impairment in value

Dividends

Final dwvidend distributions to the Company’s shareholders are
recognised as a lability in the financial statements in the penod In
which the dvidends are approved by the Company’s shareholders
white the intenm dwidend distnbutions are recogrised in the period
in which the dvidends are declared and pad

Similarly, dividend income 1s recognised at the same time as the
paying company recognises the hability to pay a dividend

Repurchase of share capital

When share capital 1s repurchased, the amount of consideration
paid, including directly attributable costs, 15 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 deduction from

total equity

Related parties

The Company has taken advantage of the exemption under
paragraph 3{(c) of FRS 8 from disclosing transactions with related
parties that are wholly owned subsichanes of British Amencan
Tobacco p1¢ Group

Strategic Report Governance Financials

Financal instruments

The financial instrument disclosures of the Company are included

in the Group financial statements which are included in this Annual
Report Consequently, the Company 1s exempt under paragraph 20
(b} of FRS 29 from publishing these financial Instruments disclosures

Financial guarantees are inihally recorded at fair value, and
subsequently carried at this fair value less accumulated amortisation

Share-based payments
The Campany has equity-settled share-based compensation plans

Equity-settled share-based payments are measured at fair value

at the date of grant The fair value determined at the grant date

of the equity-settled share-based payments is expensed over the
vesting period, based on the Group’s estimate of awards that will
eventually vest For plans where vesting conditions are based on
total shareholder returns, the fair value at date of grant reflects
these conditions, whereas earmings per share vestng conditions are
reflected In the calculation of awards that will eventually vest over
the vesting period

fair value 1s measured by the use of the Black-Scholes option pricing
model, except where vesting i1s dependent on market conditions
when the Monte-Carlo aption pricing model 1s used The expected
life used In the models has been adjusted, based on management’s
best estimate, for the effects of non-transferabihity, exercise
restrictions and behavioural considerations

Future changes to accounting polices

On 22 Novemnber 2012, the Financial Reporting Counal issued

FRS 100 Application of Financral Reporting Requirernents and FRS 101
Reduced Disclosure Framework These were followed on 14 March
2013 by the publicatron of FRS 102 The Rinancial Reporting Standard
applicable in the UK and Ireland These standards will be applicable
to all companies and entities In the UK and Republic of Ireland, other
than listed groups, for accounting penods beginning on or after

1 January 2015 Early adoption is permissible

FRS 100 sets out the overall financial reporting framework for
companies in the UK and Ireland FRS 101 apphes to the indmdual
financial statements of subsidianes and ulumate parents, allowing
them ta apply the same accounting policies as in their listed

group accounts, but with fewer disclosures FRS 102 15 a single
financial reporting standard that applies to the financial statements
of entities that are not applying EU-adopted IFRS, FRS 101 or

the FRSSE The primary statements of entities applying FRS 101

or FRS 102 would continue to follow the requirements of the
Companies Act 2006

The Directors are evaluating the impact of these requirements for the
Company, and are lkely to adopt the accounting requirements of
the reduced disclosure framework under FRS 107 in the Company's
reporting for 2015, but do not currently anticipate any matenal
impact from doing so
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Notes on the accounts
continued

2 Investments in Group companies

The Compariy’s directly wholly-owned subsichanies are British Amenican Tobacco (1998) Limited, B AT International Finance ptc, BAT
Capital Corporation and BATMark Limited

The Directors are of the opinion that the indvidual investments in the subsidiary undertakings have a value not less than the amount at
which they are shown in the Balance Sheet

2013 2012
£m £m
1 January 4,333 4,305
Additions 17 28
31 December 4,350 4,333
3 Debtors
2013 2012
£m £m
Amounts due from Group undertakings 8,101 8,042 \

Included within amounts due from Group undertakings 1s an amount of £8,024 milhion (2012 £7,750 million) which 1s unsecured, interest
beanng and repayable on demand The nterest rate is based on LIBOR

Amounts totaling £23 mullion (2012 £216 millon) due from Group undertakings are unsecured, interest free and repayable on demand

included in debtors are amounts of £54 million (2012 £76 milion) falling due after one year, all of which 1s unsecured and interest free

4 Shareholders’ funds

Share Capital
Share premum  redemption Other Profit and
capital account. reserves reserves  loss account Total
£m £m £m £m £m £m

1 January 2013 507 67 o 90 7,575 8,340
Increase in share capital - share options - 3 - - - 3
Profit for the year - - - - 4,336 4,336
Dividends and other appropriatons ordinary shares - - - - (2,611) (2,611)
Consideratron pard for share buy-back programme - - - - {1,509) {1,509)
Consideration paud for purchase of own shares held in employee
share ownership trusts - - - - (69) {69)
Consideration received on the exercise of options over own shares
held in employee share ownership trusts - - - - 1 1
Other movements - - - - 78 78
31 December 2013 507 70 ™M 920 7,801 8,569

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 received The final dividend which has been decdlared for the year ended 31 December 2013 1s shown in note 8 to the Group
financial statements and will be recogrised in the financial statements for the year ended 31 December 2014 |

As permitted by Section 408 of the Companies Act 2006, the profit and loss of the Company has not been presented in these financial
statements The profit for the year ended 31 Decemnber 2013 was £4,336 million (2012 £4,727 million)

Detarls of Directors’ remuneration, share optrons and retirement benefits are given in the Remuneration Report Detalls of key management
compensation are included in note 29 of the Group financial statements The Company had three employees at 31 December 2013
(2012 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 £4,045 million (2012 £2,536 millian} for shares
repurchased and not cancelled and £264 million (2612 £274 million) in respect of the cost of own shares held in employee share
ownership trusts

Duning 2013, 44 million shares were bought back at a cost of £1,500 mullion (2012 39 milhon shares at a cost of £1,250 mitlion), excluding
transachion costs of £9 million (2012 £8 millon) As at 31 December 2013 treasury shares include 8,929,075 of shares held i trust and
139,516,345 of shares repurchased and not cancelled as part of the Company’s share buy-back programme
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4 Shareholders’ funds continued

Ordinary
shares of 25p each
Called up share capital Number of shares im
Allotted and fully pad
1 January 2013 2,026,267,623 506 57
Changes dunng the year
—share option schemes 188,783 004
31 December 2013 2,026,456,406 506 61
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 dunng the year
—share option schemes 280,953 007
31 December 2012 2,026,267,623 506 57

Share premium

The increase of £3 million (2012 £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
2013 2012
£m £m
Amounts due to Group undertakmgs 101 250
Loans due to Group undertakings 3,617 3,617
Sundry creditors 167 168
3,885 4,035

Amaounts due to Group undertakings of £101 milbon (2012 £250 mullion) are unsecured, interest free and repayable on demand

Loans due to Group undertakings of £3,617 million (2012 £3,617 million) are unsecured, bear nterest at rates between 1 79% and 1 80%
(2012 1 87% and 2 14%) and are repayable in 2017

Included in sundry creditors 1s an amount of £47 million (2012 £41 muilhory) which 1s unsecured, interest free and due within one year and
the remaining balance of £120 million (2012 £127 millon} 1s unsecured, interest free and due after one year

6 Audit fees

2013 2012
Fees payable to PncewaterhouseCoopers LLP
—Audit fees £30,000 £30,000
—Fees pard for other services £nil £nil

7 Contingent liabilities and financial commitments

Brtish American Tobacco p | ¢ has guaranteed borrowings by subsidiary undertakings of £11 3 billion (2012 £9 6 billion) and total
borrowing faciliies of £17 4 bilion (2012 £17 4 billion)

There are contingent habalites in respect of iigation i vanous countries (note 30 to the Group financial statements) In addiion, the
Company has cross-guaranteed the liabilires of the Briish American Tobacco UK Pension Fund which had a defiat according to the last
formal tri-annual actuanal valuation in March 2011 of £516 milhion and which had a deficit on an IAS 19 basis at 31 December 2013 of
£75 milion (2012 £341 million})
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Shareholder and contact information

Listings and shareholder services
Premum listing
London Stock Exchange (Share Code BATS, ISIN GBO002875804)

United Kingdom Registrar

Computershare Investor Services PLC

The Pavihons, Bndgwater Road, Bristol BS99 627

tel 0800 408 0094, +44 870 889 3159

web-based enquines www investorcentre co 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 register,

view detalls of your British Amencan Tobacco shareholding and
recent dividend payments and register for shareholder electronic
communications to recerve 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 Briish
American Tobacco shares traded on the London Stock Exchange

The internet share dealing service 15 only available to shareholders
restdent in countries in the Eurgpean Economic Area

Secondary hsting
{SE (Share Code BTI)

Shares are traded in electronic form only and transactions settled
electrorically through Strate

South Afrnica Registrar

Computershare Investor Services (Pty) Ltd

PO Box 61051, Marshalltown 2107, South Africa
tel 0861 100 925, +27 11 870 8222

emall enquines web queries@computershare o za

American Depositary Receipts
NYSE MKT (Symbol BTI, CUSIP No 110448107)

Bniish American Tobacco sponsors an American Depositary Receipt
(ADR) programme in the United States Each ADR represents two of
the Company’s ordinary shares

Enquines regarding ADR holder accounts and payment of dwidends
should be directed to

Citibank Shareholder Senaces

PO Box 43077, Providence, Rhode Island 02940-3077, USA
tel 1-888 985-2055 (toll-free) or +1 781 575 4555

email engjuines citibank@shareholders-online com

website www citi com/dr

Strategic Report Governance Financials

Publications

Copies of current and past Annual Reports are available on request
Copies of the Group corporate brochure, Who We Are, are also
avallable Highlights from these publications can be produced in
alternative formats such as Braille, audio tape and large print

Contact

Briish Amencan Tobacco Publications

Unit 80, London Industnal Park, Roding Road, London E6 6LS
tel +44 20 7511 7797, facsmile +44 20 7540 4326

emaill bat@eam365 co uk

Holders of shares held on the South Africa register can contact
Computershare Investor Services (Pty) Ltd using the contact details
shown above

Our 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 alert
services for key financial events in the British Amenican Tobacco
financial calendar, download the Brtish American Tobacco Investor
Relations app to access all the latest financial information on your
IPad, iPhone or Andrord

Dmnadend Reinvestment Plan

Avallable to the majonty of shareholders on the UK reguster, this

15 a straightforward and econormuc way of utihsing your dividends
to build up your shareholding in British Amencan Tobacco
Contact Computershare Investor Services PLC in the UK for details

Individual Savings Accounts (15As)
A British Amencan Tobacco sponsored ISA

Contact

The Share Centre

PO Box 2000, Aylesbury, Bucks HP21 8ZB
tel 0800 800 008, +44 1296 414 141
emall enquires service@share co uk
website www share co uk

{The tax advantages of ISAs depend on your indvidual
crcumstances and the benefits of 1SAs could change in the future
You should note that investments, their value and the income they
provide can go down as well as up and you might not get back
what you onginally invested )

Capital gains tax

Fact sheet for Bntish Amencan Tobacco histoncal UK capital gains
tax information, contact the Briish American Tobacco Company
Secretanal Department, tel +44 20 7845 1000 or access the Investor
Centre at www bat com/investorcentre/cgt
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Final dimdend 2013 - dates in 2014
Please see ‘Other disclosures’ (page 105} for further details

27 February Dvidend announced (ncluding amount
of dividend per share in both sterling
and rand, applicable exchange rate and
conversion date - 25 February 2014,
plus additicnal applicable information
as required in respect of South Africa
Dwvidends Tax)

27 February to 14 March  From the commencement of trading

on 27 February to 14 March 2014
(inclusive), no removal requests in erther
direction between the UK main register
and the South Africa branch register will

be permitted

7 March Last day to trade (JSE)

10 March to 14 March From the commencement of trading
on 10 March to 14 March 2014
(inclusive), no transfers between the
UK main register and the South Africa
branch register, no shares may be

dematenalised or remateriahsed

Strategwc Report
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The hugh and low prices at which the Company’s shares are
recorded as having traded dunng the year on each of the LSE and

the JSE are as follows

High Low
LSE £37 84 £3091
ISE R568 51 R431 49

At 31 December 2013 there was a total of 2,026,456,406 ordinary
shares in 1ssue held by 117,511 shareholders These shareholdings

are analysed as follows

(a) by hsting as at 31 December 2013

Percentage
Total number of ssued  Nurnber of
Reqister of shares share capital holders
UK 1,713,380,735 84 55 49,029
South Africa 313,075,671 1545 68,482

(b) by category of shareholder and size of shareholding as
at 31 Decernber 2013 (UK register) and 27 December 2013
(South Africa register), being the latest practicable dates on

10 March Ex-dwvtdend date (JSE) which equivalent information was available on both registers
12 March Ex-divtdend date (LSE) .
14 March Record date (LSE and JSE) UK Register
8 May Payment date (sterling and rand) Category of Number of I:lefr:gtr;tlag: Number of UK Pﬁ(egtrg?:a?;
UK shareholder UK holders holders ordinary shares  share capital
Financial calendar 2014 Indviduals 39,756 8109 46,576,409 272
30 April Intenm Management Statement Financal
30 April Annual General Meeting institutions/
The Banqueting House, Whitehall, Pension funds 285 058 9,791,188 057
London SW1A 2ER Nominee
30 July Half-Yearly Report companies 8,731 17 81 1,512,208,331 88 26
22 Qctober Intenm Management Statement Other corporate
holders 256 052 5,288,462 031
Treasury
Shares (UK) 1 <001 139,516,345 814
South Africa Register
Percentage Percentage of
Category of Number of of total SA Number of 5A  SA ordinary
SA shareholder SA holders holders orchinary shares  share capital
Individuals 50,493 7373 28,646,400 915
Financial
institutions/
Pension funds 1,751 256 236,791,463 7563
Nominee
companies 13,585 19 84 33,714,853 1077
Other corporate
holders 2,653 387 13,922,955 445
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Combined Registers
Percentage
Percentage of 1ssued
Category of Nurnber of of total Nurnber of ordinary
shareholder holders holders ordinary shares  share capital
Individuals 90,249 76 80 75,222,809 371
Financial
institutions/
Pension funds 2,036 173 246,582,651 1217
Nominee
companies 22,316 1899 1,545,923,184 76 29
Other corporate
holders 2,509 2 48 19,211,417 095
Treasury shares
(UK) 1 <0 139,516,345 6 88
UK Register
Percentage
of UK
Number of ordinary
holders  share capital
1-1,999 41,043 115
2,000 — 9,999 6,101 134
10,000 - 199,999 1,358 357
200,000 - 499,999 234 437
500,000 and over 292 8143
Treasury shares {UK) 1 814
South Africa Register
Percentage
of 5A
Number of ordnary
holders  share capntal
1-1,999 61,653 654
2,000 - 8,999 4,968 629
10,000 — 199,999 1,669 2102
200,000 - 499,999 108 10 32
500,000 and over 84 5583
Combined Registers
Percentage
of 1ssued
Number of ordinary
holders  share capiial
1-1,999 102,696 198
2,000 - 9,999 11,069 2N
10,000 - 199,999 3,027 6 26
200,000 — 499,999 342 529
500,000 and over 376 77 48
Treasury shares (UK) 1 6 88
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Registered office

Globe House, 4 Temple Place, London WC2R 2PG
tel +44 20 7845 1000, facsmile +44 20 7240 0555

Incorporated in England and Wales No 3407696

Representative Office in South Africa

34 Alexander Street, Stellenbosch 7600, South Africa
PO Box 631, Cape Town 8000, South Afnca
tel +27 21 888 3077

Secretary
Nicola Snook

General Counsel
Neill Withington

Investor relabions

Enquines should be directed to Mike Nightingale, Rachael Bnerley
or Sabina Marshman
tel +44 20 7845 1180

Press office

Enquirtes should be directed to Will Hill or Annie Brown
tel +44 20 7845 2888
email press_office@bat com

Auditors

PncewaterhouseCoopers LLP
1 Embankment Place, London WC2N 6RH




References in this publication to ‘Briish American Tobacco’ BAT, we, 'us,
and our when dencting opinicn refer to British Amernican Tobacco pl ¢
(the Company} (No 3407696) and when denoting tobacco business activity
refer to Bntish Amencan Tobacco Group operating companies collectively
or ndmvdually as the case may be
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