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WHO WE ARE

We're an international fast-moving consumer goods company with
a strong track record of creating value for shareholders

Our core business Is built around a tobacco portfolio that offers
consumers comprehensive brand choice, and we're also creating
new consumer experiences through our non-tobacco subsidiary
Fontem Ventures

We're proud of our success and excited about the future; the strength
of our brands, our geographic diversity and the talents of our dynamic
people are a winning combination for generating high-quality growth in
the years ahead

Brands

Our Growth Brands
and Specialist Brands
highlight the quality in
our portfolio and have
significant potential for
future growth

Markets

The strategic role that
each market plays in our
success story defines
how It 1Is managed, with
markets priontising either
Growth or Returns

People

Our values express

what we stand for and
capture the indnidual and
collective behaviours we
expect from everyone
who works for us
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HOW WE CREATE VALUE

Our Strategy and Business Model

Strategy

Qur strategy enables us to deliver sustanable growth and sustainable returns to shareholders
We use consumer insights and selected sales growth drivers to buld sales of our Growth and
Specialist Brands across our markets We cluster these markets to generate either Growth

or Returns We target long-term share and profit growth in Growth Markets and priontise
sustainable profit performance, while actively managing our strong share posttions, in Returns
Markets Effective cost and cash management supports our sales ambitions

Sales Growth Drivers

We focus on portfolic management, innovation, customer engagement and prcing to
maximise opportunities for quality sustainable growth These four sales growth drivers
are used to dnve the performance of our Growth and Specialist Brands in all our markets

Find out more on page 8
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Business Model

Our business model shows how we create value Our focus on gqualrty sustainable sales
growth, combined with the effictent way we manage costs, delivers high operating margins
This generates the strong cash flows that are a hallmark of our business We use this cash
to reinvest In the business, pay down debt or return to shareholders.

How we Support Growth

Strong Governance Acting Responsibly Managing Risk Rewarding Success
High standards Operating We actively identify, Our people are

of governance responsibly 1s manage and mitigate rewarded farly and
are critical to our integral to the way the nsks facing incentivised to deliver
sustainability we do business our business our sales strategy

Find out more on page 27 Find out more on page 17 Find out more on pags 21 Find out more on page 46
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STRENGTHENING OUR BUSINESS

Strong'er Brands We're optimising our portfolio to focus on

our Growth and Specialist Brands, which
generate more than half our tobacco net
revenue, Portfolio Brands either add to
our revenue generation or will be migrated
into Growth Brands

Growth Brands Specialist Brands

Our Growth Brands have broad appeal and several have been QOur Specialist Brands are enjoyed by specific consumer
developed mto total tobacco offenngs, providing consumers groups and represent a dynamic range of cigaretts, fine

with both cigarette and fine cut tobacco smoking expenences cut tobacco, paper, cigar and smokeless tobacco brands

We manage our Growth Brands to drive quality sustanabte These brands have a track record of generating strong returns
growth and thay account for 45 per cent of our total volumes and account for 12 per cent of our tobacco net revenue

and 42 per cent of our tobacco net revenue

Tobacco net revenue by brand
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Stronger Markets

Growth Markets

We manage our markets on the strategtc
role they play, not by geographic location
Qur markets pnontise Growth or Returns,
dnving more effective resource allocation
and greater collaboration

Returns Markets

Our Growth Markets include selected markets in the EU, Returns Markets are spht into North and South and include
Eastern Europe, Asia, the Middle East and the USA The Australia and markets in the EU, Eastern Europe and Africa,
key terniones are listed below There are considerable the key ones are histed below In Returns Markets we prioritise
opportunities for us to buld our presence in Growth Markets, sustanable profit performanca, while actively managing our
where our prionty 1s to dnve long-term share and profit growth strong share positions

Tobacco net revenue by market
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CHAIRMAN’S STATEMENT

Mark Wilhamson Charman

In 2014, my first year as Chairman, we created further value for our
shareholders and continued to build the guality and sustainability of
our business QOur strategic focus on maximising sales, cost and
cash opportunities enabled us to achieve our targets and further
fransition the business to strengthen our future growth prospects

Transtion inmatves included improving supply through a stock
ophmisation programme This reduced trade inventories in
some major markets, affecting our volume, revenue and profit
performance The underlying results we have disclosed in this
report remove the impact of the stock programme and give a
clearer picture of how well we performed

Qur results were delivered against a backdrop of challenging
condiions in some terntones and i'd ke to thank our employees
around the world for the huge contribution they made throughout
the year

Enhancing Returns for Shareholders

Total adjusted operating profit was stable at £3 bilion and
underlying tobacco net revenue increased by 2 per cent Adjusted
earnings per share was up by 2 per cent on a constant currency
basis to 203 4 pence and up by 7 per cent on an underlying basis
Reported sarnings per share was 148 5 pence

The Board 1s committed to shareholder returns and delivenng
consistently strong dividend growth This year the Board 1s
recommending a final dwidend of 83 3 pence per share, which
will be paid on 17 February 2018 to shareholders on tha register
on 16 January 2015 This bnngs the total dmdend for 2014 to
128 1 pence, anincrease of 10 per cent

With effect from our 2015 financial year, we will pay dividends
on a quarterty basis in order to give shareholders more regular
cash returns

Investing in the USA

In July we agreed to invest $7 1 billion {£4 2 billion) to acquire a
number of assets N the USA, one of our key Growth Markets and
the moest profitable tobacco market in the world, outside of China
These assets are being sold as a result of the acquisition of
Lorllard by Reynclds Amenican and nclude a portfolio of USA
cigarette brands and blu, a leading e-cigaretie brand in the USA
The cigarette brands are being acquired from Reynolds American
withowt histonc product llabities An indemnity aganst such
habiltres will e prowided by Reynolds Amencan under the terms
of the transaction

The acquisition will be debt financed and 1s subyject to regutatory
and shareholder approval, which we expect to receve 1n the spring
of 2015 This i1s a key strategic investment for the Group that waill
transform our USA operations, diversify our profit stream and
creats significant value for our shareholders

Capital Discipline

in July we also completed a partral IPO of Logista on the Spanish
Stock Market as part of our commitment to capital discipline,
seling approximatety 30 per cent of Logista for a consideration
of £395 miltion net of fees (€518 milion}

The procaeds helped reduce our adusted net debt by £1 billion
Thus significant reduction was also dnven by forergn exchange
benefits and a focus on more effectively managing working caprtal,
which further renforces our drve to embed stronger capital
discipkne i the business

Operating Responsibly

The responsible way we run our business 1s integral to our
long-term sustainability Our people take great pnde n doing
things the nght way, iving our values and respecting our Code of
Conduct and I'm pleasad to see that our efforts continue o be
recogmsed externally

We scored 24 per centin the Business in the Community
Corparate Responsibiity Index and 74 per cent in the RobecoSAM
assessment for the Dow Jones Sustainability Index

Mara informatien about our achievernents can be found In the
Corporate Responsibility section of this report and on our website
www impernial-tobacce com

Governance and the Board

I was dehghted to succeed lan Napier as Chairman in February
lain served on the Board for 13 years, saven as Charman, and
I'would like to thank him for the significant contnbution he made
tc the business

I'm commutted to ensunng that Impenal Tobacco continues to be
governed and managed with openness, honesty and transparency
Cur Governance Report highlights the progress we've made
agamnst our key focus areas and sets out the Board's prionties

for 2015

There were a number of other Board changes in the year Oliver
Tant joined us from KPMG in October, prior to being apponted
Chief Financial Officer in November, and Karen Witts, Group
Finance Drrector of Kingfisher plc, was appointed Independent
Non-Executive Director in February Both have a wealth of skills
and expertise and are proving to be very strong additions to
the business

In addition two long-standing Non-Executive Diractors left the
Board after completing nina years’ service Berge Setrakian stood
down in February ana Susan Munay stood down in September

I ' would ke to thank them both for the considerabla contrbutions
they have made over the years

Creating Sustatnable Value
We have made gocd progress this year and are well placed to build
on our performance in 2015

The external environment will continue to pose challenges but we
have consistently demonstrated our ability to grow our business
n difficult concitions We have the brands, the footpnnt and the
people to succead and I'm confident that we will add to our track
record of value creation in the coming year and beyond

Y b —

Mark Williamson
Charman
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CHIEF EXECUTIVE'S REVIEW

Ahson Cooper Chief Executive

We made good progress this year in further strengthening the
business Imperial has great potenbal for long-term growth and
our strategic prionties are focused on maximising these growth
opportunities to dnve sustainable returns for our sharegholders

Qur business transition :niiatives support our strategy and focus on
optimising our brand portfolio and markst footpnint, implementing
better ways of working, managing our cost base and improving
supply The actions we're taking are creating a stronger platform
for growth, putting us In a stronger position to get the moest out of
our key assets our brands, our markets and our people

Our brand pnonties are built around our Growth and Speciabst
Brands, ihis 1s where the real quality and sustainability of our
portfolio les Wa achieved some good performances from these
brands in the year, paricularly cur Growth Brands which have
grown volume ahead of the market and gained share

Wa have a balanced market footpnnt which 1s divided into Growth
and Returns Markets We target long-term share and profit growth
in Growth Markeis and prontise sustanable profit performance,
while actively managing our strong share positions in Returns
Markets We saw strong results in a number of our Growth Markets
and demonstrated ongoing resilience in our Returns Markets

At the beginning of tha year, we said our overall performance would
be affected by cur stock eptimisation programme, which reduced
the leve! of stock held by our distnbutors in some markets to
improve our long-term supply effectiveness

Qur underlying performance, which excludes the impact of the
stock programme, has been encouraging and provides plenty for
us to buld onin 2015

Creating Shareholder Value

We delvered further earnings per share and dmdend growth in a
difficult operating envircnment characterised by iower industry
valumes, hugh levels of ilicit trade and instabiity n Eastern Europe
and the Middle East In addition our stock optimisatrion programme,
which was completed in the year, affected our volume, ravenue and
profit performance

Against this backdrop we grew underlying tobacco net revenue

by 2 per cent Adjusted operating profit was flat at £3 billion and
adjustad earnings per share was up by 2 per cent on a constant
currency basis and up by 7 per cent on an underlying basis

Return on invested capital was 14 2 per cent and we delvered
another strong dvidend increase of 10 per cent

A Stronger Business

Our transtion inhiatives are strengthening the quality of
our business and our ability to generate sustainable
shareholder returns

Much of tha focus 1s on optimising our portfolio, Improving the
way we manage our brands to dnve qualty sustanable growth
Wae're also strangthening our operating model, reviewing the way
the busmness operates on a day-to-day basis This nvolves looking
al systems, processes and structures to reduce comptlexity and
enhance the way we work

Our Operating Environment

Global Cigarette Market

The global cigarette market 1s broadly stable Around 6 trilhon
cigarettes are sold each year and there are around a bifion
adult smokers

Our markets priorihise Growth or Returns Growth Markets have
large profit and/or volume pools and include selected countnes
in the EU, Eastern Europe, Asia, the Middle East and the USA
We typically have shares below 15 per cent in these markets
and focus on growtng share and proft We tend to have larger
shares in Returns Markets, which include Australia and markets
in the EU, Eastern Europe and Afnca In many of these countnes,
particularty in the EU, industry volumes are declining and we
focus on generating sustanabie profit, while actvely managing
our share

lihcit Trade

Around 660 billon tlegal cigarettes are consumed every year
Cigarette smugghng and counterfeiting deprve governments
of around £30 bifhon in legitimate taxes per annum

We work with governments and law enforcement agencies
to combat et trade, nvesting in systems and processes to
improve the securty of our products and shanng intelligence
to help authories disrupt the supply of llegal cigareties

Regulating Tobacco

Regulation 1s driven by the World Health Organization (WHO,
through the Framewaork Convention on Tobacco Control, the
FCTC), the European Commussion (through the European Urion
Tobacco Products Directive, the EUTPD} and the USA's Food
and Drug Administration (FDA)

Woa suppart reasonable regulation, such as appropnata
ingredients disclosure and maasures that will reduce illicit trade
and stop children smoking

We don't support disproportionate regulation such as display
bans, plain packaging and excessive excise INcreases

These measures don't have any matenal smpact on tobacco
consumption and only serve to disrupt markets and fuel

et trade

We reinforced this with governmentis and regulators dunng the
revision of the EUTPD, which includes legislation to standardise
the appearance and taste of tobacco products The revised
Drective came into force on 20 May 2014 and EU Member
States have two years to transpose it into national law
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CHIEF EXECUTIVE'S REVIEW continued

Dunng the year, we reorganised Group Marketing and appointed

a single global marketing agency to drive a sharper focus on

our porifolio pnonties We also started reshaping Group Sales to
further support our performance ambitions in Growth and Returns
Markets Other business functions are also evolving n ine wath our
transrtion agenda

Portfolio Prnionties

Qur porticlo consists of Growth, Specialist and Portfolio Brands
Our pnonty 1s to drive the performance of Growth and Speciabst
Brands and build the contnbution they make to our business

Partfolio Brands are a mix of local and regional offenngs that fulfil
avarety of roles Some have the capacity to keep adding to our
volume and revenue momentum, others are being dalisted or
migrated into Growth Brands

We're making good progress with brand migrations We
successfully achieved several migrations during the year and
accelerated plans for further migration iniatives, which will
continue nto 2015

Good Performance from Growth Brands

Cur Growth Brands are Dawidoff, Gauloises Blondes, JPS,
Waest, Fine, News, USA Gold, Bastos, Lambert & Butler and
Parker & Simpson

In optimising our portfolio we've clustered these 10 brands on to
five platforms, or ‘brand chassis” Brands that share the same
chassis alse share the same growth imitiatives, including innovations
and pack designs This reduces cost and complexity and drives
greater consistency in the way we drive therr perforrmance

Growth Brands continued to outperform the market, with
underiying volumes up 7 per cent and underlying net revenue
up 9 per cent In contrast, market volumes in our geographic
footpnint declined by 4 per cent

Brand migrations supported the performance of our Growth Brands
and included the migration of Royale Club to Parker & Simpson in
Iraq, Brooklyn to West in Spamn and Maxim to JPS in Greece

Performance highlights included JPS growth in Austrata and the
£, Dawdoff gains in Germany and Tawan, and good progress
from West in Turkey, Ukrame and Japan Innovation intatives and a
new Internatronal marketing campaign supported the development
of Gauloises Blondes USA Gold maintained s momentum in Key
focus states and there were further launches of Parker & Simpson,
extending tha brand's presence to 27 markets Bastos performed
well n Vietnam and we grew Fine volumes in Afnca and News
volumes in France We also strengthened the UK share of Lambert
& Butler with a new value vanant

Our total Group tobacco volumes for the year were 294 brdlon stick
equivalents, compared with 317 bilon last year Thrs maflects the
impact of market declines and our stock optimisation programme,
which reduced the lavel of stock held by distnbutors by more than
9 billion stick equivalents

Growth Brands accounted for 44 5 per cent of total Group
tobacco volumes (131 billion), an increase of 380 basis points,
and 41 6 per cent of overall tobacco net revenue, an increase of
270 basis ponts On an aggregate basis, we grew the market
share of our Growth Brands to 5 7 per cent

Sales Growth Drivers

Wa have selected four sales growth dnvers that we want
to excel at pertfollo management, innovation, customer
engagement and pncmng

Woa apply our expertise in each of these areas in all our
markets to dnve the performance of our Growth and Specialist
Brands This 1s where the quality of our portfolio ies and we
continualty seek to grow and develop these brands

Through portfolio management we focus on connecting
our brands with consumers 1o enhance brand equity and
buld sales

With innovation we're creating a drumbeat of initiatwes small
and frequent innovations that keep our brands fresh, vibrant
and relevant to consumers

Strong retaller partnerships are integral to customer
engagement We work with retailers to support therr business
and maximise the avalability and advocacy of our brands at
the peint of sale

We evaluate pricing opportunities by brand, pack size and
sales channel We take excise structures into account when
making pricing decisions and focus on maxirmising revenue
growth while continuing to give consumers value for monay

Strong Returns from Specialist Brands

We have qualty brands and products that span the tobacco
spectrum and this Is reflected in our Specialist Brands Style,
Gitanes (crgarettes), Golden Virginia, Drum, Route 66 (fine cut
tobacco}, Cohiba, Montecristo, Romeo Y Julieta (prermum cigars),
Backwoods (cigars), Skruf {snus) and Rizla (papers)

Thess brands appea! to specific consurer groups and generate
strong returns

Contributions from Golden Virginia, Drum, Route 66 and Rizla
continued to underpin our world leadsrship in fine cut {obacco
and papers, while soma challenging market conditions and stock
optimisation intiatives n Eastern Eurcpe and the Micldle East
affected the performance of Style and Gitanes

Our premium cigars, led by Cohiba, Montecristo and Romeo Y
Juheta, made gains in 2 number of Growth Markeis and Skruf
had another excellent year, further enhancing our shara position
In Scandinavia

We increased Specialist Brands net revenues by 2 per cent on
an underlying basis and these brands continued to account for
12 3 per cent of our overall tobacco net revenue

Encouraging Progress in Growth Markets

We have relatively small positions in Growth Markets and see
considerable opportunities to buld on them to generate long-term
share and profit growth Key tertones include the USA and
selected countnes in the EU, Eastern Europe, Asia and the
Middle East
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Qur overall share position In Growth Markets was up slightly
to 5 B per cent and our financial performance was good, with
underlying net revenue up 7 per cent

We made good progress in a broad spread of these markets
including Italy, Greece, Swaden, Norway, Taiwan, Cambodia and
Kazakhstan Results in Russia were undermined by difficuft traching
conditions, as industry volumes continued to decline following
excise Increases and changes to regulation and the routs to
market In the USA, we improved our share position in a number
of key states

In July we agreed to invest $71 bidlion (€4 2 billion) to acquire a
number of assets 1n the USA from Reynolds Amencan These
assets are being sold as a result of the acquisition of Lonllard by
Reynolds Amencan and include a porticlio of US cigarette brands
and blu, a leading e-cigarette brand in the USA The cigarette
brands are being acquired without historic praduct habilities
Anindemnity aganst such habilities will be prowided by Reynolds
Amencan under the terms of the transaction

The acquisition will be debt financed and 1s subject to regulatory
and shareholder approval, which we expect to receiva In the spring
of 2015 This 1s a kay strategic investment for the Group that wailt
transtorm our USA operations, diversify our profit stream and
create significant value for our shareholders

Resilience in Returns Markets

In Returns Markets we focus on sustanable profit performance and
actively managing our market share Key territories include Australia
and selected countries in the EU, Eastern Europe and Africa

We dwide Returns Markets into North and South for reporting
purposes Trading remains challenging in a number of thase
markets, particularly in Returns South, where difficult economic
conditions and illicit trade are resufting 1n iIndustry volume declines

We delivered a resilient performance aganst that backdrop, with
good results n Germany, Portugal, Australia, Ukraine and Algena
mitigaiing the impaci of weakness in Spain, France and Morocco

QOur share across Returns Markets was 26 7 per cent compared
with 27 3 per cent last year, largely reflecting the weighting of
higher, than average market size declines in the UK and Morocco
where we have higher share than in other Returns Markets We
grew net revenue per thousand stick equivalents by 4 per cent
Adjusted operating profit was up by 1 per cent, a robust rasult
given the pressures In Returns South

Growth Brands generated 43 2 per cent of tobacco net revenue in
Returns Markets, up by 270 basis points

Fontem Ventures

Qur standalone non-tobacco subsidiary Fontem Ventures launched
the Puritane e-cigarette brand in the UK in February Purtane was
imitially sold exclusively through the national retailer Boots and
Fontemn 1s now widening the brand’s availabilty i the UK by
partnenng with additional retallers

Fontern Ventures 1s also focused on expanding iis presence across
Europe with a second e-vapour product Earler expanston plans
were revised after Impenal agreed to buy assets that were being
s0'd as a result of the acquisition of Lonltard by Reynolds Amencan
These assets Include the e-cigarette brand bilu, which s sotd 10 the
UK and the USA

Fontem Ventures continues to assess other potential product
launches, in a vanety of non-tobacco lifestyle consumer categores,
while further developing and Itcensing its patented technologes

Brand Migrations

Our brand migration strategy focuses on migrating Portfolio
Brands into Growth Brands

We have a considerable number of Pertfolio Brands, a legacy
of our long acquisition track record Many are single market
offerings with bmited brand equity These brands can better
support our quality growth aspirations by being migrated into
stronger, higher-qualty Growth Brands

Migrations are carefully planned and implemented gradually,
usually over a three to six-month perod

A key measure of success 1s the number of consumers who
can be persuaded to complete the journey from one brand to
another In the five brand migrations we completed in the year,
wa've achueved a high success rate in transitioning consumers

As well as supperting the global development of our Growth
Brands, brand migrations are reducing the complexity of our
business and supporting our cost optimisation programme

ADAIVELS

Maore brand migrations will be progressed in 2015 as we
continue to focus on simplifyng our portfolio and building
momentum behind our Growth Brands

Logista

Logista s one of the largast and most dynamic logistics businesses
In Europe, making more than 35 millon delivenes a year to 300,000
outlets across Spamn, France, ltaly, Portugal and Poland

The business services tobaccao and non-tobacce customers
and has a long track record of delivering good results in tough
conditions 2014 was no exception, with distribution fees up
2 per cent at £848 millon Adjusted operating profit was
£166 milion compared with £176 million (ast year, largely due
to one-off tems

In tobacco logistics, cost control measures and efficiency
improvement programmas continued to mitigate the impact of
tobacco volume declines In non-tobacco logistics, our transport
business performed well In Span and we continued to grow sales
1N our direct delivery pharma business We also grew sales of
convenience products in the tohacconist channel

The Logista team continues to focus on managing costs and
generating naw growth opporunities to drive the profitable
development of the businass

In July a partial [PO of Logsta on the Sparish Stock Market
rasulted in the sale of approximately 30 per cent of Logista for a
consideration of £395 muliton net of fees (€518 milron} Retaining a
majonty shareholder position ensures we continue to benefit from
the strang cash flows that Logista generates

Cost Optimisation
Efficientty managing cost and cash supports our sustanable
growth agenda

Our cost optimisation programme remains on track to save

£300 millon per annum from September 2018 More than

£60 milion was realised in 2014 through a range of initatves
that are reducing complexity in the business, ncluding simplifying
our portfolio, driving oparational efficiencies and secunng further
global procurement benefits

imperial Tobacco Group PLG Annual Report and Accounts 2014 ]




e




CHIEF EXECUTIVE’'S REVIEW continued

Consultations in retation to restructunng projects announced In
Apni to strengthen our competitive position have been concluded
in the UK and reman ongoing in France Thase projects includa
the proposed closure of cigarette factones in Nottingham and
Nantes and the consolidation of French R&D faciliies |t 1s intended
to imptement these projects progressively aver the next two

years and the prionty throughout this pernicd will be to support
affected employees

The cost programme I1s complemented by our stock optimisation
programme, which has improved our supply efficiency and the
effectiveness of our sales growth dnver intiatives

Capital Discipline

We use our substantial cash flows to create returns for
sharehotders, pay down debt and reinvest in the business
Qur commitment to capiial discipline drives a focus on cash
generation and effective management of our working capitat

We increased cash conversion 10 91 per cent, up from 86 per cent
last year, and significantly reduced our debt level by 11 per cent or
£1 niflon

Dvidend growth was again strong at 10 par cent and from our
2015 financial year we will begin guarterly dividend payments to
provide shareholders with more regular cash returns

We further enhanced shareholder returns through our share
buyback programme, spending £341 million to acquire 14 2 milion
shares The USA acquisition will be debt financed and, in order

to accelerate the pace of debt repayment, the ghare buyback
programmeé has been suspended

Responsibiity and People

The responsible way we manage our business 1s crucial to
our long-term sustamnability and we continue to focus on
improving our performance in the four key areas of our
corporate rasponsibility framework

Our people take pride in gstting involved In our corporate
responsibility initiatives and supporting each other to drive business
performance They thnive on callaboration and their wibrancy and
passion create an energy around tha business that continues to
INspire me

Outlook

We are a stronger business going into 2015 We've strangthened
our brands and market footprint, increased cash conversion and
congidarably reduced our debt level This has created a stronger
platform for generating quality sustanable growth, as we continue
to drive the performance of our Growth and Specialist Brands

We expect to complete the USA transaction in the spring of 2015,
which wilt significantly enhance our operational and financial
delivery In this kay Growth Market

Our focus on cost optimisation and capital discipline supports our
sales strategy by building resilience and freeing up funds to nvest
m growth

The external environment remains challenging but the progress
we've made has strengthened our ability 1o navigate headwinds
and we can look forward to deliverng ancther year of value creation
for our shareholders, ncluding our commitment to dwvidend growth
of at least 10 per cent

Investing in the USA

Transforming our Presence

In July we announced a deal that will transform our prasence in
tha USA, the world's most profitable tobacco markst, outside
of China

The transaction will be debt financed and involves acquinng four
USA cigarette brands and the e-cigarette brand blu, plus other
assats, for $7 1 billon (£4 2 bilon}) These assets are being sold
as a result of the acquisition of Lorlllard by Reynolds Amencan

The cigarette brands are being acquired from Reynolds American
without fustoric product habiities An indemnity against such
habdmes will be provided by Reynolds Amencan under the terms
of the transaction

The deal s subject to the Lonllard/Reynolds American acquisition
recening regulatory and sharehoider approval We also require
the approval of cur own shareholders at a general meeting and
will be sending an explanatory circular to them in duse course

We expect completion in the sprng of 2015

Powerful Brands

The cigarette brands we are acquinng are Winston, Maverick,
Kool and Salem When combined with our own brands, our
cigarette share will increase from 3 per cent to 10 per cent,
positioning us as a significant number three player in the market

The blu brand 1s a leading e-cigaretta brand in the USA and was
recently launched in the UK Bulding on the strong platform blu
has established and combining the expertise we have through
our subsidiary Fontem Ventures will provide exciting opportunities
to further internationalise the brand

Great People

The other assets we're acquinng include Lonllard’s cigarsite
factory in North Carolina and its national sales force This will
enable us to sell our brands across all 50 siates, a significant
step up from our current approach which is to focus on

19 key states

Around 2,750 employees will jon us from Lorillard and ke our
own people N our USA business, Commonwealth-Altachs,
they're highly skilled The combined team will be led by Martin
Orlowsky, a former Chairman, President and CEQ of Lonllard

Sustamable Returns

This 1s an mvestmeant in one of our key Growth Markets that
supports our stratagy and will create sustainable value for
our shareholders

The acquisition 15 expected to generate a return on invested
capital of more than 10 per cent, well In excess of our weighted
average cast of capital, in the first full financial year following
completion It s also expected to be signficantly earnings
enhancing in the first full year following completion
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KEY PERFORMANCE INDICATORS

How We Measure
Our Performance

Key Performance Indicators

Performance

Our Growth Brands outperformed
markat trends with undertying volumes
up 7 per cent compared with market
declnes of 4 per cent

Definition

Volumes are measured on a stick
equivalent basis to reflect combined
cigarette and fine cut tobacco volumes

Performance

Adusted earnangs per share (EPS}
was impacted by foreign exchange
movemnents and our stock optmisation
programme Excluding these efacts
adjusted EPS was up by 7 per cent

Definstion

Adjusted eamings per share represents
adiusted profit after tax attnbutable to the
equity holders of the Gompary dvided by
the weighted average numbcer of shares in
1ssue dunng the penod  excluding shares
held to satisty employee share plans and
shares purchased by the Company and
held as treasury shares

Performance

Roturn on Invested Caprtal (RoKD) was
impacted by foreign exchange rates
Excluding ths effect RolC was broadly
stable at 14 9 per cent

Oefinition

RolC measures the effectiveness of
capital allocation and 15 calculated by
drding adjusted net operating profit
after tax by invested capial

Pertarmance

We use the key performance indicators
below and the supporting metrics in the
Operating Review to measure the progress
we make n delivering our strategy These
measures reflect our prorities and are used
to monttor and dnve business performance

Performance

Qur focus on cash generation and
effective working capital managerment
increased cash conversion ta 91 per cent

Defintion

Cash conversion 1s calculated as cash
flow from operatiens before interast

and tax payments less net capital
expendture relating to property, plant
and equipment soltware and intellectual
property nghts as a percentaga of
adjusted opérating profit

In 2014 we putperformad the FTSE 100 Index by 19 per cent With dvdends
renvested £100 invested in impenal Tobacco five years ago would now be worth
£183 compared with £157 f nvested in the FTSE 100 indax

Detinition

Total sharehcider return s the 10tal rnvestment gan to sharehciders resuiting from
the movement m the share pnce and assumng dvdends are immed:ately reinvested

In shares

Performance

Tobacco net revenue was impacted by
foraign exchanga movements and our
stock optimisation programme  Excluding
these effects tobacco net revenue was
up by 2 per cent

Definthion

Tobacco ret revenue cormpnses tobacco
revenue less duty and simiar items,
aexcluding penpheral producis
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OPERATING REVIEW

* J We target long-term share and profit
Opera‘tlng RBVIGW growth in Growth Markets and pnontise

sustainable profit performance, while actively
managing our strong share positions N
Returns Markets. This approach drives
better resource allocation and greater
collaboration between markets, providing

a strong platform for generating higher-
quality growth

Footprint and Portfolio Overview
Growth Markets include selected markets in the EU, Eastern Europs, Asia, the Middle East and the USA We typically have shares betow

15 per cent In these markets Retums Marksts are split into Nerth and South and include Australia and markets in the EU, Eastern Europe
and Africa, whare we tend to have large shares above 15 per cent

Our portfolio prionties are focused on drving the performance of our Growth Brands and Specialist Brands These are the most important
brands in our portfoko and together thay account for 54 per cent of our tobacco net revenue The remainder are Portfolio Brands, local and
regional brands that fulfil a varety of roles Some add to our revenus momentum, while others will create more value by being migrated into
Growth Brands

Growth Brands

Full Year Resuft Change
Constant
2014 2013 Actual Curency' Underiying’
Market share (%) 57 54 +30bps
Net revenus (£m) 2,737 2,729 - +4% +9%
Percentage of Group volumes 445 407 +380bps +480bps
Percentage of tabacco net revenue a6 389 +270bps +220bps +280bps

1 See Performance Measuras table on page 1

Growth Brands generate a signficant amount of our volume and revenue They are high-guality assets and our am s to increase the
contnbution they make over time in ordear to strengthen the sustainability of the business

Growth Brands outperformed the market in the year wath undertying volumes growing 7 per cent, against a backdrop of market volume
deciines in our geographic footprint of 4 per cent We grew the share of Growth Brands from 5 4 per centio 5 7 per cent and increased
underiying net revenue by 9 per cent

Growth Brands accounted for 44 5 per cent of our total volumes, up from 40 7 per cent last year, and 41 6 per cent of tobacco net revenues,
up from 38 O per cent last year

Specialist Brands

Full Year Result Change
Constant
2014 2013 Actual Cumency’ Uncenyng
Net revenue (£rm} 811 866 -6% -2% +2%
Percentage of tobacco net revenue 123 124 -10bps -10bps -

1 SeePerformance Measuras table on page 1

Speciabst Brands appeal to specific consumer groups across the tobacco spectrum We ncreased Specialist Brands net revenues by
2 per cent on an underlying basis These brands account for 12 3 per cent of our overall tobacco net revenue
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Growth Markets

Full Year Resutt Change
Constant
2014 2013 Actual Currency’ Underying’
Market share (%) 58 57 +10bps
Tobacco net revenue (Em}) 2,13 2,254 -6% - +7%
Adjusted operating profit {£m} 597 €668 -11% -2%
Growth Brands % tobacco net revenue g3 368 +150bps +90bps +330bps
Growth Brand volume (bn SE) 53 53 - +11%

Market share axcludes China 1 See Performance Measures table on page 1

We're buillding good momentum across our Growth Markets Against a backdrop of industry volume dechines of 4 per cent in our Growth
Markets, we improved underlying net revenus by 7 per cent Our Growth Brands performed well in a broad spread of Growth Markets and
our share was up slightly to 5 8 per cent

Country Performance

Itaty We continued to perform well In a highly competilive environment, dnving the performance of JPS to further
Increass our cigarette share

Greece We mproved our cigarette share with Gauloises Biondes and Davidoff and focused on strengthening our fine
cut tobacco position with gv

Sweden and Norway An excellent performance from Skruf was behind ancther set of strong resutts from our snus business, with
share, volume, revenue and profit all ncreasing

Turkey Our market share dipped and prcfit dacined due to sigruficant price competiion We launched Wast queen

size and Davidoff supersims to caprakse on the rapid growth of these formats We also continued to make
ground in the growing crushball segment with West Duo

Iraq The worsening political and secunty stuation had a major impact on industry volumes This, combined with
our stock optinusation programme, sigrificantly affected our performance -
Saudi Arabia We grew our cigarette share in a growing market with contnbutions from Dawdoff, Gauloises Blondes g
and West
Egypt Wa entered this 80 billon cigarette markst in the year and have focused on establishing our presence with E
Davidoff and Gautoises Blondes g
Japan Wa continued to build our position in Japan with a focus on West and customer engagement iniiatives
Tawan Wast was the dnver behind our cigarette market share and volume gamns, supported by Dawdoff We also
added to our portfolio with the launch of Parker & Simpson
Vietnam Bastos performed well In a challenging environment of increasing regulation and significant growth in ilicit trade
Cambodia We grew volumes, share, revenue and profit following anocther sirong perfarmance from Fine
Russia Our stock optimisation programme has strengthened our position n a market that poses challenging conditions

as a result of adverse excise and regulatory changes We have targeted key growth segments with a number
of portfolio intiatives, including queen size formats, big boxes and charcoal fliers, which has stabwhised our

cigarette share
Kazakhstan Wa achieved excellent cigarette volume and market share growth with West and Parker & Smpson
USA Wa increased profit and grew our cigarette share in key states with USA Gold, which is now avalable in

Glide Tec packs

Returns Markets

Full Year Resutt Cnange
Constant
2014 2m3 Actual Currency’ Underhyng'
Market share (%} 267 273 -60bps
Net revenue per ‘000 SE (L) 231 234 -1% +3% +4%
Adjusted operating profit (Em}) 2,253 2,335 -4% +1%
Growth Brands % tobacco net revenue 432 400 +320bps +280bps +270bps

1 See Performance Maasures table onpage 1

Industry volumes declined by 3 per cent in Returns Markets Theimpact of a weak operating environment in Retums South was offset by
results in Returns North, such that adjusted operating profit across our Retumns Markets increased by 1 per cent Our aggregate market share
was down, largely reflecting the weighting of fugher than average market size dechnes in the UK and Morocco where we have higher share
than in other Retums Markets

Woe grew net revenue per thousand siick equivalents by 4 per cent We also increased the revenue contribution from our Growth Brands,
thess brands generated 43 2 per cent of tobacco net revenue in Retums Markets, 320 basis points higher than last year

impenal Tobacco Group PLC Annual Report and Accounts 2014 13




OPERATING REVIEW continued

Returns Markets North

Full Year Resut Change
Congtant
2014 2013 Actua Curency’ Underfying'
Market shara (%} 248 255 -70bps
Net revenue per "000 SE (€} 270 270 - +5% +6%
Adjusted operating profit (£m) 1,511 1,543 -2% +2%
Growth Brands % tobacco net revenue 467 439 +280bps +210bps +220bps

+  See Performance Measuras table on page 1

We achieved robust results in
operating profit by 2 per cent

Retumns Markets North, increasing net revenue per thousand stick equivalents by 6 per cent and adjusted
Growth Brands delivered 46 7 per cent of tobacco net revenue, up from 43 g per cent Our market share was

24 8 per cent, mpacted by industry volume declines in the UK

Country Performance

UK We mantaned our leadership position against a backdrop of weak industry volumes We grew volumes of JPS,
strangthened the Lambert & Butler brand franchise with a new value vanant and made fine cut tobacco gans
with Player's Gold Leaf

Germany We delivered a strong financial performance, increasing revenue and profit Our fine cut tobacco share was
down and growth from JPS and Dawidoff kept our cigarette share broadly stable

Benelux Compatitor pressures in tha Netherlands affected our overall cigarette and fine cut tobacco shares but good
performances elsewhere delivered further profit growth

Australia Wa grew valumes, revenue and profit and increased both our cigarette and fine cut tobacco shares with JPS

New Zealand We enhanced our cigarette and fine cut tobacco shares with growth from JPS and West

Azarbajan QOur cigarette share was down slightly but we grew revenue and profit and increased volumes of
Parker & Simpson

Ukraing Wae performed wall In a turbulent environment, signdicantly improving revenues and profit, although our share

dipped slightly Parker & Simpscn gained ground following its launch in the year and West volurnes were up

Returns Markets South

Full Year Resuft Change
Constant
2014 2013 Actual Currency’ Undertying'
Market share (%) 294 299 -50bps
Net revanue per "000 SE (£} 186 193 -4% - +1%
Adjusted operating profit (Em) 742 792 -6% -2%
Growth Brands % tobacco net revenue 373 337 +360bps +350bps +310bps

1 See Performance Measures table on page 1

Our focus on improving the qualtty of our growth was reflected in the further development of our Growth Brands, which accounted for
37 3 per cent of tabacco net revenue in Retums South, up from 33 7 per cent last year However, the weak operating environment in
France, Span and Morocco undermined our overall financial performance

Country Performance
Spain Industry volume declines slowed but the market remained challenging Wa grew our bionde cigaretis share
and strengthened our portfolio by migrating local brand Brooklyn into West
France Our cigarette shara dechned in an environment of weak Industry volumes We made gains in 1he growing mahke
your own segment with Gauloises Blondes and News and added to our cigarette portfolio with the launch of
Gauloises Generation ‘
Portugal We achiaved excellent results with JPS, increasing volumes and both our cigarette and fine cut tobacco share

Czech Republic

We increased volumes and profit and grew our cigarette share Qur fine cut tobacco share was down but we ‘
improved our postion with the launch of Parker & Simpson

Austna We stabrised our cigarstte share and launched a Gauloises variant with biodegradable fiter and an additive-free
tabacco blend, to caprtalise an growth in the additive-frea segment

Algena QOur good performance was dnven by Gauloises Blondes and West, with both brands gaining volume
and share

Wory Goast We have a strong market leading position and made further gains with Fine

Senegal We made further good progress, increasing our cigarette volume and markst share

Morocco There were further steep industry volume declines and our cigarette shars was down We focused on

strengthening our portfolio with launches of MQS cigarettes, a modem vanant of our local brand Marquise,
and the market's first fine cut tobacco products through Gautoises and Marquise These initiatives improved
our second half performance
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FINANCIAL REVIEW

Olver Tant Chief Financial Officer

Effectve cost and cash management supports our sales growth
strategy We use our substantial cash flows 1o create returns for
shareholders, pay down debt and reinvest to support growth By
focusing on cash generation and working capitat we are embedding
a stronger capital discipline in the business

When managing the performance of our business we focus on non-
GAAP maeasures, which we refer to as adjusted measures We
believe they prowida a useful companson of performance from one
perod to the next These adusted measures are supplementary to,
and should not be regarded as a substiute for, GAAP measures,

Group Results — Constant Currency Analysis

which we refer to as reported measures The basis of our adjusted
measures Is explaned in our accounting palicies accompanyng
our financial statements, and reconcliations between reporied
and adjusted measures are included in the appropnate notes to
our financial staternents Parcentage growth figures for adusted
results are given on a constant currency basis, where the effects
of exchange rate movements on the translation of the results of
our overseas operatons are removed

A Year of Significant Progress

Wa made sigruficant prograss in thea penod, implementing a stack
optimisation programme, managing our cost base and controlling our
cash flows, ahgned with our strategy The stock programme, which
15 now completed, reduced trade inventones in some of our major
markets, affecting our volumes by around @ billion stick equivalents
Results were also affected by market size declines Strong pnce/mix
and cost control Intiatives mitigated some of these Impacts

Underlying revenue and volume rasults remove the impact of

the stock programme and give a clearer picture of how welt we
performed Total adjusted operating profit was stable at £3 billon
Undertying tobacco net revenue was up by 2 per cent The
proportion of net revenue from our Growth Brands increased,
Improving the qualty of our revenue and strengthening our
sustanability

Resullts in Growth Markets benefited from non-recurnng credits of
around £40 milion in respect of MSA costs fallowing settlement
of a number of historic 1ssues n the USA Returns Markets South
results benefited from a one-off credit of £52 million due to the
amendment of entitlements to free cigarettes for pensioners in
Span These banefits helped offset the impact of the stock
optimisation programme

Year ended Constant Year ended Constant
30 Septernber Foreign currency 30 Seplember currency
£ million unless othenwise ndicated 2013 Exchange growth 2014 Change change'
Tobacco net revenue 7,007 (355) (76) 6,576 -6% -1%
Growth Markets net revenue 2,254 (152) 1 2,113 -6% -
Retums Markets North net revenue 2,929 (142) 14 2,801 -4% -
Retums Markats South net revenue 1,824 {61) (101) 1,662 -9% -6%
Tobacco adusted operating profit 3.003 (153) - 2,850 -5% -
Growth Markets adjusted operating profit 668 (57} (14) 597 “11% -2%
Retumns Markets North adjusted operating profit 1,543 (63) )| 1,511 2% +2%
Returns Markets South adjusted operating profit 792 {33) 7 742 -6% -2%
Logistics distnbution fees 850 (22) 20 848 - +2%
Logistics adusted operating profit 176 {4) {6) 166 -6% -3%
Adjusted operating profit 3,180 (157) 3 3,026 -5% -
Adjusted net finance costs (5632) 13 3 (516) +3% +1%
Adjusted EPS 2107p (1 7p 44p 203 4p -3% +2%
1 Ssa Performance Measures table on page 1
Group Earnings Performance
Adjusted Reported
£ mifton uniess othermse indicated 2014 2033 2014 2013
Operating profit
Tobacco 2,850 3,003 1,970 1,888
Logistics 166 176 84 69
Eliminations 10 1 10 1
Group operating profit 3,026 3,180 2,064 1,858
Net finance costs (516) (532) {544) {739)
Frofit before taxation 2,510 2,648 1,520 1,219
Taxation (530} {572) {69) (290)
Profit for the year 1,980 2,076 1,451 929
Eamings per ordinary share {penca} 2034 2107 1485 929
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FINANCIAL REVIEW continued

Reconciliation of Adjusted Performance Measures

Operating profit Net finance costs Earnings per share (pence)
£ millon unless otherwse iIncicated 2014 2013 2014 2013 2014 203
Reported 2,064 1,958 {544) 739 1485 96 2¢
Acquestion costs 13 - - - 14 -
Amortisation of acquired intangibles 644 372 - - 358 308
Impairment of acquired intangibles - 580 - - - 48 6
Far value (gainsylosses on denvative financial Instruments - - (12) 156 {25 151
Post-employment benefits net financing costs - - 40 518 28 37"
Restructunng costs 305 270 - - 231 196
Tax losses - - - - (53) -
ltems above attnbutable to non-controling interests - - - - (0 4) -
Adjusted 3,026 3,180 {516) (532) 203 4 2107

R Restated on adoption of IAS 19 (Revsad)

Logista delvered an encouraging performance in a challenging
environment Logistics distnbution feaes were up 2 per cent at
£848 millicn and adjusted operating profit was £166 milion
compared with £1786 millon last year, largsely due to one-off itams

Adusted net finance costs were a little lower at £516 million (2013
£532 millien), as average debi reduced and our cast of dabt
improved slightly Reported net finance costs were £544 million
(2013 £739 million), reflacting net far value and exchange gans on
financial instruments of £12 million (2013 losses of £156 milion)
and post-employment benefits net financing costs of £40 million
(2013 £51 milion)

After tax at an sffective adjusted rate of 21 1 per cent (2013

21 6 pear cent), adjusted earings per share gréw by 2 per cent to
203 4 pence The reported effective tax rate for 2014 was 4 6 per
cent, unusually low pnmarily due to the remeasurement of certan
deferred tax balances, In particular deferred tax on intangble assets
and other tems which are excluded from our adjusted measures

Reported eamings per share wers 148 5 pance (2013 92 9 pence)
reflecting non-cash amortisation of £644 milion (2013 £372 mulkon)
which has increased following revisions to the estimated penod of
time over which we will amortise certain intangible assets, and
restructuring costs of £305 milion (2013 £270 million), mainty in
respect of our contnung cost optimrsation programme

Our cost optimisation programme will deliver savings of £300 milon
per annum from September 2018 More than £60 million was
realised in 2014 through a range of intiatives focused on reducing
complaxsty in the business, dnving operational efficiencies ang
securing further global procurement benefits

Cash Flows and Financing
We increased cash conversion to 91 per cent, up from 86 per cent
last year

In July a partial IPO of Logista resulted in the sale of approxmately
30 per cent of Logista for a consideration of £385 mdlion net of
fees (€518 mulkon) Retaning a majonty shareholder position
ensures we continue to benefit from the strong cash flows that
Logista generates

The proceeds helped reduce our reported net debt by £1 billion

This significant reduction was alse driven by foreign exchange rates
and a focus on more effectively managing working capital, which
further reinforces our dnve to embed stronger capital discipling In the
busness Ehlminating acerued interest and the fair value of denvatives
prowding commercial cash flow hedges, our adjusied net debt was
£8 1 billon (2013 £9 1 billion}, also mproved by aimast £1 bilion
over the year

The denomination of our closing adjusted net debt was spit
approximately 75 per cent euro, 14 per cent stering and 11 per cent
US dollar As at 30 September 2014 we had committed financing
facilities in place of around £17 biflion {including acquisition faciities
of around £4 4 billon avaiable i relation to the proposed LS assst

purchase) Some 45 per cent was bank facilities, 2 per cent
was commercial paper and 53 per cent was raised through
capital markets ‘

Cur all-in cost of debt was 4 9 percent (2013 5 1 per cent) and
our interest cover was 5 9 tmes 2013 6 0 times) We remain fully
complant with all our banking covenants and remain committed to
retaining our Investment grade ratings

Share Buyback and Dividends

During the year, we spent £34 1 miion acquinng 14 2 milion shares
under our buyback programme We suspended the programme in
July following the announcerment of our intention to purchase certain
assets in the USA

The Board has proposed a fnal dwdend of 83 3 pence per share,
bringing the total dmwdend for the year to 128 1 pence per shara,
up 10 per cent and 1n ine with our published dwvidend policy If
approved, the proposed final dmdend will be paud on 17 February
2015, with an ex-dwvidend date of 15 January 2015

With effect from our 2015 financial year, we will pay a quarterly

dvidand in order to give sharghoiders a more regular cash return

The first two guarterly dvidends wil be announced with our half year

results n May 2015 and paid in June and September The third and

fourth gquarter dwdends will be annourced with the full year results

in November 2015 and paid in December and, subject to AGM |
approval in March 2016 ‘

Liquidity and Going Concern ‘
The Group's policy 1s to ensure that we always have sufficient capital

markets funding and commutted bank facities in place to meet

foreseeable peak borrowing requrements

In revewing the Group's committed funding and iquidity positions,
the Board considered vanous sensitivity analyses when assessing
the forecast funding and headroom requirements of the Group in
the centext of the maturty profile of the Group's faciities The Group
plans its financing In a structured and proactive manner and remans
confident that sources of financing will be avalable when required

In relation to the proposed acquistion of certain brands and assets
as a result of the acquisition of Lorllard by Reynoids Amencan, we
have entered into commutted bank faciihes of £7 7 billion, cormpnsing
term loan and revolving credit facilities

Based on ts revew, the Board 5 of the opinion that the Group as a |
whole and Impenal Tobacco Group PLC have adequate resources

to meet ther operational needs for a penod of 12 months from the

date of this report and conclude that it is appropnate to prepara the

financial statements on a going concem basis

Oliver Tant
Chief Financial Officer (
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CORPORATE RESPONSIBILITY

Operating responsibly 1s integral to the
way we do business [t supports our
sales growth strategy and i1s crucial to
our long-term success

We measure our performance against the progress we make in four
key areas being responsible with products, having a rewarding
waorkplace, respecting natural resources and reinvesting in society

These form the basis of our responsibility framework, thay are the
pronties for our business, our people and our stakeholders

Our values embaody the behaviours we expect from everyone who
works for us and our Code of Conduct includas policies, internal
controls and nsk management processes that underpin our sales
growth strategy

QOur values and Code of Conduct are embedded in the business and
support our responsibility framewark

Over the next few pages you can find out more about the
achievements we've made in gach area More detaed information
on our 2014 performance and cbjectives for 2015 can be

found in the Responsibilty section of our corporate website

www Impenal-iobacco comver

Wa're proud of the focus our people give to our responsibility
agenda and continue to be encouraged by the positive feedback
we racaive externally

Wa scored 94 per cent in the Business in the Community Corporate
Responsibility Index and 74 per cent in the RobecoSAM assessment
for the Dow Jones Sustainability Index

Responsible with Products

Millions of people around the world choose to enjoy our products
every gay We recognise thare are societal concerns about the health
nsks of smoking and ensura that our products are manufactured,
rarketed and sold responsibly

High Product Standards

Consumers and other stakeholders nghtly expect us to adhere to
high product standards We ngorously test and analyse our products
to ensure we continue te bulld our knowledge and understanding
This enables us to fulfil our duty of care to consumers and meet legal
reguirenents for scientic disclosures and submissions

Dunng the year, wa've been particulary focused on the testing and
scientfic analysis of e-vapour products Our nan-tobacco businass
Fontern Ventures launched its first e-vapour product in 2014 and
continues to evaluate plans for other product launches in 2015

Marketing Products Responsibly

Legslation that governs the way tobacco should be advertised and
marketed to the public 1s In place in most markets We also have our
own stangent International Marketing Standards (IMS) which are
published in full on our corporate website

All Imperial Tobacco Group companies and employess, and the
agencies we work with around the world, must adhere to our IMS
and local legislaton at all imes Dunng the year, we appointed a
single global marketing agency which has further enhanced the
consistency of our marketing

Fighting llhcit Trade

The lllegal market in tobacco undermines society’s efforts to ensure
that tobacco products are marketed responsibly As well as deprving
govermments of valuable tax revenues, llicit trade has other adverse
impacts children can more easily obtain tobacco, adult consumers
are exposed to products that hava no quality controls, and retailers
and tobacce companies lose legitimate sales

Woe acdvocate a partnership approach to fighting illicit trade and
seek to work with governments and cusioms and law enforcement
agencies to combat the problem of tobacco smuggling and
counterfeiting

We have 23 Mamoranda of Understanding (MoU) with authonties
arcund the world and continue to invest In our long-term anti-tict
trade partnership agreement with the Eurgpean Commission

and Member States Dunng the year, we renewed our MoU with
authonties in Belgium and signed a new MoU agreement with Mall

We highlight the dangers of ilicit trade through our regulatory
angagement Extreme regulation that requires standardising tobacco
products makes them easier to counterfart and increases ilicit trade
Cigarettes have been sold in gensnc plain packaging in Australia
since December 2012 fllicit trade has increased since then and
there has been no material impact on consumption or the level of
youth smoking

Working with Retailers
We continue to buld strong relationships with retail partners around
the woerld to support our sales strategy and responsibility framework

We actively encourage retadlers to sell responsibly Tobacco products
are for aduits and should never be sold to children We reinforce this
through our support for ntiatives aimed at preventing tobacco sales
to chidren, including schemes that highhght the minimum age at the
point of sale

Rewarding Workplace

We strive to provide a safe and pleasant working environment that
nspiras employees to do their best We want to ses skills and talent
flounsh and are proud of the dwersity and collaborative spint of

our workforce

A Diverse Workforce

We employ 34,000 people in more than 60 countnies around the
world Cur people come from many different backgrounds and
cultures, ennching the vibrancy of our business
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CORPORATE RESPONSIBILITY continued

Around 39 per cent of our workforce s female, with some 13,190
women employaed At a senior leadership level, 22 per cent of the
Operating Executive and 30 per cent of the Board are female, as

of 30 September 2014

The importance of dversity, equality and non-discnmination 1s
highfighted in our Cods of Conduct, now available in 24 languages,
and underpinned by our values This 1s renforced through offenng
equal opportunities and giving fair consideration to applications for
employment, career development and promotion, without having
regard to an employee's gender, race, religion, age or disability

Our values capture the essence of what it's liks to be part of Impenal
Tobacco, the combination of the ‘We' values and the 'I' values
reflect the incmdual and collective behaviours we expect from

our people

Our efforts to provide the best possible working environmant and

opportunities for our people hava been recognised with a number
of Best Employer awards in markets such as Spain, ltaly, Russia,

Poland and Madagascar

Engaging and Developing our People
Our global engagement survey gives employaes the opportunity to
have therr say and provides us with valuable feedback that 1s used
to develop local and global action ptans

The 2013 survey generated an excellent 89 per cent response
rate and showed a shght increase in overall engagement levels
This 1s encouraging, particularty aganst a background of change
In the business

The sense of pnde that we instil iIn being part of Impenal Tobacco
and our commitment to corporate responsibility were highlighted
as particular strengths of the business Areas where employees
saud we can do even better included further improving the way we
manage and develop our peopls, and this has been a key focus In
the year

Partnering with Ashndge Business School, we've launched world-
class development programmes that are talored for employees at
different levels of the business We've also invested more in learning
iniatives and enhanced the tools availlable to support annual
performance and development reviews

Employee Value Proposition

Dunng the year, we worked with 250 employees across multiple
markets to davelop and launch our Employee Value Proposiion
(EVP) ‘Brng it on'

‘Bnng 1t on' encapsulates who we are and what we stand for, an
EVP that connects employees around the world and I1s a powerful
tool for attracting dynamic new talent into the business

Employee Health, Safety and Wellbeing

The safety of our peaple 1s of paramount Importance and we are
pleased to report a further 15 per cent decrease In our iost time
accident frequency rate in the year Wa were saddened that two
contractors sutfered fatal falls in Kiev and Senegal and have assisted
authonties with their mvestigations We have also undertaken our
own local and Group investigations and implemented add tional
safety measuras

We mads further progress in nstalling world-class management
systems aligned to the ntermational occupational health and safety
management standard OHSAS 18001 across our manufactunng
operations Five additional sites In Chad, the Philppines, vory Coast
and Morocco were certified as having reached this standard dunng
the year

We ware delighted with the response from our employeas to the
Global Corperate Challenge, a 16-week initiative that encourages
people to form teams and complete activities that are equivalent to
10,000 steps a day Around 1,200 companies worldwide signed up
to the challenge More than 7,400 of our employees took part and
ther remarkable efforts resulted in lmpenal Tobaceo fimisting fourth
In the overall global rankings

Remvesting 1n Society

We are proud to be part of many dfferent communities around the
world and have developed strong parinerships with a wide range of
stakeholders In the commumitios we serve

Human Rights

We hava a role to play in addressing human nghts 1ssues We have
influence wath our suppliers and we use this to improve conditions N
our supply chan

Thus respect for human nghts s reflected in our Coda of Conduct
and Supplier Standards which wa use to exert Influence in our
business and our supply chain We have a focus on anti-
discnmination and harassment, a heafthy and safe working
environment, responsible procurement, suppliar partnerships
and ervironmental responsibilities

Wa're a business committed to doing things the nght way and
that means acting with respect, farness and integnty at all tmes
The governance of countnes may vary but our respect for human
nghts extends throughout our operations It 1s implict . our
employment practices and within the high standards we expect
from suppliers and other business partners

Supplier Standards
Working with our supply chain stakeholders to address important
1ssues such as leaf sustanability and child labour is a pnonty

Cur teaf and non-tobacceo matenal suppliers must adhere to our
Code of Conduct as well as meet the high standards we set for
employment practices, health and safety, qualty and environment

All our leaf suppliers are required to participate n our Sooal
Responsibilty n Tobacco Producton (SRITP) programme, which
encourages continual performance improverment in key areas
including employment, heatth and safety, environmantal
management and good agncultural practices

We work with external consultants to evaluate performance, provide
traning and share good practice and we were pleased to see our
overall leaf supplier performance aganst the SRITP ¢critena increase
from 71 per cent to 75 per cent in the year

Farmer Livelihoods and Child Labour

Child labour 1s a nsk In agncultural supply chains and we continue io
support the Elrminating Child Labour n Tabaceo (ECLT) Foundation
in tackling this problem Worlang with the Foundation, we help
commurities understand child labour 1Issues and seek better access
to education and health servicas for children

QCur own projects aim to improve the Iivelhoods of farmers in Malaw,
Tanzania, Zambia, Madagascar and Laos This helps secure future
tobacce supplies and s essential for providing farmers with a better
incoms and higher standards of Imng, reducing poverty and the
relance on child labour

Supporting Communities

Woae fund a number of projects that are connected to the communties
In which we operate Wea particularly focus on supporting the most
drsadvantaged communities around our factones, offices and
tobacco sourcing activites

Cur Altadis Foundation supports mitiatives to improva Ivslihoods In
areas whero we have operational sites The Foundation supported

a number of projects in the year ncluding prowiding safe drinking
water and improving sanitation for commurities near one of our cigar
factones in the La Romana province of the Domintcan Republic

Our Leaf Partnership Committee supports tobacco farming
communities and dunng the year we funded nitiatives amed at
enhancing the Ivelihoods of farmars Inciuding improving tobaccso
cunng and [abour efficiency in Malaw, Tanzara, Zambia and Laos
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Mare and more employees are volunteenng to get involved in
projects inked to our responsibility framework In 2014 the
projacts they supported included refurbishing accommaodatton for
disadvantaged young people in Macedonia, cleaning waterways
n the Philppines, tree planting in Poland and bulding ovens to
support a community cooking business in a vllage in Burkina Faso

Respecting Natural Resources

We respect natural resources and are comrmitted to further
reducing our environmental impact, minimising waste and improving
energy efficiency

Wae measure progress by comparing our performance with our 2009
base year, using independently venfied 2013 data

Chmate Change and Energy

We are well on track to reduce our carbon footpnnt and energy
usage by 20 per cent by 2020, having already reduced our energy
consumptton by 10 per cent

A number of energy efficiency intiatves have contnbuted to our
success, including our use of guaranteed energy-saving contracts
Four more of our largest manufactunng sites have signed up to
these contracts

We're onginal members of the Carbon Disclosure Project {CDF},
which works with orgamisations to measure and reduce therr
emissions and climate change mpacts We continue to make
improvemnents in this area, achieving an 84 per cant score from
the CDP in 2014

Resource Efficiency

Getling the most out of the matenals and natural resources we use 15
good for our business and good for the ervironment Our mantra 1s
raduce, re-use and recycle

In manufacturing we are increasing the use of environmantal
management systems that are independently certified to the
envircnmental management standard ISO 14001, with 89 per cent
of our factones now certfied to this standard

Our unvenfied performance indicators for waste and waste to landfil
show a very small Increase this year This reflects portfolie, marketing
and operational footpnnt changes we made as part of our business
transition agenda

We have steadily reduced waste and waste to landfill in recent years
and reman focused on further buillding on thus positive trand We also
continue working with suppliers to help them minimise waste and
reduce their environmental impact

Reforestation Programmes

We're actively nvolved in protecting forests  Tobacce growing may
use wood either as a fuel for cunng tobacco or as construction
matenal for bams Last year we enhanced our approach to forestry
praservation by launching a major tree-growing programmea with our
suppliers that ams to achieve wood sustainability n Afnca by 2020

Tree planting has continued and we are also INtroducing measures to
improve wood fuel efficiency and reduce wood consumption

Water Management

We remain committed to bulding on our strong track record of
reducing water consumption Unverffied data indicates a slight
increase In water usage for this year This mintmal increase relates
to a1 7 per cent Increase N water Consumption across our
global operatons and, although disappointing, does not cause

us undue concern

I our factones we apply environmental management systams
under the intermational standard 1SO 14001 to reduce water use
and manags waste water Each location has its own local water
management targets

We're pleased with improvemants wa're seeing in faming
communities in Central Amenca, where we're working with our
suppliers to tran farmers on good agncultural practices, with a
partcular focus on maximising opportunities for water conservation
and protection

Environmental Reporting

Wea report on greenhouse gas emissions resulting from our tobacco
operatons which fall within our consolidated financial statements
using the operational control reporiing method We report scope 1
{(direct) and scope 2 (indirect) emissions for which we are responsible
using a mathodology based on the Greenhouse Gas {GHG) Pratocol
Corporate Accounting and Reporting Standard (revised edition)

Any deviations from this standard are described below We have
considered the seven man greenhouse gases and report in CO;
equvalent Our relative emissions are expressed aganst net tobacco
revenue, which is consistent with the standardised CDP reporting
format and facilitates meaningful comparnison with other businesses
that report both therr emissions and financal fundamentals

Our scope 1 emissions include emissions from stationary fuel
combustion at our sites, emissions fromn mobile fuel combustion In
our fleet of company vehicles, leakage of refgerant gases, and
process emissions from the Dry Ice Expanded Tobacco process at
our expansion plants Our scope 2 emisstons include the indirect
emissions resulting from the use of purchased electncity, heat and
steam at our sites

Wea include all main sources of emissions including all manufacturing
sitas over which we have operational control, our expansion plants in
Cadz and Reidsville, and our main offices (Bristol, Hamburg, Pans,
Madnd and Casablanca) Operations not included, as deemed
immatenal or beyond our current reporting capabilities, relate to
greenhouse gases other than the seven Kyoto gases, the JR 800
Cigar retall outlets in the USA, small sales offices (being those offices
not listed above which contribute less than O 05 per cent of our

total scope 1 and 2 emissions), our Halbanos joint venture and our
Cambodian distnbution operation

Scope 1 emissions ansing from mobile fuel combustion in our fleet
of company vehicles for the latest financial year are unvenfied
estimates based on data from the previous financial year Al other
emisstons for the latest financial year are unvenfied estimated data
based on the first six months of the latest financial year and the final
s months of the previous financal year Venfied data 1s reported
12 months in arrears to allow for nternal checking, vahdation and
external assurance

Wa provide addtional information on Logista, which 1s managed
remotely due to commercial sensitvities and does not repart wholly
mnto Group data Thus year, for the first ime, Logista has provided
venfied data for ther absolute emissions within Scopes 1, 2 and 3
for FY13

FY13

Scope 4 Scope 2 Scope 3
CO: equivalent emissions
{Tonnes) 37,709 7,732 156,586

Logista's scope 1 emissions relate to the stationary and mobile fusl
combustion and ermissions from landfill waste Rafrigerant gases
for Logista are not included due to current reporting capabiities
Scope 2 emissions include the indirect emissions resulting from
the use of purchased slectncity, heat and stearn at Logista’s sites
Scope 3 emissions are primarnly associated with third-party hauliers

Logista's unvenfied relatve CO; equivalent emissions within Scopes
1 and 2 amount to 53 46 tonnes par miion pounds of FY13
distnbution fees (our non-GAAP revenue measure for Logista)

More detail 1s avalatle at www logista com

We continue to wark on improving our Group reporting boundarnes
and the timehness of data  More information on our emaronmental
reporting approach can be found in the Responsibility section of
our website
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CORPORATE RESPONSIBILITY continued

Responsibihity Performance Indicators

20

Enwonmental data s reported 12 months n amears (o allow for data collection and venficaton The menetary valus £ million 5 for tobacco net revenud (or logisties

distribnstion fees, where appropnate) FY13 data has been assured by PwC, see website for more mformation

Unvanfiad FY'14 data 1s estrmated based on data from the kst s months of FY13 and the first six months of Y44 Venfied data for FY 14 will bo published next year

Vertfied accident and absence data s reported 12 months in arrears to alow for daka colection and venfication Sickness absence nchudas non-work related and work

rolzted absence FY13 data has been assured by PwC, 500 website for mora information

Provisional unvenfied FY'14 data 1s provided Venfied data for FY14 wall ba published next year

Al our tobacco supphers participated in the SRITP prograrmme in 2013 which prowdes specific guidance for impraovernent aganst a vanaty of cntena

Sea our wabsite for more information Data for 2013 has been verfied Wa report 12 months in arrears to allow for the reporting and analysis of data

*

Key data reported n the Annual Report and Accounts for the year to 30 Septamber 2014 has been ndependantly assured under the limited
assurance requraments of the ISAE3000 standard by PwC They have also been engaged to look at our alignment with AA1000AS (2008}
pnnciples of Inclusveness, materiality and responsveness Scme of the salacted data coverad by this assurance is claarty heghhighted wathun
the Corporate Responsibility section of the Annual Report and all of the sedected data 15 ncluded in the Corporate Responsibiity section of
the website www Impenal tobacco com/cr where therr imited assurance staterment can be found PwC has provided Impenal Tobacco with
CR assurance serices from FY10 Earker data was assured by another provider

Irperial Tobacco Group PLC Annual Report and Accounts 2014




RISK MANAGEMENT

In this section we outline the nsks we face
across our business and our approach to
managing them

Our Approach

Our abity to achieve cur strategic objectives and capitalise on
growth oppartunihes requires effective management of the nisks
we face

Our nsk management system is designed to identify nsks that could
pravent the achigvement of sirateqic objectives as early as possible,
and to ensure that approprate and agreed mibigation i1s in place The
approach seeks to manage, rather than eliminate, the nsk of falure to
achieve business abjectives and can only provide reasonable and not
absolute assurance aganst matenal misstatement or loss Where
risks do crystallise, we respond immediately to reduce the mpact of
that nsk and to ensure that the causes and conseguences have been
evaluated and any wider implications assessed

QOur nsk management approach provides a framework which allcws
for the identification and management of both Group nsks and
those nsks specific to a location In a business with a global market
footpnnt as diverse as ouwrs it 1s Imperative to ensure that resource
1s directed at the most relevant nsks and that our management i1s
sufficiently supported to achieve positive outcomes

A year end certification process 1s completed, under which
management confirms that nsk miigaton controls have operated
effectively throughout the year and that entites have complied

with our policies, mcluding the Code of Conduct and anti-bribery
requirements, as well as fraud prevention processes As a separate
exercise, al our seruor managers are also required to cenlify that
thare have been no related party transactions within therr areas

of contral

Our people have the opportunity to make confidential disclosures
about suspected impropriety or wrongdoing via an independent
external service (Speaking Up), detals of which have been translated
nto 36 languages and can be found in the Investors section of

our website

In accordance with the recommendations of the FRC's Guidance
for Directors on Internal Control (formerly known as the Turnbult
guidance), the Group's systems of internal control are designed and
operated to support the identification, evaluation and management
of nsks affecting the Group They faciiitate the effective and efficient
operation of our business, provide assurance regarding the integnty
of our nternal reporting and are designed to comply with relevant
laws and regulations, across all areas of operations These systems
are subject to continuous review as arcumstances change and new
risks emerge

Our nsk management approach continues {0 develop, ensurng we
continue to identify, manage and monitor the nsks we face

Risk Management

The Board and Audit Committee

The Board has ultimate responsibiity for the Group's strategy and
related risk appetite In addition, the Board 1s accountable for
reviewing the effectiveness of the systems and processes of nsk
management and intemal control, with the Audit Committee assisting
in the discharge of this responsibility

The Audit Committee oversees the effectiveness of the Group's nsk
management systermn and internal controls and 1s assisted by the
Group's Corporate Assurance depariment (which oversees the
completion of the annual assessment of risk management and
internal control) The Audit Committee reports to the Board on its
activities and makes recommendations and escalates significant
risks or 1ssues to the Board as appropnate

Ensunng that the Board has the nght balance of skills and expenence
to develop our strategy and support its successful implementaton,
including support of, and insight into, the nsk management
approach, 1s the responsibility of the Nominations Committee This
committee provides the Board with the required support to identify
and recrult the necessary talent to achieve the Group's objectives

Achieving the Group’s objectives in accordance with our Code of
Conduct and business prnciples 15 supported by the Remuneration
Committee which aligns appropnate senior management objectives
and remuneration packages

In order to assist the Board in its requirement to provide a far

and balanced view of business perfermance, and to assist with

legal and regulatory compliance, oversight of the integrity of the
communication of the Group's financial disclosures 1s provided by
the Disclosure Committes This 1s chaired by the Company Secretary
and comprises senior management from across our business It
meets as required to consider majer financial disclosures including
the Group's key penodic external reports, Including the consolidated
and parent company financial statements

While nsk managemert and the identfication of existing and
emergng rnsks are the responsibilty of alt our people, the Board 1s
supported In the assessmenit of key risks through work facitated
by the Group's Corporate Assurance department The approach
ensures a consistent top-down method in how we identify, assess
and priontise nsks, as well as assessing our existing measures to
manage and mitigate those risks

The top-down approach that supports the Board 1s complemented
by an annual bottormn-up review by local management across

the organisation which assesses our pnincipal areas of nsk and
uncertanty across each part of the business This assessment
includes a review of both Group and local risks, along with an
assessment of the mitigating controls in place to manage the nsks
The separation of nsks into Group and Local classifications enables
appropnate focus at buth serior and local management ievel, and
assists us In the identrfication of emerging nsks The Group nsks are
indvidually owned by a member of the Operating Executive, and
ongoing development of the risk management approach continues
to Improve consistent management of these nsks across our
global footprint
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RISK MANAGEMENT continued

The Operating Executive {OPEX)

The OPEX 1s ultmately responsible for the effective operational
management and mitigation of the Group's key nsks The successful
and sffective implementation of Group strategies intc our operational
actmities 1s the responsibility of the Operating Executive and its
functional and dmsional management teams These management
teams are responsible for ensunng that the Group's strategic goals
are achweved In ine with Group palicies and standards, and that

we conduct business in compliance with our Code of Conduct

This tone from the top extends to responsibility for the monitonng of
operatonal and financial performance, the assessment and control
of financial, business and operational nsks and the mantenance

and ongoing development of a robust control framework and
environment In thair areas of responsibility

Operational Management

Across the business, operaticnal management is responsible for
the iImplementation and monitorng of the Group's processes and
systems of control This includes ensunng that our people have
appropriate traning and knowledge to perform their roles in
accordance with the Group’s policies and standards and defined
tines of accountability and delegation of authonty

The Group's functional and divisional management structures
enable a continuing process for the identification, evaluation and
management of significant nsks to the achievement of business
objectives and support the contrals in place

Oversight

In addrtron to the oversight prowded by our management structures
the CGroup also benefits from the work carmed out by subject matter
experts it employs to manage specific technical or legal and
regulatory nsks These teams form a key part of our *second hne

of defence” and are referred to as part of our “other assurance
provider” network

These depariments design and implement appropriate control
structures and monitoring mn order to manage the relevant nsks
They also act as centres of excellence, providing advice and
assistance to the business to help faciitate local solutions where
necessary These “other assurance providers” laise with our
Director of Conporate Assurance to pramote a consistent approach
and knowledge shanng within the Group's developing “Total
Assurance” model

Our Group Finance department 1s respensible for the financial
policies and standards adopted within the Group It also manages
our financial reporting processes to ensure the timely and accurate
provision of information, which enables the Board to discharge ts
responsibiities, including the production of our half yearty and
annual accounts

Group Finance 1s supported by a network of finance managers
throughout the Group who have the responsibility and accountability
to provide Information in keeping with our policies, procedures and
internal best practices as documented in our Group Finance Manual

Governance Framework

The Group's Corporate Assurance department oversess the
Group's nsk management process and includes our Group Intemal
Audrt team

Risk management and assurance activities are key elements of our
overall governance framework which 1s based upon a three lines of
defence model

We operate an integrated approach, aligned to ensure that our
operational management has the tools, knowledge, and support
In order t6 manage nsks as part of ts business as usual
business processes

Key elements of our framework

- our Company Secretary 1s responsible for mantaning and
developing the Group's framework of governance, including
our Code of Conduct, Group polices and Speaking Up
(whistleblowing) process,

— operational management 1s prowded with traming and guidance
that anables 1t to Implement effective controls and to manage ther
business nsks,

- centres of excellence and Group committees exist in order to
provide expert technical adwice and guidance in the development
of pohcy and contral relating to our legal and reguiatory
requirerments These centres of excellence provide assurance
actvities that ensure effective nsk management 1s implemented
through our business processes, and

—~ our Dwector of Corporate Assurance provides assurance that the
controfs to mitigate nsks to an acceptable level are operating as
they should, through both the nsik management processes and
Internal audit work

Thus includes co-ordination of the work of other assurance providers
within the Group who are technical experts in therr field of nsk
managemeant such as OHSE and product qualty
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ITG Governance Framework

Assurance
The Internal Audit department provides Independent assessment on the robustness and effectiveness of the systems and processes of risk
management and control across the Group [t achieves this through the comgletion of reviews which are approved by, and reported to, the
Audrt Committee

This approach 1s aligned to the “three lines of defence” modsl, adopted as an effective structure for risk management
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PRINCIPAL RISKS AND UNCERTAINTIES

Risk Management Overview

In the following section we highlight the pnncipal nsks we face and identify the mitigations that we have i place to manage the impact of
these nsks upon the business Not all of these factors are wathin our direct control, and the list cannot be considered to be exhaustwve,
as other nsks and uncertantes may emerge in a changing business environment

As 1s common with most large organisations the Group 1S subject 1o general commercial nisks, for exampls, cyber-secunty breaches, fatlure
of our [T nfrastructure, the cost of our raw matenals, and the impact of competition

Risk - Reduction In the size of the legitmate tobacco market
What affects us

Changes in regulation

Regulatory restrictions exist in many of our markets which impact our
consumers by influencing avalability, demand and freedom to use
our products The introduction of axcessive and disproportionate
regulation, both present and future, could have an adverse effect

on consumer choice, potentially impacting the demand for our
products, as well as the cost of continuing to comply with such
Increasing regulaton

What we do

The Group's “rational regulator” strategy 1s designed to engage with

key internal and external stakeholders to ensure that proposed

regulatory change 1s proportionate and does not lead to excessive

regulation This engagement includes

- consulting with external experts to provide adwice and guidance,

- engagement, whera possible, with regulators,

- provding industry specific information to ensure that regulators
have a more balanced fact bass,

- highlighting the unintended consequences of proposed regulatory
change, and

- making legal challenges against excessive regulation

Woe proritise the Group's expertise and resources according to the

relevart key regulatory issues Cross-market llaison 1s promoted

within the Group to ensure best practice and opportunities from

markets already ympacted are identified, understood, and applied

Increases In excise duty

Governments across the world perceive the use of toebacco excise
rates to be a means of raising additional public funding and/or the
satisfying of public/private tobacco control agendas

We engage with local tax and custorns authorties as well as
pohiicrans/legislators and media where appropnate to provide
informed input o the unintended consequences of excise Increases
The widening price differential between tobacco products in
naighbounng countries Increases both the avalability and
afiractiveness to the consumer of purchasing non-domestic

duty pad product

Woe take commercial steps to mitigate the impact of this 1ssue
through the moritorning and compilation of ongong analysis to ensure
strategic price and product offenngs exist in the context of the excise
duty structures in each market Through our portfolio of products we
are able to mest consumer preferences across different pnce points

liheit trade

The consequence of excise and regulatory regimes 1s a widening gap
between price of legitimats and ifegtimate product As a result the
legitimate tobacco ndustry continues to be subject to the significant
impact and increasing threat of dlicit trade The sale of counterfert
product and smuggled “licit whites” in our markets act as a direct
competitor to legrimate domastic duty paid, travel retail and duty free
products, eroding our volumes and market shares

Woe seek to work with governments and law enforcement agencies
around the world on anti-ilieit frade iniatives, and work alongside
the European Commission's Anti-Fraud Office (OLAF) and taw
enforcement agencies both in the EU and elsewhere

In order to achieve this we employ speciahst teams to provide
effective support to the business and govermmentsAaw enforcement
agencies, performing market analysis and intelligence to provide
appropriate and targsted solutions to the combating of ihcit trade
Wa maintan strong business conduct standards and controls, both
for our business and our first-line custorners in order to prevent our
products being diverted

Macro-economic condittons

A matenal dechne in the economic condrions affecting consumers,
notably an impact upon disposable incoms, may change their
consumption pattems, inclucing an increased propensity to
purchase ket products

We monitor and analyse consumption patterns and economic
indicators in order to ensure that our current and future portfolio
prowvdes the consumer with a range of products across difarent
pnce ponts This analysis 1s a key input to our product development
and pneing strategies
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Risk — Marketplace

What affects us

Marketplace

The Group has a significant presenca in mature European markets
and thus any matenal decline in the economic circumstances of,
and/or our performance in, our key Eurcpean markets may affect
our future profit development and have an adverse iImpact on the
Group's revenue or profits

Should concermns regarding the future of the euro, or the exit of one
or more Eurozone countnes re-emerge, consumer spending pattems
could be iImpacted Such an event could also cause disruption to the
business as a whole, Including mpact upon financing arrangements
(poth Group and Local), and could also have a short-term impact
upon our Manufactunng and Supply Chain operations

As with all businesses our route to market could be affected by
poltical nstabiity, cvil unrest, and sanctons, and could also

have a detnmental effect on our Manufactunng and Supply

Chan operations

What we do

We continuously rmoriter our exposure and review our portfolio

and our existing processes and poicies to minimise our economic
exposure and to preserve our abilty to operate 1n a range of potential
cenditions that may exist should one or more of these future

aevents occur

Our intemational footpnnt and comprehenswve portfolio provides an
increasingly balanced exposure to both EU and non-EU markets,
with the core of our market cancentration being N countnes with

a lower nsk of political Instability and cvil urrest

The alignment of our market management structures to key strategic
drivers enables a more consistent approach to the evaluation of nsks
and opportunities

Our global manufacturing and supgply chan operations have crisis i
management and contingency plans in place which are regularly
reviewed In ling with the rigks 10 ther ongoing requirements

Financing
What affects us

Funding and liquidity management

We have a significant level of committed debt, financed in the debt
capital markets and bank loan markets We expect any future
required refinancing of this debt upon matunty to be cbtained from
these markets and for us to be able to rely on funds being avalable
fram our bank counterparties when requested to be drawn
Approximately half of the Group's debt is currently at fixed levels
of interest, and therefore the Group 1s expcsed to movements In
Interest rates which could result in higher funding costs and cash
outflows on the remander

A fall n certain of our credit ratings could raise our cost of funding
and affect our ability to raise debt with the breadth of funders we
currently enjoy

What we do

QOur Group Treasury Committee (GTC) oversees the operation of

Group Treasury In accordance with the terms of reference set out

by the Board

The GTC sets out a framework for the treasury function to operate

within The framework covers, amongst other things, financing, |
lquidity and counterparty risk and is fully reviewed pencdically

The GTC receves regular reporting on all matters covered by

the framework

Cash flows, financing requirements and key rating agency metrics
are regularly foracast and updated in ine with business performance
This information 1s considered alongside condtions in debt capital
and bank loan markets to ensure we are well placed to meet

the future financing needs of the Group, and optimise its cost

and availability
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Legal and regulatory comphance

What affects us

Failure to comply with legislation

Falure to comply with local and international laws (ncluding
sanctions) may result in investgations This may cause damage
to our reputation and has the peotental for financial and cnminal
penalties for both the Group and iIndwviduals

What we do

We monitor closely developments in international sanctions and
achvely seek external advice to ensure that we remain compliant
with them

The Group'’s policies and standards, including our Code of Conduct,
mandate that all employses must comply with legislation relevant

to a UK histed company and 1n the countnes in which we cperate
E-learning courses are provided to management and relevant
empiloyees {o ensure understanding of key regulatory and
comphance requirements

Addrtionally, semior management certify the compliance of ther area
of the business with the Code of Conduct as part of an annual
certification process Exceptions are reported and mitigating
actions taken

Steenng groups exist for key areas of legal compliance to provide
axpert advice In the developrment of policy, process, traning and
monitonng of compliance
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PRINCIPAL RISKS AND UNCERTAINTIES continued

What affects us

Tobacco htigation

Tobacco ktigation clams are pending against the Group i a nurmber
of countries More clams may be brought in the future, Including
clams for personal injury and the recovery of medical costs allegedly
incurred N treating smokers If any claim wera to be successful, it
mught result in a significant labifity for damagss and might lead to
further clairns against us Regardless of the cuicome, the costs

of defending such clams can be substantiat and may not be

fully recoverable

What we do

To date, no tobacco Itigaton clam brought aganst the Group has
been successful and/or resulted in the recovery of damages

We employ intemal and external lawyers specialisng in the defence
of product liability itigation to prowide advice and guidance on
defence strategies and to direct and manage Itigation nsk and
monitor potental clams around the Group

Significant market positions

Cur significant market position in certain countries could rasult
In Investigations and adverse regutatory action by relevant
competiion authonties, ncluding the potential for monetary
fines and negative publicity

The Group's policies and standards, Including our Code of Conduct,
mandate that all employees must comply with competition laws in
the countries in which we operate

We provids training and guidance ic relevant employees detaiing the
obligations and requirements of competition laws

We employ expenenced intermal and external lawyers specialising

In competition laws to provide adwce and guidance regarding
interpretation and comphance with competition laws

In the event of any investigation fwhich may or may not resuft In
actions being brought against us), we cooperate fully with the
relevant authomty making the nvestigation and will continue to do so

Matenal strategic initratives
What affects us

In order to achieve our strategic objectives, the Group may be
required to undertake matenal inttiatives, including acquisshons and
change programmes

The Group operates within a regulatory environment that can
require the iImplermnentation of matenal Intiatives to address
changing legal requirements

What we do

The Group operates a formal project sign-off approach,

ensurng an appropnate and transparent review and selection

of project proposals aligned to the Group’s strategic and

operatonal objectives

To suppert the successiul delivery of matenal inhiatives within

the orgarusation the Group has developed and implemented a
standardised project managemani process that provides a robust
framewark to enable effective change management

This approach is adopted across the Group and provides a
consistent and disciplined approach to the management of matenal
intiatives, suppoerted by the employment of project managers across
the Group to ensure the nght skills are available to successfully
daliver such niatives

The majonty of the Group's matanal change programmes are
coordinated under a single umbrella programme, ensuring alignment
of deliverables, management of interdependencies, and lmiting the
Impact of changs upen our operational actvities

The Operating Executive receives regular reporting on the

progress of kay projects This provides a continuing assessment

of deliverables in changing marksts, and the evaluation of |
Interdependencies across the business |
Benefits achieved on key projects are appropnately certified before
being reported externalv We also carry out post-mplementation
reviews to ensure approprate feedback 1s captured to constantly
Improva our change management approach
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CHAIRMAN'’S INTRODUCTION

Mark Wilhlamson Charman

“We beheve that governance 1s not only
about comphance, 1t’s about acting
with honesty and integrity in our
business lives ”

This year has seen the Board and management dnve a number of
significant devslopments for the Group including the announcement
of the acguisition of brands i the USA and the partial listing of
Logista It has also seen a number of changes to the Board and

its Committees, including my appointment as Charman and the
appointment of Karan Witts

In 2015 we will continue our strategic transition and, subject to
completion of the acquisition, commence the integration of our
enlarged US business to support long-term value creation
without comprormusing our nsk management and internal
controi environment

To ensure the success of these developments and that they are in
the best interests of our sharshoiders, i 1s fundamental for the Group
to be managed with openness, honesty and transparency This can
only be achieved by underpinning our actions with high standards of
corperate governance and leaming from past expenences

The Board 1s ultimately responsible to shareholders and other
stakeholders for the Group’s actvties, strategy and financial
performance, the efficient use of the Group's resources and social,
environmenital and ethical matters This includes setting the tone

for our govermnance framework, which Incorporates our Cocle of
Conduct together wath our values, and is key to the way we work
both in respect of our relatonships between colleagues and with our
customers and supplers Our Code of Conduct can be found wathin
the responsibilty/standards of behaviour section of our website
www impenal-tobacco com

In this report we provide an overview of our govemance framework
and the work of the Board and its Committees We have continued
to evolve our reporting to take into account developing practice
following the recent significant changes to reporting requirements

We do not see govemance as a box-ticking exercise or simply
related to processes and controls but rather providing a guide to
our embedded govemance framework This, together with our
transparent approach, ensures we do the nght things in the nght
way Achieving this requires the nght leadership Accordingly, our
Board 1s composed of Directors from differing international
backgrounds combined with a wide range of profassional and
sector-specific experence This ensures that we have a truly
balanced Board with the nght skills and expenance to contribute
fully to effective decision making

The standards of behawiour we raquire from our employaes are
guided by our values and our Coda of Conduct and are often more
stnngent than local regulations Our policies and codes cover key
1ISsues such as acceptable business practices, ethical and legal
compliance matters and, physical and data security as well as
regulatory, governance and cccupational health, safety and
anvironmendal 1Issues

More details in respect of our govemance framework, nclugding how
our sound and seffective corporate governance practices support our
strategy, are set out in the following sections and in the discussion
on effectively managing the risks we face on page 21

Mark Willamson
Charrman

HINVNEIAQD

Management and Corporate Structure
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1 Mark Wilhamson, CA (SA)
Chairman of the Board

Skills and expenence Mark 1s a qualified
accountant, who brings considerable financral
and general managenal expenance to our Board
Mark was Chief Finarcial Officer of International
Power plc untl 2012 and s expenenced n
managng relatonstups with the investor and
financial communities Pror to joining Intermational
Power ple, Mark was Group Financial Controller
and Group Chief Accountant of Simon Group

Appomntment Mark joined the Board in July 2007
and was appointed Senior Independent Non-
Executve Directar in February 2012 He was
subsequently appointed Deputy Chairman of
the Board in January 2013 before being made
Charman in February 2014

External appontments Senior Independeant Non-
Executive Director and chairman of the Audit
Committeas of National Gnd plc and of Alent pic

D N Chawrman

2 Alson Cooper, BSC, ACA

Chief Executive

Skills and expenence Since being appointed as
Chiet Executive, Alison has led the development
and implementation of the Group's sustanable
sales growth strategy Alison joined the Group
n 1999 and through a number of senior roles
has contnbuted significantly to the international
expansion of the Group

Appomniment Appainted Director in July 2007
Appeointed Chief Executive In May 2010

External appointments Non-Executive Director
Inchcape pic since July 2009

E

3 Olver Tant, BSc, CA (Scotland)
Chief Financial Officer

Skifls and expenence Oliver held a number of
senior positions In a 32-year career at KPMG,
including Globa! Managing Director Financial
Adwvisory and Private Equity Dision and Head
of UK Audit

Ha was also a member of beth the UK and
German boards of KPMG He bnngs to Impenal
international expenence in change management
organisational restructunng, corporate finance and
mergers and acquisitions

Appomnitment Appointed to the Board of Directors
in October 2013 and became Chief Financial
Officer n November 2013

External appointments No external Director
appointments

E

4 Matthew Phlhps, LI.B

Corporate Affairs Director

Skifls and expenence Matthew has held a number
of senior roles including General Counsel and
Group Comaorate and Legal Affarrs Director pnor to
his appointment {0 the Board as Corporate Affars
Director and has been integral to the development
and implementation of our strategy

Appointment Appointed Corporate Affairs Director
In June 2012

External appontments No extemal Director
appointments

E

5 Ken Burnett, MA, MBA, PhD,
MInst M

Non-Executive Director

Skills and expsnence Ken an independent
management consultant, bnngs signdicant
expenence of the consumer goods sector in the
Asia Pacific region He was President Asia Pacific
of Alted Domecqg from 1996 until ts acquisition by
Pemod Ricard in 2005

Pror to joining Alled Domecq he held senior
management positons in the Asia Pacific region
with Seagram Interbrew and Intemational Distillers
& Vintners Lid {(now part of Diageo pic)

Appaintment Appointed Non-Executive Director in
Apnl 2006

External appointments Non-Executve Chaiman of
Elernental Energy Technologies Limited Director of
Efermertal Energy Technologes (Asia) Pte Limitad

DANR

6 David Hanes

Non-Executive Director

Skills and expenence Dawd brings considerable
sanior level board expenence and s currently
Chairman and Chief Executive Officer of Grohe
Group Sar He joined Grohe in 2004 from
Vodafene Group PLC where he was Global
Marketing Director He s also a former Chairman
of Vimpelcom A/Q

Dawd ganed extensve general management
expenence with Viodafone Group PLC and
Mars in¢ earlier in his career

Appointmenit Appointed Non-Exacutive Director
in February 2012

Extemal appaintments Charman ang Chiel
Executve Officer of Grohe Group Sar, Director
of Joyou AG

D A N R Charman

7 Michael Herhhy, MA (Oxon),
Sohcitor

Senior Independent Non-Exectrtive Director
Skills and expenence Michael 1s General Counsel
for Smiths Group plc He was formerty General
Counsel and Head of Mergers and Acquisitions
for ICI PLC with overall responsibilty for
corporate acquisitions and divestrments and has
extensive expenence of both private and public
market transactions

Appointment Appointed Non-Executive Director
i July 2007 In February 2014 he was apponted
as Senior Independent Non-Executve Director

External appointments Serves on the board of
Compass Partners International LLP and 1s
currently General Counsel of Smiths Group ple

DANR

8 Karen Witts, FCA

Non-Executive Director

Stalls and expenenca Karen bnngs sigrificant
financial and management expertise 1o the Board
Sha 15 currently Group Finance Director and
Executrve Director of Kingfisher plc and was
previously Chuef Financial Cfficer of the Afnca
Mddle East, Asia and Asia Pacific Region at
Vodafone plc Pnor to that, Karen held a number
of senvor positions at BT, including Chiet Financal
Officer of BT Retai and Managing Dwector
Operations Openreach

Appointment Appointed Non-Executve Director in
February 2014

External appointrents Group Finance Director and
Executive Drector of Kingfisher plc

DANR

9 Malcolm Wyman, CA (SA)
Non-Executive Directar

Skiffs and expenence As a guakfied accountant
and former Chief Financial Officer of SAB Miller
ple, with responstoility for the groupy's financial
cperations, corporate finance and development
and group strategy Malcolm bnngs not only a
wealth of financial experise but also considerable
general management expenence to the Board
He also meets the recent and relevant financtal
expenence equirements of the UK Comporate
Govemance Code

Appointment Apponted Non Executive Director
in October 2011 and charman of the Audit
Commtiee in February 2012

External appontments Senior Independent Non-
Executive Dvector and chaurman of the Audit
Committes of Nedbank Group Limnted listed

on the Johannasburg Stock Exchange and a
Non-Executve Director and charman ¢f the
Audit Committes of Serco Group plc

DA ChamanN R

10 John Dowming, MA, Solhcitor
Company Secretary

Skills and experence John joined Impenal in 2005
having worked for the law firm Linklaters

He has had a number of senior legal roles in
Impenal and was appointed Head of Group Legal
n 2010 and played a leading role in the Altadis
acquisition He has considerable expenence in
managing key corporate projects related 1o
financing, business development and other
commercial matters

Agpointment Appointed Company Secretary In
June 2012

5

Key

E Executve Director

D Non-Executive Director

S Company Secratary

N Nominatons Committee
A Audit Committee

R Remuneraton Committee

Skalls and experience of

our Board

The clverse global expenence of our NEDs
which ncludes FMCG finance, mergers
and acqusitons and sales and marketing
supports the in-depth tobacco expensnce
of our Executive Directors
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THE BOARD AND ITS COMMITTEES
Board

Mark Wilhamson Charman

“Our continued focus on our sales
growth strategy creates sustaimable
value for shareholders ”

Members

Mark Willamson (Charman Susan Murray

frorm 5 Fabruary 2014) (to 30 September 2014)
lain Napier Matthew Philips

{to 5 February 2014) Berge Setrakian

Ahson Cooper {to 5 February 2014}
Ken Burnett Qliver Tant

Robert Dyrbus Karen Witts

{to 5 November 2013) {from 6 February 2014)
David Haines Malcolm Wyman

Michael Herlihy
John Downing
Secretary

Focus in 2014

-~ purchase agreement with Reynolds Amenican Inc for the
acquisition of assets, including a portfolio of US cigarette brands
and the e-cigarette brand blu,

— flotation of approxmately 30 per cent of Comparia de Distribucién
Integral Logista Holdings SA,

- continued focus on leadership and Board succession with the
appointment of Mark Willamson to the position of Charman and
the appointment of Karen Witts as a NED,

= ophrmusing our brand and markst portfolios focusing on Growth
and Speciaiist Brands,

- resource allocation between Growth and Retums Markets,
— completion of our stock optimisation programme, and
— realigning our cost base through our cost optimisation programme

Focus for 2015
- Integration of our enlarged US business®,

- investment prontisation in our market and brand portfolics,

— continuing to support cur standalone subsidiary Fontem Ventures
including the integration of the acquired e-cigarette brand biu®,

— implement new ways of worlung 1o simplify the business and
improve our effectiveness and agity,

— continuation of our cost optimisation programme,
— focus on capital discipline to enhance cash conversion,
— ensunng regulatory engagerment and preparedness, and

— mantaining focus on our pecple agenda including bullding
capabilities and succession

* Subject to the complation of the acquisiion noted above

Overview

The Directors are collectively responsible and accountable to our
shareholders for the long-term sustanable success of the Group
The Board's role 1s to provide leadership to the Group, set its
strategy and oversee its implementation

The Board has a key role In ensuning that in achieving our strategy
management operates responsibly within cur govemance framewark
whilst clearly demonstrating our values and high ethical standards
The Directors are alsc mindful of therr legal duties to act in the way
they consider, In good faith, will be most likely to promote the
success of the Company for its shareholders whilst hawing regard

to the Interests of other stakeholders

As part of the governance framework, the Board has adopted a
schedule of matters on which it must make the final decision These
includa approving the Group's strategy, business plans, dvidends
and major financial announcements The Board 1s also responsible
for approving the acquisition or disposal of assets exceeding
defined threshoids

Within this framework the Board delegates responsibility for
daveloping and iImplementing the Group's strategy and for day-to-
day management to our Chief Executive, Alison Cooper, who 1s
supported by the Operating Executve (OPEX), which she chars The
Board also delegates matters to Board committees Clearly defined
terms of reference and written imts support these delegations

The OPEX consists of senior executives from across the business
It oversees operational execution and delivers our strategic and
financial plans The OPEX also ensures that appropnate internal
controls are in place and are functioning effectively, and that there
15 an effective nsk management process in operation throughout
the Group
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Matters Considered by the Board in 2014

Five pnncipal scheduled and three unscheduled Board meetings were held dunng the year
2013

October
« Annual Report and Accounts * Business planning
* Dividend * Corporate development

* Businass performance

November

* Unscheduled meeting to consider Charrman's and NEDs' success:on

December
2014

January
* First quarter resuits » Corporate development inciuding
* Business performance Logysta partial flotation

« AGM

March

Apnil

May
» Half Year Report * Employee engagement
* Dividend * Corperate development

* Business performance

June

s Strategy meeting LIS brands acquisition
» Business performance * Fnancing

July

* Two unscheduled meetings te consider US brands acquisition

August

September
* Business performance * Board evaluation
* Business plan s NEDs' feas

* Corporate development
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THE BOARD AND ITS COMMITTEES
Nominations Commuttee

Mark Willamson Chairman

“We seek to ensure that we have the
right people 1n place to buld on our
strategy and continue to deliver
significant returns to our shareholders ”

Members

Mark Willamson (Charman Susan Murray

from 5 February 2014) {to 30 September 2014}
lain Napier Berge Setrakian

(to 5 February 2014) {to 5 February 2014)
Ken Burnett Karen Witts

David Haines (from & February 2014)

Michael Herlihy Malcolm Wyman

Jchn Downing
Secretary

Achievements for 2014

Overview

Role

The Committee keeps under review and evaluates the composition
of the Board and its Commuttees to maintan the appropnate balance
of skils, knowledge, expenence and Independence to enable them
to functien effectively Succession plans for the NEDs, Executive
Directors and the Group's senior management are also kept

under review

The Committea's terms of reference are avalable within the investor
relatons/corporate governance section of our website

Composition

The Committee compnses all the NEDs and 1s chaved by the Group
Chairman unless it i1s dealng with the succession to the Chairman
Executve Directors are invited tc attend when appropniate

Boardroom Diversity

To mantain the appropnate balance of skills, diversity of knowledge,
profassional and geographic backgrounds and experience, we ook
ahead to upcoming retrements to rdentify potential gaps and appoint
indviduals who are best suited to fill any vacancy Appointing the
best people to our Board i1s critical to the success of the Company,
the search for candidates and any subsequent appointments are,
therefore, made purely on ment regardless of gender, race, religion,
age or disabilty Given our commitment t¢ appointing the best
pecple and ensunng that al employees have an equal chance of
developing ther careers withun the Group, we do not think it 1s
appropriate to set targets for Board appontments

Waemen, including our Chief Executive, made up 30 per cent of our
Board at the end of the financial year On the retirement of Susan
Murray, this decreased to 22 per cent We also have 22 per cent
women on our OPEX Further detals on our workforce diversity are
set out on page 17

As announced cn 5 November 2013, lain Napier and Berge
Setrakian retired at the conclusion of our AGM in 2014 and Susan
Murray retired on 30 Septermnber 2014 In addition we welcomed
Karen Witts to the Board in February 2014

— n line with the Group’s ongoing succession plans Oliver Tant was
identified as an appropnate successor to the Finance Director and
was appointed to the Board on 1 October 2013,

— Mark Willamson was appointed to the positicn of Charrman, and
- appointment of Karen Witts as a NED

2015 objectives
— maintain ongong succassion plans, espacially n respect of NEDs
approaching retirement by virtue of their length of serice,

— ongoing review of skill set and composition of the Board,

- evaluation of the Board, ts Committees and individual Directors,
and

- NEDs continuing business update and education
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Election and re-election of Directors

All Directors are appointed by the Board following a ngorous
sefection process and subsequent recommendation by

the Committes

The performance of each Director 1s considersd as part of the annual
Board evaluation process Following the 2014 evaluation, a review of
the independence of each NED, particularly in respect of those who
have served six years or morg, and consideration of attendance, the
Board recommends the election or re-glection of all Directors at our
2015 AGM

Meetings of the Board, Board Committees and AGM

Board succession

Dunng the year, tha Committee identified the profile and skill set
required for a NED and instructed Kom/Ferry Whitehead Mann to
identfy appropnate candidates Hawing reviewed the hist of potential
candidates, and subsequent to meetings with shortiisted candidates,
the Committee recommended to the Board the appontment of
Karan Witis who was subsequently apponited to the Board on

6 February 2014 The Board recommends her election at our

2015 AGM

Norminations Audit Remuneration m

Board Committea Commitee Committee Maoting
Total number of meetings in Financial Year 8 3 4 6 1
Number of mestings attended in Financial Year
Executive Directors
Alison Cooper 8/8 - - - 11
Rabert Dyrbus? 2/2 - - - -
Qliver Tant 8/8 - - - 11
Matthew Philips 8/8 - - - 11
Non-Executive Directors
Mark Willlamson 8/8 3/3 2/2 11 11
lain Napier? 3/3 2/2 - - 11
Ken Burmnett 8/8 33 4/4 6/6 11
Dawid Hanes? 7/8 33 4/4 6/6 141
Michael Herlihy 8/8 3/3 4/4 6/6 1/1
Susan Murray®? 7/8 33 2/2 2/2 1A
Berge Setrakian®? 2/3 2/2 - 2/2 171
Karen Witts® 5/5 11 2/2 5/5 -
Malcolm Wyman? 7/8 2/3 4/4 5/6 11

1 Robert Dyrbus retired from the Board on 5 November 2013
2 lan Naper and Berge Setrakan retired on 5 February 2014

3 Berge Setrakian and Dawd Hanes were unable to attend one telephone Board meeting Susan Murray was unable to attend one Board meeting and Malcolm Wyman
was unable to attend cne Board meetng a Rermuneraton Committee meeting and a Nominatrons Commitiee meeting held on the same day They did, however, fully
conder the papers betore the meeling and prowded ther thoughts and recommendations to the relavant Charmen

4 Susan Murray stepped down from both the Audit and Remuneration Committeas on 5 February 2014, the ninth anniversary of her election

5  Karen Witts was appointed on 6 February 2014

The maximum number of mestings for each iIndividual Director 1s the number they were eligible to attend
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THE BOARD AND ITS COMMITTEES
Audit Commattee

Maleolm Wyman Charman

“Our Audit Cornmittee has a key role in
protecting the mterests of shareholders
by ensuring the integrity of our financial
statements and the effectiveness of

our risk management processes and
mnternal controls ”

| would Iike to give you an overview of the operation of the Audit
Comimittee and the work it has undertaken

Wa have set out on page 36 the key matters that we have
considerad duning the year and the conclusions drawn We mest
forrmally at key times within our reporting calendar as set out on
page 35 The agendas for cur mestings are designed o cover all
signficant areas of nsk over the course of a year and to provide
oversight and challenge to the key financial controls and processes
that operate throughout the Group

QOur intemal auditors and our external auditors, PwC, attend alf
Committee meetings and provide dstaled reports on their audit work
to the Committee The Committee reviews and discusses these
reports with both management and auditors and holds meetings
without management being present | also meet with the Head of
Internal Audtt anct the Lead Audtt Partner of PwC on a regular basis
between meetings

Wa invite management to prepare and present a wide range of
papers 1o the Audit Cormmittee and | am satisfied that these
enable effective discussion of the 1ssues On an ad-hoc basis
meet with members of management below Board level to better
understand the challenges that the business faces | am able to
use this understanding to manage the Audit Committee review
procass effactively

Dunng the ysar, we also spent tme to build on our understanding
of the Group’s nsk management processes, reviewing the nsks
that face the business and challenging management concerning
the mitigating controls in place

Overall, | am satisfied these activities have enabled the Audit
Commiitee to gain a good understanding of the key matters
impacting the Group dunng the year along with oversight of the
culture, governance and operation of its significant controls and
processes and utimately to draw the conclusions we set out on
page 37

Malcolm Wyman
Chairman of the Au

Members
Malcolm Wyman, Susan Murray
Chairman (1o 5 February 2014)
Ken Burnett Mark Willamson
Dawd Haines {to 5 February 2014)
Michael Herlihy Karen Witis

{from 6 February 2014)

John Downing
Secretary

Committee Composition

The Committee compnises five Independent Non-Executive Directars
and 1s chared by Malcolm Wyman Both Malcolm Wyman and Karen
Witts meet the requirements of the Code and the Committee’s terms
of reference that at least one of its mambers has recent and relevant
financial expenence

The Board Charman, Chief Executive, Chief Financtal Officer,
Dwrector of Financs and Planming, Group Financial Controller,
Director of Corporate Assurance, Deputy Company Secretary,
appropnate financial managers and PwC are inwited to attend
Committee meetings At each meeting both the Drector of
Corporate Assurance and PwC have the opportunity to mest
separately with the Committee without management being present

Role
The responsibities of the Committee inciude

— assessing the integnty of our financial reporting, INcluding ensunng
that, faken as a whole, incliuding the use of non-GAAP measures,
our Annual Repart 1s far, balanced and understandable and
provides the information necessary for shareholders to assess
the Company's performance, business model and strategy,

— overseeing and evaluating the effectiveness of our nsk
management, Imermal control and speaking-up processes,

- assessing the effectiveness of the nternal Audit department, and

PwC, including reviewing and approving the annual audit plan,
reviewing the audht findings, monitanng compliance with ethical
and professional gudance and approving PwC's terms

of engagement

The Committee's full terms of referance can be found within the

- scrutinising the Independence, objectivity and effectiveness of
Investor Relations/Corporate Governance section of our website ‘
\
\
|
\

34 Imperial Tobacco Group PLC Annual Report and Accounts 2014




Audit Committee Meetings 1n 2014

Four Committee meetings were held in the financial year, at key times within our reporting and audt calendar, and included the following key
matters on the agenda

2013
October
« Annual Report and Accounts * Auditors’ raport
* FX managamsnt * Internal audit report
* Imparment review s Internal control
+ Going concern e Audtors’ fees and ndependence
November
December
2014
January
February
* Audtt planning ¢ Treasury update
* Risk management * Auditors' effectiveness
March
Apnl
* Half Year Report s Tax
* Imparment review * Auditors’ fees and indepandence
* Auditors’ review of Half Year Report
|
|
May
| June
July
August
September
+ Annual Report and Accounts preparation * Auditors’ report and independence
+ Adjusted measures review * Risk management
* Tax * Stock optinusation
-

Significart and complex aceounting transactions
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THE BOARD AND ITS COMMITTEES
Audit Commttee continued

Key Matters Considered During the Year

Significant Financia! Judgements

and Financial Reporting for 2014

- Goodwill and intangble asset
imparment reviews Judgements
largely related to the assumptions
underiying the calculations used
to value the businesses being
tested These assumptions
included long-term business and
MACIO-8CONCMIC projactions

How the Committee Addressed these Judgements
- Detaled reports from management were considered by the Committee We challenged

management on tha methadology applied, the assumptions used and the achievabdity of the
underlying business forecasts For the ndvdual operating segments (Drive Growth Drvsion and
Premium Cigars) with the lowest headroom, we considered different scenanos and sensitvities
to assess whether management's conclusions were far and balanced The Commiites also
considered detaled reporting from, and held discussions with, PwGC We concluded that
management's assertion that goodwill and intangible assets were not mpared was reasonable
We also approved the disclosures in our financial statements Further information on the Group's
goodwill and intangible assets is provided in Note 11 to the financial statements

— The treatment of restructuring
costs and therr presentation within
the Group's financial statements

We penodically reviewed papers from managemant on actual and forecast levels of restructunng
costs The restructunng costs disclosure for Inclusion within the Group's full year and half year
resulits were also reviswed and discussed with management Following these detaled reviews
and discussions, we concluded that restructunng costs were exceptional In nature and
disclosed appropriately

- Going concern

In order to satisfy dself that the Group has adequate resources o support the going concern
assumption, the Committes examined the Group's existing committed funding, tts ability to
generate cash and its abilty to raise further external funding We challenged management's cash
projections and sensitivity analysis including mitigating actions We also considered detalled
reporting from, and held discussions with, PwC This enabled us to conclude that the Group
has adequate resources and we subsaquently recommended to the Board the adoption of the
going concern statement for iInclusian In the Annual Repert and Accounts

— Deferred tax reporting and the
resulting reported tax charge

We receved and discussed reports from management in respect of the adequacy of tax loss
recognition We also considered whether a provision for deferred taxation in respect of tax
allowances on an overseas investment was still required given the significantly reduced probability
that the relaied temporary difference would reverse We also considered detalled reports from,
and had discussions with, PwC in respect of this Following consideration of such reports and
discussions, we concluded that the deferred tax calculation and recognition 1s appropriate

- Use of adjusted measures

The Committee reviewed papers prepared by management considenng the purpose and practice
of our use of adjusted, or non-GAAP, measures In our extemal reporting The Committes
challenged management on its proposals and held discussions with PwC Following these
congiderations the Commitiee concluded that the Group's use of adjusted measures, including
the adjustments for stock optirnisation, was farr and balanced

- Revenue recogretion — as with most
companes, there s a nsk that, In
order to boost revenua n the
current year, arrangements could
be mads to faciitate sales that do
not meet the Group's cntena for
revenue recognition

We challenged management in respect of revenue recognition and controls over stock in trada
This primanly involved considenng the amount of inventory held by distributors in key markets and
the 1mpact of the stock optimisation project We reviewed reports from PwC and Intemal Audt
on the measurement of stock In trade The Commiitee also noted that no matenal instances

of Inappropriate revenue recognition arose during the externa audit These raviews enabled

the Committee to sahsfy itself that the Group's cntena for revenue recognition were met

— Tobacco-related Itigation - the
Group 1s exposed to litrgation
ansing from clamants alleging
smaoking-related health effects

Intemnal kiigation reports were regularly rewewed by the Commitiee We also considered reports
from the Group’s external lawyers which confirmed that the Group continues to have mentonous
defences to the actual and threatened legal proceedings detaled on page 44 and concluded
that nsks n respect of tobacco-related Itigation are appropnately disclosed in the Annual Report
and Accounts

~ The Group's foreign exchange
management

Wa regularly considered reports from management covenng foreign exchange exposures and tha
level of net mvestmant hedging Following consideration of these reports and discussions with
management we concluded that the accounting treatment of foresgn exchange and the Group's
exposure to exchange nsks were appropnate
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Key Matters Considered During the Year continued

Significant Frnancial Judgements
and Financial Reporting for 2014
- Retirement benefiis

How the Committee Addressed these Judgements
- The costs, assets and labiities of the Group's defined benefit retirement schemes were regularly

reviewed by us Advice was taken from independent actuanes on the appropnateness of the
assumptions used and we held discussions with management and PwC

- Amortisation of intangbles - Taking into consideration the portiolic optimisation strategy and focus on growth and specialist
brands, management have reviewed brand Ives dunng the year We have considered
management’s reasoning in determining the useful Iives and conclude that the resulting
estmations In this respect are reasonable

- Other accounting matters - We examined papers prepared by management considenng the accounting treatmant of

requinng judgement

signficant and/or unusual transactions, including, inter alia, certan provisions, credits due

uncter the Master Settlement Agreement, setllement and curtaiments of certain post-retrement
benefits, and fees related to certain transactions Wa also discussed these matters with PwC
Our exarnination of management's papers and discuss:ons with PwC supported management's
ireatment of these tems and their disclosure in the Annual Report and Accounts

Risk Management and Internal Control
Dunng the year, the Group refined its nsk management processes
to further formalise the evaluation of nsks across the business
This approach s designed o prowvide greater consistency in the
dentfication and assessment of nsks, at both a Group and local
level To assist the Commuttee with its oversight of the nsk
management process and intemal controls, Group Internal Audtt
has performed a review of the Group's nsk management approach
and provided a report on its effectiveness The Committee also
receved detalled nsk management updates during the year
Additionally, this work prowides further evidence to support the
Committes's recommendation to the Board to accept the opirion
of the annual Internal Control Statement

Woe are aware of the nsks to our nformatien technology systems
To manage these nsks, our Group Internal Audit plan includes
specific reviews to assess complance with our relevant nformation
technology standards and poicies In line with the reporting of all
nternal audit issues, any significant matters are reported 1o the
Committee and therr resolution monrtored

In addition, dunng the year we formed an Information Secunty
Working Group to review the Group's approach to the wider
information secunty topic, as a result of which mprovernents have
been made N our approach with further ongoing assessment of
Inhatives being reported on an ongoing basis

The above processes and those descrbed in the Risk Management
section on pages 21 to 26 enable the Board, ether directly or
through the Audt Committee, to review regularly the effectveness of
the key procedures which have been established in order 1o provide
appropnate internal controls They also enabls the Board to confirm
that an ongong process for ientifying, evaluating and managing the
Group's significant nsks has operated throughout the year and up
{0 the date of the approval of this Annual Report and Accounts in
accordance with the requirements of the Code

Group Internal Audit Department

A light-touch effectiveness review of the Group Internal Audtt
Department was carned out dunng the year, co-ordinated by the
Company Secretary The review was questionnarre-based and
invited responses from members of senior management, the
chaiman ef the Commitiee and the Chairman of the Board
Responses wera then forwarded to the Charterad Institute of
Internal Auditors which, based on its expenence, compilad the
results and provided an externa! perspective

Responses were generally positve, recogrising that the departmert
shll needs to evolve further Actions have been taken to address
comments made and the recruitment of a new Head of Group
Internal Audit has helped strengthen the management team within
Corporate Assurance Satisfaction surveys completed by operational
rmanagement after each audit continue to show positive resutts

Dunng the year, a number of iIndviduals were recruited inte the
Group Internal Audit Department which enhanced its ability to extend
Its coverage across key nsks to the Group, including carmying out
reviews of vanous aspects of the strategic change programme and
providng assurance regarding the stock optimisation intiative

Independence of our External Audiators
In order to ensure the Indspendence and objectvity of PwC,

the Commitiee maintains and regularty reviews our Auditor
Independence Policy This policy provides clear defintions of
services that cur extemnal Auditors may and may not provide and
can be found within the Investor Relations/Corporate Governance
section of our website

PwC, and its predeceassor firms, has been the Company’s Auditors
since Its demerger in 1996 In Ine with our Auditor independence
Policy, the Group Audit partner s required to rotate after a rmaximum
of five years (seven years for subsidiary companies) John Maitland,
our Audit Partner, has been in post since 2013
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THE BOARD AND ITS COMMITTEES
Audit Commattee continued

Pw(C may only provide non-audit senaces where those senices do
not conflict with its Indepandence, for example tax compliance work
The policy also establishes a formal authonsation process, including
the tendenng for non-audi services expected to generate fees in
excass of £250,000, and pre-approval by the Committee for
allowable non-audit work that PwC may perform Qur policy also
establishes guidelines for the recruitment of employees or former
employses of PwC and for the recrutment of our employees by 1t
During the year, the only non-audit fee In excess of £250,000 was in
relation to work undertaken in connection with the proposed US
cigarette brand and e-cigaretie acquistion which was considered
and approved by the Committee charman

Dunng the year, PwC, due to its knowladge of the Group and whare
it was deemed that it was best placed to provide effectively the
services required, also undertook non-audit work, nane of which
exceeded the above thrasheld In our judgement we do not believe
that the objectmty of the external audit has been mpared as a result
of this work The non-audit work included

— regulatory assurance work pursuant to the proposed US cigarette
brand and e-c:garette acquisiion,

— adwice in relation to project govemance over core systems
development,

- tax adwisory and tax compliance work,

- venfication of our corporate social responsibilty reporting and
undertying processes, and

- agreed upon processas n respect of the performance cntena of
our employee share plans

In the current year non-audit fees were 66 per cent of total audit fees
{sea Note 4) This ratic 1s significantly impacted in the curent year by
the work undertaken in connection with the proposed US cigarette
brand and e-cigarette acquistion [n our view, the level of non-audt
feas 15 not out of ine wath those disclosed by smilar companies with
international activities and in our jJudgement we do not beleve that
the objectivity of the external auct has been imparred as a result of
thus work

To ensure comphance with this policy, dunng the year the
Committee carned out two raviews of the remuneration receved by
PwC for audt sersces, audit-related services and non-audit work
The Committee also considered reports by both management

and PwC which did not raise any concems in respect of PwC's
independence and confirmed that PwC mantans appropnate
internal safeguards to ensure its ndependence and objectivity

The outcome of these reviews was that performance of the relevant
non-audrt work by PwC, as detaled in Note 4, was in compliance
with the policy and was the most cost-effective way of conducting
our business No conflicts of interest were found to exist between
such audit and ron-audit work

Thae Committee confirms that the Company continues to receve an
independent audit service

Audit Quahty and Approach to
Audit Tender

Wa place great /mportance on ensunng that we recewve a tigh
standard and effective external audi Therefore, we formally review
the performance of our external auditor annually During the year,
aud effectiveness questionnaires were completed by members of
the Commuttee and semicr managers and finance employees from
across the Group These questionnares covered the audit scope and
planning, qualty and delvery, challsnge and communtcation and
ndepsendance The responses to the questionnaires indicated that
there was a consistantly high perception of auditor effectiveness,
with no pervasive Group-wide concems identified

Based on its consideration of the responses, together with its awn
ongaoing assessment, for example through the quality of PwC's
reports to the Commuttee and rts interaction with the audit partner,
the Commuttee remains satisfied with the efficiency and sffectiveness
of the audit Followng the introduction of the audit tendenng
provsions in the Code, the Committee will annually consider if the
audit shoutd be put out to tender The result of this year's review was
not to put the audt out to tender The Committee considers that for
a major international group the tendenng of external audit must be
well planned to ensure that the Group complies with best practice
corporate governance as well as ensunng the Group recesves a high-
qualtty, efficient and effective extsrnal audit service In compliance
with the transitional rules of the Competition and Markets Authonty
and the EU, the Committee plans to put the external audit out to
tender in ttme for tha 2018 year end

Thers are no contractual or similar obligations restrictng the Group's
choica of external auditors

Statement of Auditors’ Responsibilities
PwC is responsible for forming an independent opinion on the
financial statements of the Group as a whole and on the financial
statements of Impenal Tobacco Group PLC as presented by the
Directors In addition, if also reports on other elemenis of the Annual
Report and Accounts as required by legislation or regulation and
reports its opinion to members PwC’s opinions are included on
pages 66 and 115

Auditors and Disclosure of Information
to Auditors

Each of the Directors in office at the date of approval of this Annual
Report and Accounts confirmns that

- 50 far as they are aware, there s no retevant audit nformation (that
18, Infarmation needed by PwC in connection with prepanng its
report) of which PwC i1s unawars, and

~ each has taken all the steps that they cught to have taken as a
Director in order to make himseliherself aware of any relevant
audt nformation and to establish PwC 1s aware of that information

The Board accepted at its October 2014 meeting the Commitiee's
recommendation to put o shareholders at the forthcoming AGM a
resolution to reappoint PwC as Audtors to the Company
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Application of the UK Corporate

Governance Code

We are pleased to confirm that the Company has complied in fufl
with the Code throughout this financial year The Company has
not, however, tendered for audit seraces in the last ten years

We detalt below how, in practce, the Company has apphed the
Code's pnnciples and complied with its detaled prowsions

Board and 1ts Committees

Each of our Board Committees has specific written terms of
reference 1ssued by the Board and adopted by the relevant
Committee These are avatable on our website www impenal-
tobacco com All Committee charmen report on the proceedings
of ther Committees at the next meeting of the Board and, where
appropriate, make recommendations to the Board In addition,
minutes of Committee meetings are circulated 1o Board members

To ensure Directors are kept up to date on developing 1ssues and to
enhance the overall sffectiveness of the Board and ts Committees,
our Chairman and Committee charmen communicate regularty with
the Chief Executive and other Executive Directors

Our NEDs play a key role n corporate accountability and
governance through ther membership of the Board's Committees
The membership and remit of each Committee 18 considered on
pages 32, 34 and 46 The open atmosphere at our Committee
meetings enablas our NEDs to use therr judgement, expenence

Board Composition and Roles

and independence to review cntically and, where appropnate,
challenge constructwely strategies proposed by management

This ensures the further development of our business, effective use
of our resources and maintenance of our high standards of conduct

Matters Reserved for the Board

In order to retain control of key decisions, the Board has adopted

a schedule of matters on which rt must make the final decision,
Including approval of the Group and parent company financral
statements, the Group’s business strategy, the annual caprtal
aexpenditure plan, major capital projects, major changes to the
Group’s management and control structure, matena! nvestments
or disposals, nsk managemaent strategy, sustamnability and
environmental policies, the appointment or removal of Directors and
the Company Secretary, and treasury polices Key decisions by the
Board durng the financial year included the proposed cigarette brand
and the e-cigarette brand acquistion in the US, the partial ksting on
the Spanish stock exchangses of Logista and the appointment of
Karen Witts as a NED

Division of Responsibilities of our Chairman and Chief Executive
Whilst retaining a close working relationship, our Charman and Chef
Executive have clearly defined and separate responsibiities dmded
between running the Board and the business They meet regularly
between Board meetings to ensure a full understanding of evolang
issues and to facilitate swift decision making They are responsible

to our shareholders for the successful delivery of our strategy

Chairman Mark Willamson

Leads the Board and creates an erwironment that ensures there are strong links

between the Board and our shareholders and management
Mark met the independanca critena of tha Cods on appointment and thara wera no
significant changes to his external commitments subsequent to his appointmaent

Chief Executive Alison Cooper

Supported by the Executive Directors and the OPEX, has day-to-day management

responsibdty for the Group, for recommending the Group’s strategy o the Board and,
once agreed, its implementation

Ahson promates the Group's values, culture and high standards of conduct and
behaviour which underpins our reputation and supports the delivery of our sustainable

sales growth

Executive Directors QOliver Tant

Matthew Phillips

Support the Chiet Executive in devising and implemanting our strategy and overseeing
the operations of the entire Group, In addition to specfic responsibility for managing
their own areas of the business

Senior Independent
Director

Michaal Herlihy

Responstble for assisting the Charman with effactive shareholder communication and i1s
avallable to them should they have any concerns which have not been resolved through
the normal channels or If these channels are not appropriate No such concerns were
raised during the year

Michael 15 avalable to our NEDs should they have any concemns which are not
approprnate to raise with the Charman or which have not been satisfactonly resolved

by the Charman

He also acts as a sounding board for the Chairman and cames out the Charrman's
performance evaluation

Non-Executive
Directors

Ken Burnett

Dawid Haines

Susan Murray

{to 30 Saptarmber 2014)
Karen Witts

(from 6 February 2014)

Malcolm Wyman

Evaluate information prowided and challenge construciively management's viewpoints,
assumptions and performance They bnng to the Beard a diverse range of business
and financial expertise which complements and supplements the expenences of the
Executve Directors
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THE BOARD AND ITS COMMITTEES
Audit Committee continued

Conflicts of Interest and Independence

Directors are required to avoid situations where they have, or could
have, a direct or indirect interest that conficts, or possibly may
confiict, with the Company's interests In accordance with the
Companies Act 2006 {the Act}, our Articles of Association allow the
Board to authonse potentraf conflicts of interest that may anse and
to impose such lrmits or condiions as it thinks fit

Directors are required to give notice of any potential situational
and/or transactonal conflicts, which are considered at the following
Board meeting and, if considered appropnate, situational conficts
are authonsed We do not allow any Director to participate in such
consideratons or to vote regarding his or her own conflicts

The Board has considered and authonsed a number of stuations
all of which relate to the holding of external directorships and have
been entered in our Conficts Register No actual conflicts have
been identified The Board considers that these procedures
operate effectively

As part of our annual review process, dunng the Board meeting
In September 2014 we reviewed and reconsidered all situations
entered In the Conflicts Register and the Board 1s satisfied that the
independence of those Directors who have other external board
appointments or relationships has not been compromised At this
meeting, and taking into account the annual Board performance
svaluation, the Board conciuded that all our NEDs continue

to contrbute effectively and constructrvely to Board debate,
demonstrate commitment to ther role, challenge objectvely

and question management robustly and at all tmes have the
best interasts of our shareholders in mind

Wa confirm, therefore, that, with the exception of our Chairman who
met the independences critena of the Code on appointment and
Susan Murray who had served more than nine years on our Board,
our NEDs remained independent throughout the year as defined n
the Code

External Appointments

NEDs may serve on a number of other boards provided they
continue to demonstrate the requisite commitment to discharge
effectively their duties The Chairman and the Nominations
Committea review the extent of NEDs' other interests throughout the
year The Board 1s satisfied that the Charman and each of tha NEDs
commit sufficient tme to ther dutias in retation to the Company, and
the NEDs have also confirmed thay have sufficient time to fulfil ther
respective obhgations to the Company

The Board 15 supportive of Executive Directors and members of the
OPEX accepting non-executive directorships of other companies

in order to widen therr expenence and knowledge for the benefit of
the Company Accordingly, subject to the agresment of the Board,
Executive Directors and members of the OPEX are permitted to
accept one external non-exacutive board appointment and to retan
any feas recewved from such appontment

information and Training

The Company Is committed to the continwng development of
Directors in order that they may buld on ther expertise and develop
an ever more detated understanding of the business and the
markets in which Group companies operate

The Company Secretary 1s responsibla for advising the Board,
through the Charrman, on matters of corporate govemance

The Board and s Committees are supplied with full and timely
information, including detaled financial infarmation, to snable them
to discharge their responsibiities

All Drrectors have access to the adwvice of the Company Secretary
and, where appropnate, the services of other employees for all
governance and regulatory matters Independent professional advice
15 also avallable to Directors, in appropnate circumstances, at the
Company’s expense

Following their appointrment to the Board, Directors are briefed

on the legal and cther duties they owe to the Company Tatored
induction programmes are arranged which include industry-specific
traning, visits to the Group’s businesses and meetings with senior
management They are also bnefed on intemal contrals at both
head office and business unit level and provided with iInfarmation
on relevant Company policies and govemance-related matters

Members of cur Audit and Remuneration Committees receved
bnefings from PwC and New Bndge Street respectively to ensure
they remain up to date with current regulations and devalopments
No other traning needs were identfied In 2014, although angoing
training is avallable to ali Directors o mest tharr Indvdual needs We
provide regular briefings to Directors on matters such as legislation
and regutation changes and corporate governance developments

Performance Evaluation

Dunng the year, the Board reviewsd, with the assistance of
Independent Audd Lirmited, its performance, that of s Committees
and individual Directors with the am of improving effectiveness

This review considered the overall functioning of the Board and its
Committees, the balance and range of Directors' skidls, diversity,
succession, how the Board works as a unit and nsk oversight

As part of the evaluation, cur Charman held meetings with the
Non-Executive Directors to consider, amongst other things, the
performance of the Executive Directors

Our Senior Independent Director also met with the Non-Exacutive
Directors and the Board, without the Chairman present, to consider
the performance of the Charman

The feedback obtained was collated into a report which was
presented to the Board at its September 2014 meeting and used
as the basis for one-to-one development discussions between the
Charman and each Drrector

The evaluation showed that the Board and its Committeas continue
to operate effectivaly and no significant areas for concern ware
identfied nor any requrement to prowvide extra traning for our
Directors Cansequently, the Board and its Committees are satisfied
they are operating and performing effectively The evaluation
confirmed that all our Diractars have sufficient time, knowledge

and commitment to contnbute effectively to our Board and its
Committess and that it remains appropnately constriuted
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Areas identified for further consideration were, following the

recent changes to Board memberstip, continung to develop the
caohesrvensss of the team and that our NEDs would benefit from
an increased knowledge and understanding of the widar business,
for example through site wisits and presentations from our wider
management team

We have addressed the issues identrfied in the 2013 Board
evaluation and, in ine with the Beard's succession plans, we
anncunced in Novermnber 2013 the appointment of Mark Willamson
to succeed lan Napier as Charman Ws have also continued to
enhance our nsk management and intemal control processes as
discussed on pages 21 and 37

Dialogue with our Investors

We am to provide balanced, clear and transparent communications
which allow shareholders to understand how we see our prospacts
and the market environments In which we operate

We maintain an active engagement with our key financial audiences
ncluding nstitutional shareholders and sell side analysts as well

as potential sharsholders Dunng the year, there were regular
presentations to, and mestings with, insttutional investors in the

UK, Europe, Canada and the USA to communicate our sales growth
strategy and answer questions from our mvestors Throughout the
year our senior management team presented at industry conferences
organised by nvestor bodies and investment banks for their
institutional nvestor bases Our Investor Relations ieam managed
the interaction with these audiences and provided additional

regular presentations dunng the year We also consulted with our
largest shareholders and ther representative bodies in respect

of the proposed changes to our remuneration policy detailed on
pages 48 to 52

The pnmary means of cormmunication with the majonty of our
sharshelders is via our Annual Report and Accounts, Half Year
Report and website on which we publish Interim Management
Statements These are supported by a combination of presentations,
conference calls, one-to-one meetings and investor meetings in the
UK, Europe, Canada and the US

NEDs, including our Senior Independent Director, were availlabla
throughout the year to mest with mayor sharcholders # requested
and are kept up to date with investor cpirion including via our
annual survey of investor opinions

Insurance and Indemmities

We have purchased and mantan appropnate insurance cover In
respect of Directors' and Officers’ labiihes The Company has also
entered into qualifying third-party indemnity arrangements fer the
benefit of all its Directors in a form and scope which comply with the
regurements of the Act These indemnities were in force throughout
the year and up to the date of this Annual Report

To ensure our shareholders have time to consider our Annual Report
and Accounts and Notice of the AGM and lodge therr proxy votes,
the documents are made avallable to them at least 20 working days
priar to the meeting

We offar all our shareholders the choice of submitting proxy votes,
Including abstentions, either electronically or in paper format

At the AGM our Chaimman and Chief Executive give presentations
on our performance and current business activities and all Directors
make themselves available to mest shareholders after the conclusion
of the formal business of the AGM

To ensure complhance with the Code, at all general mestings
separate resolutions are proposed on each subject and all
resclutions are put to a poll At the AGM the number of proxy

votes for, aganst and abstentions for each resolution are provided
Votes recaved at the AGM are added to the proxy votes and the final
resulis published through a Regulatery Information Service on our
website and via OTCOX

At our 2014 AGM we receved votes represanting approximately
79 per cent of our 1ssued share capital (excluding shares held In
treasury at the date of the AGM)

Qur next AGM will be held on Wednesday 28 Jaruary 2015, full
detals of which are contained in the Notice of Meeting avalable on
our wabsite and, where apphicable, posted with this Annua! Report
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DIRECTORS' REPORT

Introduction

One of the Board's pnmary responsibilities 1s to ensure that the
Company 1s run In the best long-term interests of our shareholders
and wider stakehclders We believe this can only be achieved if the
actnties of the Group are supported by appropnate govemance
processes applied across the Group

These processes are llustrated below and n the individual
Commitiee reports

In accordance with the UK Companies Act 2006 {the Act), the
following items have been included in other sections of this
Annual Report

- a farr review of the business, as required by the Act, 15 iIncluded n
the Strategic Report The information in our Governance Report 1s
included in this Directors’ Report by reference,

- future developments in the business are included in the Chief
Executive's Review,

- information refating to our people can be found in the Rewarding
Workplaca section,

- our principal nsks can be found in the Pnncipal Risks and
Uncertainties section, and

- the Drectors of the Company during the financial year can be
found in the Governance report

Share Capital

Detaills of our share capital are shown i Note 24 to the Financial
Statements All shares other than those held in treasury are freely
transferable and rank pan passu for voting and dmdend nghts

At cur AGM on 5 February 2014 shareho'der authorty for the
buyback of up to 106,794,000 shares was obtained

As at 30 September 2014 we held 78,909,137 shares in treasury,
which represented 7 62 per cent of Issued share capital and had an
aggregate nominal value of £7,890,914

Woe have not canceled these shares but hold them in a treasury
shares reserve within our profit and loss account reserve and they
represent a deduction from aquity shareholders’ funds Treasury
shares do not carry any voting or dvidend nghts

At 30 September 2014 we had been notified of the following nterests
in 3 per cent ar more of our shares and there have been no changes
to this information up to the date of this Annua! Report

We have not receved notification that any other person holds
3 per cent or more of our shares

The share interests of the Drectors, therr families and any connected
persons are shown on page 58 Cther than as disclosed on page 51,
there are no agreements batween the Company and its Directors

or employees providing for compensation for loss of office or
employment due to a takeover

Information concerning employees and thair remuneration i1s
given in Note 6 to the Financial Statemenits and in the Directors’
Remuneration Report

Financial Results and Dividends

We include a review of our operational and financial performance,
current position and future developments in our Strategic Report
Strategy, Risks, Performance and Governance sections

The profit attnbutable to equity holders of the Company for the
financial year was £1,422 millon, as shown in our consolidated
income statement Note 3 to the Financial Statements gives an
analysis of revenue and operating profit

An analysis of net assets 1s provided in the Consolidated Balance
Sheet and the related Notes to the Financial Siatements

The Directors have declared and proposed dmdends as follows

£ rreion 2014 2013
Ordinary Shares

Intenm paid, 38 8p per share

{2013 35 2p) 370 341
Pronosed final, 89 3p per share

(2013 81 2p) 851 783
Total ordinary dividends,

128 1p per share (2013 116 4p) 1,221 1,124

Number of Percontage

orthnary shares of issued

(miions) share capial

BlackRock Inc 53 5512

Capital Group Companies inc 48 4992

Invesco Limited 47 494’
Morgan Stanley Investment

Management Limited 42 4.44°

Franklin Resources Inc 41 4307

1 Diect holding
2 Indrect holdng

The final dwidend, If approved, will be paid on 17 February 2015

to our shareholders on the Register of Members at the close of
business on 16 January 2015 The associated ex-dmdend date waill
be 15 January 2015 We paud an mterim dividend on 19 August 2014
to shareholders on the Regrster of Members at the close of business
on 18 July 2014 As announced at our Half Year results on 7 May
2014, we are moving to quartery dividend payments with effect from
financial year 2015 The first and second dwvidends for financiat year
2015 will be announced wath our half year results on 7 May 2015
and will be pad in June 2015 and September 2015 The third and
fourth dvidends will be announced with the full year results on

10 November 2015 and paid in December 2015 and, subject to
AGM approval, n March 2016
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Relations With Other Stakeholders
Chantable and Political Donations

As part of our responsible approach and our commitment to
reinvesting in society, we continue to support the communities in
which we operate by choosing o allocate some £3 28 mulion {2013
£3 20milion) to partnership and community investment Through the
UK Chartties Aid Foundation we apportion some £1 72 millon to
registered chanties This funds our support of the Eiminating Child
Labour in Tobacco Growing Foundation, our own Altadis Foundation
and a small number of UK chanties connected with our Global Head
Office The remaning amount of some £1 53 milion 15 allocated to
our leaf sustainabiity partnerships which seek to help rural tobacco
growing communities, predominantly in sub-Saharan Afnca Our leaf
partnership projects are manly enabled diractly with supphers under
contract, rather than with registered chantes Some £0 03 million
was also used to support some ad hoc employee fundraising
activties manly in response to humanitanan needs in the Bakans
and Ukraine The £3 28 million only reflects a ceniralised budget

We do not currently account for additional actwvities including
management tme, volunteenng, gifis n-kind and localised actmvtes
More detalled information on our approach to supporting cemmunity
Ivelihoads can be found in the Corporate Responsibility section of
our website www impenal-tobacco com/cr All charitable donations
and partnership investments are subject to the requirements of our
Code of Conduct

No political donations were made to EU political parties,
organisations or cancidates (2013 nil)

Pension Fund

Our main pension fund, the Imperial Tobacco Pension Fund, is nat
controlled by the Board but by a trusiee company, the board of
which consists of five directors nominated by the Company, ong
directar chosen by employees and two by current and deferred
pensioners This trustee company looks after the assets of the
pension fund, which are held separately from those of the Group
and are managed by independent fund managers The pension fund
assets can only be used In accordance with the fund's rules and for
no other purpase Further details are contaned in our Remuneration
Report on pages 56 and 57

Articles of Association

The Company's Arlicles of Association do not contain any
entrenchment prowsions and, therefore, may be altered or added to
or completely new articles may be adopted by special resolution
subject to the prowvisions of the Companies Act 2006

Significant Agreements That Take Effect, Alter or Terminate on
Change of Control

The agreements summarised below are those we consider o be
significant to the Group as a whole and which contain provisions
gmvng the other party a specific nght to terminate them if we are
subject to a change of control following a takeover bid

The Group has nine credrt faciity agreements that provids that,
unless the lenders otherwise agres, if any person or group of
associated persons acgures the nght to exercise more than

50 per cent of the votes at a general mesting of the Company,
the respective borrowers must repay any outstanding utisatton
made by them under the respective facility agreement and the
total commitments under that facility agreement wilt be cancelled

The mine cracht agreements are

— acredt faciities agreement dated 15 July 2014 under which
certain barks and financral Institutions make avatable to Impenal
Tobacco Finance PLC and Impenal Tobaceo Enterpnse Finance
Limeted a) committed acquisition credit facilities across threa
franches of $4,100 milion, $1,500 midion and $1,500 million, for
a maximum penod of up o thres years, four years and six years
respectively, b} committed credit facilities of €1,000 million for a
penod of up to three years, and ¢) commiited credit facilities in
two tranches of €2,835 millon and £500 millon for a penod of
five years, and

- aight deeds of countar-ndemnity each dated 3 June 2014 made
on substantially the same terms under which certam nsurance
companies and financial instrtutions each make avadable to
Imperial Tobacco Limited a surety bond, in each case 1ssued
on a standalons basis but in aggregate forming an amaount of
£400 milton, untl 3 December 2019

In the event that any of the hsted credtt faciity agreements are
subject to any such repayment and cancellation, we would expect
the Group to replace these agreements with similar arangements in
order to satisfy its existing funding commitments, ongoing working
capital and similar requirements, as well as its long-term and
strategic plans In particular, the committed acquisition cradt facilties
under the credit faciitias agreement dated 15 July 2014 are intended
to be utiised in due course to satisfy the funding and payment
obhgations of the Group under the asset purchase agreement that
was entered info with Reynolds Amencan inc on the same date
Under this asset purchase agreement, the Group has agreed to
acquire a number of brands and assets from Reynolds Amencan Inc
currently owned by Reynolds Amencan Inc and Lonllard Inc for a
consideration of $7 1 illon, following the proposed acquistion of
Lonllard Inc by Reynolds Amencan Inc The transaction is expected
to complete in the spring of 2015 and, i the event of any such
repayment and cancellation of the committed acquisition credit
facihes, we would expect the Group to replace these credit

facities with similar or other arrangements in order to enable it

to satisfy its funding and payment obligations under the asset
purchase agreement

Impenal Tobacco Finance PLC (the Issuer) has 1ssued bonds under
a Euro Medium Term Notes (EMTN) Debt Issuance Programme
(as noted bslow) The Company acted as guarantor

The final terms of this senes of notes contain change of control
provisions under which the holder of each note will, subjact to any
earler exarcise by the Issuer of a tax call, have the option to requrre
the issuer to redeem ar, at the Issuer's option, purchase that note

at ts nominal value i (a} any person, or persons acting in concert

or on behalf of any such person(s) becomeas interasted In ()} more
than 50 per cent of the Issued or allotted ordinary share capital of
the Company, or (i) such number of shares in the capital of the
Company carrying more than 50 per cent of the voting nights
normally exercisable at a general meeting of the Cempany, and (b)
as a result of the change of control, there 1s either () a reductionto a
non-nvestment grade rating or withdrawal of the mvestment grade
rating of the notes which I1s not raised again, renstated to or replaced
by an investment grade rating dunng the change of control penod
specified n the final termns, or (i) to the extent that the notes are not
rated at the time of the change of control, the Issuer fals to obtan
an nvestment grads credit ratng of the notes within tha change of
control penod as a result of the change of control
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The bonds 1ssued in such manner are as follows

— 15 September 2008 £600,000,000 8 125 per cent guaranteed
notes due 2024,

- 17 February 2009 £1,000,000,000 9 per cent guaranteed notes
due 2022,

— 17 February 2009 €1,500,000,000 8 375 per cent guaranteed
notes due 2016,

- 24 June 2009 £500,000,000 7 75 per cent guaranteed notes
due 2019,

- 5 July 2011 €850,000,000 4 5 per cent guaranteed notes
due 2018,

- 26 September 2011 £500,000,000 5 5 per cent guarantesd
notes due 2026,

- 2 December 2011 €750,000,000 5 per cent guaranteed notes
due 2019,

- 28 February 2014 €1,000,000,000 2 25 per ¢ent guaranteed
notes due 2021,

~ 28 February 2014 €650,000,000 3 375 per cent guaranteed
notes due 2026, and

- 28 February 2014 £500,000,000 4 875 per cent guaranteed
notes due 2032

Impenal Tobacco Finance PLC has also 1ssued bonds in the

United States of Amenca under the provisions of section 144a

and Regulation S respectively of the US Secunties Act (1933} The
Company acted as guarantor The fina! terms of this senes of notes
contain change of control provisions under which the holder of each
note will subject 16 any earlier exercise by the Issuer of a tax call,
have the option to require the Issuer to redeam or, at the Issuer’s
opton, purchase that note at 101% of ts nominal value if (a) (i} any
person (as such term is used in the US Securities Exchange Act of
1934 (the Exchange Act)) becomes the benaficial owner of more than
50 per cent of the Company's voting stock, or (i) there Is a transfer
{cther than by merger, consclidation or amalgarmation) of all or
substantially all of the Company's assets and those of its subsidiaries
{0 any person (as such term s used in the Exchange Act}, or (i) a
majonty of the members of the Company's Board of Directors 1s

not continuing In such capacity, and (b) as a result of the change

of coniral, there 1s either () a reduction to a non-invastment grace
rating or withdrawal of the investment grade rating of the notes which
15 not raised agamn, reinstated to or replaced by an investment grade
rating dunng the change of control penod specified in the final terms,
or (i} to the extent that the notes are not rated at the tme of the
change of control, the Issuer fals to obtan an investment grade
credit rating of the notes within the change of control penod as a
result of the change of control

The bonds 1ssued in such manner are as folows

= 11 February 2013 $1,250,000 2 05 per cent guaranteed notes
due 2018, and

= 11 February 2013 $1,000,000 3 50 per cent guaranieed notes
due 2023

Update on Tobacco-Related Litigation

Ireland

In the Republic of Ireland, the number of tobacco-related clams has
fallen to only five In four of thesa cases, the clamants are deceased
and ther solicitors have been unsuccassful in ther efforts to contact
ther families The fifth case has been inactive since 2003 and can be
assumed to have been abandoned Even if it reactivates, it 1s very
Iikety that t would be struck out on grounds of delay

Span

Folowing our acqusiion of Attadis in January 2008, we were
invoived N a claim in Spain brought in the Administrative Court (the
CADAN;} on behalf of the Regonal Government of Andalucia (the
Junta) The claim was brought aganst Altadis and a number of other
tobacco companies, as wal as the State On 23 December 2013,
the CADAN dismissed the Junta's claim on procedural grounds

The Junta did not register an intention to appeal Since all deadhnas
for appeal have now expired, the case s closed

fialy

We are currently facing two clams in ltaly The first is aganst Logista,

which 1s the subject of a challenge on grounds of unsdiction and
the admession of evdence This cha¥enge was heard in 2006 but
judgment 1s stell awaited

The second claim has been brought in the Court of Messina by
two indwviduals clanming €800,000 n total We have denied lability
The first hearing took place on 17 September 2014 and the next
heanng has been scheduled for 24 June 2015

To data, no action has been successful or settled In favour of any
clamant in any tobacco-related itgation against Impenal Tobacco
or any of its subsidianes Impenal Tobacco has been advised by its
lawyers that 1t has mentorious defences to the legal proceedings set
out above Wae will continua vigorously to contest all such Iibgation
against us

Statement of the Directors 1n
Respect of the Annual Report and

Financial Statements

As required by the Code, the Directors confirm that they consider
the Annual Report, taken as a whale, 1s far, balanced and
understandable and provides the nformation necessary for
shareholders to assess the Company's performance, business
model and strategy When armving at this position the Board was
assisted by considenng the output and reports from a number of
long-established and embedded processes including the following

- the Audit Committes rewiewsd the use of adjusted measures and
ther appropnateness in aiding users of our financial statements to
better understand our performance,

- the Annual Report 1s drafted by appropnate semior management
with overall co-ordination by the Director of Group
Communications to ensure consistency across sections,

- an extensive venffication process 1s undertaken to ensure
factual accuracy,

- comprehensive reviews of drafts of the Annual Report are
undertaken by members of the OPEX and other senior
management,

— an advanced draft 1s considered and reviewed by our intermnal
Audit Department, our Disclosure Committes, legal advisers
and brokers,

— the final draft s reviewed by the Audit Commitiee prior to
consideration by the Board,

— our Board members also receve drafts of the Annual Report and
Accounts in sufficient ime to facilitate ther review and input, and

— discussing the draft Annual Report with both management and
PwC and where appropnate challenging the content and any
udgement and assumptions used
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Statement of Directors’ Responsibilities

The Directors are responsible for prepanng the Annual Report, the
Directors’ Remuneration Report and the Group and the parent
Company financtal statements in accordance with applicable law and
regulations Company law requires the Directors to prepare financial
statements for each financial year Under that law, the Directors have
slected Yo prepare the Group financial statements in accordance with
Intemational Financial Reporting Standards (IFRSs) as adopted by
the European Union, and the parent Company financial statements
in accordance with United Kingdom GAAP (United Kingdom
Accounting Standards and Applicable Law) Under company law, the
Directors must not approve the financial statements unless they are
sabsfied that they give a true and far view of the state of affars of tha
Group and the parent Company and of the profit or loss of the Group
for that penod In preparng these financial statements, the Directors
are required to

~ select suitable accounting policies and then apply them
consistently,

- make judgements and accounting estmates that are reasonable
and prudent,

~ state whether IFRSs as adopted by the European Union and
applicable UK Accounting Standards have been followed, subject
ta any matenal departures disclosed and explaned in the Group
and parent Company financial statements respectively, ana

- prepare the financal statements on the going concem basis unless
it 1s Inappropnate to presume that the Company will continue
In business

The Diractors are responsible for keeping adequats accounting
records that are sufficient to show and explan the Compary's
transactions and disclose with reasonable accuracy at any tme the
financial posihion of the Gompany and the Group and enable them to
ensure that the financial statements and the Directors’ Remuneration
Report comply with the Act and, as regards the Group financal
statements, Article 4 of the IAS Regulation

They are also responsible for safeguarding the assets of the
Company and the Group and hence for taking reasonable steps
for the preventon and detection of fraud and cther regutanties

The Directors are responsible for the maintenance and integnty of the
Company’s website Legistation n the United Kingdom governing the
preparation and dissemination of financia! statements may differ from
legistation in other unsdictions

Each of the Directors, whose names and functions are listed on
page 29, confirms that, to the best of therr knowladge

~ the Group financial statements, which have besn prepared in
accordance with IFRSs as adopted by the EU, give a true and far
view of the assets, liabilities, financial position and profit of the
Group, and

— the Strategic Report and the Directors’ Report include a far review
of the development and performance of the business and the
position of the Group, together with a descnption of the principal
nsks and uncertanties that it faces

The Strategic Report and the Directors’ Report were approved and
signed by order of the Board

—_—
"')("‘aq_ﬁ
John Downing

4 November 2014

impenal Tobacco Group PLC
Incomporated and domictied in Engtand and Wates No 3236483
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DIRECTORS REMUNERATION REPORT
Remuneration Committes

David Haines Charman

“Our remuneration strategy is focused on
supporting our business strategy 1n the
drive to maximise long-term sustainable
shareholder returns.”

Members
David Hanes Charrrnan Berge Setrakian
Ken Bumett {to 5 Febnuary 2014)
Michael Hertiny Mark Wilamson
{to 5 February 2014) Karen Witts
{from 6 February 2014)
Malcolm Wyman

Trevar Williarmns Secretary

Decisions for 2014

- femuneration rauew and recommendation to shareholders to
wilhdraw future awards to Exgcutive Directors under the Share
Matching Schems (SMS) with the previous benefit consolidated
mnto the Long Term Incentive Pian (LTIF),

- 2014 annual bonus payrment calculated to be 69 per cent of
the maxarmuim opporturity,

- LTIP granted in November 2011 partally vasted in
Novermnber 2014,

— SMS granted i February 2012 will lapse m Febnuary 2015, and

- i reliation to the retirement of Robert Dyrbus, confirming all
glements of remuneration to be actioned & ine with pokcy with
no discrations exercised i hs favour

Material changes for 2015
Subject to shareholder approval, mplementaton of the rewsed
remuneration policy, ncluding

- the withdrawal of the SMS for Executve Drectors,

- amendmeant to mandatory deferral of bonus to require that hatt
of any borus pard be deferrad inte shares and released after
three years,

- selected moreases n vanable pay opportunity;

- introduction of a cash cornversion measure to the annual bonus,

- introducton of two-yaar holding penod for vested LTIP awards,
in respect of awards grarited n February 2015 onwards, and

~ strengthening of claw back provisions

Dear Shareholder

Ower racent years, we have made changes to our remunerabon
policy to maintamn alignment with our evoiving strategic pnonties

We continued to strengthen this alignment during 2014 in ine with
the shareholder-approved remuneration policy ntroduced at last
year’'s AGM, which can be found in our 2013 Annuzl Report available
on our webstte, through some adicibonal changes to the measures

N our incentive schemes and by fusther ncreasing the focus of our
executves’ pay towards the long-term

Whilst the external ervronment continues to be challenging, our
good perforrnance in 2014 resutted in an annual bonus pay-out for
Executve Drectors of 69 per cent Performance against eamings
targets, adjusted for the effects of the stock optimisation programme,
was strong, and volume and net revenue targets, again adusted for
the effects of the stock optimisation prograrmme, ware partafly met
Howaver, this recent progress has yet to be seen in the cutcomes of
the long-term schemes, thers wall be mrmal vesting of LTIP awards
made m November 2011 and no vesting of SMS awards made in
February 2012

Subyact to shareholder approval, from 2015, we plan to remove

the SMS for our most senior employees Whilst the SMS has

been an effective scheme to promote share ownership across the
Company, we have taken heed of some investors’ opposition to
two long-term ncentve schemas and we belisve we can achieve
the same alignment and retention more simply 'We have, therefors,
consofidated the SMS opportunity into the LTIP and, in order to
preserve the retention effect, will require that half of all earned bonus
1s defermed in shares for three years. An additional holding penod of
two years will also apply to vested LTIPs

W also proposs to rebalance the weightings of measures in the
LTIP to place greater emphasis on the measures by which executives
can dnve the success of the business, Increasing the weight n
samings growth and reducing TSR The Cormmittee continues to
review Incentive measures annually and for the financial year to

30 September 2015 it proposes to ntroduce cash conversion
aongside eamings, revenus, growth brand performance and

market share measures to reflect the balance of our strategy

Olver Tant was appointad last year on a below-market salary with an
InMenuon to raise his pay, aver time, 1o market levels contingent on
performance We believe this mechamsm 1s n the Company’s and,
therefore, shareholders’ bast iterests Foliowsng a strong first year,
the Comrrittee conssdered it approprate to bnng Mr Tant's salary
closer to the market and, therefors, mcreased it

Dunng the course of the year, we receved feadback on proposed
changes from a nurnber of our larger investors, which we considered
carsfully As a Cormimitiee our role is to balance these inddual
nvestor perspectives with our overall responsibility to ensure that
remuneration arangements enable us to attract, motivate and

retan empl of the requistte quality to optimse sustamnable
d Haines

Charman of the Remuneraton Commitiee
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Governance

The Role of the Remuneration Committee

The Board recogrises that it 1s ultimately accountable for executive
remuneration but has delegated this responsibility to the Committee

The Committee’s prncaipal function 1s to support the Group's strategy
by ensunng that its delivery 1s ncentvised by the remuneration

policy, descnbed below It also determines the specific remuneration
package, including senice contracts and pension arrangements,

for each Executwve Director and our most senior executives

The Committee held six meetings during the financial year
The Committee’s responsibilities include

- ensunng the Group's remuneration arrangemenis support its
strategy, align with its values and drve performance,

- mantaning a competitive remuneration policy appropriate to
the business enwwonment of the countries In which we operate,
thereby ensunng we can attract and retain hugh-calibre indmduals,

— algning senior executives' remuneration with the interests of long-
term shareholders whilst ensuring that remuneration 1s far but
not excesswe,

- assessing the output from the Board evaluation process insofar
as It relates to the Remuneration Commuttes,

- making recommendations to the Board in respect of our
Charrman's fees,

- setting targets for the performance-related elements of
remuneration packages,

— oversight of our overall policy for senior management remuneraticn
and of our employee share plans, and

= ensunng appropnate independent adwisers are apponted to
prowide advice and guidance to the Committee

The Commttee’s full terms of reference prowde further details of the
role and responsibikties of the Committes and are available on the
Company's website

All members of the Comimuttee are independent Non-Executive
Directors which wa see as fundamental in ensunng Executive
DOrrectors' and senior executives’ remuneration 1s set by people who
are independent and have no personal financial Interest, other than
as shareholders, in the matters discussed

To renforee thus ndependence, a standing item at sach Comnrruttee
meeting allows the members to meet without any Executive Director
or other manager being present

Dunng the year, lain Napier {Company Chairman to 5 February
2014}, Mark Willamson {Company Chairman from 5 February
2014}, Aison Cooper (Chief Executive), Olver Tant (Chief Financial
Officer) and John Downing (Company Secretary) were consuttad,
including to provide a performance context 1o target setting, and
invited to attend, where approprate Trevor Wilkams (Deputy
Company Secretary) also attended each meeting as secretary

to the Committee

The Group Human Resources Director and the Group Reward
Director also attended and prowvided internal support and advice on
market and regulatory developments in remuneration practice and
our employee share plans Therr attendance ensured the Committee
was kept fully abreast of pay policies throughout the Group, which it
then takes into account when determining the remuneration of the
Exscutive Directors and our most senior executives

No one is allowed to particpate n any matter directly concerning the
detals of his ar her own remuneration or condittions of semce

This Policy Report nas been preparad in accordance with tha
provisions of the Companies Act 2006 {the Act) and The Large and
Medium-sized Companies and Groups (Accounis and Reports)
{Amendment) Regulations 2013 (the Regulations) It also meets the
raqurrements of the UK Listing Authonty’s Listing Rules and the
Disclosure and Transparency Rules In this Report we describe how
the pnnciples of good govemance relating to directors’ remuneration,
as set out In the UK Corporate Governance Code 2012 (the Code),
are applied In practice The Remuneration Committee confirms that
throughout the financial year the Company has complied with these
governance rules and best practice provisions and will detail i1 the
2015 report how 1t applied the provisions of the revised Code which
applies to the Comparny from its financial year commencing on

1 October 2014

Tha Regulations require our Auditors to report to shareholders on the
audrted nformation within this Report and to state whaether, in ther
opirion, the relevant sections have been prepared i accordance
with the Act The Auditors' opinion s set out on page 66 and we
have clearly marked the audited sections of the Report
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DIRECTORS’ REMUNERATION REPORT continued

Policy Report

Our strategy and business modal (further explained on page 2} drive our remuneration policy The consistent and successful application of our
strategy, incentivised by both short- and long-term performance measures, has delivered significant returns to sharehalders and the measures
proposad within the revised policy focus on building on this track record

To continue to deliver our strategy we need high-calibre indmduals with the skill set and expenence appropnate to dnve the performance
of a Group of the scale and complaxity of impenat Tobacco Qur pokcy is designed to offer competive, but not excessive, base salary
with significant waighting towards performance-based elements the measures of which incentivise and support the delivery of our strategy
whilst atso reflecting wndwmdual, functional and corporate perfiormance We aim 1o set and ngorously apply targets that are both stretching

and achievable

Whilst our incentive plans provide for the Committee to exercise discretion in the deterrmination of vesting, this 1s only used in exceptional
crcumstances and if exercised will be disclosed, at the latest, in the report on implementation of the Remuneration Policy for the year

n quastion

Remuneration Policy for Executive Directors

It 1s Intended that the Remuneration Policy set out in this Report will, if approved, for the purposes of section 226D(B)(b) of the Act, take effect

immediately after the AGM on 28 January 2015

Purpose and Link
Element to Strategy QOperation Maximum Opportunity
Salary Aftract and retan Reviewed, but not necessanly iIncreased, annually by the Cormmittes No prescribed
high-performing taking into account each Executive Director’s performance together maxirmum annual
individuals reflecting with changes in role and responsibility ncrease
the market value of Salary increases, If any, are generally effectve frorn 1 Oclober The Committee takes
role and the Executive  The Committee considers pay data for both UK companies and those Into account each
Director’s skills, operating overseas For the UK we compare aganst listed companies ~ Executive Director's
expenence and closest to us by FTSE ranking (and excluding those in the financial performancs, together
performance services sector) and we also reference the FTSE 30 and FTSE 50 with changes In role
excluding financial sector companies Our international comparator and responsibiity and
group Includes companies of a simiar size, broad sector focus and considers general
global footpnnt These comparators serve 10 define a “playing field” Increases for the UK
within which an individual's rewards need to be positioned In wider management
deterrmining indwvidual remunaeration, the pnmary factors taken into paputation
account are Indvidual performance, the scale of tha challenges
intrinsic to that indndual's role, their ability and expenence
Benefits Competitive banefits Benefits include prowsion of company car, health insurance, lifa The level of benefit
taking mto account insurance and permanent health insurance which are provided prowvision Is fixed
the markst value of drectly ar through the Company pension scheme
the role and benefits Opportuntty to join the Sharesave Plan
offered to the wider Provision of relocation assistance upon appantment i/
UK managerment when apphicable
popuiation
Annual Incentivise delivery At least 60% of the annual bonus will be inked to key financial metncs  200% of base salary
Borus of Group strategic and no more than 15% will be inked to iIndwvidual measures or such lower sum
Plan objectives and Pertormance below the threshold results in zera payment Payments as determined by
enhance nse from 0% to 100% of the maximum opportunity for levels of the Committee
performance performance betwaen the threshold and maximum targets
Half of any annual bonus pard would be in deferred shares to be held
for a minimum of three years with the other half paid in cash
Malus prowisions apply before payment and claw back provisions are
In place for the three years following payment of annual bonus
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Eement

Share
Matching
Scheme

Long Tem
Incentiva
Plan

Purpose and Link

to Strategy

Incentvsa the delvery
of Group strategic
targets Promote
share ownership
worldwide across the
Impenal Tobacco
management team

Incentivtse long-term
Group financial
performance in ine
with the Group's
strategy and long-
term shareholder
returns Align
Executve Directors'
interasts wath those
of long-term
shareholders

Operation

It s ntended that, subject to shareholder approval of the revised
Remuneration Policy, there will be no further awards to Exscutive
Directors under the SMS However, outstanding awards will vest
or not in ing with the performance conditions and other terms of
the relevant award

Awards granted February 2014

Awards have a performance penod of three financial years and the
level of vesting 1s based on financial measures with underpins

In respect of each performance element, performance below the
threshold target results in zero vesting Vesting of each performance
element starts at 25% and nses to 100% for levels of performance
between the threshold and maxmum targets

There 1s no cpportunity to re-test

Claw back provisions are in place

Dmdends accrued on vested shares are pad at the time of vesting
Awards granted February 2012 and February 2013

Awards were based on an earnings per share (EPS) performance
condition onty

Awards to be granted dunng or after January 2015

Awards have a performance penod of three financial years starting at
the beginning of the financial year in which the award is made and are
based 20% on relatrve total shareholder retum (TSR) vs a peer group
and 80% on financial measures

In respect of each performance element, performance betow the
threshold target results in zero vesting Vesting of each performance
element starts at 25% and nses to 100% for levels of performance
between the threshold and maximum targets

There 1s no opportunity 1o re-test

Claw back and malus provisions are in place

Ddends accrued on vested shares are paid at the tme of vesting
Any awards which vest will be subject to a further two-year

helding requirement

Awards granted November 2013

Awards have a performance penod of three financial ysars starting at
the beginning of the financial year in which the award 1s made and are
based 50% on TSR vs a peer group and 50% on financial measures
with underpins

In respect of each performance element, performance below the
threshold target results in zero vesting Vesting of each performance
element starts at 25% and nises to 100% for levels of performance
between the threshold and maximum targets

There I1s no opportunity to re-test

Claw back provistons are In place

Divdends accrued on vested shares are paid at the time of vesting
Awards granted before February 2013

Prior to February 2013 awards were based 50% on an EPS
performance condition and 50% on relative TSR performance
conditions only

It 1s ntended that all awards will vest or not in ine with the performance

condiions and other terms of the relevant award

Maximurn Cpportunity

Subject to shareholder
approval of the revised
policy no future awards
will be made to
Executive Directors
Maximum match 1 1 of
sharas invested Plus, In
respect of the February
2014 award, sharas
equvalent to the value
of the dvidend roll-up

Chiet Executive Officer
350% of base salary
Cther Executve
Directors 250% of base
salary or such lower
sum as determined by
the Committee

Plus sharas equwvalent
to the value of the
dwvidend roll-up

HONYNHIAOCD
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Purpose and Link
Element to Strategy Operation Maximum Opportunity
Pensions Attract and retain Pension prowvision for Executive Directors 1s provided in line with other Current policy 1s for a
high-performing employees through the Impenal Tobacco Pension Fund in the UK (the defined contnbution and
Executve Directors Fund) Executive Directors who joined the Fund prior to 1 October cash supplement imit
2010 are members of the defined benefit section whereas Executive of 26% of salary
Directors joining the Fund on or after this date are offered membersnp  Existing members of the
of the defined contnbution section Executives have the option to definad benefit section

receive a cash supptement in lleu of membership of the Fund, or nlkel  have a cash in heu of
of accrual on pensionable salary above the Fund's earnings cap, or in pension accrual hmit
leu of future service accrual of 35% of salary
Members of the defined bensfit section of the Fund acerue pension at

arate between 1/47th and 1/60th of pensionable salary Further detan

15 provided on page 56

The rules of the Fund detall the pension banefits which members can

receive on redrement, death or leaving service

The Committee may amend the form of any Executive Director's

pension arangements In response to changes in pensions legisiation

or similar developments, so long as any amendment does not increase

the cost to the Company of an Executive Director's pension prowsion

Committee Discretions Relating to Vanable Pay Schemes

The Commiites will operate each of the Company’s incentive plans for which it has responsibility according to their respective rules and in
accordance with the Listing Rules where relevant The Committee retains discretion, consistent with market practice, in a number of regards
to the operation and admirustratron of thesa plans These include, but are not Imited to, the following

— who participates in the plan,

— the tming of grant of an award and/or payment,

— the size of an award (subject to the maxuma set out In plan rules and the policy table abave),

- the choice of performance measures and targets for a new award under each incentive plan (in accordance with the policy set out above),

- tha determination of vesting and confirmation that the calculatron of performance 1s made in an appropnate manner, with dus consideraticn
of whether and, if so, how, adjustments should be made (subject to the provision that any adustments to targets set should result In the
revised target baing no less challenging than the onginal target),

- discretion required when dealing with a change of contral and any adjustments required in special circumstances (8 g nghts Issues,
corporate restructunng events and special dvidends), and

- determination of a good/bad leaver for Incentive plan purposes based on the rules of the plan and the appropnate treatment chosen

In relation to the Annual Bonus, SMS and LTIP, the Committee retans the ability to adjust the targets set f events occur which cause the
Commitiee to determine that the conditions are no longer appropnate and the amendment 1s requred so that the condrtions achieve therr
onginal purpose and are not matenally less difficult to satisfy than was intendsd Adjustmsnt may also be made for any changes to accounting
policy over the performance penod Any use of discretion beyond the normal operation of the plan would be justified in the Directors'
Remuneration Report and, if appropnats, be the subject to consultation with the Company’s major shareholders The use of discretion

n relation to the Company’s SAYE plan will be as permitted under HMRC rules

Payments from Existing Awards
Subject to the achievernent of applicable performance conditions, Executive Directors are eligible to receve payment, and existing awards

may vest, in accordance with the terms of any such award made prior 1o the approval and implementaticn of the Remuneration Pohcy
detaited in this Report

Performance Measure Selection

The measures used under the annual bonus plan are selected annually to reflect the Group's key strategic intratives for the year and reflect
both financial and non-financial olecives

The Committee reviews the performance measures annually and considers the combination of measures in the LTIP, 1s adjusted EPS, net
revenue and relative TSR, remain the most appropnate measures of long-term performance for the Group TSR aligns with the Company's
focus on shareholder value creation and rewards management for outperformance of sector pesrs  EPS provides strong line-of-sight for
Executve Directors and supports the Group's long-term strategy Net revenue supports the Company’s focus on organic growth

Performance measures are set 1o be stretching and actwevable, taking nto account the Company's strategic pnonties and the
economic environment
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Remuneration Policy for Other Employees

The Company's approach to annual salary reviews 1S consistent across the Group, with consideration given to the scope of the role, level of
experience, responsibility, indmvidual performancs and pay levels in comparable companies

All managers are eligible to participate in an annual bonus plan with similar metnes to those used for the Executive Directors Other employees
are eligible to parucipate in performance-led annual bonus plans Opportunties and specific performance condiions vary by orgarusational
leval with business area-specific metncs incorporated where appropnate

Senior executives are eligile to participate in tha LTIP {c 50 indmduals) and the majonty of members of the Corporate Management Group are
eligible to paricipate In the SMS (¢ 1,100 indwiduals)

Total remuneration of the Executive Directors for a mimimum, target and maximum performance 1s presented in the chart below

The charts are Indicative as share price movament and dvidend accrual have been excluded Assumptions made for each scenario are
as follows

- Minmum fixed remuneration only (e salary, benefits and pension)

- Target fixed remuneration plus half of maximum annual bonus cpportunity plus 25 per cent vesting of LTIP awards Note that Impenal
Tobacco does not have a stated 'target’ for erther its financial measures or incentrve pay-outs

- Maximum fixed remuneration plus maximum annual bonus opportunty plus 100 per cent vesting of LTIP awards

Executive Directors' Service Agreements and Loss of Office Payments

The Company’s policy is that Executive Directors' sarvice agreements normally continue until the Executive Director's agreed retirement data
or such other date as the parties agres, are terminable on no more than one year's notice and contam no liqudated damages provisions nor
any other enttlement to the payment of a predetermined amount on terrmination of employment In any crcumstances In addrtion, in some
limited cases career counseling may be pravided after the cessation of employment for a defined penod Under the terms of cur Articles of
Association, all Executive Directors are subject to annual re-election by sharsholders

Executive Drractors' service agreements contain prowvisions for payment in leu of notice in respect of bass salary, pension caninbutions and

5 per cent of base salary in respect of other benefits but these are at the Company’s sole discretion  The Company 1s unequivocally against
rewards for falure The circumstances of any termination {including the iIndwdual's performarice) and an indwidual’s duty and opporturity

to mitigate losses would be taken INto account In every case, our pokcy 1s to stop or reduce compensatory payments to former Executive
Directors to the extent that they receve remuneration from other employment dunng the compensation penod and ary such payments would
be pad menthly in arrears

For Executive Directors leaving employment with Impenal Tobacceo for specfied reasons (including death, redundancy. retirement, Ill health
and disability, the business or company in which the participant 1s employed ceasing to be part of the Group or on & change of control) annual
bonus awards will be based on performance, adjusted for ime served, and pad at the same time as for other employees The Remuneration
Committes has discretion to adjust the timing and pro-rating to take account of any prevaling exceptional creumstances

Under the rules of both the SMS and LTIP, outstanding awards vest if an Executive Director leaves for specified reasons (as detaled above)
In these circumstances an Executve Director’'s awards vest as the Committee determines having regard to the time the award has been
held and the achraverment of the performance cntena The awards will vest either on termination of the Executive Director's employment with
the Group or, for awards granted under the policy approved by shareholders in 2014 or later, at the normal vesting date, as the Commttee
deterrmnes in s absolute discretion If the termination of employment is not for one of the specified reasons and the Committee does not
axarcise ts discretion to allow an award to vest, an Executive Director's awards lapse entirely

Executive Directors’ Service Agreements

Executive Directors Date of contract Expiry date Compensaton on termination folowang a changa of control
Alson Cooper 1 July 2007 Terminable on 12 months' notice No provisions
Oliver Tant 1 October 2013 Terminable on 12 months’ notice No provisions
Matthew Phillips 31 May 2012 Terminable on 12 months' notice No provisions
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DIRECTORS’ REMUNERATION REPORT continued

Recnntment of Executive Directors

The remuneration package for a new Executive Director would be set in accordance with the terms of the approved remuneration policy in
force at the tme of appointment The Committee may offer additional cash and/or shars-based elements when it considers these to be

in the bast interests of the Company and, therefore, sharehclders Any such buyout awards would be based solely on remunsration lost
when leaving the former employer and would reflect the delivery mechanism §ie cash, shares, options), tima honzens and performance
requirements attaching to that remuneration Shareholders will be informed of any such awards at the time of appointment The Committee
may need to aval itself of the current Listing Rule 8 4 2 R if required In order to facilitate, in unusual crcumstances, the recrutment or
retention of the relevant ndvidual The Commuttee confirms that this provision woutd only be used to compensate for remuneration lost

In the case of an intermal appointment, any varable pay element awarded in respect of the pnor role may be allowed to pay out according to
its terms on grant In addiion, any other ongoing remuneration obligations existing prior to appontment may continue, provided that they are
put to shareholders for approval at the first AGM following appountment

For extemal and intermal appointments, the Committee may agree that the Company will meet certain relocation expenses, as appropriate and
within the imits set by the Remuneration Committee

Policy in Respect of External Board Appointments

We recognise that external non-executive directorships are beneficial for both the Executive Director concerned and the Company
Each serving Exacutive Director 1s restricted to one external non-executive directorship and may not serve as the chairman of a
FTSE 100 company At the discretion of the Board, Executive Directors ara permitted to retain feas receved In respect of any such
non-executive directorship

Alison Cooper 1s a Non-Executive Director of Inchcaps PLC and was permitted to retan the £55,000 fee received from this position in the
financial year

Policy for Non-Executive Directors

Purpose and Link
Element to Strategy Operaton Maximum Opportunity
Fees Attract and retain Reviewed, but not necessarlly increased, annually by the Board (after No prescribed
high-performing recommendation by the Committee in respact of the Charman) maximum annual
indmvduals Portion Fee increases, if applicable, are nomally effective from 1 October ncrease
of fees applied to The Board and, where appropnate, the Committes consider pay data  Aggregate annual fees
purchase of shares to at comparator companies of similar scale limited to £2 0 milhon by
align interests with The Senior Independent Director and the charmen of the Audit and Articles of Association
those of shareholders  pamneration Committees receive addtional fees
No eligibility for annual bonus, retirament benefits or to participata n
the Group's employes share plans
Benefits Travel to the Travel to the Company's registered office 1s recogrused as a Grossed-up costs
Company's taxable benefit of travel

registered office

Non-Executive Directors’ Letters of Appointment

The Charman and Non-Executive Directors do not have service agreements but the terms of ther appoiniment, including the tme
commitment expected, are recorded in letters of appontment which are avalable for viewing at our regrstered office dunng normal business
hours and both pnar to and at the AGM

in ine with our annual review policy, the Charman's and Non-Executive Directors’ tarms of appointment were reviewed and confirmed by
the Board on 4 February 2014 Thare are no provisions regarding notice penods in ther letters of appointment which state that the Charman
and Non-Executive Directors wil only receive payment unt! the date their appointment ends and, therefore, no compensation is payable on
terminaticn Under the terms of our Articles of Association, all Non-Executive Directors are subject fo annual re-election by shareholders

Sharehelding Guidehnes

Whilst placing significant wesght on our annual performance, our remuneration policy akgns the long-term interests of our shareholders and
other stakeholders with those of management by incentivising the growth in the value of the business over the long-term To support this
alignment, we have share ownership guidelines as we believe Executive Directors and other senior managers should be encouraged to hold
a substantial portion of ther personal wealth in our shares

Over a penod of five years from appointment, Executive Directars are expected to build a holding in the Group's shares to a minimum value
broadly equivalent to three times ther respective base salary Other senior managers are expectad to invast at a level squivalent to betweaen
once and twice base salary, dependent upon grade Failure to meet the minmum shareholding requirerment 1s taken into account when
determining eligibihty for LTIP awards

Non-Executive Directors do not have a shareholding requirement but are required to mvest a minmurn percentage of therr fees in shares
which they are required to retain for the duration of ther appointment
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Consultation with Employees

Although the Committes doss rot consult directly with employees on the Directors' Remuneration Palicy, the Committee does consider the
general basic salary increase, remuneration arrangerments and employment conditions for the broader employee population when determining
remuneration policy for the Executive Drectors

Differences in Remuneration Policy for Executive Directors Compared with Other Employees

The remuneration pelicy for the Executve Directors 1s designed with regard to the policy for employees across the Group However, there are
some differences 1n the structure of the remuneration policy for the Executive Directors and other senior employees, which the Remuneration
Committee believes 1s necessary to reflect the different levels of responsibility The key difference in policy 1s the increased emphasss on long-
tarm performance related pay for Executve Directors

Consideration of Shareholder Views
The Remuneration Committes considers shareholder feedback recened in refation to the AGM each year at its first meeting following the

AGM This feedback, as wel as any additional fesdback receved dunng any other meetings with shareholders, 1s then considered as part
of the Company's annual remuneration policy review

The Remuneration Commuittes notes that sharehotders do not speak with a singfe voice, but we engage with our largest shareholders to
ensure we understand the range of views which exist on remuneration issues When any matenal changes are made to the Remuneration
Policy, for example the praopased changes to our policy detalled above, the Remuneration Committee chairman will inform major sharsholders
in advance, and will offer a meeting to discuss these changes

How the Commttee 1implemented the Remuneration Policy for Financial Year Ended

30 September 2014

binking Remuneration with Strategy

We focus on delivering high-qualty sustainable sales growth whi'st effectively managing our costs and cash fows Ensunng that our sales
growth dnvers and key enablers are supported and therr delvery incentvsed by our remuneration policy 1s key to maximising long-term
returns to shareholders

Al:gnment with our Sustanable sales growth is at the heart of our strategy This 1s supported by the inclusion of the dnvers of
Strategy sales growth withun our vanable remuneration — both the annual bonus and LTIP Stretching performance
targets incentivise the delvery of sales and the creation of shareholder value
Managing our costs and cash flows are the other elements of our strategic focus  Profitabiity, mainly in the
form of eamings per share, forms a major part of the measurernent in both the annual bonus and LTIP
Cash convarsion will be added as a measure for the annual bonus n the coming year

Algnment with our To align ther Interest with sharehclders, employess at all levels are encouraged to have an interest in the

Shareholders Company's shares through both direct sharehcidings (supported by shareholding requirements for senior
executives) and through our shars plans with the valua of the Corporate Management Group's overall
remuneration being heavily dependent on the performance of our share pnce

Afttracting and Retaming  Our Remuneration Policy is designed to ensure a high-quality pool of talented employees at all levels who are
the Right People incantvised to deliver our strategy through clear inks between reward and performance, without encouraging
them to take undue nsks
Wa believe it 18 Important to ensure that management 1s competitively rewarded in relation to peers and the
other cpportunities avalable to them whilst ensuring we nerther pay more than necessary nor reward falure
QOur policy 1s, therefore, significantly weighted towards performance-based alements

Implementing Executive Policy and Practice

In implementing the Company's Remuneration Policy (as dataled on pages 64 to 69 of the Company's Annual Report and Accounts 2013
avallable on our website), the Committee recognises that stnking tha nght balance in finding a farr outcome in setting a competitive level of
total remuneration 1s a matter of judgement In forming this jJudgement, the Commuttee considers pay data at comparator companies of
simitar scale and operating In a smilar sector Gompansons with other companies, however, do not determine what remuneration the
Company offers but, al most, serve to define a “playing fiefd” within which an individual's rawards need to be postioned In determining
that posiioning, the pnmary factors taken into account are the scale of the challengas ntinsic to that indwvidual’s role, s or her ability,
expenence and performance

We align the interests of long-term shareholders and employees at alt levels by, wherever possible, gving our employess the annual
opportunity to buld a sharehciding in the Company through our employee share plans, with more than 30 per cent of eligible employees
participating in one or more plans
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DIRECTORS’ REMUNERATION REPORT continued

Single Total Figure of Remuneration for each Director (Audited)
2014 2013
2014 273 2014 2003 2004 2013 Share  Snare 2014 203
Salary Salary Taxable Taxable Annual Arnial plans plans  Pension  Pension 2014 2013

£000 andfees andfees benefits' benefits bonus?  bonus vestng®  vestng benefits'  benefits Total Total
Executive Directors
Alison Cooper, Chief Executive 820 920 16 16 1,270 626 151 - 293 449 2650 2,011
Oliver Tant®, Chief Financial Officer 575 - 16 - 595 - - - 150 - 1,336 -
Robert Dyrbus®, Finance Director 63 665 2 27 66 339 - - 58 233 189 1,264
Matthew Phillps, Corporate
Affars Director 435 435 22 i1 375 185 26 - 134 215 992 846
1,993 2,020 56 54 2,306 1,150 177 - 635 897 5,167 4,121
Non-Executive Directors
Mark Willamson, Chairman’ ? 338 116 3 2 - - - - - - 341 118
lasn Napier, Chairman’ 156 450 2 2 - - ~ - - - 158 452
Ken Burnett 73 73 28 29 - - - - - — 101 102
Dawvid Haines® 86 73 11 4 - - - - - - a7 77
Michael Herlihy? 96 93 3 2 - - - - - - 99 a5
Susan Murray 73 73 1 1 - - - - - - 74 74
Berge Setrakian® 25 73 18 a8 - - - - - - 41 111
Karen Witts'? a7 - 1 - - - - - - - 438 -
Malcolm Wyman?® 98 98 ] 15 - - - - - - 103 113
992 1,049 70 a3 - - - - - - 1,062 1,142

Payments to former
Executive Directors

Robert Dyrus® 102 - 3 - 106 - 147 - - - 358 -

1 Taxable benafits pnncipally nclude an allowance n fieu of or the provision of, a company car {£15,000 n respect of Allson Cooper and Oliver Tant and £20,227 in
respect of Matthew Philips), fuel and health nsurance Benefits in kind for the Non Executive Dwectors relate to the reimbursament of traveling expenses to Board
meetings held at the Company's registered office

Annual bonus eamed for performance over the financial year ending 30 September 2014

Share plans vesting reprosent the value of SMS and LTIP awards where the performance penod ends in the year Comparator figures represent the actual value of
awards vesting

Further datals are contaned in the Executve Directors pension section on page 56

Chver Tant was appointed to the Board on 1 October 2013

Rchert Dyrbus retired from the Board on 5 November 2013 but remamed an employee untl 31 December 2013

Mark Wiliamscn succeeded lan Napier as Chaimnan on § February 2014

Includas payrment in respect of Semior Independent Dwector fee of £25 000 per annum and chamanshy of Board Committeas at an annual rate of £20 000 in respect
of the Remuneration Committes and £25 000 i raspect of the Audt Comrttee Mark Wilkamson's fee as Deputy Charman was £100,000 pst annum

9  Berge Setrakian retred from the Board on 5 February 2014

10 Karen Witts was appointed to the Board on 6 February 2014

LN

D~ b

All expense payments made to Directors were made on the basis of rembursement of expenses ncurred grossed up for tax where expenses
represent a taxable benefit Mo payments were made by way of taxable expenses allowances No Direciors waived therr fees

Additonal Notes to the Single Total Figure of Remuneration {Audited)

Thus section sets out supporting information for the single totat figure columns relating to annual bonus, share plans and pension banefits
In particular, it provides infermation on the extent to which annual performance conditions have been satsfied for the annual bonus and the
axtent to which thres-year performance condions have been satisfied for each share plan, namely the SMS and LTIP

Determination of 2314 Annuai Bonus

Despite a challenging external environment, managsment delivered a good perfermance in the year to 30 September 2014, strengthening our
brands and market footpnnt, ncreasing cash conversion and considerably reducing net debt As a result, we are a stronger business and
delivered a 10 per cant Increase in dvidend

The annual bonus payment, determined with reference to performance over the financial year ending 30 September 2014, 15 calculated at
69 per cent of maximum opportunity The Committee believes this to be an appropnate reflection of the performance and progress made
through the year
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Perfarmance aganst indvdual measures 15 set out below

Masormnurm Actual
percentage percentage
Performance target Assessmant of bonus of bonus
Adjusted EPS growth Performance 1s measured based on underlying EPS growth, adjusted to
{constant curency) remove tha impact of the siock optimisation programme, at constant
currency Increases in tophne revenues together with a stronger focus on
cost optimisation and cash conversion prowided growth in undertyng EPS
of 6 8 per cent against a maximum target of 6 per cent 50 50
Net revenue growth’ Performance 1s measured based on underlying net revenue growth, adjusted
to remove the impact of the stock optimisaticn programme
A focus on portiolo management, pnoing and innovation supported
underlying growth of 1 6 per cent against a context of market volume
declines of 4 per cant Whilst a strong performance in relative terms,
this was some way behind our maximum targat of 4 per cent growth 20 8
Voluma growth in Performancs 1s measured based on underfying volume growth of our Growth
growth brands' Brands relative to the market, adjusted to remove the mpact of the stock
optimisation programme
Underying Growth Brands volumes mcreased by 10 9 per cent relative to the
rmarket, further bullding the strength of our key brand assets This strong
performance was against & maximum target of 11 8 per cent relative growth 10 9
Non-financial’ Non-financial measures consisted of aggregate market share targets for
Retumns and Growth Markats
We showed resiience in Returns Markets, with good share performance na
number of markets Howevar, market size dechines in some of our biggest
markets impacted the aggregate measure and the threshold target was
not met
In our Growth Markets, share was up by 0 1 per cent against a maximum
target of 0 6 per cent 20 2

Achvevemnent of bonus for 2014 100 69

1 Subject to an EPS underpin which was exceaded n all casas

No element of the annual bonus 15 guaranteed Annual bonuses for Executive Directors and certain key executives are subject to claw back
dunng the three years following the end of the financial year in which they are earned Claw back may be applied in the event of gross
misconduct by the empioyes or misstatement of results where this had the effect of Increasing the leve! of bonus that would otherwse
have been pad

Share Matching Scheme
SMS awards were made to the Chief Executive and Comorate Affairs Director in February 2012 which will vest in February 2015 based on
an EPS performance candition measured over the thres financial years to 30 September 2014 as set out below

Trreshowd SMaarnum Actual
Actual vastng level of percentage
Performance target performance of award vesting vasting
3% ~ 6% average annual growth over
Adiusted EPS UK inflation 0% 50% 100% 0

Long Term incentive Plan
LTiP awards were made to the Chief Executiva and Corporate Affars Director in November 2011 whuch will vest in November 2014 based on
performance conditions, measured over the three years, as set out below

Threshold Maxirmum Actual
Actuat vesting percentage percentage
Performance target performance of award of award of award
Adusted EPS 3% - 10% average annual growth over
UK inflation 0% 625 50 0
TSR against comparator group'  Threshold excesds bottom 6 companies 3 companias
Maximum exceeds bottom 9 companias exceeded 75 25 0
TSR aganst FTSE 100 Threshold exceeds 50% of companies 50% of
Maxamum when 75% of comparves exceeded companies
exceeded 75 25 75
Achievement of LTIP for 2014 100 75
1 The companes compnsing the cormparator group are
AB InBav Altna Group Inc Brtish Amercan Tobacco PLC Carisberg A/S
Duageo PLC Hexrekon NV Impanal Tobacco Group PLC Japan Tobkacco Inc
Philp Moris Intermational Inc Pemod Ricard SA Reynolds Amencan Inc SABMiller PLC
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DIRECTORS’ REMUNERATION REPORT continued

The TSR calculations, performed independently by Alithos Limited, use the share pnces of each comparator group company, averaged over
a penod of three months, to determine the Inimial and closing pnces Dwvidend payments are recognised on the date shares are declared

ex dividend The Committea constders this method gives a farer and less volatile result as improved performancs has to be sustamed

for several weeks before it effectively impacts on the TSR calculations PwC performs agreed upon procedures n respect of the EPS
perfarmance condit:ions for both the SMS and LTIP performance assessments

Sharesave Plan

We believe that cur Sharesave Plan 1s a valuable way of aligning the interests of a wide group of employaes with those of our long-term
shareholders Annually, we offer as many employees as practicable, together with our Executive Directors, the oppoartunity to join the
Sharesava Plan Options over shares are offered at a discount of up to 20 per cent of ths closing mid-market price of our shares on the
London Stack Exchange on the day prior to invitation The Sharesave Plan allows participants to save up to £250 par month over a penod of
three years, and in the UK only three or, for grants in 2013 and earter, five years, and then exercise their option over shares In common with
most plans of this type, no performance conditions are applied In the financial year ending 30 September 2014, no Sharesave options vested
in respect of Executva Directors

Total Pension Entittements {Audited)

The Executive Directors who served dunng the financial year are all members of the Impenal Tobacco Pansion Fund {the Fund), which is the
pnncipal retirement benefit scheme operated by the Group in the UK

Members who joned before 1 October 2010 are included in the defined benefit section of the Fund For members who jomad prior to 1 April
2002 the Fund 1s largely non-contnbutory with a normal retrement age of 60 New members of the Fund after 30 September 2010 accrue
pension banefits N the Fund on a defined contnbution basis, in the defined contnbution section of the Fund

Raobent Dyrbus stepped down from the Board on 5 November 2013 and retrred from the Company on 31 December 2013 Qlwver Tant joined
the Board as an Executive Director on 1 October 2013 and is 2 member of the dafined contribution section of the Fund (and receives benefits
i hne with the Company’s policy)

Robert Dyrbus opted out of Fund membership in respect of future service accrual from 2008, as a result of registenng for enhanced
protection with HMRC  Alison Cooper, Matthew Philips and Qliver Tant have not opted out of future service accrual

Robert Dyrbus was in receipt of a salary supplement of 35 per cent of salary, which was in heu of future pensionable service accrual and arose
because his accrued penston on 6 Apnt 2006 was well below the meaxsmum pension of two thirds of salary

Alisan Cooper and Matthaw Phillips are also in receipt of a salary supplement Pnor to 6 April 2006 their pension benefits were imited by
tha effect of HMRC’s eamings cap Although this cap was removed as from 6 April 2006, the Fund did not disapply it in respect of past
pensionable service but maintained 1ts own earnings cap going forward For service from 6 Apn! 2006 onwards and for pensionable salary in
excess of the Fund’s eamings cap, the standard Fund benefit 1s a pension at the lower accrual rate of 1/60th with a 50 per cent spousa’s
pension, and mamber contnbutions of 5 per cent of this top slice of salary are payable As an alternative to extra pension accrual on this top
slice of salary through an unfunded unapproved retrement benefit scheme (UURBS), Alison Cooper and Matthew Phillps each receive a
salary supplement of 12 per cent of this amount

Olwver Tant 1s also n recaipt of a salary supplement egual to 12 per cent of his basic salary In addition, under the rules of the definec
coninbution section of the Fund, Oliver Tant has opted to limit total contributions (Member and Company} ta the Fund to a leve! which should
not result N him incurnng an Annual Allowance charge As a result, any additional Company contnbution which would have been due to be
pad to the Fund, had Oliver Tant not opted to cap contrbutions, 1s pad to him as a salary supplement and 1s included in the figures in the
table below

In each case these salary supplements have been calculated by the independent actuanes to reflect the value of the benefits of which they are
in keu and are discounted for early payment and for employer's national insurance contributions The supplemenits are non-compeansatory and
non-pensionable

Robert Dyrbus started to draw his pension on 13 November 2012, as 1s permitted under the Fund rules The accrued pension figure at

30 Septernber 2014 and the value of total pension benefits at 30 Septernber 2014 represent the benefits accrued as at 13 November 2012
and are consistent with those disclosed at 30 September 2013 Between 13 Novemnber 2012 and the date when he left the Company,
Robert Dyrbus was a “Flexible Benefits” member of the Fund However, no addonal pension was accrued over this penod

Matthew Phillips elected to use the Fund's scheme pays facility to settle his Annual Allowance charge for the 2012/13 tax year His accrued
pension was reduced by £4,538 19 a yaar to offset this tax payment This reduction to pension s reflected in the above accrusd pension
figure as at 30 September 2014 (it Is also reflacted In the value of the benefits as at 30 September 2014)

The following table provides the information required by Scheduls 8 of the Large and Medium-sized Companies and Groups {Accounts and
Reports) (Amendment) Regulations 2013 (the Regulations) and gives detaills for each Executive Director of

= the annual accrued pensicn payable on retirement calculated as if he/she had left service at the year end {any potential UURBS entitiement
1s Included},

the normal retirement ages,

the value of the pension benefits at the start and end of the year, as calculated in accordance with the Regulations,

the value of tha pansion benefits aarmed over the year, exctuding any Director’s contnbutions and any increases for inflation, calculated in
accordance with the Regulations, and

any payments in keu of retirement benefits
None of the Executive Directors has made addiional voluntary contnbutions
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Executive Directars’ Pension Disclosures (Audited)

Extra information to be
disclosed under 2013 Drectors

Single Agure numbers Rermuneration Regulations
Payment
n ey of
retirement Value x 20

berefts over year (net Tota Value x 20 Valuex 20
Pensiorabia A j fie ponsion  ofclirectors  pension Nomnat at start at end
Ageat  serwvka at __fooueopenson supplement] contnbutons]  benefits  retirement of year of year
£ 000 308/2014 30409/2014 01/10/2013  30/0/2014 £ 000 £000 £ 000 age £000 £000
Alson Cooper 48 15 152 168 86 207 293 60 3,040 3,360
Robert Dyrbus' 61 N/A 331 331 53 il 53 60 6620 6,620
Matthew Philips 43 14 82 90 28 106 134 60 1,640 1,800
Olver Tart?3 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

1 Retwved as a Drector on 5 Novermber 2013 Therefore figures relate to the pencd between 1 October 2013 and 5 November 2013

2 Apponted as a Drector on 1 October 2013

3  Qfiver Tant 1s a member of the defined contnbution section of the Impenat Tobacco Pension Fund He receved an employer penston contribution into the dsfined
contnbution section of £66 000 (made up of £26,000 Company contnbution plus £40,000 in raspact of a salary sacrfice by Mr Tant I keu of his personal contnbution)
in addition a salary supplement of £69,000, representing 12 per cent of Mr Tant's basic salary was paid to him together with an additonal supplerment of £54,500
in ke of Cornpany pension contnbuticns which were not mada to the impenal Tobacco Penson Fund in order te maintain Mr Tant's total eontnbutions within the
Annual Alowance for pensions $avings

Payment for Director Retinng (Audited)

Robart Dyrbus stepped down from the Board on 5 Novernber 2013 and retred from the Company on 31 December 2013 In accordance
with the policy in force at the date of his retirement, Robert Dyrbus' bonus 1n respect of the 2013 financial year, as detalled in the single total
figure of remuneration table, was paid on 16 Decamber 2013 His bonus in respect of the proportion of the 2014 financial year prior to his
retirsment will, subject to satisfaction of the appropnate performance conditons, be pad on 16 December 2014

In accerdance wath our policy at the time the awards were granted, vesting of his outstanding SMS and LTIP awards was based on
performance measured to 30 September 2013 and pro-rated for time served to his date of retirement

lain Napier, Berge Setrakian and Susan Murray also retired from the Board dunng the 2014 financial year and were only paid to the date of
therr retirement as detaled in the single total figure of remuneration table and receved no compensation etc for loss of office

Recruitment of New Executive Director

Olwer Tant joined the Board as an Executive Director on 1 October 2013 and succeeded Robert Dyrbus as Chief Financial Officer on

5 November 2013 He joned the Board on a salary of £575,000, a maxmum bonus opportunity of 150 per cent of salary with any payment
above 100 per cent of salary deferred i shares for three years, the opportunity to participate in the SMS, an LTIP award of 150 per cent of
salary, and a defined contribution pension of 26 per cent of salary As with previous Executive Director appontments, His salary was set below

the market and some way below that of his predecessor Subject to continued strong performance and reflecting his increasing experience, 2
the Committee will be increasing his salary towards market levels cver tme Notwithstanding that this may result in future parcentage salary
increasas being above Company and market norms, the Commyttee strongly believes this approach is in the best interests of both the
Company and its shareholders B
a
Statement of Change in Pay of Chief Executive Compared With Other Employees "
Chiet Executive Al Employses’
to Percentage Percentage
30 September change change
2014 (2014 vs 2013) (2014 v8 2013)
Salary £920,000 0 15
Benefits £16,000 0 0
Bonus £1,269,600 103 57
1 Based on members of our Comporate Management Group
Relative Importance of Spend on Pay
The table below shows the expenditure and percentage change in overall spend on employes remuneration and dmdend plus
share buybacks
Percentage
£ mullion uniess ctherwise stated 2014 2013 change
Overall expendrture on pay’ 902 1,004 102
Dwvidend pad in the year 1,149 1,065 +79
Share buyback 341 500 -318
1 Excludes employers' social socunty costs
|
\
|
i
|
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DIRECTORS’ REMUNERATION REPORT continued

Share Interests and Incentives {Audited)
All Executive Directors who served in the financial year currently mest the Company’s shareholding policy by etther holding shares in excess
of therr requirement or being within five years of appointment Current sharsholdings are summansed in the folowing table

Shares held Options held
Unvested
Vested but and  Unvested
subject to subjectto  and subject Vested Shareholding Cumrent
Owned holdng  performance to continued but nort required shareholding Requirernent
outnght period conditons employment exorcised (% salary) (% salary)’ met?
Executive Directors
Alson Cooper 161,708 403 325,150 440 - 300 468 Yes
Olver Tant 829 - 36,209 441 - 300 4 Inrole for
less than
five years
Matthew Phillips 43,259 - 94,873 459 - 300 265 Inrole for
less than
five years
Non-Executive Directors
Mark Willamson 8,241 - - - - - - N/A
Ken Burnetit 2,591 - - -~ - - - N/A
Dawvid Haines 647 - - - - - - N/A
Michae! Herlihy 4,624 - - - - - - N/A
Susan Murray 3,473 - - - - - - N/A
Karen Witts 13 - - - - - - N/A
Malcolm Wyman 3,559 - - - - - - N/A

1 Based on a share pnce of £26 64 being the closing prce on 30 September 2014

2 Non-Executweg Directors do not have a shareholding requirement but are required to mvest a mewmum percentage of therr fees in Impenal Tobacco Group PLC sharas
which they are required to retan for the duration of thesr appontment

Vanable Award Grants Made Dunng the Year (Audited)

Awards were made in the financial year ending 30 September 2014 under both the SMS and LTIP Detail of these awards 1s provided balow

Share Matching Scheme
Executive Directors were providad the opportunity in February 2014 to invest in the SMS The resulting SMS awards granted and the
associated performance condiions are set out below

Nurmber Amount of Trreshold
of shares Face value' ebgible bonus vesting  End of performance penod Performance condisons?
Alison Cooper 40,000 £920,000 100% 50% 30 September 2018 50% - 3 year adiusted EPS growth
50% - 3 ysar net revenue growih
Matthew Philips 16,076 £369,748 100% 50% 30 September 2016 50% - 3 year adjusted EPS growth

50% - 3 year net revenue growth

1 Valued using the share prce at the date of grant (17 February 2014} beng £23 00 per share
2 Vesting occurs as per the vesting schedule below

Neote Obver Tant was appointed to the Board on 1 October 2013 receved no aligible bonus and was, therefora, not ebgble o partoipate
Performance Cntenon - Net Revenue Growth Element

Compourxd anmual growth in net revenue Shares vesting (as a percentage of elerment)
Less than 3% per annum i
3% per annum 25%
3% to 7% per annum Between 25% and 100% (pro rata}
7% per annum or higher 100%

In order to ensure that net revenue growth is not overly iIncentivised at the expense of profitability, an EPS underpin apples in respect of the
net ravenue growth element for the Executive Directors  This requires a minimum level of adjusted EPS growth 1o be achievad in order for any
awards under ths net ravenue growth element to vest (the EPS underpin}
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Performance Cntencn - EPS Element

Compound anrwial adustod EPS growth Shares vesting {as a percentage of element)
Less than 5% per annum nt
5% per anfum 25%
5% to 10% per annum Between 25% and 100% {(pro rata)
10% per annum or higher 100%

In order to ensure that adjusted EPS growth 1s not achieved without due regard to the capital required to achieve such growth, an underpin
based on Retum on Invested Capital (ROIC) will apply 1n respect of the EPS element for the Executive Directors ROIC 1s a measure of
profitabiity versus the Company’s total utiised capital including goodwill and so 1s particularty useful to Incentivise an appropnate approach
towards acquisitons The ROIC measure excludes the effect on goodwill and acquired intangibles of exchange rate movements and changss
from amortisation and mparment The ROIC underpin will require that a minimum level of ROIC will have to be achieved in order for any
awards under the EPS growth element to vest (the ROIC underpin)

Under the rules of the SMS, should the Company be acqurred the performance penod would end on the date of acquistion Arty outstanding
awards would vest on a tima pro rata basis subject to the achievernent of the apphcable performance critena

Long Term Incentive Plan
In ine with the policy then in effect, Executive Directors were granted LTIP awards in Novemiber 2013 The resulting number of LTIP shares
and the associated performance conditions are set out below

Number of i Amount of Threshoid Waghting
cast aphons Face value' base salary  End of performance penod vesting {of award) Performanca condibons?
Alison Cooper 77.246 £1,840,000 200% 30 September 2016 25% 50% TSR relative to baspoke
comparator group
25% 25% 3 year adusted EPS growth
25% 25% 3 year net revenue growth
Qlver Tant 36,209 £862,500 150% 30 September 2016 25% 50% TSR relative to bespoke
comparator group
25% 25% 3 year adjusted EPS growth
25% 25% 3 year net revenue growth
Matthew 22 827 £543,750 125% 30 September 2016 25% 50% TSR relative to baspoke
Philips comparator group

25% 25% 3 year adusted EPS growtn
25% 25% 3 vyear net revenue growth

1 Valued using the share pnce at the date of grant (6 November 2013) being £23 82 per share
2 Vesting oocurs as per the vasting schedule below

Performance Cntenon — TSR Element
The performance cntenon for the TSR element 1s based on a single comparator group of companies across a broadly defined consumer
goods sector and Is apphed to 50 per cent of the LTIP

The comparses within the Comparator Group are currently

Anheuser-Busch Adtna Group Inc Associated British AstraZensca PLC Brtish Amencan

inBev NV Foods PLC Tabacco PLC

Burberry Group PLC BT Group PLC Capta PLC Cansberg &/S Carnival PLC

Compass Group PLC Diageo PLC Expenan Finance PLC GlaxoSmithkline PLC Heineken NV

International Consolidated  InterContinental Hotels TV PLC Japan Tobacco Inc Kingfisher PLC

Aurlines Group SA Group PLC

Lonttard Inc Marks & Spencer Next PLC Pearson PLC Philip Morns
Group PLC International Inc

Pemod Ricard SA Reckitt Benckiser Reed Elsevier PLC Rexam PLC Reynolds Amencan Inc
Group PLC

Rolls-Roycs PLC SAB Miller PLG J Sansbury PLC Smith & Nephew PLC Shire PLC

Tate & Lyle PLC Tesco PLC Unilever PLC Vodafone Group PLG Whitbread PLC

WM Momson Supemnarkets PLC

Vesting of awards on this element would occur as per the vesting schedule bslow

Relatve TSR performance Shares vesting (as percentage of element)

Below median of peer group nit

At mechan of peer group 25%

Between median and upper quartle

Between 25% and 100% (pro rata)

Above upper quartle

100%
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DIRECTORS’ REMUNERATION REPORT continued

Performance Cntenon - Net Revenue Growth Element
This critenon s used for 25 per cent of the LTIP award Vesting of awards on this element would oceur as per the vesting schedule detaled
for the SMS above

Performance Cntenon - EPS Element
This cntenton s used for 25 per cent of the LTIP award Vesting of awards on this element would oceur as per the vesting schedule detaled
for the SMS abaove

Under the rules of the LTIP, should the Company be acquired the performance penod would end on the date of acquisition  Any outstanding
awards would vest on a time pro rata basis subject to the achievement of the applicable performance cniena

Remuneration Decisions Taken 1n 2013/14

Salary

Each year the Committee sets base salanes for the next financia! year after consideration of indmvidual and Company performance and market
data for each position based on several comparator groups which reflect the Company’s size, sector and global reach Consideraton is
gven 1o the effect an amendment to an Indwdual’s base satary would have an his or her total remuneration package Base salary is the

only element of the package used to determing pensionable earnings

This year's review 1s iniendsd to bring our executives' salanes closer 1o the Committee’s intended positioning and follows the approaches
previousty outlined to shareholders As communicated on therr appointment, both Alison Cooper's and Oliver Tant's salaries were set
significantty below the market levels and therr predecessors’ with the intention to increase them over time and dependent on performance
For Alison Cooper we followed this approach in 2011 and 2012 but a salary freeze 1n 2013 means that after four years her salary remains
below her pradecessor The Remuneration Comimittee beliaves that it 1s nght to continue to correct this Based on Qliver Tant's parformance
In hus first year the Committee Increased his salary to move him closer to hus peers with the intention that a further increase next year, subject
to his continued strong performance, would close the gap Matthew Phillips has held the role of Corporale Alfars Director for two years Itis
the view of the Commuttee that his current salary doas not appropriately reflect the true breadth or contribution of erther the role or the
individual and the Committes, therefore, determined to Increase his salary to reflect performances

Salary Salary Percentage

201314 2014115 Change

Alson Cooper £920,000 £965,000 49
Qliver Tant £575,000 £630,000 986
Mattnew Prifips £435,000 £455,000 46

Annual Bonus

Our sharehalders and other stakeholders place significant weight on our annuat performance We, therefore, think 1t 1s appropnate to have
a major element of Executive Directors’ remuneration targeted at incentivising detvery of the Group's annual objectives and enhancing
performance aganst key financial and non-financial targets

Following a review of the remuneration policy, the Committee 1s recommending to shareholders the following amendments to the maximum
bonus potentials

Proposed Current

maxmum maamum

percentage percentage

of salary of salary

Alison Coaper 200 200
Otiver Tant 200 150
Matthew Philips 175 125

Hailf of any bonus paid will be in the form of shares deferred for a three-year penod, the remamning half will be pard in cash
For the next financial year the performance measures have been set out in the table befow

Maxamum

Performance target of borus

Adjusted EPS growth Commercially confidential 35%
Cash conversion Commercialty confidential 25%
Volume growth in Growth Brands Qutperformance of market growth 15%
Non-financial Market share targets 15%
Indmdual objectives Commercially confidential 10%

At this point, the above targets are considered commercially confidential but, to the extent that any bonuses are paid, further details will bg
provided retrospectively m the 2015 Annual Report The Comimittee 1s not of the view that such targets will necessarly always be confidential
but will review this on a year-by-year basis
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Share Plan Awards

It 15 Intendead that, subysct to shareholder approvat of the rewised Remuneraton Policy, there will be no further awards to Executive Directors
under the SMS with the histonc award fevels being consolidated into the Group's LTIP The Committes 1s recommending the following

maximum LTIP awards

Proposed Current

maxmum MAXIMUM

opportunty - epportunity -

percentage percentage

of salary of satary!

Alison Cooper 350 300
Olver Tant 250 250
Matthew Philips 210 210

1 Includes the previous award lkevel under tha SMS

To allow for the changes 1o be considered by sharsholders 1t 1s ntended that the award which would narmally have been grantad in
November 2014 will be delayed and grantsd in January or February 2015 Subject to sharsholder approval of the revised poiicy these
awards will be at the revised maxmum levels

The awards will be subject to performance conditions as summansed below

Wenghting
Performance condbions nLTIP
Adiusted EPS growth 50%
TSR 20%
Net revenue growth 30%

When setting the performance cntenia, the Committes takes account of the Group's long-term plans and analysts' forecasts For both the
adusted EPS and net revenue targets, the performance criteria will use growth In absolute terms rather than relative to iInfiation and apply
them to a three-year performance pencd

Performance Cntenon — EPS Element
This criterion will be used for 50 per cent of the LTIP awards Vesting of awards on this element would oceur in accordance with a vesting
schedule agreed by the Committee on an annual basis The proposed vesting scheduls for the awards to be granted in January or February

2015 15 set out below

Compound annual adjusted EPS growth

Shares vestng (as a percentage of elernent)

Less than 3% per annum

!l

3% per annum

25%

3% to 8% per annum

Between 25% and 100% (pro rata)

B% per annum or higher

100%

Performance Cntenon — TSR Element
The performance cntenon for the TSR element will be based on a single comparator group including more than 40 companies acress
a broadly defined consumer goods sector and will be applied to 20 per cent of the LTIP

The compantes within the comparaior group are currently

Anheuser-Busch Altria Group Inc Associated British AstraZeneca PLC Bntish American

InBav NV Foods PLC Tobacco PLC

Burberry Group PLC BT Group PLC Capita PLC Carisberg A/S Carnval PLC

Compass Group PLC Diageo PLC Expenan Finance PLC GlaxoSmithkline PLC Heinekan NV

Intermational Consolidated  InterContinental Hotels TV PLC Japan Tabacco Inc Kingfisher PLC

Arrlines Group SA Group PLC

Lonllard inc Marks & Spencer Next PLC Pearson PLC Philp Moms
Group PLC Internatonal Inc

Pemod Ricard SA Reckitt Benckiser Reed Blsevier PLC Rexam PLC Raynolds Amencan Inc
Group PLC

Rolls-Royce PLC SAB Miller PLC J Sainsbury PLC Smith & Nephew PLC Shire PLC

Tate & Lyle PLC Tesco PLC Unilever PLC Vodafone Group PLC Whitbread PLC

WM Momson Supermarkets PLC
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DIRECTORS' REMUNERATION REPORT continued

Vesting of awards an this element would occur as per the vesting schedule below

Relatve TSR performanca Shares vesting {as percentage of dlernent)
Below median of peer group nil
At median of peer group 25%
Between median and upper quartle Betweaen 25% and 100% (pro rata)
Above upper quartile 100%

Performance Cntenon — Net Revenue Growth Element
Thus cntenon will be used for 30 per cent of the LTIP awards Vesting of awards on this element would occur as per the vesting
schedule below

Compound annual growth n net revenue Shares vesting (as a percentage of element)
Less than 1% per annum il
1% per annum 25%
1% to 4% per annum Between 25% and 100% (pro rata}
4% per annum or higher 100%

Under the rules of the LTIP, should the Company be acquired the performance penod would end con the date of acquistion Any outstanding
awards would vest on a time pro rata basis subject to the achisvemaent of the applcable performance crtena

Voting on the Remuneration Report at the 2014 AGM

At the 2014 AGM a small number of shareholders expressed concerns with vanous aspects of our rernuneration policy These concerns
Included the use of two long-term plans (& the SMS and LTIF} and the potential, n Imied circumstances, to make awards n excess of the
Group's narmal palicy in order to recruit the best candidate Prior to the AGM and following dialogue wath our major sharsholdars and thewr
representative bodies, the Committee 1ssued a clanficatory staterent on the Company's website In raspect of Executive Director recrutment
in December 2013

Ai the AGM held In 2014, votes cast by proxy and at the meeting In respect of the Directors' remuneration were as follows

Votes for
Inchuching Total votes Total votes
discretonary Percentage Percentage  cast exduding cast ncluding
Resolution vates for Votes against aganst voigs winheld  Votes withbeld votes withheld
Directors’ Remuneration Report 694,645,923 9261 55,397,807 739 750,043,730 11,576,464 761,620,194
Directors’ Remuneration Policy 664,057,447 8804 90,242,108 1196 754,2995656 7,320,638 761,620,193

Votes withheld ara not included in the final figures as they are not recogrised as a vote in law

Advice Provided to the Committee

New Bndge Street (NBS) 1s retaned, having been appointed following a tendenng process, by the Committee as its prncipal, and only
matenal, external acviser NBS advisas on all aspects of our remuneration policy and practice and reviews our structures aganst comporate
governance best practice NBS also presented a review of developments n UK corporate govemance, remuneration developments and
reporting regulations to keep Committee members up to date with new developmants and evolving best practice

NBS 15 a founder member of the Remuneration Consultants’ Group and complies with its Cods of Conduct which sets out guidelines to
ensure that its adwvice 1s iIndependent and free of undue Influence NBS' parent companies, Aon Hewatt Limited and Aon ple, prowde other
human resources and insurance senices raspectively to the Group Having reviewed the structures in place to ensure the Independence of
NBS' advice o the Committee, it 1s satisfied that the other work prowided by the wider Aon group does not impact on NBS' Independence
Dunng the year, NBS was paid fees of £292,856

Other companies which provided advice to the Commuitiee are as follows

— Alithos Limited undertakes total shareholder return (TSR) calculations and provided adwvice on all TSR-related matters During the year,
it was paid fees of £19,500 Alithos Lmited prowided no other services to the Group,

- Allen & Overy LLP 1s avallable to provids legal adwice to the Committee as and when required It was not used for remuneration-related
advice dunng the financial year Allen & Overy LLP also provided other legal serwices to the Group,

- Pinsent Masons LLP provided legal adwce in respect cf the operation of the Group's employee share plans,

- PncewaterhouseCoopers LLP (Pw(C), our Audttars, performs agreed upon procedures on samings per share (EPS) calculations used in
relation to our employee share plans’ performance crtena Dunng the financial year, PwC was paid £1,750 in respect of services to the
Committes, and

- Towers Watson provided market pay data to ensure the consistent application of our Remuneration Policy for executives Dunng the year,
it was pad fees of £52,255 for these services Towers Watson also provided actuanal senices to the Group

Al of these advisers were appointed by the Committes, which remains satisfied that the prowision of those other services N no way
compromises ther ndependence They are all pard on the basis of actual work perforrned rather than on a fixed fee
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Other Information

Our middle market share pnce at the close of business on 30 September 2014, being the last trading day of the financial year, was £26 64

and the range of the mwddle market pnce dunng the yvear was £21 74 to £27 74

Full detalls of the Directors' share interests are available for inspection in the Register of Drrectors’ Interests at our registered office

Award Dates

QOur pokey 1s to grant awards under all our employee share plans on predetermined dates based on an annual cycle

Review of Past Performance

The chart below shows the value of £100 invested in the Company on 1 October 2008 comparad with the value of £100 invested in the
FTSE 100 Index for each of our financial year ends to 30 September 2014 Wa have chosen the FTSE 100 Index as it providses the most
appropnate and widely recognised index for benchmarking our corporate performance over a six-year penod

Tatal Return Indices — Impenal Tobacco and FTSE 100

200
175
150
125
100
2008 2009 2010 2011 2012 2013 2014
— |mpeonal Tobacco = = FTSE 100
Change in Chief Executive Remuneration
2014 2013 2012 2011 200 200 2009
Alison Cooper  Allson Cooper Afison Cooper'  Alison Cooper™  AlsonCooper’  Gareth Daws?? Garath Davis
Total remunerabon £'000 2,686 2,011 2,793 2737 1,347 5,453 5,089
Annual Bonus as a percentage
of maximum 69 34 512 331 847 847 852
Shares vesting as a percentage
of maximum 58 il 580 716 808 4593 745
1 Tetal remuneration includes value of share plans vesting that were granted pnor to appontment as Chuaf Exacutve
2 Total remuneration includes valua ot share ptans vasting on retremant
3 Based on performance condiions applicable on date of ratrement
Operating Executive {excluding Executive Directors)
£000 2014 2013
Base salary 2,143 2,161
Benefits 160 190
Pension salary supplement 218 152
Bonus 1,291 716
LTIP annual vesting’ 90 ll
SMS annual vesting? nit nil
3,902 3,219

1 Value of LTIP shares vesting m the year based on the prevaiing dlesing shara price on the day of axercise
2 Valus of SMS shares vesting on matunty based on tha prevaling closing share pnce on the day of vasting

Nete aggregate remuneration pad to or recenvabls by Executive Directors, Non-Executve Directors and membeers of the Operating Executive for qualiying seraces in

accordance with [AS 24 which includes National Insurance and simitar charges was £11,073 184 (2013 £8954 612)
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DIRECTORS REMUNERATION REPORT continued

Key Management* Compensation for the Year Ended 30 September 2014 (Audited)

000 2014 2013
Short-tarm empioyee benefits 9,575 7,431
Post-amployment banefits 1,186 1,050
Other long-term benefits - -
Terrmnaton benefits - -
Share-based payment {in accordance with 1AS 24) 833 {2.140)
11,594 6,341

The credit in 201315 pancipally due to the non-achievermnent dunng the year of performance conditions which wers previously expected to
be achieved

Key maragement inchudes Direcions, mentbers of the OPEX and the Company Secretary

Employee Benefit Trusts

Our policy s to satisty options and awards under our employee share plans from esther markat purchased ordinary shares or ordinary shares
held in treasury distrbuted through our employes benefit trusts The Impenal Tobacco Group PLC Employee and Executive Benefit Trust (the
Exacutive Trust) and the mpenal Tobacco Group PLC 2001 Employee Benefit Trust (the 2001 Trust) (together the Employee Benefit Trusts)

As at 30 September 2014, we held 78 809 137 ordinary shares in treasury which can be used to satisfy options and awards under our
empioyee share plans either directly or by gifting them to the Employee Benedit Trusts

Cptions and awards may also be satisfied by the issug of new ordinary shares
Detalls of the ordinary shares hald by the Employee Benefit Trusts are as follows

Ordinary shares

Batance at Accured Destributed Balance st uncer award at Surphusy

01/10/2013 dunng year during yeas 30/08/2014 30/08/2013 {shortial)

Executve Trust 718,756 il {19,862 698,894 740,632 (41,738)
2001 Trust 2,542,675 2,000,000 (1,084,456} 3,458,219 4,315,056 {856,837)

Share Plan Flow Rates

The Trust Deeds of the Employes Benefit Trusts and the rulss of each of our employee share plans contam provisions imiting options
and awards to 5 per cent of issued shars caprtal in five years and 10 pear cent in 10 years for all ermployee share plans, with an addibonal
restnchon to 5 per cent m 10 years for executve share plans  Currently, an aggregate total of O 5 per cent of the Company's tssued share
caprtal (including shares held in treasury) 15 subject to options and awards under the Group's executve and all employes share plans

Since dermerger in 1996, the cumulatve number of shares under option and awards granted pursuant to all of the Company’s employee
share plans totals 3 6 per cent of its 1ssued share capnal Foilowing il grants on demerger subsequent annuat grarts nave averaged
0 3 per cent of 1ssued share capital (including shares held in treasury)

Summary of Options and Awards Granted

Cumulative optons and awands grantsd Opbons and gwards granted dunng the year
a3 & percentage of ssued share caprisl as a percentage of issuad share capral
Lsvet on gwards induding those hald n lreasuny) fnchuding those hedd in treasury)
10% in 10 years 19 02
5% n 5 years 09 02
5% n 10 years {executive plans) 13 01
For the d
d Haines
Chaurmnan of the Remuneration Commitiee
4 Novernber 2014
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF
IMPERIAL TOBACCO GROUP PLC

Report on the Group Financial Statements
Qur Cpmnion
In our opirwen, Impenal Tobacco Group PLC's group financial statements (the ‘financial statements”

- Give a true and far view of the state of the Group's affarrs as at 30 September 2014 and of its profit and cash flows for the year then ended,

- Have been property prepared in accordance with International Financial Reporting Standards ('1FRSs'} as adopted by the European Union,
and

- Have been prepared n accordance wrth the requirements of the Companies Act 2006 and Article 4 of the IAS Regulation

What We Have Audited
Impenal Tobacco Group PLC’s financial statements compnse

— The Consolidated Balance Sheet as at 30 Septernber 2014,

~ The Conseoldated Income Statement for the year then ended,

- The Consclidated Statement of Comprehensive Income for the year then ended,

- The Consolidated Statement of Changes in Equity for the year then ended,

- The Consolidated Cash Flow Statement for the year then ended, and

- The notes to the financial statements, which include a summary of significant accounting policies and other explanatory information

Certain required disclosures have been presented slsewhers in the Annual Report and Accounts (*Annual Report”}, rather than in the notes
to the financial statements These are cross-referenced from the financial statements and are identified as audited

The financial reporting framework that has been applied in the preparation of the financial staterments 1s applcable law and IFRSs as adopted
by the European Union

Our Audit Approach
Ovarview

- Overall group matenality £110 millon which represents 4 4 per cent of adjusted group
profit bafore taxaton

- Following our assessment of the nsk of material misstatement to the Group financial
statements we selected 18 reporting entities which represent the pnncipal business units

- We conducted full scope audit work at these 18 reporting entities, which included
significant operations based in the UK, Germany, Spain, USA, Morocco, Australia,
France and six other locations

- We also conducted speciic audit procedures in Russia and Ukraine based on our
assessment of the risk of misstatement and the scale of operations at thase business units

- In addition certain central reporting entities and group functions, including those covering
freasury, taxation and pensions, and the Parent Company were subject to a full
scope audit

— The full scope reparting entities and group functons whera we performed audit work
accounted for approximately 75 per cent of group revenues and in excess of 90 per cent
of both group profit before taxaton and adjusted group profit before taxation

- As part of the supervision process site visits and wideo conferences were conducted

Our assessment of the nsk of materal misstatement also informed our views on the areas of

particular focus for our work which are listed below

~ Goodwill and intangible assets Imparment assessment

- Risk of fraud in revenue recogniticn focused on revenue sold into distribution channels at
year end

- Tax accounting and the fevel of tax provisions held aganst nsks

- Accounting for restructunng provisions
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The Scope of Our Audit and Our Argas of Focus

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) (1SAs (UK and Iretand)’)

We designed our audtt by deterrmining matenality and assessing the nsks of matenal misstaternent n the financial statements In particutar, we
looked at whers the Directars made subjective judgements, for exampls in respect of significant accounting estimates that involved making
assumgtions and considenng future events that are inherently uncertan As in all of our audits, we also addressed the nsk of management
overnde of internal controls, including evaluating whether there 1s ewidence of bias by the Directors that may represent a nsk of matenal

misstatement dus to fraud

The nsks of material misstatement that had the greatest effect on our audt, inctuding the allecation of our resources and effort, are dentified
as ‘areas of focus’ n the table below together with an explanation of how we tailored our audit to address these specific areas This ts not a

complete list of all nsks identified by our audt

Our observations on the areas below were based on the evidence obtaned to support our opiricn on the financial statements as a whole

Area of focus
Goodwtll and intangible assets impairment assessment

How our audit addressed the area of focus

See note 1 to the financial statements for the Directors’ disclosures of the ralated accounting policies, note 2 for jJudgements and estimates

and note 11 for detaled Intangible assets disclosures

We focused on this area because the determination of whether or
not certain elements of goodwill and intangble assets were mpaired
invalved complex and subjective jJudgements by the Directors about
the future resufts of the relevant parts of the business

At 30 September 2014 the Group had £10,568 milion of goodwall
and £5,291 milion of intangible assets and reasonable headroom

for the majonty of the Group's cash-generating units (CGUs)

We focused on the valuation of the Growth Markets reporting
segment (£4,106 million of goodwill and intangible assets) Growth
Markets 1s made up of a number of operating segments and
individual CGUs, including the Dnve Growth operating segment and
the Premium Cigar CGU For both of these businesses goodwill 1s
separately measured and management's assassment indicates lower
headroom (£240 mikon and £170 milion respectively)

For the Dnve Growth operating segment we focused on the valuation
of the Russian business, which 1s the most matenal CGU included in
the segment In particular we considered the key expectation that the
Russian business will achieve a significant profit improvement {sea
note 11) In the short term

For the Prermuum Cigar CGU the valuation is dependent on
continung profit growth in emerging markets and operational
improverments (see note 11) As such, we focused on the
assumptions the Directors mads about the growth rates in

these areas

We challenged the Directors’ analysis around the key businass
dnivers of the cash flow forecasts supporting therr imparment
assessment, being pnoing, market size, and markest share We also
evaluated the appropriateness of the key assumptions including
discount rates, short-term growth and long-term growth rates and
performed a range of sensitvaties across the reporting segments
In particutar
- For the Russian business, we considered the Diractors’
expectations about the Impact of the Group's stock optimisation
programme and the balance between the capacity for price
ncreases and underlying volume declines We also discussed
the potential mpact of duty and regulated pnicing changes
under consideration by the Russian pariament
- For the Premium Cigar CGU, we evaluated the reasonableness of
the Directors’ forecast by challenging assumptions about growth
strategies involving opportunities in new markets and planned
operational mprovements
For both Russia and Premium Cigar CGU wa reached the view that
the planned teve! of profit growth appears achievable, but that there
was sufficient uncertanty to require further sensitivity analysis around
the key assumptions
As a result of this we determined that the impairment assessments
for both Drive Growth and Premium Cigar were acceptable based on
the current businass plans Howaever, for Dnve Growth we consider
that a deteniaration of Russian aconemic condtions in excess of that
reflected n the assumptions or an inability to achieve planned results
could reasonably be expected to give nse to an imparment charge in
the future
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INDEPENDENT AUDITORS REPORT TO THE MEMBERS OF
IMPERIAL TOBACCO GROUP PLC continued

Area of focus

How our audit addressed the area of focus

Risk of fraud in revenue recognition focused on the occurrence of revenue sold into distnbution channels at year end
See note 1 to the financial statements for the Directors’ disclosures of the related accounting policies

Wa focused on the timing of revenue recognition because of the

nsk associated with the levels of Inventory sold into, and held I,
distnbution channels and the contractual terms those goods were
sold under

Revenue recognition is, under normal group terms and conditions,
not complex with accounts recevable convertad to cash in a timely
manner Retumns have histoncally been mmatenral and our testing did
not identify any evidence of significant levels of returns

There I1s however a nsk that sales made into distribution channels
close to a penod end could be overstated If such sales were not
legitimate then this could result in matenal amounts of revenue being
recorded in the incorrect penod and could affect management's
Incentive payments

We tested the timing of revenue recognition, and whether the Group
appropriatety recorded revenue taking into account contractual terms
and oblgations with distnbutors and other customers For certain
key distnbutors we obtaned details of the amount of inventoary held
by themn the channel and compared this to prior penods We

also used this nformation N our evaluation of the IMpact on the
financial statements of the Group's stock optimisation programime
Woe noted no instances of inappropnate revenue recognition ansing
In our testing

We evaluated contractual terms arcund the year end and tested
accounts receivable balances through a combination of third party
confirmations and subsequent remittanceas, with no exceptions noted
from our testing We evaluated ewdence of the level of returns
receved after the year end and noted no matenal ISsues ansing

We also used a combination of manual and computer assisted audht
techniques in order to extract and test journal entnes posted to
revanue and other general ledger accounts, which did not identify
unsxplaned unusual or iregular items

Area of focus
Tax accounting and the level of tax provision held against nsks

How our audit addressed the area of focus

Ses note 1 to the financial statements for the Directors' disclosures of the related accounting policies, note 2 for judgements and estmates

and notes 8 and 21 for detaled taxation disclosures

There are a number of significant judgements involved in the
determination of deferred tax balances, specifically in relation to the
recognitton of tax losses and the assessment of deferred taxation
liabiltties in certain junsdictions where the probability of temporary
differences reversing i1s uncertain

Given the number of judgements involved and the complexities of
dealing wath tax rules and regulations in numerous junsdictions, this
was an area of focus for us

In the calculation of deferred taxes, we challenged managemant over
the adequacy of tax loss recognition in the Nethertands and Spamn
We aiso challenged whether a matenal deferred taxation provision
established in an overseas business was still required

We concluded that the position adopted i the financial staterments
was reasonable based on our review of management's assessment
of the recoverability of {ax losses and the basis for ther write back of
the deferred taxation provision

Area of focus
Accounting for restructunng provisions

How our audit addressed the area of focus

See note 1 to the financial statements for the Directors’ disclosures of the related accounting policies, note 5 for restructuring casts disclosure

and note 23 for detaled provisions disclosures

The Group has a significant restructuring programme underway

The programme 1s expected to last several years and as part of

this programme the Group announced the proposed closures of
major factones at Nantes and Nothingham dunng the year

In 2014 the charge in the Consolidated Income Statement relating
1o this programme was £305 milion and there is a total restructunng
provision hetd on the Consclidated Balance Shest of £321 million
The recognition of restructunng costs requires udgement to estmate
the value and timing of net economic outfiows and the extant to
which the Group 1s externally committed The presentation in the
financial statements also requires consideraton of whether the
amounts included in the charge ara exceptional In nature

We assessed the completenass of the restructunng amounts
provided for using our knowledge of the business and pnor penod,
inguines of management, examination of restructunng plans and
through consideration of expenses that typically are connected with
exit and disposal actvties Based on this, we did not idantdy any
matenal omissions

We tested the valuation and calculations of the Indvidual
restructunng provistons that made up the total including
redundancy, mpairrment and pension curtatiment We found

no matenal exceptions in thase tests

Woa considered management's treatment of the restructunng costs
as exceptonal and agreed wath therr conclusion that the extenswe
scale and material cost of the prgect, together with the level of
centralised group wade control and Board focus, indicated that it
was exceptional In nature
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How We Taillored the Audit Scope

We tallored the scope of our audit to ensure that we performed enough work to be able to give an opinion on the financial staternents as
awhole, taking into account the geographic structure of the Group, the accounting processes and controls, and the industry in which the
Group operates

The Group 18 structured along two business ines being Tobacco and Logistics The group financial statements are a consolidation of
349 legal entit:es represented by 223 reporting entriies, compnsing the Group's operatng businesses and centralised functions

The Group's accounting process 1 structured around a tocal or regional finance function for each of the terrtones in which the Group
operates These functions mamntan ther own accounting records and controls and report to the head office finance team in Bnstol UK through
an integrated consolidation system In our view, due to therr significance and/or nsk charactenstics, 18 of the 223 reporting entities, including
the Logistics sub-group, required an audit of therr complete financial nformation and we used component auditors from other PwC natwork
firms, and other firms operating under our instruchion, who are familiar with the local laws and regulations n each of these termones to perform
this audit work We also conducted specific audit procedures in Russia and Ukrane based on our assessment of the nsk of misstatement and
the scale of operations at thosse business urits

Where the work was performed by component auditers, we determined the tevel of Involvernent we needed to have in the audit work at those
functions to be able to conclude whether sufficient appropnate audt evidence had been cbtained as a basis for our opinion on the group
financial statements as a whols

The group engagement team visits the component tearns on a rotational basis In the current year the group team engagament leader visited
the USA, Moroceo, Tawan, Laos, Spain and Germany, as wall as In-scope UK reporting locations Video conferences were held at least once
with the component auditors and management of every in-scope reporting entity and those undertaking specific procedures

The group consohdation, financial staterment disclosures and a number of complex items were audited by the group engagement team at the
head office These included denvative financial Instruments, net INvestment hedge accounting, treasury, taxation and pensions The Parent
Company 1s also subject to a full scope audit

Taken together, the reporting entiies and group functions where we perfarmed audit work accounted for approxmately 75 per cent of group
revenues and in excess of 90 per cent of both group profit before tax and group adjusted profit before tax

Matenality

The scope of our audtt 1s nfluenced by aur application of matenality We set certan gquantitative thresholds for matenality These, together with
qualtative considerations, helped us to determine the scope of our audit and the naturs, tirung and extent of our audit procedures and to
evaluate the effect of misstatements, both ndividually and on the financial statements as a whole

Based on our professional judgement, we determined materialty for the financial statements as a whole as follows

Qverall group matenality £110 milion (2013 £114 milion}
How we determined it 4 4 per cent of adjusted profit before taxation
Rationale for benchmark applied In arrving at this benchmark we have had regard to adjusted profit before taxation as this

metnc 1s presented by the Directors as reflective of the business performance and because
In our view this 1s the most relevant measure of results

We agreed with the Audt Committee that we would report to them misstatements identfied dunng our audt above £10 million (2013
£10 milion) as well as misstatements below that amount that, in our view, warrantad reporting for qualitative reasons

Going Concem
Under the Listing Rules we are required to review the Directors’ statement in relation to going concermn We have nothing to report having
performed our review

As noted in the Directors' statement, the Directors have concluded that it 1s approprate o prepare the financial staterments using the going
concern basis of accounting The going concern basis prasumes that the Group has adequate resources to reman in operation, and that the
Directors intend it to do so, for at least one year from the date the financial statements were signed As part of our audrt we have concluded
that the Directors' use of the going concem basis 1s appropnate

However, because not all future events or conditions can be predicted, these staterments are not a guarantee as to the Group's ability to
continue as a gong concam
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF
IMPERIAL TOBACCO GROUP PLC continued

Other Requured Reporting
Consistency of Other Information
Companies Act 2006 Opinion
In Qur opinton
- The information given in the Strategic Report and the Directors’ Report for the financral year for which the financial statements are prepared
15 consistent with the financial statements
1SAs (UK and Ireland) Reporting
Under ISAs (UK and Ireland) we are required to report to you If, We have no exceptions to report ansing from this responsibility
1N OUr opINIon
- Information in the Anrwal Report 1s
— Matenally Inconsistent with the information in the audited
financial statements, or
- Apparently matenally incorrect based on, or matenally
nconsistent with, our knowledge of the Group acquirred
in the course of performing our audt, or
~ Otherwise misleading
- The staterment given by the Directors, in accordance with Provision  We have no exceptions fo repon ansing from this responsibility
C 11 of the UK Corporate Governance Code (the 'Code’), that
they consider the Annual Report taken as a whole to be farr,
balanced and understandable and prowides the information
neceassary for members to assess the Group's performance,
busness model and strategy 1s matenally inconsistent with our
knowledge of the Group acquired In the course of paerforming
our audit

- The section of the Annual Report, as required by Provision C 3 8 We have no exceptions to report ansing from this responsibility
of the Code, descnbing the work of the Audit Committee does
not appropriately address matters communicated by us to the
Audit Committee

Adequacy of Information and Explanations Received
Under the Companies Act 2006 we are required o report 10 you i, in our opnion, we have not received all the nformation and explanations
we require for our audit We have ne exceptions to report anising from this responsibility

Directors’ Remuneration

Under the Companies Act 2006 we are reguired to report to you If, :n aur opinion, certan disclosures of directors’ remuneration specified by
law are not made We have no exceptions 10 report ansing from this responsibiity

Comorate Govemance Statement
Under the Listing Rules we are required to review the part of the Corporate Govemnance Statement relating to the Parent Company's
compliance with nine provisions of the UK Corporate Governance Code We have nothing to report having performed our review

Responsibilities for the Financial Statements and the Audit

Our Responsibihtes and Those of the Directors

As explaned more fully in the Directors’ Responsibiites Statement, the Directors are responsible for the preparation of the finanaal
statements and for being satisfied that they give a true and farr view

Qur responsibity 1s to audit and express an opnion on the financial statements n accordance with appicable law and 1SAs {UK and 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, n gvng thess opinions, accept or assume responsibilty for any
other purpase or to any other person to whom this report 1$ shown or Into whose hands it may come save where expressly agreed by our
prior cansent In writing
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What an Audit of Financial Statements Involves
An audit involves obtaining evidence about the amounts and disclosures In the financial staternments sufficient to gve reasonable assurance
that the financial statements are free from matenal misstatement, whether caused by fraud or error This includes an assessment of

— Whether the accounting policies are appropnate to the Group's crcumstances and have been consistently applied and adequately
disclosed,

- The reasonableness of significant accounting estmates made by the Directors, and
— The overall presentanon of the financial statements

We prmanly focus our work in thess areas by assessing the Diractors' jJudgements aganst avaiable evidence, forming our own judgements,
and evaluating the disclosures in the financial statements

We test and examine information, using sampling and other auditing techniques, to the extent we consider necessary to prowde a reasonable
basis for us to draw conclusions We obtain audit ewdence through testing the effectiveness of controls, substantve procedures or a
combination of both

In addiion, we read all the financial and non-financial information in the Annual Report to identify matenal Inconsistencies with the audited
financial stataments and to identify any information that 1s apparently matenally incorrect based on, or matenally inconsistent with, the
knowledge acquired by us 1 the course of performing the audit if we become aware of any apparent matenal rmisstatements or
inconsistencias we consider the mplications for our report

Other Matter

We have reported separately on the Parent Company financial statements of Impenal Tobacco Group PLC for the year ended
30 September 2014 and on thg information in the Directors’ Remuneration Report that is descrbed as having been audited

'ohn Maitland (Senior Statutory Auditor}
for and on behalf of PrcewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Bnstol

4 November 2014
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CONSOLIDATED INCOME STATEMENT
for the year ended 30 September

£ midion unkess otherwise indicated Notes 2014 2013
Revenue 3 26,625 28,269
Duty and similar tems {12,928) (13,681)]
Other cost of sales (8,422) (9,059)|
Cost of sales (21,350) (22.740)
Gross profit 5,275 5,529
Distnbution, advertising and seliing costs (1,946) (2.053)
Acguisition costs 29 {13} -
Amortisation of acquired intangibles 11 (644) (372)
imparment of acqurred intangibles 11 - (580)
Restructuring costs 5 {305) 270)|
QOther expenses {303) (296)]
Administrative and other expenses {1,265) {1,518)
Operating profit 3 2,064 1,958
Investment Income 7 517 724
Finance costs 7 {1,061) (1,463)
Net finance costs 7 (544) (739}
Profit before taxation 4 1,520 1,219
Taxation 8 (69) (280
Profit for the year 1,451 929
Attnbutable to

Owners of the parent 1,422 805
Non-controlling interests 29 24
Earmings per ordinary share (pence}

- Basc 10 1485 929
- Diluted 10 1481 927

Resutts and financal positions for 30 September 2013 have been restatad on adoption of 1AS 19 (Revised) - see note 1
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 30 September

£ mition Notes 2014 2013
Profit for the year 1,451 929
Other comprehensive income

Exchange movements (581) 184
Current tax on exchange movements - 40
ltemns that may be reclassified to profit and loss {581) 204
MNet actuanal gans on retirement benefits 22 45 43
Deferred tax relating to net actuarial gains on retirement benefits 21 (1) (42)
ltems that will not be reclassified 1o profit and loss 44 1

Other comprehensive income for the year, net of tax 237 205
Total comprehensive income for the year 914 1,134
Attrbutable to

Owners of the parent 900 1,108
Non-controling interests 14 26
Totat comprehensive mcomae far the year at4 1134
Reconciliation from Operating Profit to Adjusted Operating Profit

£ miflion Notas 2014 2013
Operating profit 2,064 1,958
Acquisition Cosis 29 13 -
Amortisation of acqured ntangibles 11 6dd4 372
Imparment of acquired intangibles 11 - 580
Rastructunng costs 5 305 270

Adjusted operating profit 3,026 3,180

Reconciliation from Net Finance Costs to Adjusted Net Finance Costs

£ mason Notes 2ma 2013
Net finance costs {544) (739)
Net far value and exchange (gains)/losses on financial Instruments 7 (12) 156

Post-ernployment benefits net financing cost 7 40 51

Adjusted net finance costs {516) (532)
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CONSCLIDATED BALANCE SHEET
for the year ended 30 September

£ revllion Notes 2014 2013
Non-cument assets
Intangible assets i1 15,859 17,382
Property, plant and equipment 12 1,862 2,080
Investments In associates 17 17
Retirement benefit assets 22 a4 5
Trade and other racevables 15 75 85
Derwvative financial instruments 20 605 312
Deferred tax assels 21 241 153
18,703 20,034
Current assets
Inventones 14 2,935 3,296
Trade and other recevables 15 2,806 2,966
Current tax assets 8 96 72
Cash and cash equivalents 16 1,41 1,809
Dervative financial Instruments 20 38 245
7,306 8,388
Total assets 26,009 28,422
Current labiliies
Bormrowings 18 (468) (3.276)
Dervative financial instruments 20 {46) 219)
Trade and other payables 17 (6,990) (7.354)
Current tax habdities 8 (133) {141)
Provisions 23 (176) (@2)

(7,813) (11,082}

Non-current labilities

Borrowings 18 (9,464) (7.858)
Denvatve financial Instruments 20 (645) {531)
Trade and other payables 17 {21) (17)
Deferred tax kabilities 21 (1,453) {1,820
Retirement banefit labilities 22 (824) (1,055)
Provisions 23 312) (407)
(12,719) (11,688
Total habilities (20,532} (22,770)
Net assets 5477 5,652
Equity
Share caprtal 24 104 107
Share premium and capital redemption 5,836 5,833
Retaned eamings (756) (791)
Exchange translation reserve {119) 447
Equity attnbutable to owners of the parent 5,065 5,596
Non-contralling interests 32 412 56
Total equity 5,477 5,652

The financial statements on pages 72 to 114 were approved by the Board of Directors on 4 November 2014 and signed on its behalf by

Chairman Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 30 September

Share Equrty
premum Exthange  attnbutable Non-

Share and capital Retained translation  to owners of centroling Total
£ milhon capdal  redernphon eamings reserve the parent mnterests equity
At 1 October 2013 107 5,833 (791) 447 5,596 56 5,652
Profit for the year - - 1,422 - 1,422 29 1,451
Exchange movements - ~ - (566) {566) {15) (581)
Net actuanal gans on retirement benefits - - 45 - 45 - 45
Deferred tax relating to net actuanal gans on
retirement benefits - - 1) _ ) - (1)
Other comprehensive income - - 44 (566) (522) {15) {537)
Total comprehensive iIncome - - 1,466 (566) 900 14 914
Transactions with owners
Cash from employees on maatunity/exarcise
of share schemes - - 6 - 6 - 6
Purchase of shares by Employee Share
Ownership Trusts - - 2) - 2) - 2)
Costs of employees’ sarvicas compensated
by share schemes - - 20 - 20 - 20
Current tax on share-based payments - - 3 - 3 - 3
Increase in own shares held as treasury shares - - (341) - (341) {341}
Cancellation of own shares held as treasury shares 3) 3 - - - - -
Changes in non-controling interests - - (363) - (363) 363 -
Proceeds, net of fees, from the disposal of
Logista IPO (see note 32) - - 395 - 395 - 395
Dividends pad - - (1,149) - (1,149) {21) {1,170)
At 30 September 2014 104 5,836 (756) (119) 5,065 112 5,477
At 1 October 2012 107 5,833 {150) 245 6,035 49 6,084
Profit for the year - - 905 - 905 24 929

Exchange movements - - - 162 162 2 164

Current tax on exchange movaments - - - 40 40 - 40

Net actuarial gains on retirement benefits - - 43 - 43 - 43

Deferred tax relating to net actuana gains on

retirement benefits ~ - {(42) - (42} - {42}

(Other comprehensive Income - - 1 202 203 2 205

Total comprehensive mcome — - 3068 202 1,108 26 1,134

Transactions with owners

Cash from employees on maturity/exercise

of share schemas - - 5} - §] - 6

Purchase of shares by Employee Share

Ownership Trusts - - (4) - (4} - {4)

Costs of employees’ services compensated

by share schemes - - 14 - 14 - 14

Current 1ax on share-based payments - - 2 - 2 - 2

Increase in own shares held as treasury shares - - (500) - (500) - {500}

Dividends pad - - {1,065) - (1,065) {19) (1,084)

At 30 September 2013 107 5,833 (791} 447 5,596 56 5,662
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CONSOLIDATED CASH FLOW STATEMENT
for the year ended 30 September

£ million 2014 2013
Cash flows from operating actvities

QOperating profit 2,064 1,958
Share of post-tax (profit/loss of associates (3) 1
Depreciation, amorisation and mpairmant 920 1,215
Loss/(profit) an disposal of property, plant and aquipment 6 (5)
Loss on disposal of software 3 1
Loss on disposal of businesses - 13
Post-employment benefits (156} (34)
Costs of employees’ services compensated by share schemes 22 18
Maovement In provisions 19 {47)
Operating cash flows before movement in working capital 2,875 3,120
Decrease/(increase) in nventones 118 (93)
(Increass)/dacrease m trads and other recevables (33) 151
Increase/{decrease) n trade and other payables a4 (140)
Movement i working capital 130 (82)
Taxaton pad {457) (686}
Net cash flows generated by operating activities 2,548 2,352
Cash flows from investing activities

Interest receved 10 9
Purchase of property, plant and squipment {256) {269)
Proceeds from sale of property, plant and equipment 59 14
Purchase of ntangible assets — softwara (37) (27)
Internally generated intellectual property nghts 4 (9)
Purchase of intangible assets — ntellectual property nghts {46) -
Purchases of businesses - net of cash acquired - (35)
Proceeds from sale of businesses - net of cash disposed - 1
Net cash used in Investing activities (274) (318)
Cash flows from financing activities

Interest pad (550) (522}
Cash from employees on matunity/exercise of share schemes 6 6
Purchase of shares by Employee Share Ownership Trusts {2) {6)
Increase in borrowings 2,324 4,884
Repayment of borrowings (3,200) (3,443)
Cash flows relating to denvative financial nstruments {121} (28)
Finance leasae payments - (20)
Purchase of treasury shares (341} (500)
Proceeds from sale of shares in a subsidiary to non-controling interests (net of faaes) (see note 32) 395 -
Dmdends pad to non-controling mnterests {21} (19)
Dradends paid to owners of the parent (1,149) (1,065)
Net cash used in financing activities {2,659) (713)
Net (decrease)/increase in cash and cash equivalents (385) 1,323
Cash and cash equivalents at start of year 1,809 631
Effect of foreign exchange rates on cash and cash equvalents 7 {(145)
Cash and cash equivalents at end of year 1,431 1,808
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NOTES TO THE FINANCIAL STATEMENTS

1 Accounting Policies

Basis of Preparation

The consolidated financial statements have been prepared In
accordance with Intemational Financial Reporting Standards as
adopted by the EU and with those parts of the Companies Act
2006 applicable to companies reporting under IFRS

The financial statements have been prepared under the histoncal
cast convenhon except wherea far value measurement I1s required
under IFRS as descnbed below in the accounting policies on
financial instruments

The preparation of the consolidated financial statements requires
management to make estimates and assumptions that affect the
reported amounts of revenues and expenses during the perniod and
of assets, llabiities and contingent hiabilities at the balance sheet date
The key estimates and assumptions are set out in note 2 Critical
Accounting Estimates and Judgements Such estmates and
assumptions are based on historical expenence and vanous other
factors that are believed to be reasonable In the crcumstances and
constitute management’s best jJudgement at the dats of the financial
staternents In the future, actual expenence may deviate from

these estimates and assumptions This could affect future financial
statements as the onginal estmatas and assumptions are modified,
as appropnate, in the year in which the circumstances change

A summary of the more important group accounting policies 1s set
out below

Basis of Consolidation

Thea consolidated financial statements compnsa the results of
Impaerial Tobacco Group PLC {the Company) and its subsidiary
underiakings

Subsidianes are those entities controllsd by the Group Control
exists when the Group has the power to govern the financtal and
cperating policies of an enterpnse taking into account any potential
voting nghts The financial statements of subsidianes are included
in the consolidated financial statements from the date that control
cormmences untl the date that control ceases Where necessary,
accounting policies of subsidianes are changed to ensure
consistency with the policies adopted by the Group

The acquisition method of accounting Is used to account for the
purchase of subsidianes The excess of the value transferred to the
seller in return for control of the acquired business together with the
farr value of any previously held equity interest in that business over
the Group’s share of the far value of the identfiable net assets I1s
recorded as goodwill

Intragroup fransactions, balances and unrealised gamns on
transactions between Group companes are elminated Unrealised
losses are also eliminated unless costs cannot be recovered

Jomnt Ventures

Joint ventures are those businesses which the Group and third
parties jontly control The financial statements of joint ventures are
consolidated using the proporticnate method, with the Group's share
of assets and liabiities recogrised 1n the consolidated balance sheet
classified according to therr nature In the same way, the Group's
share of Income and expenses s presented in the consolidated
income statement n accordance with therr function

Foreign Currency

ltems included in the financial statements of each Group company
are measured using the currency of the primary economic
environment in which the cormpany operates (the functional
currency)

The incoma and cash flow statements of Group companies using
non-stering functional currencies are translated to stering (the
Group's presentational currency) at average rates of exchange in
each penod Assets and labilmes of these companies are translated
at rates of exchange ruling at the balance sheet date The differences
between retaned profits and losses translated at average and
closing rates are taken to reserves, as are differences arising on

the retranslation of the net assets at the beginning of the year

Transactions In currencies other than a company's functional
currency aré inally recorded at the exchange rate ruling at the date
of the fransaction Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation at
exchange rates ruling at the balance sheet date of monetary assets
and llabilities denominated in foreign currencias are recognised In the
consolidated income statemnent with exchangs differences ansing an
trading transactions baing reported in operating profit, and those
ansing on financing transactions being reported In net finance costs
unless as a result of net INnvestment hedging they are reported In
other comprahensive ncome

The Group designates as net investment hedges certain external
borrowings and denvatives up to the value of the net assats of
Group companies that use non-stering functional currencies after
deducting permanent intragroup loans Gains or lossas on these
hedges that are regarded as highly sffective are transferred to
other comprehensive ncome, where they offset gans or losses
on translation of the net nvestments that are recorded in squity,
In the exchange translation reserve

Revenue Recognition

For the Tobacco business, revenue compnses the nvoiced value
for the sale of goods and services net of sales taxes, rebates and
discounts Revenue from the sale of goods is recognised when

a Group company has delivered products to the customer, the
customer has accepted the products and cellectibility of the related
recevables 1s reasonably assured Sales of services, which include
fees for distnbuting certain third party products, are recognised in
the accounting penod in which the services are rendered

For the Logistics business, revenue comprises the invoiced value
for the sale of goods and services net of sales taxes, rebates and
discounts The Logistics business only recognises commission
revenue on purchase and sale transactions in which it acts as a
commission agent Distnbution and marketing commissions are
included in revenue Revenue 1S recognised on products on
consignment when these are sold by the consignes

Duty and Similar tems

Duty and similar tems includes duty and levies having the
charactenstcs of duty In countnes where duty 1s a production tax,
duty 18 included in revenue and in cost of sales in the consolidated
income statement Where duty 1s a sales tax, duty 1s excluded from
revenue and cost of sales Payments due in the United States of
Amenca under the Master Settlement Agreement are considered
to be levies having the charactenstcs of duty and are treated as

a produchon tax
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NOTES TO THE FINANCIAL STATEMENTS continued

1 Accounting Policies continued

Taxes

Current tax 1s the expected tax payable on the taxable income for
the year, using tax rates enacted or substantvely enacted at the
balance sheet date, and any adjustments to tax payable in respect
of previous years

Management penodically evaluates postions taken in tax retums
where the applicable tax regulation 1s subject to interpretation and
establishes provisions on the basis of amounts expected to be paid
to the tax authorties only where 1t 1s considered more likely than not
that an amount will be paid or receved This test 15 applied to each
individual uncertain posrtion which 1s then measured on the single
most likely outcome

Deferred tax 1s provided in full on tempaorary differences betwesn the
carrying amount of assets and fiabilities in the financal statements
and the tax base, except if it anses from inttial recognition of an asset
or habiity in a transaction, other than a business combination, that

at the time cf the transaction affects nerther accounting nor taxable
profit or loss Deferred tax 1s provided on temporary differences
ansing on investments in subsidianes, except where the timing of the
reversal of the temporary difference 1s controlled by the Group and

it 15 probable that the temporary difference will nct reverse in the
foresesable future Deferred tax assets are recognised only to the
extent that it is probable that future taxable profits will be avalable
against which the assets can be realised Deferred tax is determined
using the tax rates that have been enacted or substantively enacted
at the balance shest date, and are expected to apply when the
deferred tax iability is settled or the deferred tax asset is realised

Tax 1s recognised in the consolidated income statement, except
where It relates to tems recognised in other comprehensive
incoma or directly in equity, iIn which case 1t 1s recogrised in other
comprehensive INcome or equity

Dwidends

Final dividends are recognised as a babiity in the penod in which the
dividends are approved by shareholders, whereas intenm dwvdends
are recogrised in the penod in which the dividends are paid

Intangible Assets — Goodwill

Goodwill represents the excess of value transferred to the seller in
return for control of the acquired business together with the far
value of any previcusly held equity interest In that business over
the Group's share of the fair value of the identifiable net assets

Goodwill 1s tested at least annually for mparment and carmed at cost
less accumulated imparment losses  Any iImpairment 1s recognised
immediately in the consolidated income statement and cannot be
subsequently reversed For the purpose of mpairment testing,
goodwill 18 allocated to groups of cash-generating units that are
expected to benefit from the business combination I which the
goodwill arose

Intangible Assets - Other

Other intangible assets are intially recogrised in the consolidated
balance sheet at histoncal cost unless they are acquired as part of a
business combination, in which case they are initially recognised at
far value They are shown in the balance sheet at hustorical cost or
fair value {depending on how they are acquired} less accumulated
amortisation and imparment

These assets consist manly of acquired trademarks, intellectual
property, concessions and nights, acquired customer relationships
and computer software The Dawvidoff cigarette trademark and
sorme premium cigar trademarks are considered by the Directors
to have Indefinite lves basad on the fact that they are established
international brands with global potential Trademarks with indefinite
Iives are not amortised but are revewed annually for imparment

With effect from 1 October 2013 we have revised the estmated lives
over which certain brands, trademarks and supply agreements in
the Tobacco business will be amortised In line with our strategy

to focus on Growth and Specialist Brands, we have reduced the
estimated remaining useful lives for all other brands to a maxamum
of five years Intellectual property (including trademarks), supply
agreements {including customer relationships) and computer
software are amortised over ther estmated useful Iives as follows

Intellectual property 5-30vyears straight ine
Supply agreements 3-15years straight ne
Software 3-5Syears straight ine

Property, Plant and Equipment

Property, plant and equipment are shown in the consolidated
balance sheet at histoncal cost or far value (depending on how they
are acquired}, less accumulated depreciation and imparrment Costs
Incurred after nal recogntion are included in the assets’ carrying
amounts or recogrised as a separate asset as appropnate only when
It 1s probable that future ecornomic benefits associated with therm will
flow to the Group and the cost of the item can be measured reliably

Land 1s not depreciated Deprecigtion 1s provided an other property,
plant and equipment so as to write down the inhal cost of each asset
to its residual value over its estimated useful life as follows

Buldings up to 50 years straight line

Plant and egupment 2-20 years straight ne/
reducing balance

Fixtures and motor vehicles  2-15 years straight ine

The assets’ residual values and useful ives are reviewed and, f
appropnate, adusted at each balance sheet date

Financial Instruments and Hedging

Financial assets and financial liabites are recognised when the
Group becomas a party to the contractual provisions of the relevant
instrument Financial assets are de-recognised when the nghts to
recene benefits have expired or been transferred, and the Group has
transferred substantially all risks and rewards of ownership Financial
liabilities are de-recogrised when the obligation 1s extinguished

Non-dervative financial assets are classified as loans and
recavables Recewables are intially recognised at far value and
are subseguently stated at amortised cost using the effective
interest method, subject to reduction for allowances for estimated
iracoverable amounts A provision for iImparment of recewabies 1s
established when there 1s objective ewidence that the Group will not
be able to collect all amounts due according to the onginal terms
of those recervables The amount of the provision 15 the difference
between the asset's carrying amount and the present value of
estimated future cash flows, and s recognised in the consolidated
Income statement For interest-beanng assets, the carrying value
includes accrued interest recevable
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Non-denvatve financial kabilihes are inhially recogrised at far value
and are subseguently stated at amortised cost using the effective
interast method For borrowings, the carmng value includes accrued
irterest payable, as well as unamortised transaction costs

Cash and cash eguivalents include ¢ash in hand and deposits held
on call, together with other short-tern highly lauid investments

The Group transacts denvative financial Instruments to manage the
undertying exposure to foreign exchange and interest rate nsks

The Group does not transact denvative financial instruments for
trading purposes Denvative financial instruments are utially
recorded at far value plus any drectly atinbutable transaction

costs Denvative financial assets and labibites are included in the
consoldated balance sheet at far valus, and include accrued interest
recevable and payable where relevant However, as the Group has
decided {as permitted under IAS 39) not to cash flow or farr value
hedge account for its denvatve financial nstruments, changes in fair
values are recogrised in the consolidated income statement in the
penod in which they anse unless the denvative qualifies and has been
designated as a net iInvestment hedging instrument in which case
the changes in farr values, attnbutable to foreign exchange, are
recognised In other comprehensive Income

Collateral transferred under the terms and conditions of credit
support annex documents under International Swaps and Denvatives
Association {SDA) agreements in respect of certain denvatives are
net settled and are therefore netted off the carrying vatue of those
dernivatives in the consolidated balance sheet

Inventones

Inventones are stated at the lower of cost and net realisable value
Cost I1s determined using the first-in, first-out (FIFO) method The cost
of fimshed goods and work in progress compnses raw materials,
direct labour, other direct costs and related production overheads
{based on normal operating capacity) Net realisable valus 1s the
estimated seling pnce in the ordinary course of business, less the
estmated costs of completion and selling expenses

Leaf tobacco inventory which has an operating cycle that exceeds
twelve months 1s classified as a current asset, consistent with
recognised industry practice

Provisions

A provision 1s recognised in the consolidated balance sheet whan
the Group has a legal or constructive chiigation as a result of a past
event, it s more likely than not that an outflow of resources will be
required to settle that cbligation, and a reliable estimate of the
amount can be made

A provision for restructuring 1s recognised when the Group has
approved a detated formal restructunng plan, and the restructunng
has either commenced or has been publicly announced, and it i1s
more likely than not that the plan will be iImplemented, and the
amount required to settle any obligations ansing can be reliably
estmated Fuiure operating losses are not provided for

Whare there are a number of smilar obligations, the likelihood that an
outflow will be required in settlement 1s determmed by considenng
the class of obligations as a whole A prowision 1s recognised even f
the Ikelinood of an outflow with respect te any one item included in
the same class of obligations may be smalt

Retirement Benefit Schemes

For defined benefit schemes, the amount recognised in the
consaolidated balance sheet 1s the dfference between the present
value of the defined berefit obligation at the balance sheet date
and the fair value of the scheme assets to the extent that they are
demonstrably recoverabls erther by refund or a reduction in future
contrbutions The defined benefit obligation 1s calculated annually
by independent actuanes using the projected unit credit method
The present value of the defined benefit obkgation 1s determined by
discounting the estimated future cash flows using interest rates of
high quality corporate bonds that are denominated in the currency
in which the benefits will be paud, and that have terms to matunty
approximating 1o the terms of the related pension obligation

The service cost of prowding retirement bensfits to employess
dunng the year is charged to operaling profit Past serwce costs are
recognised immediately in operating profit, unless the changes to the
pension ptan are condibional on the employees remairing in service
for a specified penod of time

All actuanal gains and losses, including differences between actual
and expected returns on assets and differences that arnise as a result
of changes in actuanal assumptions, are recognised iImmediatety in
full In the statement of comprehensive Income for the period In which
they anse An interest charge 1s made in the iIncome statement by
applying the rate used to discount the defined benefit obligations to
the net defined benefit iability of the schemes

For defined contribution schemes, contributions are recogrised as an
employee benefit expense when they are due

Share-Based Payments

The Group apples the requirements of IFRS 2 Share-Bassed Payment
Transactions to both equity-settled and cash-settled share-based
ermployee compensation schemes The majonty of the Group's
schemes are equrty-settled

Equity-settled share-based payments are measured at far value at
the date of grant and are expensed over the vesting penod, based
on the number of instruments that are expected to vest For plans
where vesting condrions are based on total shareholder returns, the
farr value at the date of grant reflects these conditions Earmings per
share vesting condrions are reflected in the estimate of awards that
wilt eventually vest For cash-settled share-based payments, a liabiity
equd to the portion of the services received ts racognisad at its
current far value at each batance sheet date Where appiicable the
Group recognises the impact of revisions to onginal estmates In the
consoldated income statement, with a corresponding adjustment
to equity for equity-settled schemes and current liabilities for cash-
seftled schemes Fair values are measured using appropnate
valuation models, taking nto account the terms and conditions

of the awards

STYIONYNIL

The Group funds ine purchase of shares to satisfy nghts to shares
ansing under share-based employse compensation schemes
Shares acqurred to satisfy those rights are held in Employee Shars
Ownership Trusts On conschidation, these shares are accounted
for as a deducton from equity attrbutable to owners of the parent
When the rnghts are exercised, equity 1S increased by the amount of
any proceeds received by the Employee Share Ownership Trusts
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NOTES TO THE FINANCIAL STATEMENTS continued

1 Accounting Policies continued

Treasury Shares

When the Company purchases its own equity share capial (treasury
shares}, the consideration paid, including any directly attnbutable
incremental costs (net of ncome taxes), 18 deducted on consoldation
from equity atinbutable to owners of the parent until the shares are
raissued or disposed of When such shares ars subsequently sold or
reissued, any consideration received, net of any directly attnbutable
incremental transaction costs and the related income tax effects,
increases equity attnbutable to owners of the parent When

such shares are cancelled they are transferred to the capital
redamption reserve

Use of Adjusted Measures

Management believes that non-GAAP or adjusted measures provide
a useful companson of business performance and reflect the way in
which the business 1s controlled Accordingly, adjusted measures

of operating profit, net finance costs, profit before tax, taxathon,
attnbutable earnings and earnings per share exclude, whera
applicable, acquisition costs, amortisation and impairment of
acquired intangibles, restructunng costs, post-employment benefits
net financing cost, farr value and exchange gans/osses on financial
instruments, and related taxation effects and significant one-off

tax provision charges or credts ansing from the resolution of pnor
year tax matters Reconciliations between adjusted and reported
operating profit are included within note 3 to the inancial staterments,
adjusted and reportad net finance costs In note 7, adjusted and
reported taxation in note 8, and adjusted and reported earnings

per share in note 10

The adjusted measures in this report are not defined terms under
IFRS and may not be comparable with similarly titled measures
reported by other comparves

The tems excluded from adjusted results are those which are one-off
In nature or which arose due to acquisitions and are not influenced
by the day to day operations of the Group, and the movements In the
far value of financial nstrumeants which are marked to market and

not naturally offset Adjusted net finance costs also excludes all
post-employment benefit net finance cost since pension assets and
labilities and redundancy and social plan provisions do not form part
of adjusted net debt This allows companson of the Group's cost of
debt with adjusted net debt The adjusted measures are used by
management to assess the Group’s financial performance and aid
comparability of results year on year

The principal adjustments made to reported profits are as follows

Acquisition Costs

Adjusted measures excluds costs associated with major acquisitions
as they do not relate to the day 1o day operational performance of
the Group

Amortisation and Impaiment of Acquired Intangibles

Acquired iIntangibles are amortised over their estimated useful
economic lives where these are considered to be finte Acquired
intangibles considered to have an indefinte life are not amortised
We exclude from our adjusted measures the amortisation and
mparrment of acquired ntangbles, other than scfiware, and the
deferred tax associated with amortisation of acquired intangibles
and tax deductible goodwill The deferred tax 1s excluded on the
basis that it will only crystallise upon disposal of the iIntangibles
and goodwill The related current cash tax benefit 1S retained in the
adjusted measure to reflect the ongoing tax benefit to the Group

Far Value Gains and Losses on Derwative Financial Instruments and
Exchange Gains and Losses on Borrowings

IAS 39 requrres that all denvatve financial instruments ars recognised
in the consohdated balance shest at far value, with changes in the
far value being recognised in the consolidated income staterment
unless the instrument satisfies the hedge accounting rules under
IFRS and the Group chooses te designate the denvative financial
instrument as a hedge

The Group hedges underiying exposures in an efficient, commercial
and structured manner However, the strict hedging requirements of
IAS 39 may lead to some commercially effective hedge positions not
qualifyng for hedge accounting As a result, and as pemnitted under
1AS 39, the Group has decided not to apply cash flow or far value
hedge accounting for its derivative financial instruments  However,
the Group does apply net iInvesiment hedging, designating certan
borrowings and denvatves as hedges of the net investment in the
Group's foreign operations, as permitted by IAS 39, in order to
minimise income statement volatility

We exclude far value gains and losses on denvative financial
Instruments and exchange gains and losses on barrowings from
adjusted net finance costs Far value gans and losses on the interest
element of denvative financial instruments are excluded as they

will reverse over tme or are matched in future penods by interest
charges Far value gans and losses on the currency efement of
denvative financial instruments and exchange gains and losses on
borrowings are excluded as the relevant foreign exchanges gans
and losses on the commercially hedged item are accumulated as a
separate component of other comprehsnsive Income In accordance
with the Group's policy on foreign currency

Restructunng Costs

Significant one-off costs incurred in integrating acquired businesses
and in major ratonahsaton and optmisation iniatves together

with tharr related tax effects are excluded from our adjusted
earnings measures These costs Include the iImpairment of property,
plant and equipment which are sumplus to requrements due to
restructunng actvty

Post-Employment Banefits Net Financing Cost

The expected return on plan assats and the interest on retirement
benefit habikties, together with the unwind of discount on
redundancy, social plans and other long-term provisions are reported
within net finance costs These items together with therr related tax
effects are excluded from our adusted eamings measures

Tax Matters

Significant one-off tax charges or credss ansing from the resolution of
prior year tax matters (outside of changes in estimates in the normal
course of business) are excluded from our adjusted tax charge to

ad comparabilty and understanding of the Group's performance
The recognition and utiisation of deferred tax assets relating to
losses not historically generated as a result of the underlying
business performance are excluded on the same basis

Other Non-GAAP Measures Used by Management

Net Revenue

Net revenue compnses the Tobacco business ravenue less
associated duty and simifar tems less revenue from the sale of
penpheral and non-tobacco-related products Management
considers this an important measure i assessing the performance
of Tchacco operations
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Other Non-GAAF Measures Used by Management continued

Dristnbution Fees

Distribution fees compnses the Logistics segment ravenue less the cost of distnbuted products Management considlers this an important
measure In assessing the performance of Logistics operations

Adusted Net Debt
Management monitors the Group’s borrowing levals using adjusted net debit which excludes interest accruals and the farr value of denvative
financial instruments providing commercial cash flow hedges

New Accounting Standards and Interpretahons
New standards or interpretations which came into effect for the ¢urrent reporting pencd did not have a matenal impact on the net assets or
results of the Group

Pensions Accounting

Under IAS 19 (Rewised), which became mandatory for the Group in its 2014 accounts, the interest charge cn retirement benefit labilities and
the expected return on pension plan assets have been replaced by a net interest Income or expense on nel defined bensfit assets or labilities
based on hugh quality corporate bond rates The mpact on the Group's results and net assets 1s as follows

Year ended 30 September 2013
Previousty
£ milion reported Adjustment Restatad
Investment income 766 (42) 724
Finance costs (1,463) - (1,463)
Net finance costs {£97) {42} (739}
Profit before taxation 1,261 {42) 1,219
Taxation (300} 10 (290)
Profit for the penod 961 32) 929
EPS basic {pence} g6 2 33 929
EPS diuted {pence) 96 0 B3 927
Retrement benefit assets 1 4 5
Retrement benefit liabilities (1.055) - {1,055)
Net assets 5,648 4 5,652

The effect In the year ended 30 September 2014 has been to reduce reported nvestment ncome by £42 millon and profit for the penod by
£32 million

Valuation of Denvative Financial Instruments
IFRS 13 Far Value Measurement, which 1s mandatory for this financial year, has clarfied the measurement criteria for denvative financial
instruments The impact has not had a matenal effect on the results or net asssts of the Group

Jont Ventures

IFRS 11 will become mandatory for the Group in its 2015 accounts and will require the Group 10 equity account for its jaint ventures which
are currently proportionatety consolidated It 1s not expected to have a matenal effect on the resulls or net assets of the Group See nate 13
to the financial statements

Other standards and interpretations issued, but not yet sffective, are not expected to have a matenal effect on the Group's net assets
or results
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NOTES TO THE FINANCIAL STATEMENTS continued

2 Crnitical Accounting Estimates and
Judgements

The Group makes estimates and assumptrons regarding the
future Estimates and judgements are continually evaluated based
on histonical expenence, and other factors, Including expectations
of future events that are believed to be reasonable under

the circumstances

In the future, actual experience may deviate from these estmates
and assumptions The sstimates and assumptions that have a
significant nsk of causing a matenal adjustment to the carmyng
amounts of assets and habilies within the current financial year
are discussed below

Legal Proceedings and Disputes

The Group reviews outstanding legal cases following developments
In the legal proceedings at each balance shest date, considenng the
nature of the Imgation, claim or assessment, the legal processes and
potential level of damages in the junsdiction In which the litigation,
clam or assessment has been brought, the progress of the case
(including progress after the date of the financial statements but
before those statements are issued), the opinions or views of legal
counsel and other adwsers, expanence of similar cases, and any
decision of the Group's management as to how it will respond to
the Iitigation, claim or assessment

To the extent that the Group's assessments at any time do not
reflact subsequent developments or the eventual outcome of any
claim, its future financial statements may be matenally affected, wath
a favourable or adverse impact upon the Group's operating profit,
financial poson and hquidity

A summary of significant lega! cases in which the Group 1s currently
nvolved 1s disclosed In note 28

Property, Plant and Equipment and Intangible Assets
Intangible assets (other than goodwill, the Dawdoff cigaretie
trademark and certain premium cigar trademarks) and property,
plant and equipment are amortisad or depreciated over therr useful
Ives which are based on management’s estimatas of the penod
over which the assets will generate revenue, and are pencdically
reviewed for continued appropriateness Changes to the estimates
used can result in significant vanations in the carrying value

The Group assesses the imparment of property, plant and
squipment and intangible assets subject to amortisation or
depreciation whenever events or changes in circurnstances indicate
that the carmyang valuas may not be recoverable Additionally, goocchwall
ansing on acquisitions and indefinite Ived assets are subject to
impaimert review The Group’s management undertakes an
imparment review annually or more frequently  events or changes
In circumstances indicate that the carrying value may not be
recoverable Factors considered important that could tngger an

imparment review of property, plant and equipment and/or intangible

assets nclude the following

- sgnificant underperformances relatve to istoncal or projected
future operating results,

- significant changes in the manner of the use of the acquired assets

or the strategy for the overall business, and
- significant negative Industry or economic trands

The complexity of the estimation process and 1ssuas related to the
assumptions, nsks and uncertainties tnherent 1n the applcation of
the Group’s accounting estmates in refation to property, plant and
agupment and intangible assets affect the amounts reported in the
financial statements, especially the estmates of the expected useful
ecaonomic Iives and the camyng values of thoss assets If business
conditions were different, or if different assumptions were used In
the apphkcation of this and other accounting estimates, 1t s ikely
that matenally different amounts could be reported in the Group’s
financial statements Current and futurs levels of volatiity and
uncertainty over economic condrtions are important factors in
assessing the reasonableness of these estimates, assumptions
and judgements

See notes 11 and 12 to these financial statements

Retirement Benefits

The costs, assets and labities of the defined benefit retirerment
schemes operating within the Group are determined using methods
relying on actuanal estmates and assumptions The Group takes
adwvice from independent actuares relating to the appropnateness of
the assumptions It 1s important to note, however, that comparatively
small changes in the assumptions used may have a significant effect
on the Group's financial statements Details of the key assumptions
are set out In note 22

Income Taxes

The Group Is subject to ncome tax In numerous jJunsdictions and
significant judgement 1s reguired in determining the provision for tax
There are many transactions and calculations for which the ultimate
tax determination 1s uncertain The Group recognises provisions for
tax based on estmates of the taxes that are likely to become due
Where the final tax outcome 1s difierent from the amounts that were
inhally recorded, such dfferences will impact the current Income tax
and deferred tax provisions in the penod in which such determination
1S made

Provisions

The Group holds provisions where appropnatse in respect of
estimated future economic outflows, principally for restructunng
activity, which anse due to past events Estimates are based on
management judgement and information available at the balance
sheet date Actual outflows may not occur as anticipated, and
estimates may prove to be incorrect, leading 1o further charges
or releases of provisions as circumstances dictate
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3 Segment Information

Impenal Tobacco comprises two distinct businesses — Tebacco and Logistics The Tobacco business comprises the manufacture, marketing
and sale of tobacco and tobacco-related products, ncluding sales to (but not by) the Logistics business The Logistics business comprises
the distribution of tobacco products for tobacco product manufacturers, including Impenal Tobacco, as well as a wide range of non-tobacco
products and services The Logistics business 1s run on an operationally neutral basis ensunng all customers are treated equally, and
consequently transactions between the Tobacco and Logistics businesses are undertaken on an arm's length basis reflecting market

prices for comparable goods and services

The Tobacco business 1s managed based on the strategic role of groups of marksts rather than therr geographic proximity, with dvsions
focused on priontising growth or returns  Retums Markets are typically mature markets where we have relatively large market shares and
owr ohjectives {o maxmise returns over the long term by growing profits while actively managing market share Growth Markets are mamty
large profit or volume pools whiere we typically have market shares below 15 per cent and whera our total tobacco approach provides many
opporturutias for share and profit growth both now and in the future

The function of Chief Operating Decision Maker (defined in IFRS 8), which Is to review performance and allocate resources, 1s performead by
the Board and the Chief Executive, who are regularty provided with information on our segments This information 1s used as the basis of the
segment revenue and profit disclosures provided below The man profit measure used by the Board and the Chief Executive 1s adjusted
operating profit Segment balance sheet information 1s not provided to the Board or the Chief Executive Our reportable segments are Returns
Markets North, Retums Markets South, Growth Markets (which includes our Cuban joint ventures and Fontern Ventures) and Logestics
Prevaling market charactenstics such as maturity, excise structurs and the breadth of the distnbution networks determine the allocation

of Returns Markets betwsen Returns Markets North and Returns Markets South

The mamn tobacco business markets in each of the reportable segments are

Retumns Markets North — Australa, Belgum, Germany, Netheriands, Poland, United Kingdom,

Returns Markets South - France, Spain and our Afncan markets including Algena, vory Coast, Morocco,
Growth Markets - Irag, Norway, Russia, Saud Arabia, Tawan, United States of America

Tobacco
£ mdbon unkess otherwise indicated 2014 2013
Revenue 19,656 20,881
Net revenue 6,576 7,007
Operating profit 1,970 1,888
Adusted operating profit 2,850 3,003
Adjusted operating margn % 433 429
Logistics
€ mithon unless atherwise ndicated 2014 2013
Revenue 7,784 8,288
Distnbution fees 848 850
Operating profit 84 69
Adusted operating profit 166 176
Adusted distrioution margin % 196 207
Revenue
2014 2013

Total Extemal Total External
£ million revenue revenue revenue revenue
Tobacco
Returns Markets North 12,939 12915 13,527 13,506
Returns Markets South 2,824 2,080 3,051 2,222
Growth Markets 3,893 3,846 4,303 4,253
Total Tobacco 19,656 18,841 20,881 19,081
Logistics 7,784 7,784 8,288 8,288
Eliminations (815) - (900) -
Total Group 26,625 26,625 28,269 28,260
Tabacco net revenue
£ million 2014 2013
Returns Markets North 2,801 2,929
Returns Markets South 1,662 1,824
Growih Markets 2,113 2,254
Total Tobacco 6,576 7,007

Tobacco net revenue excludes revenue from the sale of penpheral and non-tobacco related products of £152 milkon (2013 £193 millon)
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3 Segment Information continued
Adjusted operating profit and reconciiation to profit before tax

£ ron 2014 2013
Tobacco
Returmns Markets North 1,511 1,543
Returns Markets South 742 792
Growth Markets 597 668
Total Tobacco 2,850 3,003
Logistics 166 176
Ehminations 10 1
Adjusted operating profit 3,026 3,180
Acquisiion costs — Tobacco {13) -
Amortisation of acquired intangibles — Tobacco {562) (288)
Amortisation of acquired intangibles — Logistics (82) (84)
Impaiment of acquired intangibles — Tobacco - (580)
Restructuning cosis — Tobacco (305) 247)
Restructunng costs - Logistics - (23
Operating profit 2,064 1,958
Net finance casts (544) (739)
Profit before tax 1,520 1,219
Other information
2014 2013
Additions to Dep Addibons to Depreciation

property, ptant and software property plant and software
£ million and equipment amortisation and equipment amortisation
Taobacco
Returns Markets North 100 69 148 82
Returns Markets South 54 M 28 34
Growth Markets 86 43 70 34
Total Tobacco 240 153 246 150
Logstics 16 3 23 35
Total Group 256 184 269 185

Additional geographic analysis

External revenue and non-current assets are presented for the UK and for indwvidually significant countnes ITG's products are sold n over

160 counines
2014 2013
Extemnal Non-current Extemal Non-cument
£ million revenue assets rovenue assets
UK 4,750 163 5,007 182
Germany 4,003 3,350 4,105 3,180
Spain 2,128 1,716 1.832 2,080
France 3,661 2,857 3,834 3,206
USA 1,024 2,727 1,147 2,874
Other 11,059 6,925 12,344 7,957
Total Group 26,625 17,738 28,269 19,479

Non-current assets compnse intangible assets, property, plant and equipment, and investments in associates
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4 Profit Before Taxation
Profit before taxation is stated after charging/{crediting)

£ miion 2014 2013
Raw matenials and consumables used 1,265 1,408
Changes ininventones of finished goods 6,938 7,438
Operating lease charges 56 60
Net foreign exchange (gains)/losses (96) 47
Wirte down of inventones 26 55
Loss/{prefit) on disposal of property, plant and equipment 6 (5)
Imparrment of trade recevables 2 (1}
Analysis of fees payable to PncewaterhouseCoopers LLP and its associates
£ milon 2014 2013
Audit of Parent Company and consolidated financial statements 10 i0
Audit of the Company's subsidiares 37 36
Audtt related assurance services 01 01
Other assurance services - _
48 47
Tax advisary services 07 08
Tax compliance services 02 01
Other services 21 02
78 58
5 Restructuring Costs
€ rmullign 204 203
Employmant related 149 107
Asset Imparments 7 83
Other charges 85 80
305 270

The net charge for the year of £305 millon (2013 £270 mullion) included £9 milion (2013 £24 milion) of unused prowisions reversed dunng
the year, £193 million (2013 £163 milion) of addrional restructunng provisions and £71 millon {2013 £83 million) mparment of tangible
assets The remaning charge of £560 milion (2013 £48 million) was charged directly to the consolidated income statement as incurred
Restructuning cash flow in the year was approximately £120 milion (2013 £200 millon), manly due to the cost optimisation proegramme

In January 2013 we announced our cost optimisation pregramme, aligned to our strategy, with a target of generating annual savings of
£300 mullon by 2018, and with an anticipated cash implemeantation cost n the ragion of 8600 milton. The pregramme includes major
restructunng of a number of sales forces to align with our strategy, rationalisation of our manufactunng footprint, and aligning organisational
structures, processes and resource levels with future requirements A number of intiatives delivered savings of over £60 million in our 2014
results (2013 £30 milicn)

Asset imparrments in 2014 relate mainly to the proposed closure of our manufactuning facilities in Nottingham and Nantes while in 2013 they
wera mainly due to the closure of our facility n Cadiz

Restructuring costs are included within administrative and other expenses 1n the consolidated income statement
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6 Directors and Employees
Employment costs

£ mlbon 2014 2013
Wages and salanes 901 807
Social security costs 177 191
Pension costs (note 22) {21) 81
Share-based payments (note 25) 22 16

1,079 1,195

Datadls of Directors’ emoluments and interests, and of key management compensaton which represent related party transactions requinng
disclosure under IAS 24, are provided within the Directors’ Remuneration Report These disclosures form part of the financial statements

Number of people employed by the Group dunng the year

ma 2013
At At
30 September Average 30 September Average
Tobaceo 28,300 28,500 29,600 30,200
Logistics 5,600 5,700 5,700 5,800
33,900 34,200 35,300 36,000
Number of people employed by the Group by location dunng the year
2014 2013
At At
30 September Average 30 September Average
European Union 16,200 16,200 16,100 16,600
Amencas 7,500 7,700 8,200 8,200
Rest of the World 10,200 10,300 11,000 11,200
33,900 34,200 35,300 38,000
7 Net Finance Costs and Reconciliation to Adjusted Net Finance Costs
Reconciliation from reported net finance costs to adjusted net finance costs
£ mdion 2014 2013
Reported net finance costs 544 739
Fair value gains on denvative financial iInstruments 2N 479
Farr value losses on denvative financial nstruments (358} (589)
Exchange gans/{losses) on financing activities 99 {48)
Net far value and exchange gans/(losses) on financial Instruments 12 (156)
Interest income aon net defined benefit assets 138 126
Interest cost on net defined banefit labiltes (174) {168)
Unwand of discount on redundancy and other long-term provisions {4) {9)
Post-employment benefits net financing cost (40) (61)
Adusted net finance costs 516 532
Comprising
Interest credit on bank depasits (9) (8)
Interest charge on bank and other loans 525 540
Adusted net finance costs 516 532

Amounts in 2013 have been reclassified from far value gansAosses on denvative financial Instruments to exchange gansAosses on financing
activties, to better reflect the nature of the transactions and the way the Group manages its financial nsks and to ensure comparable data

from year 1o year
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8 Taxation
Analysis of charge n the year

£ million 2014 2013
Current tax

UK corporation tax 7 5]
Oversaas taxaton 412 472
Total current tax 419 478
Deferred tax

Ongination and reversal of temporary differences (350) {188)
Total tax charged to the consolidated income staterment 69 290
Reconcihation from reported taxation to adjusted taxation

The table below shows the tax impact of the adjustments made to reported profit before tax n order to amve at the adjusted measure of
eamings disclosed in note 10

£ milion 2014 2013
Reported taxation 689 290
Deferred tax on amortisation of acquired ntangibles 301 72
Deferred tax on mparrment of acquired intangibles - 107
Tax on net far value and exchange losses on financial Instruments 13 9
Tax on post-employment banefits net financing cost 12 15
Tax on restructurng costs 84 79
Tax on unrecognisad losses 51 -
Adjusted tax charge 530 572

Factors affecting the tax charge for the year

The tax on the Group's profit before tax differs from the theeretical amount that would anse using the average of the enacted UK corporation

tax rates for the year of 22 per cent (2013 23 5 per cent) as follows

£ milion

2014 2013
Profit before tax 1,520 1,219
Tax at the UK corporation tax rate 334 286
Tax effects of
Differences in effective tax rates on overseas earnings {105} {156)
Remeasurement of deferred tax balances (260) 44
Rermeasurement of deferred tax balances ansing from changes in tax rates 46 -
Permanent differences 7 51
Non-deductible goodwill imparment — 67
Adjustments in respect of pnor years 17) 2
Total tax charged to the consolidated income statement 69 280
Movement on current tax account
£ million 2014 2013
At 1 October (69) (317)
Charged to the consolidated ncome statement {419) (478)
Credited to other comprehensive mcome - 40
Credited to equity 3 2
Cash pad 457 686
Exchange movements - 2
Other movermnents {9) (4)
At 30 Sepiember (37 {69)
Analysed as
£ milion 2014 2013
Assets 96 72
Liabilties {133) (141)
(37) (69)
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9 Dividends

Divtdend per share in respect of financial year

Perce 2014 2013 2012
Interm 388 352 317
Final 893 812 739
Total 1281 1164 1056

Intenm dividends are paid and recognised in the second half of the year, and final dwvidends in respect of a year are paid and recognised in the
following financial penod

Amounts recognised as distnbutions to ordinary equity holders in the year

£ miflion 204 2013
Final dwidend paid in the penod in respect of previcus financial year 779 724
Internm dmidend 370 341

1,149 1,065

The proposed final dvidend for the year ended 30 September 2014 of 89 3p per share amounts tc a proposed final dvidend payment of
£851 millon based on the number of shares ranking for dividend at 30 September 2014, and 1s subject to shareholder approval If approved,
the total dvidend paid in respect of 2014 will be £1,221 millon (2013 £1,120 milion)

10 Earnings Per Share

Basic earnings per share is based on the profit for the year attnbutable to the owners of the parent and the weighted average number of
ordinary shares inssue dunng the year excluding shares held to satisfy the Group's employee share schemes and shares purchased by the
Company and held as treasury shares Diluted earnings per share have been calculated by taking into account the weighted average number
of sharas that would be 1ssued If nghts held under the employee share schemes wers exercised No instruments have been excluded from the
calculation for any perod on the grounds that they are anti-dilutive

£ milion 2014 2013
Eamings basic and diluted - attnbutable to owners of the Parent Company 1,422 Q05

Millions of shares

Weighted average number of shares

Shares for basic earnings per share 957 4 9739
Potentally diutive share options 25 28
Shares for diuted sarnings per share 959 9 9765
Pence

Basic earnings per share 1485 928
Diluted earnings per share 1481 927
Reconciliabon from reported to adjusted eamings and eamings per share

2014 2013
Eamings Earnings
per share per share

£ milkon undess otherwise Indicated (pence} Eamings. (pence) Earmings
Reported basic 1485 1,422 929 05
Acauisition costs 14 13 - -
Amortisation of acquired intangibies 358 343 308 300
Imparment of acqured intangibles - - 486 473
Net far value and exchange (gainsylosses on financial instruments (2 5) {25) 1561 147
Post-employment benefits net financing cost 28 28 37 36
Restructunng costs 231 221 198 191
Tax on unrecognised losses {5 3) 51) - -
Adjustments above attnbutable to non-controling interests {0 4) 4 - -
Adusted 2034 1,947 2107 2,052
Adjusted diluted 2028 1,947 2101 2,052
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11 Intangible Assets

2014

intellectual Supply
£ milion Goodwall property agreements Software Total
Cost
At 1 October 2013 12,697 7,264 1414 175 21,550
Additions - 64 - 37 101
Reclassifications - - - 7 7
Disposals - - - {4} 4)
Exchange movements (743} {400} (91} (12} {1,246)
At 30 Septernber 2014 11,954 6,928 1,323 203 20,408
Amortsation and mparrrment
At 1 October 2013 1,489 2,025 543 111 4,168
Amortisation charge for the year - 540 104 24 668
Disposals - - - 1) 1}
Exchange movements {103) {132) (41} {10) {286)
Accumulated amortisation - 2,078 606 124 2,808
Accumulated imparment 1,386 355 - - 1,741
At 30 September 2014 1,386 2,433 606 124 4,549
Net book value
At 30 September 2014 10,568 4,495 717 79 15,859
2013
Intedleciual Supply
£ million Goodwil property agreements Solftware Totat
Cost
At 1 Octaber 2012 12,178 7,019 1,354 151 20,702
Additions - 9 - 27 36
Acquisitions 41 - - - a4
Disposals - - - 4] 7
Exchange movements 478 236 60 4 778
At 30 September 2013 12,697 7,264 1,414 175 21,550
Amortisation and impairment
At 1 October 2012 1,208 1,366 428 91 3,093
Amortisation charge for the year - 276 96 22 394
imparment charge for the year 225 355 - - 580
Disposals - - - {6} ()
Exchange movements 56 28 19 4 107
Accumulated amortisation - 1,670 543 111 2,324
Accumulated mparment 1,489 355 - - 1,844
At 30 September 2013 1,489 2,025 543 111 4,168
Net book value
At 30 September 2013 11,208 5,239 871 64 17,382

Intellectual property mainly compnses brands acquired through the purchases of Altadis In 2008 and Commonwealth Brands in 2007
Supply agreements include Logistics customer relationships and exclusive supply arangements in Cuba All were acquired under the

purchase of Altadis

In Novernber 2013, the Group acquired e-vapour intellectual property nghis from the Hong Koeng based company Dragonite for £46 million
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11 Intangible Assets continued

With effect from 1 October 2013 we have revised the estimated useful ives over which certain brands, trademarks and supply agreements in
the Tobacco business will be amortised In ine with our strategy 1o focus on Growth and Specialist Brands, we have reduced the estimated
remaning useful ives for all other brands to a maximum of five years This change in estmats 1s the main reason for the Increase in the charge
for amortisation of acquired intangibles for the year ended 30 September 2014

Imparment charges in 2013 of £0 & billon were in respect of goodwill and other intangible assets refating to the Sparush market
Intangible amortisation and impairment are included withn admnistrative and other expenses in the consolidated income statement

Amortsation and impaimment in respect of ntangible assets other than software are treated as reconciling tems between reported operating
profit and adjusted operating profit

Goodwill and intangible asset impairment review

Goodwill is allocated to groups of cash-generating units {CGUs) that are expected to benefit from the business combination in which the
goodwill arose For the Tobacco business CGUs are based on the markets where the business operates and are grouped in line with
the divisional structure in operation durnng the year The groupings represant the towest level at which goodwill 1s montored for internal
management purposas Goodwill and intangble assets have been reallocated from the previously reported geographicalty based CGU
groupings A summary of the carmng value of goodwill and intangible assets with indefinite lives i1s set out below

2014 2013
Intangible Intangeble
assets with assets with
£ milion Goodawll  indefirute lives Goodwil ndefinie Ives
Returns Markets North 3,948 177 4,243 190
Returns Markets South 1,484 93 1,597 100
Growth Markets 3,611 495 3,728 507
Tobacco 9,043 765 9,568 797
Logistics 1,625 - 1,640 -
10,568 765 11,208 797

Goodwill has ansen prncipally on the acgquisitions of Reemitsma in 2002 (all CGU groupings), Commonwealth Brands in 2007 (Growth
Markets} and Aftadis in 2008 (all CGU groupings}

The Group tests goodwall and intangible assets with indefintte Iives for imparrment annually, or more frequently f there are any indications that
imparrment may have ansen The value of a CGU, or group of CGUs as appropnate, 1s based on value-in-use calculations These calculations
use cash flow projections denved from three year financial plans which are approved by the Board annually and are based on detaled
bottom-up market-by-market forecasts of projected sales volumes for each product ine These forecasts reflect, on an indmadual market
basis, numerous assumptions and estimates regarding anticipated changes in market size, pnces and duty regimes, consumer uptrading
and downtrading, consumer preferences and other changes In product mix, based on long-term market trends, market data, anticipated
regulatory developments, and management experience and expectations We consider that pncing, market size, markst shares and cost
inflatien are the key assumptions used In our plans

Growth rates and discount rates used
The compound annual growth rates implicit in these value-in-uss calculations are shown below !

2014 |

Pre-tax tnstial Long-term
% discount rate growth rate growth rate '
Returns Markets North 89 19 18 \
Returns Markets South 116 (2 2) 18 '
Growth Markets 86129 09-234 1840
Logistics 96 78 18 !

Cash flows from the three year plan penod are extrapclated out to year five using the growth rate mplicit in the three year plan, shown in the
table above as the initial growth rate Estmated long-term weighted average compound annual growth rates of between 1 8 per cent and
4 0 per cent per annum are used beyond year five

Long-term growth rates are based on management's long-term expeciations, taking account of industry specific factors such as the
nature of our products, the role of excise in government fiscal policy, and relatvely stable and predictable long-term macro trends in the
Tobacco industry

Drscount rates used are based on the Group's weighted average cost of capital adjusted for the different nsk profilas of the CGUs
QOur mpairment projections are prepared under the basis set out in 1AS 36 which can differ from our internal plans
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Growth Markets

Within our Growth Markets reporting segment, there are a number of CGU groupings based on our operating segments, ncluding Drnive
Growth and Other Premium Cigar

The Drive Growth CGU grouping includes cur markets in Russia, italy and Japan, and has been affected in 2014 by destocking in Russia,
the major market In this CGU grouping Our impairment test for this CGU grouping indicated headroom of £240 million, and assumed a
compound annual growth rate for Russia over the first five years of 23 4 per cent, reflecting maintenance of mare consistent levels of trade
inventory together with pnce increases achieved in 2014 and anticipated over the plan penod The test alsc assumed a discount rate for the
Russian market of 12 9 per cent reflecting recent political uncertainty and a long-term growth rate of 3 O per cent A reduction of 24 per cent
in overall forecast cash flows, or an increase in the discount rate by 290 basis points, or a reduction in the long-term growth rate of 300 basis
points, or a further 24 per cent devaluaton of the Russian rouble would cause the carrying value to egual the recoverable amount

The impairment test for our Other Premium Cigar CGU grouping that includes our non-Cuban Premiium Cigar business indicated headroom
of £170 milion A reduction in overall forecast cash flows of 26 per cent, or an increase in the discount rate by 240 basis points from

9 9 per cent, or a reduction In the short-term growth rate of 630 basis paints from 9 8 per cent, or a reduction in the long-term growth

rate of 180 basis points from 2 3 per cent would cause the carmying value to equal the recoverable amount

Other CGU groupings

Far the rest of the Group, any reasonakle movement in the assumptions used in the iImpairment tests would not result in an ymparment

12 Property, Plant and Equipment

2014
Fixtures
Plant and and motor
£ million Property equpment vehicles Total
Cost
At 1 October 2013 1,152 1,859 444 3,455
Addtions 38 176 42 256
Disposals {135} (44) {17) (196)
Reclassifications 1 16 27) (10)
Exchange movements {66) (134) {29} (229)
At 30 September 2014 930 1,873 413 3,276
Depreciation and impairment
At 1 October 2013 260 860 255 1,375
Depreciation charge for the year 17 106 37 160
Impairment 30 54 8 92
Disposals (76) (39) {16) (131)
Reclassifications 1 (2) (1) {2)
Exchange mavements {18) (46) (16) (80}
At 30 September 2014 214 933 267 1,414
Net book value
At 30 September 2014 776 940 146 1,862
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12 Property, Plant and Equapment continued

2013
Fixtures

Plant and and motor
£ mulion Property equpment vehicles Tota!
Cost
At 1 October 2012 1,086 1,683 429 3,198
Addrions 21 201 47 269
Disposals - (29) 27 (56)
Disposals of businesses {7) (18) (4) 27)
Reclassifications 7 2 {14) (3
Exchange movements 45 18 13 76
At 30 September 2013 1,152 1,859 444 3,455
Depreciation and impaiment
At 1 October 2012 184 752 237 1,173
Depreciation charge for the year 16 106 41 163
Impairment 54 22 2 78
Disposals 3 (18} (26) an
Disposals of businesses - {14) (3) (17)
Exchange movements 9 12 4 25
At 30 September 2013 260 860 255 1,375
Net book value
At 30 Septamber 2013 892 999 189 2,080

The mparment charges in 2013 were manly dus 10 the closure of our facility n Cadiz under our cost optimisation programme

The impairment chargas in 2014 are mainly due to the proposed closure of our Nottingham and Nantes manufactunng facities, as

announced in Apnl 2014

13 Joint Ventures

The pnncipal joint ventures are Corporacion Habanos SA, Cuba and Altabana SL, Spain Summansed financial information for the Group's
shars of jont ventures, which are accounted for under the proportional consoldation method, is shown below

204
Corporacion

£ milion Habanos Altabana Others Total
Revenus 35 106 24 165
Profit after taxation 9 19 1 29
Non-current assets 173 12 7 192
Current assets 30 70 22 122
Total assets 203 82 29 314
Current kabilhies (35) (23) (19) n
Non-current habiities (5) (1) - {6)
Total habiities (40) (24} (19) (83)
Net assets 163 58 10 23
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2013

Corporacdn

£ milion Habanos Atabana Cthers Total
Revenue 51 111 14 176
Profit after taxation 15 19 3 37
Non-current assets 178 8 3 189
Current assets 35 71 9 115
Total assets 213 79 12 304
Current habilies 1n (20) 3 {(40)
Non-current labilities Q) [124] - (11)
Total habilities (26) 22) (3} 51)
Net assets 187 57 a9 253
Transactions and balances with joint ventures

£ mullion 2014 2013
Sales to 61 68
Purchases from 63 80
Accounts recevable from 10 9
Current loans to 8 53
Accounts payable to {11} (10}

A new accounting standard, IFRS 11 Jont Arrangements, comes into effect for the Group from 1 October 2014 For future results, equity
accounting will be compuisory for joint arrangemenis, and our current policy of proportionataly consolidating point ventures' results and assets
and habilties will no longer be permitted

If the standard had been in effect In FY14, the revenue and profit after taxation figures above for 2014 would not have been included In
revenue and profit after taxation in the Group's censolidated income statement Instead, the profit and loss tems would have been shown
in the consoldated incame statement below net finance costs as “post-tax share of investments accounted for using the equity method”

Similarty, the asset and liability amounts would not have been included in the cormesponding line tems N the Group's consolidated balance
shest, but would have been reclassified as “Investments accounted for using the equity method”

14 Inventories

£ midlon 2014 2013
Raw matenals 1,004 1,119
Wark in progress 54 55
Finished invenitories 1,741 1,922
Cther inventones 136 200

2,935 3,296

Other nventones mainly compnse duty-paid tax stamps

it 1s generally recognised industry practice to classify leaf tobacco inventory as a current asset atthough part of such inventory, because of the
duration of the processing cycle, ordinanly would not be consumed within one year We estmate that around £250 milion (2013 £262 milton}
of leaf tobacco held within raw materals will not be utilsed within a year of the balance sheet date
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15 Trade and Other Receivables

2014 2013
£ rraion Current Non-cumrent Current Non-current
Trade recevables 2,648 - 2,809 -
Less prowvision for imparrment of recevables (55) - 51 -
Net trade recervables 2,593 - 2,758 -
Other recevables 86 63 88 73
Prepayments and accrued mcome 127 12 120 12
2,806 75 2,966 85
Trade recevables may be analysed as follows
2014 2013
£ milion Current MNon-current Current Non-curent
Within credit terms 2,501 - 2,645 -
Past due by less than 3 months 42 - 68 -
Past due by more than 3 months 50 - 45 -
Amounts that are mpared 55 - 51 -
2,648 - 2,809 -
16 Cash and Cash Equvalents
£ miflion 2014 2013
Cash at bank and in hand 1,422 1,677
Short-term deposits and other iquid assets 9 132
1,431 1,809

Cash at 30 September 2014 and 2013 was held partly in preparation for repayments of borrowangs due in the early part of the new
financial year

£153 million (21 3 £169 million} of total cash and cash equivalents 1s held in countnes in which prior approval 1s required to transfer the
funds abroad Neverihsless, If the Group comphes with these requirements, such hiquid funds are at its disposition within a reasonable perod
of time

17 Trade and Other Payables

2014 2013
£ million Curront Non cument Current Non curment
Trade payables 1,014 - 1,055 -
Other taxes, dutas and sacia securnty contnbutions 5,245 - 5,679 -
Other payables 210 - 165 -
Accruals and deferred income 51 2 455 17
6,990 1 7.354 17
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18 Borrowings

The Group’s borrowings at amertised cost at the balance sheet date were as follows

£ mithon 2014 2012
Current borrowings
Bank loans and overdrafts 147 04
Capital market issuance
European commercial paper (ECP) 321 1,143
€500rm 5 125% notes due October 2013 - 439
€1,200m 4 375% notes due November 2013 - 1,041
€750m 7 25% notes due September 2014 - 629
Total current borrowings 468 3,276
Non-current borrowings
Bank loans 2 1
Capital market 1Issuance
€500m 4 0% notes cue December 2015 394 409
€1,500m 8 375% notes due February 2016 1,226 1,318
£450m 5 5% notes due November 2016 a7 471
$1,250m 2 05% notes due February 2018 773 773
€850m 4 5% notes due July 2018 667 717
£200m 6 25% notes due December 2018 210 210
£500m 7 75% notes due June 2019 510 510
€750m 5 0% notes due December 2019 606 652
€1,000m 2 25% notes due February 2021 785 -
£1,000m 9 0% notes due February 2022 1,054 1,054
$1,000m 3 5% notes due February 2023 618 619
£600m 8 125% notes due March 2024 626 625
€650m 3 375% notes due February 2026 514 -
£500m 5 5% notes due September 2026 499 499
£500m 4 875% notes due June 2032 509 -
Total non-current borrowings 9,464 7.858
Total borrowings 9,932 11,134
Analysed as
Capital market 1ssuance 9,783 11,109
Bank loans and overdrafts 149 25

Current borrowings and nen-current borrowings at 30 Septermber 2014 include interest payable of £1 milion (2013 £64 million) and
£291 million (2013 £257 million) respectively

Dunng the year, €2,450 milion notes were repaid, and in February 2014 the Group 1ssued three tranches of debt in the capital markets for
€1,000 milkon, €650 millon and £500 million at fixed rates of 2 25 per cent, 3 375 per cent and 4 875 per cent raspectively with an average

maturity of 12 years

The bark loans and overdratts are fioating rate labiites The capital market 1ssuances n place at the balance sheet date bear interest
(pefore the effects of financial denvatives which are detaled i note 20) at a fixed rate throughout their Ife The Group has not defaulted
on any borrowings dunng the year (2013 no defaults)

All borrowings are unsecured
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NOTES TO THE FINANCIAL STATEMENTS continued

18 Borrowings continued

Undrawn borrowing facilities

In July 2014 the Group entered into term loan facilities of £4 4 bilion aguivalent to fund the purchase of certan US assets announced in July
2014 At the same tima, the Group refinanced its core bank facility and entered into an additional revohing credit facility to provide working
capital headroom In respect of the US acquisition

All of these factlities were undrawn at 30 September 2014

£ rmulion 2014 2013

Amounts matunng

Between one and two years 3,310 251

Between two and five years 3,631 3,474

In five years or more 927 -
7,868 3,725

Non-current financial babthties
The matunty profile of the carrying amount of the Group's non-current financral labiliies as at 30 September (including net demvatve financial
labilities detaled in note 20) was as follows

2014 2013
Net denvative

financial Net denvative

liabiiiies/ financial
€ milion Borowings {assats) Total Borowings katxkties Total

Amounts matunng

Between one and two years 1,622 {47) 1,575 1 72 73
Between two and five years 2,631 26 2,657 3,688 24 3,712
In five years or more 5211 61 5,272 4,169 123 4,292
9,464 40 9,504 7,858 219 8,077

19 Financial Risk Factors

Financial nsk management

Overview

In the normal course of business, the Group 1s exposed to financial nsks including market, guidity and credit nsk This note explains the
Group's exposure to these nsks, how they are measured and assessed, and summanses the policies and processes used to manage them,
including those related to the management of capital

The Group operates a centralised traasury function which 1s responsible for managing external and internal flunding requirements and financial
nsks in support of the Group's strategic objectives, specifically ts exposure to funding and quidity, witerest rate, foreign exchange and
counterparty credit nsk Imperial Tobaceco operates on a global basis and manages its caprtal to ensure that subsidianes are able 10 operate
as going concerns and to optimise returns to shareholders through an appropnate balance of debt and equity

The Group's treasury activities are monitored by the Group Treasury Committee (GTC), which meets regulary throughout the year and
compnses the Chief Financial Officer, the Company Secrstary and other senior management from Group Finance, Manufactunng and Group
Treasury The GTC operates in accordance with the terms of reference set out by the Board and a framework which sets out the expectations
and boundares to assist in the sffective oversight of Group Treasury actvities The Group Treasurer reports on a regular basis to the Board,
and to the GTC on a monthly basis

The Board reviews and approves all major treasury decisions and Group Treasury does not operate as a profit centre, nor dees it enter into
speculatve transactons

Market nsk

Price nsk

The Group 15 not exposed to equsty secuntres pnce nsk or financial Instrument price nsk other than its pension assets disclosed in note 22
The Group 1s exposed 1o commodity price nsk in that there may be fluctuations in the pnce of tobacco leaf As with other agricultural
commodities, the price of tobacco leaf tends to be cyclical as supply and demand considerations influence tobacco plantings in those
countries where tobacco 1s grown Also, different regions may expenence vanations in weather patterns that may affect crop quaity or supply
and so lead to changes in pnce The Group seeks to reduce this prce nsk by sourcing tobacco leaf from a number of different countnas and
counterparties and by varying the levels of toebacco leaf held Currently, these techniques reduce the expected exposure to this rsk to levels
considerad not matenal and accordingly, no sensitvity analysis has been presented

Foreign exchange risk

The Group 1s exposed to movements in foreign exchangse rates due to its commercial trading transactions denominated in foreign currencies,
as well as cash investments, borrowings and dervatwves in non-functional currencies The Group's financial results are pnncipatly exposed to
fluctuations in eure and US dollar exchange rates

Foreign currency transaction exposures ansng on intemal and extermal trade flows are not hedged The Group minimises the transaction nsk
associated with overseas operating subsidianes by matching local currency flows where possible
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Transiation nsk

In order to reduce foreign cumency translation exposure, the Group seeks to match borrowings to the currency of underlying net assets
which are pnmanly euros and US dollars The Group has a policy of issuing debt n the most appropriate market or markets at the time of
rasing new finance and to subsequently enter into denvative financial Instruments to change the currency of debt as required  Borrowings
denominated i, or swapped into foreign currancies to match the Group's invesiment in overseas assets are treated as a hedge against the
net investrment wherever possible

Transaction nisk

The Group's matenal transaction éxposures anse on costs denominated In currencies other than the functional currencies of subsidianes,
including the purchase of tobacco leaf, which 1s sourced from vanous countries but purchased pnncipally n US dollars, and packaging
matenals which are sourced from vanous countres and purchased in a number of currencies

The Group's sterling dvidend to external shareholders 1s sourced from forergn subsidhary earnings Cash flows are managed using liquidity
swaps in kne with the Group's dally cash managemsnt processes, and the timing of intemal and extemnal dwdend flows as appropriate

Foreign exchange sensitivity analysis

The tables below illustrate on an indicative basis, the Group's sensitivty to foreign exchange rates on monetary tems held by Group
comparues i currencies other than ther functional currencies The sensitvity analysis has been prepared on the basis that net dabt and
the proportion of financial Instruments in foreign curencies remain constant, and that there 1s no change to the net Investment hedge
designations in place at 30 September 2014 The sensitivity analysis does not reflect any change 1o revanue or non-finance costs that
may result from changing exchange rates and ignores any taxation imphcations and offsetting effects of denvative financial instruments’
far value movements

The effect In the consoldated income statement from foreign exchange rate movements prmartly relates to financial Instruments that
commercially hedge Group exposures, but which are not accounted for as hedges under IAS 39 This value s expected to be substantially
offset by related moverments through otheér comprehensive Income and, accordingly, any residual gain or loss 1s excluded from our adjusted
performance measures

At 30 September 2014, after the effect of denvative financtal nstruments, approxmately 17 per cent (2013 25 per cent) of reported net debt
was denominated in sterling, 73 per cent in euro (2013 89 per cent) and 10 per cent in US dollars (2013 6 per cent)

204 2013

Increases Increase/

(decrease) {decrease)

£ million N Income N INcome
Income statement impact of non-functional currency foreign exchange exposures

10% appreciation of eurc (2013 10%) 251 {172

10% appreciation of US dollar (2013 10%) 22 2

10% appreciation of sterlng (2013 10%) 3 18

An equivalent depreciation in the above currencies would cause a decrease in income of £307 milion, £26 rilion and £3 million for auro,
US dollar and stering exchange rates respectively (2013 £211 milion, -£3 mulion and -£22 million)

Movements in equity in the table below refate to hedging nstruments designated as net investment hedges in hedging the Group's euro
denominated assets

2014 2013

Change in Change in
£ milicn equrty aquity !
Equity impact of non-functional currency foreign exchange exposures g |
10% appreciation of euro (2013 10%) 923 1,124 '
10% appreciahon of US dollar (2013 10%) - - E ‘

10% appreciation of sterling (2013 10%) - _

An equivalent depreciation in the above currencies would result In a change in equity of -£1,129 milion, £¢ milion and £0 million for euro,
US dollar and stering exchange rates respectively (2013 -£1,374 milkon, £0 millon and £0 mulion)

Interest rate nsk

Interest rate nsk on Group borrowings 15 managed by 1ssuing debt in the market or markets that are mest appropnate at the time of raising
new finance and subsequently entenng into danvative financial iInstruments to change the currency and interest rate mix in hne with the GTC
framework Group Treasury monitors the Group's borrowing levels using adjusted net debt which axcludes interest accruals and far value of
denvatve financial nstruments  The Group’s debt matunty profile i1s detailed in the contractual cash flows table below

At 30 September 2014, ncluding the effect of denvative financial Instrumenis detalled in note 20, 71 per cent (2013 49 per cent} of reported
net debt was at floating rates of interest and 29 per cent (2013 51 per cent) was at fixed rates of interest
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19 Financial Risk Factors continued

Interest rate sensivity analysis

The tables below llustrate on an indicative basis the Group's sensitvty to interest rates on its euro, US dollar and sterling moneatary tems
which are pnmanly extemal borrowings, cash and cash equivalents

The impact in the consolidated income statement due to changes in iInterest rates reflects the effect on net finance costs In respect of the
Group's net debt and the fixed to floating rate debt ratio prevaiting at 30 September 2014, and ignores any taxation mplcations and offsetting
effects of denvatve financial instruments’ fair value movements

The sensitivity analysis has been prepared on the basis that the net debt and denvatives portfolio remain constant and that there i1s no net
impact on other comprehensive income

The movement In interest rates is considered reasonable for the purposes of this analysis and the essmatad effect assumes a lower tmit of
zero for interest rates where relevant

2014 2013
Change in Change in
£ milion net iIncome ngt Income
Income statement impact of interest rate movements
1% increase In euro Interest rates (2013 1%} 32 20
1% increase in US dollar interest rates (2013 1%) 13 g
1% increase In stering interest rates (2013 1%) 12 22
Liguidity nsk

The Group 1s exposed te liguidity risk, which represents the nisk of having insufficient funds to meet its financing needs To manags this nsk
the Group has a pohcy of actively mantanng a mixture of short, medwm and long-term commitied factines that are designed 10 ensure that
the Group has sufficient avallable funds for the forecast requirements of the Group over the short to mediumterm To prevent over-reliance
en indvidual sources of iquidity, funding 1 provided by a range of instruments including bank loans, commercial paper and capital market
1ssuance Counterparty credit nsk associated with the Group's Investment and denvative portfolio s discussed in the credit nsk section below

The Group borrows centrally in order to meet forecast funding requirements, and Group Treasury 1s in regular dialogue with subsidianes to
ensurs therr hquidity needs are met Subsidiary companies are funded by a combination of share caprtal and retained samings, loans from
central finance companies, and in very imited cases through extemal local borrowings Cash pooling structures are used to centralise cash
and minimise external borrowings as appropriate and cash flow forecasts and funding requirements are reviewed by Group Treasury ona
regular basis Management penodically performs stress tests and sensitivity analysis on forecasts, which are subssquently reviewad by the
Audit Committes

The table below summanses the Group's financial iabiliiies by matunty based on ther contractual cash flows The contractual cash flows
disclosed in the table include interest to be paid, are undiscounted and have been calculated using spot rates of exchange at the relevant
balance sheet date Net denvative financial nstruments’ contractual cash flows are as detaled in note 20

2014
Balance Contractual
shoet cash flows Between Between
£ milkon amount Total «<1 year 1 and 2 years 2 and 5 years > 5 years
Non-dervative financial habidities
Bank loans 149 149 147 2 - -
Capital market issuance 9,783 12,677 834 1,994 3,621 6,228
Trade and other payables 1,014 1,014 1,014 - - -
Total non-dervative financial liabiities 10,946 13,840 1,995 1,996 3,621 6,228
2013
Salance Contractual
sheet cash flows Between Between
£ mdkon amount Total <1vyear 1 and 2 years 2 and 5 years > 5 years
Non-dervative financial labilities
Barik loans 25 25 24 1 - -
Caprtal market issuance 11,109 13,851 3,096 1,514 4,725 45186
Trade and other payables 1,065 1,055 1,085 - - -
Tatal non-denvatve financal iabiihes 12,189 14,931 4175 1,515 4,725 4518
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Capital management

The Group manages the capital structure through an appropnate mix of debt and equity in order to minimise the cost of caprial whilst
ensunng ongong access to the external markets at an appropnate rate of interest The Group defines capral as adjusted net debt and equity
attnbutable to the owners of the Company Besides the mintmum capitalisation rules that may apply to subsidianes in different countnes,

the Group's only externally mposed capital requirements are interest cover and gearing covenants contained within external debt facilities,
within which the Group was fully comphant dunng the current and pnor penods and expects to be so going forward

The Group seeks to mantan an investment grade credit rating which it morutors by reference to a number of key financial ratios The
framework within which the Group’s capital base 1s managed includes the retum of capital to shareholders through an appropnate mix of
share buy backs and dwvdends

In order to accelerate the pace of debt repayment associated with the acquistion of certain US assets as announced in July 2014, the Group
has suspended its share buy-back programme As at 30 September 2014 ¢14 2 million shares had been repurchased dunng the financial
year at a cost of approximately £341 milion (2013 £500 miion)

The Group 15 currently rated Baad/negatrve outiook by Moody's Investors Servce Limited, BBB/stable outlock by Siandard & Pocr’s Credit
Market Servicas Europe Limited and BBB/negative outiook by Fitch Ratings Umited The Group's investment grade credit rating is not
expected 1o be impacted by the US acquisition

Credit nsk
The Group 15 exposed to credit nsk ansing from trade recevables due from its custormers, cash deposits and financial instruments held with
external countarparties

Tracle and other recevables

The Group has some significant concentrations of customer credit nsk However, policies have been implemented to ensure that sales
of products are made to customars with an appropnate credrt history and credit support or guarantees are ohtained where appropnate
Analysis of trade and other recevables 1s provided In note 15

Financral nstruments

In order to manage its cradit nisk to any one counterparty, the Group places cash deposits and enters into dernvative financial instruments
with a diversified group of financial nstitutions carrying surtable credit ratings in ing with GTC approved imits Utiisation of counterparty cradit
hrmits 15 regularty monitored by Group Treasury and to reduce credit exposures, the Group has ISDA Agreements in place with most of its
counterparties which permit net settlement of assets and labiities in certain circumstances In very imited cases, collateral 1s deposited
against denvative financial habilities which are all supported by an ISDA Credit Support Annex

The Group considers its maximum aggregate credit nsk to be £4,722 milion at 30 September 2014 (2013 £5,175 milion}), which includes
trada recevables, denvative financial assets and cash and cash equivalents

The table below summanses the Group’s five largest financial Institution counterparties, based on maximum exposure 1o credit nsk, by credit
rating and balances at 30 Septemnber 2014 As at the balance sheet date, management does not expect these counterparties to default on
therr current obligations

The impact of the Group's own credit nsk on the far value of denvatives and other obligations held at far value 1s not consicdlered to
be matenal

2014 2013
Maxamum Maxmum
exposure to exposure to
S&P credit cred risk S&P credit crecht nsk
Counterparty exposure rating £ mullion ratng £ milbon
Highest A 179 A 113
2nd highest A 134 A 112
3rd highest A+ 129 A+ 112
4th hughest A 112 A 112
5th highest A+ 111 A i
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19 Financial Risk Factors continued

Far value estimation and hierarchy

All financial assets and liabiies are camed on the balance sheet at amortised cost, other than denvative financial instruments which are
carned at far value Al dervative financial Instruments are valued using techniques based significantly on chservable market data such as
yield curves and foreign exchange rates as at the balance sheet date {Level 2 classification hierarchy per IFRS 7)

With the exception of capital market issuancs, the far value of all financial assets and financial labilties 1s considered to approximate to ther
carrying amount Set out below 1s a companson of carryving amount and fair value of the Group’s capital market Issuance (as detaied in
note 18) by currency The farr value of these bonds has been determined by reference {o market pnces as at the balance sheet date

2014 203
Balance sheet Balance sheet
£ mifion amount Faur value amount Fair value
GBP 3,879 4,576 3,369 4,047
EUR 4,192 4,505 5,205 5,516
usD 1,391 1,377 1,392 1,348
Total capital market 1ssuance 9,462 10,458 9,966 10,911

Netting arrangements of financial instruments
The following tables set out the Group's financial assets and financial liabilities that are subject to netting and set-off arrangements

Financral assets and habilities that are subject to set off arangements and disclosed on a net basis in the Group's balance sheet pnmarily
relate to cash pooling arrangements and collateral in respect of denvative financiat instruments

Armounts which do not meet the cntena for offsetting on the batance sheet but could be settled nat in certan circumstances principally relate
to denvative transactions executed under ISDA Agreemants where each party has the option to settle amounts on a net basis in the event of
dofault of the other party

2014
Net financial
Gross assets/ Related
financaal Gross {abilties} amounts not
assets/ amounts perbalance set off in the
£ miflion (rabilties) offset sheet  balance sheet Net
Assets
Denvative financial instruments 745 (102} 643 {451) 192
Cash and cash equivalents 3,454 (2,023} 1,431 - 1,431
4,199 {2,125) 2,074 {451) 1,623
Liabiities
Bervative financial nstruments (793) 102 8oty 451 {240}
Bank loans and overdrafts (2,170) 2,023 (147) - (147)
{2,963) 2,125 (838) 451 (387)
2013
Net financal
Gross assats/ Redated
financial Gross {lablives) amounts not
assets/ amounts per balance set off n the
£ mition liabilibes) offset shest balance sheet Net
Asssts
Denvative financial nstruments 667 (110} 557 {426) 131
Cash and cash equivalents 1,898 (89) 1,809 - 1,809
2,565 (199) 2,366 (426) 1,940
Liabilties
Denvative financial Instruments {860) 11Q 750 426 (324)
Bank loans and overdrafts {113} 89 (24) - {24}
973} 199 (774) 426 (348)
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20 Derwative Financial Instruments
The following table presents the Group's denvative financial Instruments that are measured at farr value In accordance with the Level 2

IFRS 7 classification hierarchy Level 2 instruments are not traded in an active market, but the far values are based on inputs other than
quoted market prices that are observable ether directly (that s, as pnces) or Indirectly (that is, other observable values)

There were no changes to the valuation methods or transfers between hierarchies duning the year

2014 2013

£ mlion Assats Liabilities Net fair value Assets Liabites Net farr value

Current denvative financial nstruments

Interest rate swaps and swaptions 27 41 14 203 {158) 45

Forward foreign currency contracts 7 @ - 3 (50) 47)

Cross currency swaps 4 - 4 39 a7 22

Total current dervatives 38 (48) {(10) 245 {225) 20

Collateral deposted aganst denvative financial

labilities under the terms and condiions of an

ISDA Credit Support Annex - 2 2 - 6 6

38 (46) {8 245 {219} 26

Non-current denvative financial instruments

Interest rate swaps and swaptions 521 (692) (71) 312 {470) (158}

Cross currency swaps 84 {53) 31 - (165} (165)

Total non-current derivatives 605 (745) (140) 312 (635) (323}

Collateral deposited aganst denvative financial

liabiities under the terms and conditions of an

1SDA Credit Support Annex - 100 100 - 104 104
605 (645) {40} 312 (531) (219

Total carrying valus of denvative financial Instruments 643 691) (48) 557 (750} {193)

Matunty of obligations under denvative financial nstruments

Derwvative financial instruments have been classified n the balance sheet as current or non-current according to their undiscounted

contractual cash settlements applying spot rates as at the balance sheet date Any collateral transferred to counterparties in respect of
denvatve financial labiities has been classiied consistently with the related undertying denvative

The table below shows all contractual cash flows (interest and exchange of principals) for all denvative financiat nstruments held at the

balance sheet date
2014
Balance Contractual
sheet cash flows Bety ] Bet Y
£ rrulon amount total <1 year 1 and 2 years 2 and 5 years >5 years
Net ssitled dervatives {149 27 5 24 25 i
Gross settled denvatives 101
-~ receipts 4,036 1,194 48 812 1,982
— payments (4,507) (1,222) 76) {866) (2,343)
{48) (200) 23 {4) {29} (190}
2013
Balance Contractual
sheet cash flows Between Between
£ mllion amount 1otal <1 year 1 and 2 years 2and Syears >3 yoars
Net settled denvatives (76) 62 42 18 1 1
Gross settled denvatives {117}
—raceipts 6,491 3,445 1,145 640 1,261
- payments (6,534) {3,444) (1,103) 516) {1,371
{193) 19 43 60 25 {109)
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NOTES TO THE FINANCIAL STATEMENTS continued

20 Derivative Fimmancial Instruments continued

Denvatives as hedging instruments

The Group hedges undertying exposures In an efficient, commercial and structured manner However, the stnct hedging requirements of
I1AS 39 may lead to some commercially effectve hedge positions not qualifying for hedge accounting As aresult, and as permitted under
|AS 39, the Group has decided not to apply cash flow or farr value hedge accounting for its dervative financial Instruments

The Group does apply net investment hedging, designating certain borrowings and derivatives as hedgss of the net investment in the Group's
foreign operations as permitted by 1AS 39, in erder to mnimise income statement volatilty

Interest rate swaps

As outined In note 19, mterest rate nsk on Group bomowings 1s managed by ssung debt in the market or markets that are most appropriate
at the ime of raising new finance and then using denvative financial nstruments to change the debt into the appropnate proportions of fixed
and floating interest rates in accordance with the GTC framework where necessary

Interest rate swaps entered Into to change fixed rate borowings into floating rate borrowings are as follows

2014
€ mullion unlass otherwise Indicated Notional Farr value Recerving ratas Paying rates
GBP 3,870 281 37% 108 7% LIBOR plus 212bps to 511bps
EUR 4,081 255 22% to 80% EURIBOR plus 109bps to 503bps
UsD 1,390 (12) 20%to34% LIBOR plus 94bps to 126bps
9,141 524
2013
£ rillon urdess othenwse indicated Notonal Far vaue Recermng rates Payng rates
GBP 1,166 268 54%1t087% LIBOR plus 269bps to 511bps
EUR 4,954 238 39% to 8 0% EURIBOR plus 55bps to 503bps
uso 452 {24) 20%to 3 4% LIBOR plus 94bps to 126bps
6,572 482

interest rate swaps entered mio to manage the Group's exposure 16 Interest rate nsk are as follows

2014
£ melhon uniess otherwise indicated Notional Faur value Paying rates Receving
GBP 1,266 (96) 27% to44% LIBOR
EUR 5,193 {558) 08% to52% EURIBOR
usD 1,483 (18} 14%tod41% LIBOR
7,942 {672)
2013
£ milion unless otherwise indicated Notanal Far value Paying ratas Recemng
GBP 2,600 {125} 30%to44% LIBOR
EUR 5,166 (436) 15%to52% EURIBOR
usbo 1,452 (23) 14%t041% LIBOR
89,218 (584)

A small number of the interest rate swaps used to hadge interest rate nsk have embedded options  Assumptions have been mads based on
market information and from counterparties’ expectations at 30 Septermber 2014 to determine whether, and If so when, such options are
Iikely to be exercised in order to deterrmune the probable maturty date The actual matunty dats could be earler depending upon future market
conditions and a cancellation would not result in a cash flow other than in respect of Interest outstanding at the cancellation date The effect
of the canceflabon of any of these intersst rate swaps would be to reduce the proportion of the Group's borrowangs that were at a fixed rate,
increasing the Group's exposure to cash flow interest rate nsk

Included in the above are forward starting interest rate swaps with a total notional amount of £2,729 milion equivalent (2013 £1,266 mikon
equivalent) with tenors extending between 5 and 10 years, starting between October 2015 and May 2017 The far value of these swaps was
a net habiity of £115 milhon (2013 net hakility of £43 milion) as at the balance sheet date

Forward foreign cumency contracts

The Group has entered into forward cunency contracts to manage short-term foreign currency exposures As at 30 September 2014 the
notonal amount of these contracts was £1,146 millon equivalent {2013 £3,011 million equivalent) and the fair value of these contracts was
a net asset of £nil (2013 £47 millon net labiity)
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Cross currency swaps

The Group enters into cross currency swaps to change the currency of debt into the appropnate currency with consideration to the underlying
assets of the Group as appropnate As at 30 September 2014, the notional amount of cross currency swaps entered Into to convert issued
fixed rate debt into the desired currency at floating rates of interest was £650 million (2013 £650 millon) and the far value lability of these
swaps was £30 milion (2013 £73 million net hability}

As at 30 September 2014, the notional amount of cross cumency swaps entered Into to convert floating rate stering debt into the desired
currency at floating rates of interest was £2,000 millon (2013 £1,000 medlion) and the far value asset of thess swaps was £7 1 millon
(2013 £1 milion net kability)

Hedges of net snvestments in foreign operations

As at 30 September 2014 extemal debt with a carrying value of €5,165 millon (2013 €6,507 milion) and cross currency swaps with a
notional value of €2,461 mithon (2013 €2,835 mulkon) have been dasignated as hedges of the net investment in the Group's foreign
operatons To the extent that these hedges are effective, gains or losses on the retranstation of these borrowings and denvatives are
recognised in cther comprehensive Income to offset any gains or losses on translation of the net Investments in the Group's foreign
operatons Permanent intra-group loans with a farr value of €5,440 milion (2013 €5,608 milhon) as at the batance sheet date have
been treated as a reducton in investrmants in the Group's foreign operations, in ine with 1AS 21

During the year, as a result of net nvestment hedging, foreign exchange gans amounting to £831 mition (2013 £662 million losses) were
transferred to reserves through other comprehensive Incoms

Reconcihation of fair value of denvative financial instruments
The movements in the carrying value of denvative financial Instruments in the year were as follows

2014
Fauir value
attnbutable to
Far value attnbutable to interest rate
curmency movements movements
recognised in recognised in
Comprehensive Income Income
£ mifion mcorme statement statement Total
Denvatve financial instruments
Gains ansing on denvative Instruments (note 7) - 62 271 333
Lasses ansing on dervative instruments [note 7) - (81) (358) {439)
Gans ansing on instruments designated as net investment hedges 150 - - 150
Accretion of accrued interest - - (20) {20)
Net far value gains/(losses) on denvative financial instruments 150 (19) (107) 24
Net far value of denvatives at 30 September 2013 {193)
Cash flows relating to denvatve financial instruments _ 121
Net farr value of denvatives at 30 September 2014 {48)
2013
Far value
altributable to
Far value attnbutable to Interest rate
currency movements movements
recognesed in recogrised In
Comprehensive Incomea Income
£ mullion neome statement statement Total
Derwatve financial instruments
Gains ansing on dervative instruments (note 7) - 1 479 590
Losses ansing on dervative instruments (note 7} - 99) (589) (688)
Losses ansing on instrumenits designated as net investment hedges (114) - - (114)
Net far value gains/{losses) on denvative financial Instruments (114) 12 (110 (212)
Net far value of denvatives at 30 September 2012 ie)]
Cash fiows relating to denvative financial instruments 28
MNet far value of denvatives at 30 September 2013 {193)
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21 Deferred Tax Assets and Liabilities

Deferred tax asssts and labilities are offset only when there 1s a legally enforceable right to set off current tax assets against current tax
habilities and when the deferred iIncome taxes relate to the same fiscal authonty The following amounts, determined after appropnate
offsetting, are shown in the consokdated balance sheet

Deferred tax assets

2014
Accelerated
depreciation Other
and Retirement Fair value tamporary
£ mullion amortisation benefits movements dfferences Total
At 1 October 2013 (52) 156 2 a7 153
Credrited/{charged) to conschdated income statement 7 (12 {1) 94 as
Transfers 20 (48) - 5 {23)
Exchange movements 26 5 - {8} 23
At 30 Septemiber 2014 1 101 1 138 241
2013
Accekratod
depreciation Other
and Retrement Far value temporary
€ mhion amortsation benefits movernents differences Total
At 1 October 2012 67) 158 3 48 142
Credited/(charged) to consolidated income statement 3 12 {1) 10 b2
Charged to other comprehensive Incoms - (36) - - (36)
Transfers - 7 - ) {2)
Exchange movements (16} 15 - @ 3
At 30 September 2013 (52) 156 2 47 153
Deferred tax habiities
2014
Accelerated
depreciation Other
and Retirement Far value tempaorary
£ relion amortisation benefits movements differences Total
At 1 October 2013 (2,008) 58 - 130 (1,820)
Credited/(charged) to consolidated income statement 337 (33) - {42) 262
Charged to other comprehensive income - 1 - - (1)
Transfers (54) 32 - 47 25
Exchange movements 103 {4) - (18) a1
At 30 September 2014 {1,622) 52 - 117 {1,453)
2013
Accelerated
depreciaton Other
and Retirement Far value temporary
£ miflion amortisaton benefits movemeants differences Total
At 1 October 2012 (2,123) 63 - 183 (1.877)
Credited/(charged) to consohdated income statement 198 (1) - 61) 136
Charged to other comprehensive Income - (6) - - &
Transfers - (3) - 5 2
Exchange movements (83) 5 - 3 {75)
At 30 September 2013 (2.008) 58 - 130 (1,820)
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Deferred tax expected to be recovered within 12 months

£ milion 2014 2013
Defarred tax assets 59 85
Deferred tax labilites (233} (121)
(174} {56)
Deferred tax expected to be recoverad in more than 12 months
£ milion 2014 2013
Deferred tax assets 182 88
Deferred tax habilities (1,220) (1,699)
{1,038) {1.611)

Within Other temporary differences, deferred tax assets of £92 millon (2013 £25 million) are recognised for tax losses carried forward to the
extent that the realisation of the related tax benefit through future taxable profits 1s probable

As at the balance sheet date, deferred tax assets of £373 millon (2013 £598 milion) have not been recognised due to the potantial
uncertanty of the utilsation of the underlying tax losses in certan junsdichons  Of these unrecogrised deferred tax assets, £332 rmullon
(2013 £486 millon) losses are expected to expire at approximately £50 million (2013 £60 millon) per annum between 2015 and 2021,
£11 milhon (2013 £12 milon) are expected to expire within & years and £27 million are expected to expire between 2022 and 2026

Also within Other temparary differences, deferred tax assets of £10 million (2013 £22 milion) are recogrised for tax credits camed forward
to the extent that the realisation of the tax related benefit through future taxable profits 1s probable Defered tax assets of £229 milion
(2013 £131 millon) have not been recognised dus to the potential uncertamty of the utiisation of the credits These unrecognised deferred
tax assets are expeacted to expire between 2021 and 2027

We have reviewed the recaverabiiity of deferred tax assets in an overseas terntory in the light of forecast busness performance Consequently,
wa have increased deferred tax assets of £80 milion (2013 £76 millon reduction) previously de-recogrised on the basis that it i1s more likely
than not that these are recoverable

The aggregate amount of tempaorary differences associated with undistnbuted sarnings of subsidianes for which deferred tax llabilities have
not been recognised 1s £7 billon (2013 £7 billion) A prowsion of £4 millton (2013 £6 millon} has been made for taxation expected to anse on
a planned future dwidend payment of £54 million from one subsidiary No llability has been recognised in respect of other differences because
the Group 15 1IN a position to control the tming of the reversal of the lemporary differences, and it s probable that such differences will not
reverse In the foreseeable future

A deferred tax habiity of £48 million ansing on an internal disposal has not been recognised as the Group is in a position to contral the iming
of the reversal of the temporary difference, and 1t 1s probable that the lability will not crystalise in the foreseeable future In addition, the liability
15 less than current unrecognised deferred tax assets which will be avalable to reduce the hability to rl

The rate of UK comoration tax was reduced by 2 per cent from 23 per cent to 21 per cent from 1 Aprl 2014 A further reduction to
20 per cent from 1 Apnl 2015 was enacted at the balance sheet date and 1s reflected i the deferred tax balances

22 Retirement Benefit Schemes

The Group operates a number of retrement benefit schemes for its employees, including both defined benefit and dafined contnbution
schemes The Group's two prncipal schemes are defined benefit schermes and are operated by Impenal Tobacce bmited in the UK and
Reemtsma Cigarsttenfabnken GmbH in Garmany, these schemes represent 71 per cent and 12 per cent of the Group's total retrement
benefit obligations and 61 per cent and 15 per cent of the current service cost respactively

During the year ITG has adopted IAS 19 (Rewised) with effects as described 1n note 1, Accounting Policies, and also resutting in the revised
presentation formats set out below

Impenal Tobacco Pension Fund

The UK scheme — the Impenal Tobacco Pension Fund or [TPF — is a voluntary final salary pension scheme with a normal retirsment age

of 60 for most members The ITPF 1s offered to employees who Joined the company baefore 1 October 2010 and has a waighted average
matunty of 16 years The population compnses 59 per cent In respect of pensioners, 37 per cent In respect of deferred members and

4 per cent in respect of aclive employees New employees in the UK are now offered a defined contnbution scheme  Should surplus funds
anse in the defined benefit section they may be used to finance defined contnbution section contnbutions with company contnbutions
reduced accordingly

The ITPF operates under trust law and 1s managed and administerad by the Trustees on behalf of the members in accordance with the terms
of the Trust Deed and Rules and refevant legistation The ITPF's assets are held by the trust

Annual iIncreases in benefits In payment are dependent on inflation so the main uncertainties affecting the level of benefits payabte under the
ITPF are future inflation levels {including the impact of inflation on future salary increases) and the actual longevity of the membership
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NOTES TO THE FINANCIAL STATEMENTS continued

22 Retirement Benefit Schemes continued

Impenal Tobacco Pension Fund continued

The contnbutions paid to the [TPF are set by the ITPF Scheme Actuary every three years The Scheme Actuary 15 an extemnal consuitant,
appointed by the Trustees Prncipal factors that the Scheme Actuary will have regard to include the covenant offered by Impenal Tobacco
Limited, the level of nsk in the ITPF, the expected returns on the ITPF's assets, the results of the funding assessment on an ongoing basis and
the expected cost of secunng benefits If the fund were to be disconiinued

The latest valuation of the [TPF was camed cut as at 31 March 2013 when the market value of the invested assets was £2,957 rmilion
Based on the ongoing funding target the total assets were sufficient to cover 100 per cent of the benefits that had accrued to members for
past service, after allowing for expected future pay increases The total assets were sufficient to cover 90 per cent of the total benefits that
had accrued to members for past service and future sersce benefits for curent members In compliance with the Pensions Act 2004,
Impenal Tobacco Limited and the Trustee agreed a scheme-specific funding target, statement of funding prnciples and a schedule of
contnbutions accordingly

Following the valuation, the level of employer's contributions to the scheme was increased from £31 million per year The Company pad
£47 5 millon on 31 March 2014 and agreed to pay £52 5 millon in the year to 31 March 2015, £57 5 millionn the year to 31 March 2016
and £65 millon each year for the subsequent 12 years Further contnbutions were agreed to be pad by the Company In the event of a
downgrade n the credn rating of Impenal Tobacco Group's senior unsecured long-term debt in addition, surety guarantees with a total
value of £400 millon and a parental guarantee with ITG have been put in place The coninbutions agreed, plus the surety guarantees,
cover the expected discontinuance cost as at the valuation date

The Scheme Actuary prepares an annual update of the funding position as at 31 March each year The latest annual update on an ongoing
basis was carned out as at 31 March 2014 and showed a surplus of £196 millon in relation to past service accrued benefits

The main nsk for the Group In respect of the ITPF Is that additional contnbutions are required If the investment retumns are not sufficient to pay
for the benefits (which will be Influenced by the factors noted above) The level of equity returns wil be a kay determinant of overall Investment
return The investment portfolio is also subject to a range of other nsks typcal of the asset classes keld, i particular credit nsk on bonds and
exposure to the property market

The IAS 19 labiity measurement of the defined benefit obligation (DBO) and the current service cost are sensitive to the assumptions made
about future inflation and salary growth levels, as well as the assumptions made about Iife expectation They are also sensitive to the discount
rate, which depends on market yields on steding denominated AA corporaie bonds The main differences between the funding and IAS 19
assumptions are a more prudent longewty assumption for funding and a different approach to setting the discount rate A consequence of
the ITPF's investment strategy, with a significant proportion of the assets invested in equities and other retum-seeking assets, 1s that the
difference between the market value of the assets and the IAS 19 liabiliies may be relatively volatils

The Reemtsma Cigarettenfabnken Penston Plan

The German schems, the Reemtsma Cigarettenfabnken Pension Plan (RCPP), 1s prmanly a career average pension plan that 1s opan to new
entrants, though a small closed group of members has final salary benefits It has a weighted average matunty of 17 years The scheme
population compnsas 53 per cent in respect of pensioners, 16 per cent in respect of deferred members and 31 per cent in respect of

active employees

The plan s unfunded and the company pays bensfits as they anse The plan's obligations anse under a works council agreement and are
subject to standard German legal requirements around such matters as the benefits to be provided to employees who leave service, and
pension Increases in payment Over the next year Reemtsma Cigarettenfabnken GmbH expects to pay £20 mullion in respect of benefits

Annual increases In benefits in payment are dependent on inflation so the man uncertanties affecting the level of benefits payable under the
plan are future Inflation levels and the actual longewvity of the membership

The IAS 19 liability measurement of the defined benefit obligation and the current senvce cost are sensitive 1o the assumptions made about
the above vanables, as well as the discount rate, which depends on market yrelds on euro denominated AA corporate bonds
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Other plans

Qther plans of the Group nclude vancus pensien plans, other post-employment and long-term employes benefit plans in several countnes
of operation Many of the plans are funded, with assets backing the obligations held in separate legal vehicles such as trusts, others

are operated on an unfunded basis The benefits prowded, the approach to funding and the legal basis of the plans reflect their local
environments 1AS 19 requires that the discount rate for calculating the DBO and service cost 1$ set according to the level of relevant
market yields on corporate bonds where the market 1s considered “desp”, or government bonds where it s not

The results of the most recent avallable actuaral valuations for the vanous plans have been updated to 30 September 2014 in order to
determine the amounts to be included in the Group's consolidated financial statemants The aggregate IAS 19 position i1s as follows

Defined benefit plans

2014 2013 frestated)

£ mdiion o0BO Assats Total DBO AsSets Tatal

At 1 October {4,400} 3,350 {1,050) (4,138) 3,095 (1,043)
Consolidated mcome stalement expense

Current service cost (49) - (49) (55) - (55)

Past service credit - Spanish free tobacco settlement 52 - 52 2 - 2 i
Past service credit — curtalment 69 - 69 3 - 3
Settlement - - - 1 - 1

Cost of termination benefits {32) - (32) (15) - (15)

Net interest (expense)/income on net defined benefit

(hability)/asset (174) 138 (36) (167) 128 (39)
Administration costs paid from plan assets - 3) {3) - (2) (@)

Cost recognised in the iIncome statement 1 {105)
Remeasurements

Actuanal gain/{loss) due to liabiity expenence 38 - 38 &) - {5)

Actuanal loss due to financial assumption changes (202) - (202} (188) - {188)

Actuanal gain/(loss) due to demographic

assumption changes 22 - 22 (1) - (1)

Return on plan assets excluding amounts included

n net interest [expense)/incoms above - 187 187 - 237 237
Remeasurement effects recognisad in OCI 45 43

Cash |
Employer contnbutions - 116 116 - 98 a8
Employee contributions 2) 2 - 2} 2 -

Benefits paad direclly by the company 46 {46} - a7 {41 -

Benefits paid from plan assets 181 (181) - 171 (171) -

Net cash 116 a8

Cther

Spanish fres tobacco settlement 48 - 48 - - -
Exchange mavernents 88 {28) 60 {53) 10 (43) a
Total other 108 (43) [
At 30 September {4,315) 3,535 (780} {4,400) 3,350 {1,050 E

Dunng the year, there have been some special events that have impacted the liabilities and the cost of the Group's retrerment
benefit schemes

The announcement of the proposed closure of the Nettingham factory has given nse to a curtaiment gain of £55 millon and termination costs
of £25 millon Other redundancies in the United Kingdom and Germany gave nse to termination costs of £7 milkon

Wa reached an agreement in Span with around 70 per cent of pensioners who had previously receved payments in respect of former
entitlenents to free cigarettes to accept a one-off cash payment in full settlement This has given nise to a past service credit of £52 milion
The cash settlerent of £48 milllon was paid at the beginning of Octcber 2014 and the liability was recognised in the batance sheet at

30 September 2014 in other fabilities

In The Netherands the defined benefit schems has been replaced by a multi-employer scheme for most employees (which 15 accounted for
as a defined cantnbution scheme under IAS 19, because it Is not possible to determine the Group's share of the plan assets) and by a defined
contnbution plan for sorma employees As a consequance of these changes a curtalment gain of £14 milion has been recogrised
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22 Retirement Benefit Schemes continued
Retirement benefit scheme costs charged to operating profit

£ miflon 2014 2013
Defined benefit (credity/costs in operating profit (37) 66
Defined contnbution costs in operating profit 19 17
Total retirement benefit scheme (credit)/costs in operating profit (18) 83
Spiit as follows in the consolidated ncome statement
£ million 2014 2013
Cost of sales N 35
Distnbution, advertising and selling costs 15 28
Admunistrative and other expenses {64) 20
Total retrement benefit scheme (credit)/costs n operating profit {18) 83
Assets and llabshties recogrmised in the consolidated balance sheet
£ midlion 2014 (rﬁti?;:]
Retirement benefit assets 44 5
Retirement bensfit habilities {824) (1,065)
Net retirement benefit liabilty (780) (1,050)
Key figures and assumptions used for major plans

2014 2013
£ millien unless otherwisa indicated MPF RCPP ITPF RCPP
Benefit obligation (DBO) 3,066 502 3.086 459
Far value of scheme assets (3,094} - (2,.924) -
Net defined benefit (asset)/iability (28) 502 162 459
Current service cost 30 7 32 7
Employer contributions 48 21 31 22
Prncipal actuanal assumptions used (% per annum)
Discount rate 40 25 43 35
Future salary increases a7 31 48 31
Future pension increases 32 20 33 20
Inflation 32 19 33 20

2014
PR ACPP
Male Female Male Female
iife expectancy at age 65 years
Member currently aged 65 215 229 189 229
Member currently aged 50 228 244 209 248
2013
ITPF RCPP
Male Ferale Mala Female

Life expectancy at age 65 years
Member currently aged 65 211 230 187 228
Member currentty aged 50 221 242 207 247

Assumptions regarding future mortalty expenence are set based on advice that uses published statistics and expenence in each temtory
In particular for the ITPF, SAPS tables are used with vanous adjustments for different groups of members, reflecting observed expenence
The largest group of members uses the SAPS All Pensioner Male Amounts table with a 109 8 per cent muitipler An allowance for
improvements in longevity 1s made using the continuous mortality investigation improvement rates with a long-term trend of 1 25 per cent

per annum
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Sensitvity analysis for key assumption at the end of the reporting penod
Sensitivity analysis 1s (llustrative only and 1s provided to demonstrate the degree of sensitvity of results to key assumptions Generally,
estimates are made by re-performing calculations with one assumption modified and all others held constant

2014 2013

9% ncrease n DBO ITPF RCPP TPF RCPP
Discount rate Q 5% decrease g1 88 76 80
Rate of inflation O 5% decrease {6 6) (54) 61) 50
One year increase In longewity for a member currently age 65, corresponding

changes at other ages 35 45 32 42

The sensitimty to the inflalon assumption change includes corresponding changes to the future satary increases and future pension increases
assumptions, but 1s assumed 1o be Independent of any change to discount rate

We astmate that a 0 & per cent decrease/fincrease) in the discount rate at the start of the reporting penod would have increased/(decreased)
the consolidated income staterment pension expense by approximately £15 milion

An approximate splt of the major categones of [TPF scheme assets 1s as follows

204 2013 (restated)
Percentage of Percentage of
ITPF scheme TPF scheme
£ millien unless otherwise indicated Fair value assets Far value assets
Equities 1,361 44 1,345 46
Bonds — index linked government 650 21 556 19
Bonds — corporate and other 495 16 409 14
Property 402 13 322 11
Absolute return pooted funds 155 5 263 9
Other — including denvatives, commedities and cash 31 1 29 1
3,094 100 2,924 100

The majonty of the assets are quoted Absolute return pooled funds are in overseas, non-quoted assets

Excluding any seff-investment through pooled fund holdings, the Impenal Tobacco Pension Fund nvestments in financial instruments of
Impenal Tobacco PLC amounted to £3 miflon (2013 £3 million)

The Group has appled amendments made to IAS 19 in November 2013 that relate to the treatment of member contributions to the results
presented in these financial statements

23 Provisions

2014
€ milhon Restructunng Other Total
At 1 October 2013 222 277 499
Additional provisions charged to the consolidated income statement 193 24 227
Unwind of discount on redundancy and other long-term provisions 3 1 4
Amounts used {70) (50) {120)
Unused amounts reversed (9) (79) (88)
Exchange movements {18) (16) (34)
At 30 September 2014 321 167 488
Analysed as
£ milicn 2014 2013
Current 176 92
Non-current 312 407
488 499

Rastructunng provisions relate manly to our cost optimisation programme {see note 5) and to projects ansing from the integration of Impenal
Tobacco and Altadis, purchased in 2008 These provisions include employee social plans ansing from restructunng actvity and are expectad
to be used over the next ten years

Other provisions pnncipally relate to commercial legal clams and disputes and are expected to be used over a penod of up to ten years
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NOTES TO THE FINANCIAL STATEMENTS continued

24 Share Capital

£ mmehon 2014 2013
Issued and fully paid
1,036,000,000 ordinary shares of 10p each (2013 1,067,942,8581) 104 107

On 6 March 2014, 31,942,881 shares held in Treasury were cancelled creating the Capital Redemption reserve

25 Share Schemes

The Group operates three types of share-based incentve programmes, designed to incentvise staff and to encourage them to buld a stake in
the Group

Share Matching Scheme

Awards are made to eligible employees who are invited to invest a proportion of therr eligible bonus N impenal Tobacco Group PLC shares for
a period of three years, after which additional shares are awarded ona 1 1 ratio

Long Term Incentive Plan (LTIP)

Awards of shares under the LTIP are made to the Exacutive Directors and senior executives at the discration of the Remuneration Committes
They vest three years after grant and are subject to performance critena

Sharesave Plan

Options are granted 10 eligible employses who participate in a designated savings scherme for a three or five year penod

Further details of the schemes including addiional cntena appiying to Directors and some senior executives are set out in the Directors'
Remuneration Report

Analysis of charge to the consolidated income statement

£ milion 2014 2013
Share Matching Scheme 19 16
Long Term Incentive Plan 1 @
Sharesave Plan 2 2

22 16

The awards are predominantly equity settled The balance shest hability in respect of cash settled schames at 30 September 2014 was
£2 million (2013 £2 milhon}

Reconciliation of movements in awards/options

2014
Sharesave
werghted
average
Share exercise
matching Sharesave pnce
Theousands of shares unless otherwse iIndicated awards LTIP awards options £
Outstanding at 1 October 2013 2,723 936 1,737 1812
Granted 1,120 320 453 20 40
Lapsed/cancellec (274) {484) (133} 18 44
Exarcised (861) @ (479) 1610
Quistanding at 30 September 2014 2,708 769 1,578 19 36
Exercisable at 30 September 2014 - - 46 1660
2043
Sharesave
wenghtad average
Share exerose
maiching Sharesave pce
Thousands of shares unless ctherwise INdkcated awards LTP awards options £
Outstanding at 1 October 2012 2,738 929 1,799 17 31
Grarited 1,119 333 666 1840
Lapsed/cancellad (175) {266) (259} 18 21
Exercised {958} {60) (469) 1536
Outstanding at 30 September 2013 2,723 936 1,737 1812
Exercisable at 30 September 2013 - 22 72 1567

The weighted average Impenal Tobacco Group PLC share price at the date of exercise of awards and options was £23 60 {2013 £23 27)
The weaighted average far value of sharesave cptions granted during the year was £4 28 (2013 £2 68)
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Summary of awards/options outstanding at 30 September 2014

Exercise pnce

Number of  Vesting penod of options
awards/optons remaining in outstanding

Thousands of shares unless otherwise Indicatad outstanding months £
Share Matching Scheme
2012 661 4 n/a
2013 949 16 n/a
2014 1,098 28 n/a
Total awards outstanding 2,708
Long Term incentive Plan
2012 214 1 n/a
2013 239 14 n/a
2014 316 25 n/a
Total awards outstanding 769
Sharesave Plan
2009 10 - 12 54
2010 39 10 1563
2011 73 1 17 80
2012 404 16 20 45
2013 604 24 18 40
2014 448 34 2040
Total options outstanding 1578

The vesting penod 1s the period between the grant of awards or options and the earliest date on which they are exercisable The vesting
penod remaining and the exercise pnce of options outstanding are weighted averages Participants in the Sharesave Plan have six months
from the matunty date to exercise ther option Participants in the LTIP have seven years from the end of the vesting penod to exercise

therr option
Pricing

For the purposes of valuing options to calculate the share-hased payment charge, the Black-Scholes option pncing model has been used
for the Share Matching Scheme and Sharesave Plan A summary of the assumptions used in the Black-Scholes model for 2014 and 2013

15 as follows
2044 2013
Share matching Sharesave Share matching Sharesave

Risk-free interest rate % 15 0415 05 06-12
Volatbty (based on 3 or 5 year history) % 22 225230 180 101-230
Expected lives of options granted years 3 3 3 3-5
Dwdend yield % 51 51 44 44
Far value £ 21 88 418-452 2032 222-461
Share price used to determina exercise pnce £ 2550 2550 2318 2300
Exercise pnce £ n/a 2040 nva 18 40
Market conditions were incorporated into the Monte Carlo method used in determining the fair value of LTIP awards at grant date
Assumptions in 2014 and 2013 are given in the following table
% 2014 2013
Future Impenal Tobacco Group share prica volatiity 18 18
Future Impenal Tobacco Group dvidend yeld 51 44
Share pnce volatility of the tobacco and alcohol comparator group 14-37 14-29
Share pnce volatiity of the FTSE 100 comparator group na 15-50
Correlation between Impenal Tebacco and the alcohol and tobacco comparator group 35 40
Corelation between Impenal Tobacco and the FTSE 100 comparator group nfa 40
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25 Share Schemes continued

Employee Share Ownership Trusts

The Imperial Tobacco Group PLC Employee and Executive Benefit Trust and the impenal Tobacco Group PLC 2001 Employee Benefit Trust
(the Trusts) have been established to acgqure ordinary shares in the Company to satisfy nghts to shares ansing on the exercise and vesting of
options and awards The purchase of shares by the Trusts has been financed by a gift of £19 2 milion (2013 £19 2 million) and an interest
free loan of £181 9 millon (2013 £181 3 millon) In addition the Group has gifted treasury shares to the Trusts None of the Trusts' shares has
been allocated to employees or Executve Directors as at 30 September 2014 All finance costs and adminstration expenses connected with
the Trusts are charged to the consolidated income statement as they accrue The Trusts have warved ther nghts to dwvidends and the shares
held by the Trusts are excluded from the calculation of basic earnings per share

Shares held by Employee Share Ownership Trusts

Mittons of shares 2014 2013
At 1 October a3 41
Distnbution of shares held by Employee Share Ownership Trusts {11) (12)
Gift of treasury shares 20 04
At 30 September 42 33

The shares in the Trusts are accounted for on a first in first out basis and compnse 0 3 millon {2013 0 8 millon) shares acquired In the open
market at a cost of £7 8 million (2013 £16 7 millon) and 3 8 million {2013 2 5 milion) treasury shares gifted 1o the Trusts by the Group, of
which 2 0 millon were gifted in this financial year (2013 0 4 milion)

26 Treasury Shares

In 2011, the Group recommenced its share buyback programme at the rate of around £500 milkon per annum as an efficient means of
returning surplus funds to sharsholders Shares purchased under the buyback programme are retaned in 1ssue and represent a deduction
from equity attnbutable to owners of the parent (see Consolidated Statement of Changes in Equity) Dunng 2014 the Group purchased
14,163,000 shares under the programme (2013 21,287,000) at a cost of £341 milion (2013 £500 milion) and cancelled 31,942,881 shares
The shara buyback programme was suspended on 15 July 2014

Milions of shares 2014 2013
At 1 October 987 778
Gift to Employes Share Ownership Trusts {2 0} 04)
Purchase of treasury shares 141 213
Cancellation of treasury shares (319 -
At 30 September 789 987
Percentage of 1ssued share capital 76 92

27 Commitments

Capital commitments

£ mifion 2014 2013
Contracted but not prowded for
Property, plant and equipment and scftware 177 159

Operating lease commitments
Total future minmum lease payments under non-cancellable operating leases consist of leases where payments fall due

£ mrullion 2014 2013

Property

Within one year 37 35

Between one and five years 86 78

Beyond five years 29 18
152 131

28 Legal Proceedings

The Group 1s currently involved In a number of legal cases in which clamants are seeking damages for alleged smokung and health related
effects In the opinion of the Group's lawyers, the Group has memonous defences to these actions, all of which are being wgorously
contested Although # 1s not possible to predict the outcome of the pending Iitigation, the Directors believe that the pending actions will not
have a matenal adverse effect upon the results of the operations, cash flow or finanaial condition of the Group Consequently, the Group has
not provided for any amounts in respect of these cases in the financial statements
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29 Acquisitions

In July 2013, the Group purchased the sales and distnbution business of our former agent iIn Cambodia, for a total consideration £41 million,
of which £6 milion was deferred until 2014 This gave nise to goodwill of £41 millien, largely representing the value of the sales force in place

In July 2014, the Group entered into a purchase agresment with Reynolds Amencan Inc for the acquisttion of assets, including a portfolio of
US brands, plus the national sales force, offices and praduction facihties currently owned by Lorllard Inc The transaction i1s subject to the
acquistion of Loritard by Reynolds and reguires US anti-trust and shareholder approvals The approval processes are likely to take a mirimum
of six to nine months If approved, the assets are to be acqured for cash consideration of $7 1 billon

Costs of £13 million were incurred in 2014 n relation to the transaction, and have been excluded from our adusted results in line with our
accounting polcy

30 Net Debt
The movaments in cash and cash equivalents, borrowings, and derivative financial instruments in the year were as follows
Cash and Denvative
cash Current MNon-current financial
£ million equivalents borrowmngs borrowings instruments Total
At 1 October 2013 1,809 (3,276) (7,858) (193} (9,518)
Cash flow (385) 2,706 (1,830) 121 612
Accretion of interest - 3 (39) - (8)
Change in far values - - - 24 24
Exchange movernents 7 71 263 - 341
At 30 September 2014 1,431 (468) (9,464) (48) (8,549)
Analysis by denomination currency
2014

£ million GBP EUR usD Other Total
Cash and cash equivalents 247 414 342 428 1,431
Total borrowings {3,870) {4,666) (1,396} - {9,932)

{3,623} {4,252) (1,054) 428 {8,501)
Effect of cross currency swaps 2,691 (2,661) - - 30

(932) (6,913) {1,054) 428 {8,471)
Denvative financial nstruments (78)
Net debt (8,549)
2613

£ milton GBP EUR usD Cther Total
Cash and cash equivalents 1563 1,114 26 516 1,809
Total barrowings (3,450) (6,275) {1,399) (10) (11,134)

(3,297} (5.161) (1.373) 506 (9,325)
Effect of cross currency swaps 1,650 (1,650) - - -

(1,647} (6.,811) (1.373) 506 (9,325)
Derwative financial instruments (193)
Net debt (9,518

Adjusted net debt

Management monitors the Group's borrowing levels using adjusted net debt which excludes interest accruas and the far value of denvative
financial Instruments providing commercial cash flow hedges

£ milion 2014 2013
Reported net debt (8,549) (9.518)
Accrued Interest 280 321

Far value of denvatives providing cemmercial hedges 134 99
Adjusted net debt {8,135) (9,098)
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NOTES TO THE FINANCIAL STATEMENTS continued

31 Reconciliation of Cash Flow to Movement in Net Debt

£ milion 204 2013
{Decrease)/increase In cash and cash equivalents {385} 1,323
Cash flows relating to denvative financial Instruments 121 28
Increase In borrowings (2,324) (4,884)
Repayrment of borrowings 3,200 3,443
Repayment of finance leases - 20
Change in net debt resulting from cash flows 612 (70)
Other non-cash movements including revaluation of denvative financial nstruments 16 (246)
Exchange movements 341 (237
Movement in net debt dunng the year 969 (553)
Opening net debt (9,518) (8,965)
Closing net debt (8,549) (9.518)

32 Changes 1n Non-controlling Interests

In July 2014 the Group completed the IPO of the Logistics business, with 30% of the shares of Compafia de Distnbucion integral Logista

Holdings SA bemng listed on Spanish stock exchanges This increased non-contraling interest by £363 miflon Sales proceeds were

€518 millon Net proceeds after fees and costs were £395 millon and were used to reduce the Group's debt A gan of £32 million was

recogrused n equity
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INDEPENDENT AUDITORS REPORT TO THE MEMBERS OF

IMPERIAL TOBACCO GROUP PLC

Report on the Parent Company
Fimancial Statements

Our Opmion
In our opinon the financial statements, defined below

- give a true and farr view of the state of the Parent Company's affars
as at 30 September 2014,

- have been property preparad in accordance with United Kingdom
Generally Accepted Accounting Practice, and

— have been prepared in accordance with the requirements of the
Companies Act 2006

What We Have Audited
The Parent Company financial statements (the “financial statements™,
which are prepared by Impenal Tobacco Group PLC, compnse

— the Balance Sheet as at 30 September 2014, and

— the notes to the financial staternents, which include a summary of
significant accounting policies and other explanatory nformation

The financial reporting framework that has been applied In thar
preparation 1s applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice)

Certan disclosures required by the financial reporting framework have
been presented elsewhere in the Annual Report and Accounts
(“Annual Report"), rather than in the nctes to the financial statements
These are cross-referenced from the financial statements and are
identfied as audited

What an Audit of Financial Statements Involves

We conducted our audit in accordance with Intermational Standards
on Audrting (UK and lreland) (1SAs (UK and Ireland)’) An audt
involves cbtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the
financial statements are free from matenal misstaterent, whether
caused by fraud or errer This includes an assessment of

— whether the accounting policies are appropnate to the Parent
Company's circumstances and have baen consistently applied
and adequately disclosed,

- the reasonableness of significant accounting estimates made by the
Diractors, and

- the overall presentation of the financial statements

In addition, we read all the financial and non-financial nformation in the
Annual Report to identfy matenal Inconsistencies with the audited
financial statements and to identify any information that s apparentty
matenally incomect based on, or matenally inconsistent with, the
kriowledge acquired by us in the course of performmg the audit

If we become aware of any apparent matenal misstatements or
Inconsistencies we consider the iImplications for our report

Opwmions on Other Matters Prescribed by
the Compamnies Act 2006

In our cpinion

- the Information given in the Strategic Report and the Directors’
Report for the financial year for which the financial statements
are prepared 15 consistent with the financial statements, and

- the part of the Directors’ Remuneration Report to be audited
has been propedy prepared in accordance with the Companies
Act 2006

Other Matters on Which We are Recquured
to Report by Exception

Adequacy of Accounting Records and Infermation and
Explanations Received

Under the Comparves Act 2006 we are required to report to you f,
1IN QuUIr oRINKCN

- wa have not receved all the information and explanations we
requira for our audt, or

- adequate accounting records have not been kept by the Parent
Company, or returns adequate for our audrt have not been receved
from branches not wisited by us, or

- the financial statements and the part of the Directors” Remuneration
Report to be audited are not n agreement with the accounting
records and returns

We have no exceptions to report ansing from this responsibility

Directors’ Remuneration

Under the Comparues Act 2006 we are required to report to you if, n
our opinion, certain disclosures of drrectors' remuneration specified
by law are not made We have no exceptions to report ansing from
this responsibility

Other Information 1n the Annual Report

Under ISAs (UK and Ireland) we are reguired to report to you «f, in our
epinion, information in the Annual Report 1s

- matenally inconsistent with the information in the audited financial
statements, or

- apparently matenally incorrect based on, or matenally nconsistent
with, our knowledge of the Company acquired in the course of
performing our audi, or

- otherwise misleading
We hava 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 Statement of Directors’ Responsibilities
set out In the Directors’ Report, the Directars are responsible for the
preparation of the financial statements and for being satisfied that they
gve a true and far view

Our responsibility 1S to audt and express an opinion on the financial
statements in accordance with applicable law and I1SAs (UK and
Ireland) Those standards require us to comply with the Auditing
Practces Boarg's Ethical Stanoards 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 gving these opinions, accept or assume responsibiity for any
other purpose or to any other person to whom this report 1s shown or
into whose hands it may come save where expressly agreed by our
priar consant in writing

Other Matter
We have reported separatety on the group financial statements of
Impenal Tobacco Group,PLC for the year ended 30 September 2014

ohn Maitland {Semor Statutory Auditor}
for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountanis and Statutory Auditors
Bnstol

4 November 2014
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IMPERIAL TOBACCO GROUP PLC BALANCE SHEET
at 30 September

£ milion Notas 2014 2013
Fixed assets
Investments ] 7,968 7,968

Current habilihes

Cash at bank and n hand m 1
Creditors amounts falling due within one year v (163) {107}
Net current liabiities (164} {108)
Net assets 7,804 7.860

Capital and reserves

Called up share captal v 104 197
Capital redemption reserve Vi 3 -
Share premium account Vi 5,833 5,833
Profit and toss account 0 1,864 1,920
Tota) shareholders’ funds 7,804 7,860

The financial statements on pages 116 to 119 were approved by the Board of Direciors on 4 November 2014 and signed on its behalf by

NP @Z/ g
Mark Wlll%oﬂ/ Oliver Tant
Chairman Director
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NOTES TO THE FINANCIAL STATEMENTS OF
IMPERIAL TOBACCO GROUP PLC

1 Accounting Policies

Basis of Preparation

The financial statements have been prepared on the going concem basis in accordance with the historical cost convention, the Companies
Act 2006 and UK Generally Accepted Accounting Pnnciples

As permitted by section 408(3) of the Companies Act 20086, no separate profit and loss account has been presented for the Company
As permitted by FRS 29, the Company has elected not to present FRS 29 Financial Instruments Disclosures in the notes to s indmwdual
financial statements as full equivalent disclosures are presented In the consolidated financial statements As permitted by FRS 8 Related
Party Disclosures the Company has not disclosed transactions with wholly owned subsidianes

The pnncipal accounting policies are set out below

Investments
Invasiments compnse the Company’s investment in subsidiaries and are shown at cost less any provision for imparment

Dmnidends

Final dwidends payable are recogrised as a liability in the penod in which the dvidends are approved by shareholders whereas intenm
dividends payable are recognised in the penod in which the dividends are pad Dividends recevable are recogrised as an asset when they
are approved

Ftnancial Instruments

Non-denvative financial assets are classified as cash and debtors Debtors are initially recognised at fair vaiue and are subsequently stated
at amortised cost using the effective interest method, subject to reduction for allowances for estmated irrecoverable amounts A provision
for impaiment of recevables 1s established when there 1s objective evidence that the Company will not be able to collect all amounts due
according to the ongnal terms of those recevables The amount of the prowision 15 the diffsrence between the asset's carrying amount and
the present value of estimated future cash flows, and s recognised in the profit and loss account For interest-beanng assets, the carrying
value includes accrued interest recevable

Non-denvative financial labiities are initally recogrused at farr value and are subsequently stated at amortised cost using the effective
interest method

Treasury Shares

When the Company purchases its own equity share capital {treasury shares), the consideration pad, including any directly attnbutable
ncremental costs {net of income taxes), 1s deducted from equity until the shares are reissued or disposed of When such shares are
subsequently sold or reissued, any consideration received, net of any directly attnbutable iIncremental transaction costs and the related
income tax effects, Increases shareholders’ funds When such shares are cancelled they are transferred to the capntal redemption reserve

11 Dividends
Dividend per share in respect of financial year

Pence 2014 203 2012
Interim 388 352 317
Final 893 812 7389
Toetal 1281 1164 1056

Intenm dmdends are paid and recognised in the second half of the year, and final dividands in respect of a year are paid and recognised in the
following financial penod

Amounts recognised as distnbutions to ordinary shareholders in the year

£ rmilhion 2014 2013
Final dividend paid in the period in respect of previous financial year 779 724
Interim dvidend 370 341

1,149 1,065

The proposed final dwdend for the year ended 30 September 2014 of 83 3p per share amounts to a proposed final dividend payment of
£851 milion based on the number of shares ranking for dmdend at 30 Septemier 2014, and 1s subject to shareholder approval If approved,
the total dividend paid in respect of 2014 will be £1,221 millon (2013 £1,120 millon)
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NOTES TO THE FINANCIAL STATEMENTS OF
IMPERIAL TOBACCO GROUP PLC continued

11 Investments
Cost of shares in Impenal Tobacco Holdings (2007} Limited

£ millon 2014 2013
At 1 October 7,968 4,225
Addtions - 3,743
At 30 September 7.968 7,968

Dunng 2013 the Company increased its investment in Impenal Tobacco Holdings (2007) Limited as part of 2 legal entity reorganisation in the
normal course of business

The Directors believe that the carrying value of the investments I1s supported by ther underlying net assets
Aist of the principal subsidianes of the Company 1s shown on pages 120 to 122

1v Creditors Amounts Falling Due Within One Year
£ milkon 2014 2013
Amounts ewed to Group undertakings 163 107

Amounts owed to Group undertakings are unsecured, have no fixed date for repayment and are repayable on demand

v Called Up Share Capital

£ milhon 204 2013
Issued and fully paid
1,036,000,000 ordinary shares of 10p each (2013 1,067,842,881) 104 107

On 6 March 2014, 31,942,881 shares held in Treasury were cancelled creating the Capital Redempticn reserve

v1 Reserves

Share Captal Profit

premium redemption and loss

£ milion account reserve account
At 1 Octcber 2013 5,833 - 1,920
Profit for the year - - 1,434
Dividends - - {1,149)
Purchase of own shares - - (341)
Cancellation of treasury shares - 3 -
At 30 Septermber 2014 5,833 3 1,864

As permitted by section 408(3) of the Companies Act 20086, the profit and loss account of the Company 1s not presented The profit
attributable {0 shareholders, dealt with in the financial statements of the Company, 1s £1,434 milion (2013 £1,718 millon) This 1s after
charging an audit fee of £ C millon (2013 £1 0 milhon}

Treasury shares

In 2011, the Company recommenced its share buyback programme at the rate of around £500 milion per annum as an efficient means of
returning surplus funds to shareholders Shares purchased under the buyback programme are retained in 1ssue and represent a deduction
from shareholders' funds During 2014 the Company purchased 14,163,000 shares under the programme (2013 21,287,000) at a cost of
£341 milion (2013 £500 milion}, and on 6 March 2014 31,842,881 shares held in Treasury wera cancelled, creating a capital redemption
reserve The share buyback pregramme was suspended on 15 July 2014

Millons cf shares 2014 2013
At 1 October 98 7 778
Gift to Employee Share Ownership Trusts (20} 04
Purchase of treasury shares 141 213
Cancellation of treasury shares (319 -
At 30 September 789 987
Percentage of 1ssued share capital 76 g2
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vil Reconciliation of Movements in Shareholders’ Funds

£ million 2014 2013
Profit for the year 1,434 1,718
Dmvidends (1,149) (1,065)
Purchase of own shares {341) (500}
Movements in total shareholders' funds (56) 153
Opening total shareholders’ funds 7,860 7,707
Closing total shareholders’ funds 7,804 7,860

vin Guarantees

Impena! Tobacco Group PLC has guaranteed vanous borrowings and liabiities of certan UK and overseas subsichary undertakings, including
vanous Dutch and Insh subsidianes At 30 September 2014, the contingent lability totalled £9,965 million (2013 £11,238 million)

The guarantees nclude the Dutch subsidianies, all of which are included in the consolidated financial statements as at 30 September 2014
and which, in accardance with Bock 2, Article 403 of The Netherlands Gl Code, do not file separate financial staterments with the Chamber
of Commerce Under the same article, Impenal Tobacco Group PLC has 1ssued declarations to assume any and all liabilities for any and all
debts of the Dutch subsidianes

The guarantees also cover the Insh subsidianes, all of which are included in the consolidated financial statements as at 30 September 2014
The Insh companies, namesly John Player & Sons Limited and Impenal Tobacco Mulingar, have therefore avaled themselves of the exemption
provided by section 17 of the Insh Companigs (Amendment} Act 1886 in respect of documents required to be attached to the annual returns
for such companies

The Directors have assessed the farr value of the above guarantess and do not consider them to be matenal They have therefore not been
recognised on the balance sheet

1x Related Party Dasclosures

Detals of Directors’ emolurments and interests are provided within the Directors” Remuneration Report These disclosures form part of the
financial statements
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PRINCIPAL UNDERTAKINGS

The pnnoipal subsidianes and joint ventures of the Group which pancipally affect the figures shown, which are unlisted unless otherwise
Indicated, are shown below

Registered 1n England and Wales, wholly owned

Name Pnncipal activity

Impenal Tobacco Holdings (2007) Limrted Holding investments n subsidiary companies

Impenal Tobacco Limited Manufacture, marketing and sale of tobacco products in the UK
Impenal Tobacco International Limited Export and rmarketing of tobacco products

Impenal Tobacco Finance PLC Finance company

Incorporated overseas, wholly owned

Name Country of incorporation Prnincipal actraty

Altadis SAU Spain Manufacture, marketing, sale ang distnbution of tobacco products
in Spain

Altadis Cananes SAU Spain Marketing and sals of tobacco products in the Canary Islands

Altadis Emisiones Financieras SAU Spain Finance company

Altadis Middle East Fzco United Arab Emirates Marketing and sale of tobacco products in the Middle East

Altadis USA Inc United States of Amenca  Manufacture, marketing and sale of cigars in the United States
of Amenca

Commonwesalth-Altadis Inc United States of Amenca  Sales and distnibution of tobacco products in the United States
of Amerca

Commonweaalth Brands Inc United States of Amenca  Manufacture, marketing and sale of tobacco products in the
United States of Amenca

Ets L Lacroix Fils NV Belgium Manufacture, marketing and sale of tobacco products in Belgium

Imperal Tobacco Australa Limited Australia Marketing and sale of tobacco products in Australa

Imperal Tobacco China Limited China Marketing of tobacco products in China

Impenal Tebacco CR sro Czech Republic Marketing and sale of tobacco preducts in the Czech Republic

Imperal Tobacco Finance France SAS  France Finance company

Impenal Tobacco Finland Qy Finland Marketing and sale of tobacco products in Finland

Impenal Tobacco Hellas SA Greece Marketing and sale of tobacco products in Greece

Imperial Tobacco ltala Srl ltaly Marketing and sale of tobacco products in ltaly

Impenal Tobacco Magyarorszag

Dohanyforgaimazo Kt Hungary Marketing and sale of tobacco products in Hungary

Impenal Tobacco Mullingar Republic of Ireland Manufacture of fine cut tobacce in the Republic of Ireland

Impenal Tobacco New Zealand Lmited  New Zealand Manufacture, marketing and sale of tobacco products in New Zealand

Imperal Tobacco Norway AS Norway Marketing and sale of tobacco preducts in Norway

Impenal Tobacca Paolska SA Poland Manufacture, marketing and sale of tobacco products in Poland

Impenal Tobacco Polska

Manufacturing SA Poland Manufacture of tobacco products in Poland

Impenal Tobacco Sales & Marketing LLC Russia Marketing and sale of tobacco preducts in Russia

Impenal Tobacce Sigara ve Tutunculuck

Sanayl ve Ticaret AS Turkey Manufacture of tobacco products in Turkey

Impenal Tobacco Slovakia AS Slovak Republic Marketing and sale of tobacco products in the Slovak Republic

Impenal Tobacco Tawan Co Limited Tawan Marketing and sale of tobacco products in Tawan

Impenal Tobacco Tawan Manufacturing

Company Limited Tamwan Manufacture of tobacco products in Taiwan
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Incorporated overseas, wholly owned continued

Name Country of ncorporation

Pnncipal activity

Impenal Tobacco Tutun Urunlen Satis

ve Pazarlama AS Turkey Marketing and sale of tobacco products in Turkey

Impenal Tobacco Ukraine Ukraine Marketing and sale of tobacco products in Ukraine

000 Impenal Tobacco Volga LLC Russia Manufacture of tobacco products in Russia

ZAO Impenal Tobacco Yaroslavl CJSC Russia Manufacture of tobacco products in Russia

John Player & Sons bimited Republc of lreland Marketing and sale of tobacco products in the Republic of Irefand

Reemtsma Cigarettenfabnken GmbH Germany Manutfacture, marketing and sale of tobacco products in Germany

Skruf Snus AB Sweden Manufacture, marketing and sale of tobacco products in Sweden

Sociéte Marocaine des Tabacs SA Morocco Manufacture, marketing, sale and dstnbution of tobacco products
in Morocco

Socete Nationale d'Explotation France Manwfacture, marketing and sale of tobacco products in France

Industnelle des Tabacs et Allumettes SAS

and export of tobacco products

Supergroup SAS France Wholesale distnbution in France
Tobaccor SAS France Holding investments in subsidiary companies involved in the
manufacture, marketing and sale of tobacco products in Africa
Tobacna Lyubljana doo Slovenia Marketing and sale of tohacco products in Slovenia
Van Nelle Tabak Nederland BV Netherlands Manufacture, marketing and sale of ichacco products In
the Netherlands
800 JR Cigar Inc United States of America  Holding nvestments in subsidiary companies involved in the sale

of cigars in the Unrted States of Amenca

Incorporated overseas, partly owned

Percentage
Name Country of incorporation Principal activity owned
Impenal Tobacco Production Ukraine Ukrane Manufacture of cigareties in Ukramne 998
Impenal Tobaceo TKS ad Macedonia Manufacture, marketing and sale of tobacco products
n Macedonia 991
Compaiia de Distnbucion Integral Spann Holding investments in subsidiary undertalungs
Logista Holdings SA 700
Comparia de Distnbucicn Integral Spain Distnbution of tobacco products and related services
Logista SAU In Spain 700
Logista France SAS France Distnburtion of tobacco products in France 700
Logista ttaha SpA ftaly Distnbution of tobacco products in taly 700
Reemtsma Kyrgyzstan OJSC Kyrgyzstan Manufacture, marketing and sale of tobacco products
In Kyrgyzstan 986
Sociéte Ivoirenne des Tabacs SA ory Coast Manufacture, marketing and sale of tohacco products
in the lvory Coast 741 E
&
Incorporated overseas, joint ventures E
Percentage
Namae Country of ncorporation Pnncipal actvity owned
Altabana SL Span Holding nvestments in subsidiary companies involved in
the marketing and sale of Cuban cigars 500
Corporacion Habanos SA Cuba Export of cigars manufactured m Cuba 500
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PRINCIPAL UNDERTAKINGS continued

Partnerships

The Group also owns the following partnerships

Name Country Pnncipal actrity

Impenal Tobacce (EFKA) Germany Manwufacture of tubes in Germany

GmbH & Co KG Principal place of business Industnestrasse 6, Postfach 1257,
D-78636 Trossingen, Germany

Impenal Tobacco Kazakhstan LLP Kazakhstan Marketing and sale of tobacco products in Kazakhstan

Principal place of business Tole bi 101, comer of str Baitursynova
Business center “Dalich”, 8th floor, block C and D, 050012 Almaty,
Kazakhstan

The subsidianes hsted above were hald throughout the year

The consolidated Group financial statements include all the subsidiary underiakings and entities shown above With the exception of tmpenal
Tobacce Holdings {2007} Limited, which s wholly owned by the Cemparny, none of the shares in the subsidianes 15 held by the Company
A full st of undertakings 1s attached to the Annual Return of the Company

The percentage of Issued share capital held by the immadiate parent and the effective voting nghts of the Group are the same except for
Impenal Tobacco Kalia Sr where the entire share capital, and therefore 100 per cent of the voting nghts, are held by a numbar of Group
companies, and Compafia de Distnbucion Integral Logista SAL, Logista France SAS, and Logsta ltalia SpA are 100 per cent owned
subsidianes of Comparia de Distnbucion Integral Logista Holdings SA, which is itself 70 per ¢ent owned by Altachis SAU

Sociéte voinenne des Tabacs SA s Isted on the Stock Exchange of the lvory Coast
Comparia de Distribucién Integral Logista Holdings SA 1s kisted on Sparish stock exchanges
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SHAREHOLDER INFORMATION

Registered Office

121 Winterstoke Road

Bnstot BS3 2LL

+44 (0)117 983 6636

Incorporated and domiciled in England and Wales No 3236483

Registrars

Equindi Limned

Aspect House

Spencer Road

Lancing

Woest Sussex BN93 6DA

0871 384 2037+

+44 (0)121 415 7002

0871 384 2255 text phone for shareholders with heanng difficulties

*

Calls to this number will be charged at 8p per minute plus network extras Lines are open 8 30am to 5 30pm, Monday to Friday excluding
UK public holidays

ADR Depositary

Shareholder Services for ADR Holders

Citbank Shareholder Services

PO Box 43077

Providence, Rl 02840-3077

USA

Toll-free number in the USA 1-877-CITI-ADR (1-877-248-4237)
email citibank@shareholders-onling com

Stockbrokers

Credrt Suisse Secunties (Europe) Limited
One Cabot Square

Canary Whart

Londen E14 4QJ

+44 (0)20 7888 8000

Morgan Stanley & Co international Limited
20 Bank Street

Canary Wharf

London E14 4AD

+44 (0)20 7425 8000

Auditors

PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
31 Great George Street

Brstcl BS1 5QD

Lawyers

Allen & Overy LLP
One Bishops Square
London E1 8AD

Ashurst LLP
Broadwalk House
5 Appotid Sirest
London EC2A 2HA
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SHAREHOLDER INFORMATION contimued

Financial Calendar and Dwidends
Half year results are expected to be announced mn May 2015 and the full year's results in November 2015

The Annual General Meeting of the Company will be held on Wednesday 28 January 2015 at the Bnstol Mamott Hotal City Centre
The Notice of Meeting and explanatory notes about the resolutions to be proposed are set out In the circular enclosed with this report

Dnidends are generally paid in August and February Payment of the 2014 final dwvidend, if approved, will be on 17 February 2015
to shareholders on the Register of Members at the close of business on 16 January 2015 The associated ex dvidend date will be
15 Jaruary 2015

We are mowving to quarterly dwdend payments with effect from financial year 2015 The first two quarters will be announced with our half year
results n May 2015 and wili be paid in June and September The third and fourth dmdends will be announced In November 2015 and pad in
December and, sulyject to sharehelder approval at the AGM, in March 2016

Shareholders who do not currently mandate ther dwdends and who wish to do so should complste a mandate instruction form obtainable
from our Registrars, Equinti Limited, at the address shown

Share Dealing Service

Qur Registrars offer Shareview Dealng, a service which allows you to buy or sell Impena! Tobacco Group PLC ordinary shares if you are a
UK resident You can deal on the intemet or by phone Log on to www sharewiew co uk/dealing or calt them on 08456 037 037 betwesan

8 00am and 4 30pm Monday to Fnday for more information about this seruce If you wish to sell your impenal Tobacco Group PLC ordinary
shares, you will need your shareholder reference number which you can find on your share certificate

Indradual Savings Account

Investors in Impenal Tobacco Group PLC ordinary shares may take advantage of a low cast Indmvdua! Savings Account (ISA) and Investment
Account where they can hold therr Impenal Tobacco Group ordinary shares electronically The ISA and Investment Account are operated by
Equinii Financial Services Limited Comimission starts from £12 50 and £1 75 respectively for the sale and purchase of shares

For a brochure or to apply for an ISA or Investment Account go online to www shareview co uk/dealing or call Equiniti on 0845 300 0430*
* Calls to this number will be charged at local rate from a BT landine Mobile and other providers’ charges may vary

Dividend Reinvestment Plan

Imperial Tobacco Group PLC has set up a dvidend reinvestiment plan {DRIP) to enable shareholders to use therr cash dwdend to buy
further Impenal Tobacco Group PLC ordinary shares in the market Further nformaton can e obtaned from Equiniti on 0871 384 2268*
(+44 (03121 415 7173) or online at www shareview co uk

* Calls to this number will be charged at 8p per minute plus network extras

Amencan Depositary Receipt Facility

Impenal Tobacco Group PLC ordinary shares are traded on the OTCQX International Premier platform in the form of Amencan Depositary
Shares (ADSs) using the symbol ITYBY” Each ADS reprasents two Impenal Tobacco Group PLC ordinary shares The ADS faciity i1s
administered by Citibank, N A and enquines should be directed to them at the address shown

Website
Information on Imperial Tobacco Group PLC 15 avallable on our website www impenal-tobacco com

Equiniti also offers a range of shareholder information online  You can access information on your holdings, ndicative share prices
and dwidend detalls and find practical help on transfernng shares or updating your details at www shareview co uk
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